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Introduction and Summary

Adverse events in the form of the pandemic followed by the Russian invasion of Ukraine and the associated extreme
volatility in the energy markets have placed a heavy burden on society and the economy. In 2020, for the first time
in history, the European Commission activated the general escape clause from the rules of the Stability and Growth
Pact to allow EU Member States to respond flexibly through fiscal policy to cushion the impact of these shocks.

As risks recede and markets stabilise, fiscal policy stance in the Union is also changing - from purely expansionary in
2020-2022 and neutral in 2023, to restrictive in 2024 and beyond. There is also a change in emphasis from quick and
rather across-the-board solutions to largely targeted solutions, focusing only on the most vulnerable in the economy.
Economic policy in the Czech Republic has evolved broadly in line with these recommendations in recent years.
The same assessment can be made for the period ahead, when fiscal policy should be restrictive this year and in the next

few years.

Before 2020, the Czech Republic had a relatively low
general government debt, among the four least indebt-
ed countries in the EU. The significant increase in debt
and the structural imbalance between public revenues
and expenditures made consolidation of public finances
inevitable. The Czech government has therefore pre-
pared measures to reduce the state budget deficit by
around CZK 150 billion in 2024 and 2025. Act
No. 349/2023 Coll. amending certain acts in connection
with the consolidation of public budgets contains
amendments to more than 60 legal acts. Among the
most significant budgetary changes contained in the
consolidation package are a reduction in subsidies, sav-
ings in the state’s operating expenses, the corporate
income tax rate increase, the reintroduction of sickness
insurance for employees, an increase in property tax,
and the elimination or limitation of a number of tax
exemptions. The content of the package is in line with
a number of recommendations that the Czech Republic
has repeatedly received from international organisa-
tions. The package also includes an amendment
to the Fiscal Responsibility Rules Act, which accelerates
the return to the medium-term budgetary objective.

In terms of economic dynamics, the consolidation is set
at the beginning of a recovery, which, after a slight de-
cline last year, is already confirmed by data from the
end of last year and the beginning of this year. We ex-
pect the economy to grow by 1.4% this year driven by
renewed household consumption and investment. Infla-
tion will fall significantly this year and is forecast to re-
main below 3% for most of the year. Labour market
imbalances related to labour shortages continue to
manifest themselves. As a result, despite the weak eco-
nomic momentum, the unemployment rate should not
rise much in 2024. Moreover, the persistent labour mar-
ket tightness will not allow nominal wage growth
to slow down significantly, and earnings will increase
inreal terms after two years of decline. In terms
of the business cycle, the economy is in a negative out-
put gap, which should close next year.

Public finances in 2023 reflected extraordinary revenue
and expenditure related to the energy crisis, rising social
spending and sustained assistance to Ukrainian refu-
gees. The overall general government deficit reached

3.7% of GDP last year. Despite the increase in state debt
in 2023, general government debt declined to 44%
of GDP year-on-year due to high nominal GDP growth.

For 2024, we estimate that consolidation and a mini-
mum of one-off or other temporary expenditure should
be reflected in a year-on-year reduction in the deficit
to 2.3% of GDP, despite the negative position of the
economy over the business cycle. Debt is expected to
increase and exceed 45% of GDP. Public finances
in the coming vyears will be primarily determined
by the need for consolidation in line with the provisions
of the Fiscal Responsibility Rules Act. At the end
of the projection horizon, the maximum allowed structural
deficit for expenditure ceilings is set at 1.25% of GDP.

In addition to addressing the current structural imbal-
ances in public finances, the government is preparing
a set of measures to strengthen the long-term sustaina-
bility of the pension system. The first phase of the pen-
sion reform concerned pension indexation and early
retirement scheme. The second part is now in the final
stage of preparation, which, from the point of view
of financial sustainability, comes with the fundamental
measures of linking the retirement age to life expectan-
cy and a change in the calculation of pensions leading to
lower replacement rates; on the other hand, the sharing
of assessment bases for spouses or the introduction
of a notional assessment base for carers is envisaged.

In April 2024, the Convergence Programme of the Czech
Republic was subject to an inter-ministerial comment
procedure. The document was approved by the Gov-
ernment of the Czech Republic on 24 April 2024.

As a result of the reform of the Stability and Growth
Pact, the European Semester is undergoing significant
changes. This year, the convergence programme has
been put together for the last time and will be replaced
by a so-called medium-term fiscal-structural plan, which
will be prepared primarily for a period of 4 or 5 years.
Member States should submit the first version of the plan
by 20 September 2024. In the case of the Czech Republic,
the specific setting of the plan will depend on the assess-
ment of the excessive deficit procedure later this year.



1 Economic Policy Intentions and Objectives

Fiscal and monetary policy in the Czech Republic reacted expansively at the beginning of the pandemic. However,
while the Czech National Bank moved to tighten monetary policy in mid-2021 to weaken domestic demand pressures
and anchor inflation expectations, public finances were still dealing with the epidemic and its health, social and eco-
nomic consequences. The consolidation of public finances begun in 2022 was disrupted by the Russian aggression
in Ukraine, whose consequences for European energy supplies and prices forced further fiscal expansion. To address
the security of energy supply and the renewed decline in energy and commodity prices on world markets, the Czech
government proceeded last year to prepare a set of consolidation measures with a total impact of around 1.5%
of GDP. In response to price and exchange rate developments, the Czech National Bank increased interest rates, peak-
ing at 7%, and intervened in foreign exchange. However, due to a substantial weakening of inflationary pressures,
interest rates started to be gradually reduced in December last year.

1.1 Fiscal Policy

In 2023, public budgets continued to be affected by
external shocks and measures taken to mitigate their
impact on households and firms. Measures were mainly
related to high energy prices, with compensation
for energy price caps, full state coverage of renewable
energy fees, compensation for losses to distributors in
the transmission system, etc. On the other hand, the
state budget revenues benefited from windfall profits
tax revenues and a levy on excess revenues (see Chap-
ter 3 for details).

Among the energy measures, only the partial reim-
bursement for renewable energy sources, which applies
only to a select group of energy-intensive businesses,
and the windfall profits taxation continue in 2024.

Public finances are significantly affected by Act
No. 349/2023 Coll., amending certain acts in connection
with the consolidation of public budgets (the so-called
consolidation package). The law brings changes to 63 legal
acts and significantly reduces the structural imbalances
in public finances.

In principle, both of the above-mentioned drivers of the
public finance settings, i.e. the removal of the vast ma-
jority of one-off measures related to energy prices
and consolidation, are fully in line with the EC’s (2023a)
recommendations for 2024 and beyond:

“Wind down the energy support measures in force
by the end of 2023 using related savings to reduce
the government deficit...

Ensure prudent fiscal policy, in particular by limiting
nominal increase in nationally financed net primary
expenditure in 2024 to no more than 6.0%.

1.2 Monetary Policy

Since 1998, the CNB’s monetary policy has been con-
ducted in an inflation targeting regime. Since 1 January
2010, the inflation target has been defined as annual
consumer price index growth of 2% with a tolerance
band of +1 percentage point. The CNB defines the infla-
tion target as medium-term and therefore tolerates

Preserve nationally financed public investment and en-
sure the effective absorption of RRF grants and other EU
funds, in particular to foster green and digital transi-
tions. For the period beyond 2024, continue to pursue
a medium-term fiscal strategy of gradual and sustaina-
ble consolidation, combined with investments and re-
forms conducive to higher sustainable growth,
to achieve a prudent medium-term fiscal position.”

The consolidation package also included an amendment
to Act No. 23/2017 Coll,, on the Fiscal Responsibility
Rules, which confirmed the tightening of the budgetary
framework for the state budget and state funds for 2024
and maintained the reduction of the maximum permit-
ted structural deficits by 0.5 percentage points for
the following years. The medium-term budgetary objec-
tive of -0.75% of GDP should thus be reached by 2028
at the latest (instead of 2031). This development is suffi-
cient to meet the EC’s requirement to maximise primary
expenditure growth while contributing to a reversal
of the debt ratio.

The composition and timing of the consolidation reflects
good practice examples of countries that have succeed-
ed in correcting their fiscal imbalances in the past.
In relation to the EC recommendations, it is worth not-
ing that the government’s fiscal consolidation measures
avoid cuts in capital expenditure. On the contrary,
the aim is to strengthen investment, either through
the consistent use of EU funds or through projects paid
for entirely from national resources (defence, transport
infrastructure, etc.).

some temporary deviations of actual inflation from the
inflation target (e.g. due to adjustments to indirect tax-
es), the primary effects of which are not normally ad-
dressed by monetary policy, which focuses only on
secondary effects.



In response to significantly rising demand and supply-
side inflation pressures, the CNB started to increase
interest rates in the second half of 2021. The primary
interest rate was gradually raised by a cumulative
6.75 percentage points to 7% between June 2021 and
June 2022. In 2022, the CNB also faced excessive pres-
sure on the depreciation of the koruna due to uncertain-
ties stemming from the Russian invasion of Ukraine.
Therefore, in order not to allow a prolonged deprecia-
tion of the koruna in a situation of high inflation,
the central bank decided to support the koruna with
foreign exchange interventions worth EUR 25.5 billion
(for May to September 2022). The CNB did so in line
with the managed floating exchange rate regime
in which it operates. The primary interest rate remained
at 7% until December 2023, when the CNB decided
to start easing the restrictive monetary conditions
on the basis of improving inflation prospects. At the end
of March this year, the CNB'’s base rate stood at 5.75%.

The average rate of inflation according to the national
Consumer Price Index fell to 10.7% in 2023. However,
despite the still significant increase in the price level,
annual price growth slowed rapidly over the past year
and reached the 2% inflation target in February this
year. The easing of inflationary pressures was mainly
due to weak domestic demand (the impact of falling real
incomes and restrictive monetary policy) and the fading
of supply-side frictions (improved conditions in supply
chains, falling energy prices). Inflationary pressures
should remain moderate this year. Relatively high nomi-
nal wage growth, as well as a significantly weaker koru-
na against the euro and the dollar, should act in the
direction of higher inflation. Average consumer price
inflation should thus slow considerably to 2.7% this year
and further to 2.4% in 2025. The koruna appreciated
by 2.3% YoY to CZK 24.01/EUR on average in 2023. The
persistent impact of the positive interest rate differen-
tial vis-a-vis the euro area from the beginning of 2023,
together with a temporary calming of the situation on
global markets, contributed to this. The expected start
of the CNB’s key interest rate cuts, together with the
unfavourable global economic outlook in the second half
of 2023, exerted downward pressure on the koruna.
The koruna is likely to remain at weaker levels in the

first half of 2024. Subsequently, the koruna should ben-
efit from the gradual resumption of real convergence
of the Czech economy towards the euro area.

The CNB’s future monetary policy stance will depend
mainly on the persistence of core inflation. In view
ofthe forecasted consumer price developments,
we expect a gradual reduction in monetary policy inter-
est rates over the course of this year.

In February 2024, the Government of the Czech Republic
took note of a joint document by the MF CR and the
CNB (2023), “Assessment of the Fulfilment of the Maas-
tricht Convergence Criteria and the Degree of Economic
Alignment of the Czech Republic with the Euro Area”,
which deals with the assessment of the Czech Republic’s
readiness to adopt the euro. In 2023, the Czech Republic
did not fulfil the price benchmarks and formally the
exchange rate fluctuation criterion, as the Czech Repub-
lic does not participate in the relevant exchange rate
mechanism. Although the general government deficit
benchmark was not met in 2023, as the EC did not ter-
minate the general escape clause and thus did not pro-
pose to initiate the excessive deficit procedure, citing
persistent macroeconomic uncertainties, the general
government deficit criterion was still formally met
by the Czech Republic. In 2024, the Czech Republic could
already fulfil all criteria except the exchange rate fluctu-
ation criterion.

In terms of the Czech Republic’s own readiness to adopt
the euro, weaknesses remain. The structure of the Czech
economy continues to diverge significantly from the euro
area and the convergence process, in particular of price
and wage levels, is advanced but not complete. Given
the ageing population, the long-term sustainability
of public finances, whose stabilising effect should partly
compensate for the loss of autonomous monetary policy
after euro adoption, has not yet been resolved. On the
other hand, the high degree of openness of the Czech
economy, its high degree of trade and ownership inter-
dependence with the euro area and, in recent years,
the progressive “euroisation” of the business sector
(payments for goods, rents, loans) in order to avoid
exchange rate fluctuations and high domestic interest
rates have long been factors supporting euro adoption.
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2 Macroeconomic Scenario

Last year, the Czech economy teetered on the edge of recession. Gross domestic product fell by 0.3% in 2023 and is ex-
pected to increase by 1.4% in 2024. Inflation will fall significantly this year and remain below 3% for most of the year.
The impact of weak economic dynamics on the labour market should not be significant given the persistent imbalances.

Risks to economic growth are skewed to the downside.

2.1 Global Economy and Technical Assumptions

Global economic growth was slowing in 2023.
While supply chains were already functioning without
major problems, inflation remained high in many coun-
tries despite a gradual decline, continuing to reduce
household purchasing power. Economic activity has also
been dampened by the previous tightening of monetary
policy by central banks, while ongoing wars and the associ-
ated heightened uncertainty have had a negative impact
on international trade and investment activity.
The world economy is also still constrained by persistent
problems in China’s real estate sector and low consumer
confidence. Global economic growth could thus slow to
2.5% this year. However, it could accelerate to 3.6%
in 2025, given the expected improvement in interna-
tional trade and stronger household consumption.

The EU’s gross domestic product increased by 0.5%
in 2023, driven by household and government consump-
tion and, in particular, the external trade balance.
In contrast, growth momentum was dampened by the
change in inventories due to the completion of work
in progress. Economic growth in the EU could reach
0.7% this year and accelerate to 1.6% in 2025. In both
years, it should be supported by rising consumer confi-
dence, a relatively resilient labour market and lower
interest rates. In the first half of this year, however,

economic activity will be hampered by a lack of industri-
al orders.

In 2023, the price of a barrel of Brent crude oil fell on
average by 18% to USD 82. The expected evolution
of the oil price in the coming years reflects the down-
ward sloping futures curve, but the average price of a
barrel of Brent crude oil is still expected to increase YoY
to USD 84 in 2024. In the following years, the price
should gradually decline.

The forecast for the USD/EUR exchange rate is based on
the development of forward contracts before the input
data cut-off date. For this year, we thus estimate the
average exchange rate at USD 1.09/EUR, while the dollar
could weaken slightly to USD 1.11/EUR in the following
year. The koruna appreciated by 2.3% YoY
to CZK 24.0/EUR on average in 2023. For this year,
we expect the currency to depreciate by 4.5%
to CZK 25.1/EUR, while in the following years the koruna
should benefit from the renewed economic convergence
of the Czech economy towards the euro area.

Taking into account the assumed monetary policy stance
of the CNB and the ECB and inflation developments, we
believe that long-term interest rates could average 3.7%
in 2024 and fall further to 3.4% in 2025.

2.2 Current Developments and a Medium-term Scenario

2.2.1 Economic Growth and the Demand Side

For the full year 2023, GDP fell by 0.3%. Households
faced high inflation and their real consumption fell fur-
ther. Investment activity was affected by economic
problems in euro area countries and restrictive mone-
tary conditions, but was positively influenced by gov-
ernment spending and projects co-financed by EU funds,
mainly from the previous financial perspective. Weaker
YoY inventory accumulation, mainly related to the com-
pletion of work in progress, slowed the economy notice-
ably. This factor, together with the unwinding
of problems in supply chains, boosted exports, but im-
ports declined slightly due to generally weak domestic
demand. The contribution of the external trade balance
to GDP growth was thus strongly positive.

In 2024, the economic output could increase by 1.4%,
mainly due to renewed growth in household consump-
tion and a moderation in the decline in gross capital
formation. However, economic activity will be slightly

dampened by the effects of the consolidation package,
which will also contribute to reducing inflationary pres-
sures. In the coming years, the economy could grow
at a rate of around 2.5%, mainly on the back of rising
consumption.

Real household consumption fell by 3.1% in 2023
as a result of a strong increase in the savings rate, with
real disposable income effectively stagnating. This year,
the saving rate could already start to fall slightly, but the
decline will initially be dampened by the efforts of low-
er-income households to rebuild their financial buffer.
The decrease in the saving rate should stimulate house-
hold consumption more strongly only in 2025, but the
savings rate should remain well above its long-term
average. In both years, interest rate cuts should also
contribute to the decline in the savings rate, although at
the beginning of the forecast horizon the incentive to
save will still be relatively strong given the level of inter-
est rates. Real household incomes should increase this



year and next, thanks to the decline in inflation. Howev-
er, private consumption dynamics will be slightly damp-
ened by the consolidation package, and household
consumption expenditure could rise by 2.7% this year
and 3.5% in 2025. Against the backdrop of continued
normalization of the savings rate and rising real income,
private consumption growth should gradually slow
in the following years.

General government consumption increased by 3.5% in
2023; in 2024, its growth could slow to 1.6%. In addition
to fiscal consolidation, the transition to the new 2021-
2027 Financial Perspective will also have an impact, but
this will be somewhat offset by a surge in current spend-
ing from other EU instruments, notably the Recovery
and Resilience Facility. In 2025, government consump-
tion growth could accelerate to 2.2%, driven by an in-
crease in government employment and stronger dynamics
in purchases of goods and services, but is expected to slow
down in the following years.

The forecast for gross fixed capital formation is influ-
enced by the EU funds cycle. Private investment activity
should remain relatively robust in 2024, thanks
to a moderate recovery in economic activity in the euro
area and a gradual easing of monetary conditions,
but will be dampened by the transition to the new fi-
nancial perspective of EU cohesion funds. This factor will
also lead to a decline in general government investment.
As a result, gross fixed capital formation may increase
by 2.2% in 2024, but growth could accelerate to 2.4%
in 2025, thanks to the economic recovery in the euro
area and government investment supported by EU fund-
ing from the Recovery and Resilience Facility. Invest-
ment could grow at a similar pace in 2026-27.

We assume that over the entire horizon of the CP,
the extent of stock accumulation will be broadly in line
with the normal range for the given phase of the busi-
ness cycle. However, given the high accumulation
in previous years due to firms’ efforts to ensure continu-
ity of the production process in the event of recurrent
supply disruptions of key components, we expect the
change in inventories to have a negative impact on GDP
growth until 2026.

We expect exports of goods and services to increase
by 1.5% this year. The growth dynamics will be limited
by the weak development of export markets and will be
negatively affected by the decline in export perfor-
mance. The projected acceleration of export growth
to 3.7% in 2025 reflects the recovery of the main export
markets. The dynamism of exports and domestic de-
mand, especially import-intensive investment, is then
reflected in the pace of imports of goods and services,
which could rise by 1.2% in 2024. The acceleration
t0 3.4% in 2025 reflects the continued recovery in do-
mestic and external demand. In the following years,
exports and imports could grow at around 3% and

the external trade balance should contribute positively
to GDP growth.

2.2.2 Potential Output and Business Cycle

We estimate that potential output increased by 1.5%
last year, a pace that continued to lag behind the long-
term average. The growth was driven equally by labour
and capital factors of production (contributing 0.8 per-
centage points each), while the trend component
of total factor productivity was almost neutral (contrib-
uting -0.1 percentage points).

Potential output growth should be close to 1.5% over
the entire CP horizon. This year, potential growth should
be supported in particular by the expected dynamics
of investment activity and an increase in the population
aged 15 and over.

The output gap, i.e. the difference between real GDP
and potential output, returned to negative territory
in mid-2022 and widened until the end of last year in
view of weak economic activity. Going forward, it should
gradually close, but due to only a moderate pace
of economic recovery, economic output should reach
the potential level only in 2026.

2.2.3 Prices

The inflation rate, as measured by the Harmonised Index
of Consumer Prices, averaged 12.0% in 2023. Strong
demand as well as receding supply pressures contribut-
ed to the high inflation. However, annual consumer
price inflation slowed rapidly during the year to 7.6%
in December, when it was boosted by the base effect
of the energy savings tariff.

Within administrative prices, energy prices were
the dominant factor, which also significantly reflected
the inclusion of the aforementioned energy savings tariff
that reduced reported electricity prices at the end
of 2022. The positive contribution of the change in indi-
rect taxes reflected an increase in excise duties on to-
bacco products and changes in excise duties on fuel.

Supply chains were already functioning without major
problems, and inflationary pressures stemming from
supply-side frictions were therefore not as significant
as in 2022. The price of oil, as well as the exchange rate
of the koruna against major world currencies, were anti-
inflationary. Inflation was further dampened by high
monetary-policy rates and a reduction in private house-
hold consumption due to a strong decline in real in-
comes.

This year, inflationary pressures will be significantly
lower than in the past two years. However, the contri-
bution of regulated prices to the average inflation rate
should still be elevated. While the market component
of both electricity and gas prices should become notice-
ably cheaper, the very strong increase in the regulated
components of total electricity and gas prices
at the beginning of the vyear offsets this. Increases



in excise duties on alcohol and tobacco products will
push inflation higher this year, while the contribution
of changes in value added tax rates reported in the price
statistics is negative.

The restrictive effect of monetary policy is amplified
by the income effect of the consolidation package, and
together they significantly moderate inflationary pres-
sures. Conversely, not only the relatively high nominal
wage growth, but also the depreciation of the koruna
against the euro and the dollar, as well as oil price de-
velopments, should be pro-inflationary factors.

In 2025, inflationary pressures will be shaped almost
exclusively by market factors. The contribution of regu-
lated prices to the average inflation rate could be zero
thanks to the expected cheaper commodity components
of electricity and gas prices. Increases in excise duties
on alcohol and tobacco products should result in a posi-
tive contribution from indirect taxes. The oil price
and the renewed appreciation of the koruna against
the euro and the US dollar should be anti-inflationary
next year. Due to the length of transmission, monetary
policy will continue to moderate inflationary pressures
through interest rates. Continued relatively high nomi-
nal wage growth should be an inflationary factor. Price
dynamics in services could be still elevated next year,
and the market component of inflation should thus rise
slightly after the current anti-inflationary effect
of the decline in prices of many production inputs will
have partially dissipated.

In line with the above, we expect the average inflation
rate as measured by the Harmonised Index of Consumer
Prices to fall significantly to 2.7% in 2024 and reach 2.4%
in 2025. Similarly, growth of GDP deflator could slow
to 2.9% this year and 2.2% in 2025, thanks to lower price
dynamics across all components of domestic demand
and only a slight improvement in the terms of trade.

2.2.4 Labour Market and Wages

Weak economic activity and the influx of refugees from
Ukraine are easing the mismatch between demand
and supply in the labour market, but the number of job
vacancies still exceeds the number of job applicants.
Thus, the tight labour market continues to put upward
pressure on nominal earnings, which are expected
to exceed inflation from this year onwards.

The arrival of workers from Ukraine, accompanied
by strong demand for labour, resulted in a 0.8% increase
in employment (in the national accounts methodology)
last year. Given the demographic developments
and the acute shortage of workers in many sectors, the
scope for further employment growth (except for new
foreign workers) is very limited. Nevertheless, employ-
ment is expected to increase moderately until 2026 due
to continued strong labour demand and the expected

recovery in economic activity. It could grow by 0.4%
on average this year, with a further slowdown in subse-
quent years. Employment could then decline slightly
in 2027 due to unfavourable demographic develop-
ments, but the labour market effects of the decline
inthe working-age population will be cushioned
by a continued increase in the participation rate.

The unemployment rate remains very low, averaging
2.6% in 2023. Due to the lagged effects of the weak
growth dynamics of the Czech economy, we expect
a slight increase in unemployment during the first half of
this year. After that, however, the unemployment rate
should start to decline gradually thanks to the recovery
in economic activity. On average, it could rise to 2.8%
in 2024 and then gradually decline to 2.6% in 2026
and 2027.

The extension of the statutory retirement age will play
a dominant role in the expected increase of the partici-
pation rate over the CP horizon, while demographic
aspects in the form of changes in the age structure of
the working-age population will already have a slightly
negative effect. In 2023, the economic activity rate in-
creased by 1.1 percentage points to 83.8%, despite
the increased use of early retirement in the context
of extraordinary pension indexations (it is possible that
people of pre-retirement age applied for early retire-
ment to benefit from the favourable conditions but re-
mained active in the labour market). The gradual
increase in the participation rate should continue over
the entire horizon of the CP macroeconomic scenario.

Compensation of employees rose by 7.6% last year
and could increase by 6.8% this year. After that, growth
could slow to near 4.5%. The dynamics of nominal earn-
ings are being boosted by the tight labour market
and the associated labour shortages in many occupa-
tions and sectors. Continued high consumer price infla-
tion is in turn pushing wage demands of employees
upwards, and a moderately rising number of employees
(in the national accounts methodology) is expected
to have the same effect on compensation until 2026.
The minimum wage was raised by 9.2% to CZK 18,900
from 1 January 2024. The guaranteed wages have in-
creased by the same amount (CZK 1,600) in the second
and third job groups, while in the eighth group it has
increased to twice the minimum wage, as required by
law. The other grades remained unchanged. We assume
that in the following years the minimum wage will grad-
ually approach the level of 47% of the average wage.
In 2024, the automatic indexation of teaching staff sala-
ries will support compensation of employees, but the
consolidation measures will result in a significant YoY
reduction in the contribution of the non-market sector.
Thus, the growth in compensation of employees will be
driven by market entities over the CP horizon.



2.3 Foreign Relations and Sectoral Balances

The Czech economy has mostly posted a slight surplus in
net lending/borrowing vis-a-vis non-residents (in ESA
2010 methodology) between 2013 and 2020. The dis-
ruption of global supply chains and the subsequent en-
ergy crisis triggered by the invasion of Ukraine
by Russian troops led to a deficit in the following two
years. The main cause was a deterioration in the balance
of goods and services. The surplus on the trade balance
declined over the two years from 6.7% of GDP in 2020
to 1.0% of GDP in 2022. However, last year, the surplus
increased significantly to 5.1% of GDP as supply chain
frictions receded and energy price pressures eased.

Positive impulse also came from the balance of primary
income, where persistent deficits result mainly from
income distributed by foreign-controlled firms. In fact,
the primary income deficit narrowed from 4.5% of GDP
in 2022 to 2.8% of GDP in 2023 due to lower profits of
these entities (especially financial institutions). The sig-
nificant reduction in the deficit is also due to the record
high amount of dividends paid in 2022, when the share
of the profits of the domestic banking sector from 2019—-
2020 was paid. The deficit on the secondary income

balance (0.9% of GDP) narrowed compared to previous
years.

The current external balance (corresponding to
the current account of the balance of payments) thus
ended up with a surplus of 1.5% of GDP.

In 2023, the balance of capital transfers showed a sur-
plus of 1.5% of GDP thanks to capital subsidies from the
EU budget for investment purposes, thus increasing
slightly in relative terms compared to the previous year.

In the CP scenario, we assume that the surplus
of the current external balance will rise to 1.6% of GDP
this year due to the continued unwinding of price pres-
sures in the industry and energy sectors. Thus, the cur-
rent external balance should remain positive at the end
of the CP horizon, as should net lending/borrowing.

In terms of sectoral balances, the private sector balance
should show significant surpluses under the projected
trajectory of the general government sector balance.
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Table 2.1: Economic Output
levels in CZK billions, change in %, contributions in pp

ESA Code 2:);3 2023 2024R,,te szcgfnf;e 2026 2027
Real GDP Bl*g 6766 0.3 1.4 2.6 2.4 2.5
Nominal GDP Bl*g 7344 8.2 4.3 4.9 4.5 4.5

Components of real GDP
Private consumption expenditure P.3 3068 3.1 2.7 3.5 2.9 2.5
Government consumption expenditure P.3 1419 3.5 1.6 2.2 2.0 1.6
Gross fixed capital formation P.5lg 1891 4.0 2.2 2.4 2.6 2.2
Changesin inventories and net acquis. of valuables (% of GDP) P.52+P.53 143 1.9 1.0 0.5 0.3 0.3
Exports of goods and services P.6 5331 2.8 1.5 3.7 3.2 3.1
Imports of goods and services P.7 5087 -0.7 1.2 3.4 3.2 2.9
Contributions to real GDP growth

Final domestic demand - 0.3 2.1 2.7 2.4 2.1
Changesin inventories and net acquis. of valuables P.52+P.53 - 3.3 -1.0 -0.5 -0.2 0.0
External balance of goods and services B.11 - 2.6 0.2 0.4 0.2 0.3

Note: Real levels are in 2022 prices. Changes in inventories and net acquisition of valuables on the sixth row express change in inventories as a per
cent of GDP in current prices. The contribution of the change in inventories and net acquisition of valuables is calculated from real values.
Source: CZSO (2024a), MF CR (2024). MF CR calculations and forecast.

Table 2.2: Prices of Goods and Services
indices 2015=100, rate of change in %

2023 2023 2024 2025 2026 2027
Level Rate of change

GDP deflator 138.7 8.6 2.9 2.2 2.0 2.0
Private consumption deflator 144.0 9.3 24 2.3 2.0 2.0
Harmonised index of consumer prices 147.9 12.0 2.7 2.4 2.0 2.0
Public consumption deflator 140.4 5.5 2.9 2.6 2.2 2.3
Investment deflator 134.0 4.7 2.7 1.9 1.7 1.6
Export price deflator (goods and services) 111.3 -0.8 1.7 0.6 0.4 0.3
Import price deflator (_goods and services) 110.5 3.4 1.4 0.5 0.3 0.2

Source: CZSO (2024a), Eurostat (2024). MF CR calculations and forecast.

Table 2.3: Employment and Compensation of Employees
price levels in current prices, rate of change in %

ESA Code ZL():: 2023 2024Rate ofig:n!;e 2026 2027
Employment (thous. of persons) 5479 0.8 0.4 0.2 0.1 -0.2
Employment (mil. hours worked) 9675 0.3 0.3 -0.1 0.0 -0.2
Unemployment rate (%) 2.6 2.6 2.8 2.7 2.6 2.6
Labour productivity (thous. CZK/person) 1235 -1.1 1.0 2.4 2.4 2.6
Labour productivity (CZK/hours) 699 -0.6 1.1 2.7 2.5 2.7
Compensation of employees (bn. CZK) D.1 3235 7.6 6.8 5.5 4.7 4.6
Compensation per employee (thous. CZK/person) 679 7.0 6.4 5.3 4.6 4.8

Note: Employment and compensation of employees are based on domestic concept of national accounts. Unemployment rate is based on the Labour
Force Survey methodology. Labour productivity is calculated as GDP in 2022 prices per employed person or hour worked.
Source: CZSO (2024a, 2024c). MF CR calculations and forecast.



Table 2.4: Sectoral Balances
in % of GDP

ESA Code 2023 2024 2025 2026 2027
Net lending/borrowing vis-a-vis the rest of the world B.9 2.5 2.8 29 2.7 2.8
Balance of goods and services 5.1 5.4 5.6 5.7 5.9
Balance of primaryincomes and transfers -3.6 -3.8 -4.0 -4.1 -4.2
Capital account 1.6 1.8 1.8 1.7 1.5
Net lending/borrowing of the private sector B.9 6.1 5.2 5.0 4.3 4.0
Net lending/borrowing of general government B.9 -3.7 -2.3 -2.1 -1.6 -1.2
Statistical discrepancy 0.0 0.0 0.0 0.0 0.0
Note: National Accounts Methodology.
Source: CZSO (2024a). MF CR calculations and forecast.
Table 2.5: Basic Macroeconomic Assumptions
interest rates and change in %
2023 2024 2025 2026 2027
Short-term interest rate (CZ) (annual average) % p.a. 7.1 5.1 3.3 3.2 3.2
Long-term interest rate (CZ) (annual average) %p.a. 4.4 3.7 3.4 3.4 3.4
Nominal effective exchange rate 2015=100 118.3 113.3 115.2 117.5 119.8
Exchange rate CZK/EUR (annual average) CZK/EUR 24.0 25.1 24.7 24.3 239
World excluding EU, real GDP growth changein % 3.5 2.8 3.9 3.6 3.4
EU real GDP growth changein % 0.5 0.7 1.6 1.6 1.5
Real growth of relevant foreign markets changein % -4.8 0.7 3.6 3.3 3.1
World import volumes, excluding EU changein % 1.0 3.3 3.7 3.5 3.3
Oil prices (Brent) USD/barel 82.4 83.8 78.4 74.7 72.2

Source: CNB (2024a), EIA (2024), Eurostat (2024a). MF CR calculations and forecast.

11



12

3 General Government Sector Finances

The Czech Republic’s public finance deficit widened YoY in 2023 and was notified at 3.7% of GDP. The deficit included
a number of one-off or temporary measures such as various forms of support for economic agents with high energy
prices, expenditure related to the refugee crisis, etc. The cash deficit of the state budget of CZK 288.5 billion was cush-
ioned by a positive local government balance of more than CZK 72 billion. From a structural perspective, the deficit
increased by 0.1 percentage point. We expect a general government deficit of 2.3% of GDP this year, which should be
significantly contributed by the measures of the consolidation package.

3.1 Current Developments of the General Government Sector

3.1.1 Outcome in 2023

According to CZSO data, the general government sector
ended with a deficit of 3.7% of GDP in 2023 (CZSO,
2024e) and a deficit of 2.4% of GDP in structural terms.
Although last year’s deficit was mainly attributable
to the state budget, the social security funds (health
insurance companies) also ended in a slight deficit. On
the other hand, local governments recorded a significant
surplus.

Total general government revenue grew by 9% to reach
41.7% of GDP. High nominal GDP growth led to only
a slight increase in the composite tax quota by 0.3 per-
centage points to 35.5% of GDP, despite a 9.1% increase
in tax and social security contributions revenue.

Personal income tax revenue grew by 14.9%, with capi-
tal income tax registering an increase of almost 34%
in addition to the almost 13% growth in employment
tax. On the other hand, the capital income tax was re-
duced by the sustained exemption of government bond
yields, with a CZK 0.9 billion higher YoY impact (Act
No. 609/2020 Coll.). The extension of the flat-rate re-
gime to taxpayers with income up to CZK 2 million a year
reduced tax revenue by CZK 0.4 billion (Act
No. 366/2022 Coll.).

Wages and salaries in the economy also contributed
to social security contributions, which rose by 7.8%.
In addition, the monthly payment per state insured
person increased to CZK 1,900. The additional revenue
for health insurers from this amounted to CZK 9.3 bil-
lion. In addition, the YoY income positively reflected the
end of the payment of the extraordinary allowance for
persons quarantined in case of covid-19, with an impact
of up to CZK 2 billion (Act No. 518/2021 Coll.). The posi-
tive effect of the CZK 1.5 billion increase in the contribution
rate for hazardous occupations (Act No. 455/2022 Coll.)
was reduced by the introduction of a discount on em-
ployers’ paid contributions (5% of the aggregate
of the monthly assessment bases of the employees
to whom the discount is applied) for the arrangement
of part-time work (Act No. 216/2022 Coll.). Last year’s
revenue was also slightly reduced YoY by a change
in the taxation of low-emission company cars used al-
so for private purposes (Act No. 142/2022 Coll.)

and the broadening of the flat-rate (Act

No. 366/2022 Coll.).

regime

The growth of corporate income tax revenue by more
than 19% was influenced by higher profits, which were
subject to taxation at an additional rate of 60% from the
established threshold in selected sectors and formed the
basis for a windfall profits tax of CZK 39.1 billion (Act
No. 366/2022 Coll.). On the other hand, the continued
exemption of government bond yields had a negative
effect, as in the case of personal income tax, with a YoY
increase of CZK 2.5 billion (Act No. 609/2020 Coll.).

The value-added tax grew by 6.7%, with the autono-
mous development being corrected by a revenue short-
fall due to the shift of the threshold for tax registration
from CZK 1 to CZK 2 million with an impact
of CZK 3 billion (Act No. 366/2022 Coll.). In contrast, the
end of the tax waiver for the purchase of vaccines and
tests for covid-19 had a positive impact on tax revenue.

Excise tax revenue, as defined by national legislation,
remained almost unchanged YoY, despite the mineral oil
tax, which benefited from the earlier abolition of
the reduced rate on diesel (Act No. 2342023 Coll.).
However, this was counteracted by the tax on tobacco
products, where lower sales (partly related to cross-
border purchases in neighbouring countries) and a con-
tinued shift towards less taxed alternatives outweighed
the increase in tax rates (Act No. 609/2020 Coll.).
In response to the increase in the tax on alcohol from
2024 (Act No. 349/2023 Coll.), a frontloading effect on
spirits took effect at the end of last year with an impact
of CZK 0.9 billion.

The levy on excess revenues brought CZK 17.2 billion
to public budgets (Act No. 3652022 Coll.). In contrast,
the waiving of the renewable energy levy on households
and companies, effective until the end of 2023, repre-
sented an annual revenue shortfall of CZK 12.7 billion.
The introduction of the Excluded Persons Register had
a negative impact on gambling tax revenue, by an addi-
tional CZK 0.5 billion (Act No. 186/2016 Coll.).

Within property income, relatively higher dividend in-
come and interest on loans granted under the Treasury
liquidity management (reverse repo operations) im-
proved the state’s performance.



General government expenditure grew faster than
revenue (10.1%), but only by 0.8 percentage points
to 45.4% of GDP in relative terms, given the high nomi-
nal GDP growth. The expenditure growth was to a great
extent due to support to households and businesses
during the energy crisis.

The rate of final consumption expenditure more than
doubled to 9.3%. This increase was mainly driven
by a strong 10% growth in intermediate consumption,
reflecting the slowing, but still high, inflation rate
and the impact of EU co-financed projects. Compensa-
tion of employees showed a 7% increase. The 12.1%
growth in social transfers in kind reflected expenditure
on health and social services, also financed by higher
payments for the state insured persons. The increase
in the amounts of the living and subsistence minima,
reflected in the amount of the housing supplement,
together with the adjustment of the housing allowance
(Act No. 456/2022 Coll.), entailed additional expenditure
of around CZK 1 billion. The increased mobility allow-
ance approved with effect from December 2022 re-
quired an additional CZK 0.7 billion last year (Act
No. 358/2022 Coll.).

Pension benefits recorded a double-digit growth (16.4%)
in the area of cash social benefits. The average pension
increased by CZK 825 from January 2023 according to
the statutory indexation formula (Government Regula-
tion No. 290/2022 Coll. and No. 2912022 Coll.). In addi-
tion, there was an increase of CZK 500 per month for
each child raised, with an impact exceeding CZK 18 bil-
lion (Act No. 3232021 Coll.). Expenditure on pension
benefits was further increased by the modified extraor-
dinary indexation in June (Act No. 71/2023 Coll.), when
all pensions were increased by CZK 400, plus a percent-
age increase of 2.3%. The average old-age pension was
thus further increased by CZK 750. The budgetary impact
of the extraordinary indexation was thus around
CZK 15 billion. However, there was also an additional
impact from the cost of the extraordinary indexation
in 2022 for the corresponding part of last year. The
amendment to the Pension Insurance Act (Act
No. 2702023 Coll.) brought, among other things,
a tightening of the conditions for early retirement, which
led to increased interest in its granting in the period be-
fore the Act came into force (we estimate the fiscal cost of
the extraordinary interest at CZK 1.5 billion).

In the area of pro-family policy, the child allowance in
the basic and increased rates was increased by CZK 200
from January 2023 (Act No. 4562022 Coll.) and foster
care benefits were increased from October 2022 (Gov-
ernment Regulation No. 2922022 Coll.) with a total im-
pact of approximately CZK 1.3 billion. Substitute
maintenance for dependent children required an addi-
tional CZK 0.2 billion (Act No. 588/2020 Coll.).

A further CZK 0.8 billion in expenditure on cash social
benefits was related to the increase of the living and

subsistence minima from July 2022 (Government Regula-
tion No. 2042022 Coll.) and January 2023 (Government
Regulation No. 436/2022 Coll.). Unemployment benefits
also required YoY higher expenditure. Humanitarian
benefits for Ukrainian refugees, including countable
housing costs, cost the state budget CZK 7 billion (Acts
No. 662022 Coll., No. 1982022 Coll. And No. 752023
Coll.). The termination of the payment of the crisis care
allowance (Act No. 520/2021 Coll.) and the one-off child
allowance paid in 2022 (Act No. 196/2022 Coll.) damp-
ened the dynamics of social benefits last year to 10.5%.

The exceptionally high dynamics of subsidies was pri-
marily due to assistance to households, companies,
public and other institutions in the form of capping en-
ergy prices in the accrual amount of CZK 48.4 billion
(Government Regulation No. 5/2023 Coll.). Furthermore,
in order to prevent the full impact of high electricity
prices on consumers, a subsidy of CZK 20 billion was
provided to the transmission system operator (Govern-
ment Resolution No. 112/2023). The State also compen-
sated distributors for part of the costs of electricity
losses in regional and local distribution systems and for
losses in gas systems in the total accrual amount
of CZK 13.6 billion (Government Regulation
No. 463/2022 Coll.). In connection with the ongoing
conflict in Ukraine and the accommodation of Ukrainian
refugees in private accommodation facilities paid for
by the regions with a State contribution, CZK 6.8 billion
was paid (Government Regulation No. 206/2022, as
amended by Government Regulation No. 322/2022).
This resulted in a 37.8% increase in subsidies in 2023.

The pace of transfers was hampered by the 2022 base
year, which was increased by extraordinary expendi-
tures, mainly the CZK 7.5 billion payment to the Czech
Post and the CZK 17.4 billion so-called energy savings
tariff. CZK 1.2 billion was paid as the solidarity house-
hold allowance for Ukrainian refugees, i.e. CZK 0.4 bil-
lion less than in 2022. The end of the payment
of the compensation bonus also had a positive effect
on the YoY dynamics, but the implementation of guaran-
tees provided by the National Development Bank and the
Export Guarantee and Insurance Corporation in the total
amount of CZK 2.9 billion had the opposite effect.

Investment in fixed assets, with growth of 16.9%, was
mainly driven by investment from national sources.
From the EU budget, it was still a case of drawing down
funds from the 2014-2020 programming period, but
also already using funds from the current 2021-2027
programming period, as well as funds from the Next-
GenerationEU Instrument.

3.1.2 Outcome in 2024

The government’s consolidation efforts should be re-
flected in the public finance outturn in 2024, when we
expect the deficit to fall to 2.3% of GDP YoY and to im-
prove to 2.0% of GDP in structural terms. Both the state
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budget and state funds are expected to reach a deficit,
and social security funds are also likely to end with
a slightly negative balance. Local governments should
post a surplus again.

We foresee general government revenues to grow
by 4.0%, while tax revenues, including social security
contributions, are expected to increase by 6.5%. This is
also related to the forecasted 0.8 percentage point in-
crease in the tax quota to 36.3% of GDP.

The personal income tax growth should slow to 7.1%.
The estimated benefit of the consolidation package
in the amount of CZK 8.1 billion in tax revenue stems
mainly from the shift of the threshold for applying the
23% tax rate to 36 times the average wage (was
48 times up to 2023), the limitation of the tax credit
for a spouse caring for a child under 3 years of age and,
last but not least, the abolition of the tax credit for plac-
ing a child in a pre-school institution. The termination
of the temporary increase in the limit for claiming the
deduction for gifts to 30% of the tax base will probably
be associated with a positive impact of CZK 0.3 billion
(Act No. 128/2022 Coll., as amended by Act
No. 349/2023 Coll.). By contrast, adjustments to the tax
treatment of retirement savings products are expected
to have a negative impact of CZK 0.6 billion (Act
No. 462/2023 Coll.).

As in the case of personal income tax, the dynamics of
social security contributions are primarily determined
by the development of wages and salaries in the econ-
omy. The measures of the consolidation package are
expected to generate over CZK 20 billion, of which the
largest fiscal impact is associated with the reintroduc-
tion of sickness insurance for employees at 0.6%
(CZK 12.3 billion), the increase in contributions for the
self-employed (CZK 4.5 billion) and the capping of tax
relief for work performance agreements (CZK 3 billion).
In connection with the automatic indexation
of the payment for the state insured persons based on
price and real wage increases (Act No. 260/2022 Coll.),
we are expecting an increase in the revenues of health
insurance companies by CZK 13-14 billion.

In the case of corporate income tax, we expect a decline
of 1.1%, driven by a YoY reduction in the windfall profits
tax yield (Act No. 366/2022 Coll.). The deepening nega-
tive effect of the exemption on government bond yields
will reduce the yield by a further CZK 2.9 billion (Act
No. 609/2020 Coll.). On the other hand, the increase in
the corporate income tax rate by 2 percentage points
has a positive effect, with an estimated impact
of CZK 22 billion (Act No. 349/2023 Coll.). A compensa-
tory tax ensuring a minimum level of taxation of large
multinational and national groups will increase tax reve-
nue by an estimated CZK 1 billion (Act No. 416/2023
Coll.). Similarly to the personal income tax, the end of
the temporary increase in the limit for claiming the do-
nation deduction and the extension of the range of ben-

eficiaries and purposes to support Ukraine will have
a slightly positive budgetary impact (Act No. 128/2022 Coll.,
as amended by Act No. 349/2023 Coll.).

Value-added tax revenue will be negatively affected by
the consolidation package, which reduces the number of
tax rates to two (21% and 12%) while shifting some
goods and services to a different rate (impact
of CZK 3.7 billion). On the other hand, it should bring
higher value-added tax revenue due to an increase
in excise duties (CZK 1 billion). Their growth should
accelerate to 6.4%. The significant expected increase in
revenue in 2024 is due to the low base of 2023 mineral
oil tax due to the temporary reduction of the tax rate
on diesel fuel (CZK 5.6 billion) and the higher tax rates
on tobacco products (CZK 3.4 billion impact)
and on alcohol (CZK 1 billion more YoY, impact already
in 2023 due to frontloading) as part of the consolidation
package. The package also abolishes the exemption
of metallurgical and mineralogical processes from excise
duties with an estimated revenue of CZK 0.7 billion.

The YoY dynamics of tax revenues is dampened by the
end of the effectiveness of an extraordinary measure
during the energy crisis in the form of a levy on excess
revenues of electricity producers. However, this effect
is corrected by the end of the across the board waiver
of the renewable energy levy for households and com-
panies at the end of 2023, which this year will only apply
to energy-intensive businesses, for which the govern-
ment has allocated CZK 3.5 billion (Government Resolu-
tion No. 97322023). The introduction of the Excluded
Persons Register is expected to have a negative impact
on gambling tax revenue, by an additional CZK 0.6 billion
(Act No. 186/2016 Coll.). This impact is likely to be out-
weighed by the increase in the second gambling tax rate
from 23% to 30% as part of the consolidation measures.
The real estate tax (revenue of CZK 10 billion) will also
increase revenue from this year onwards.

Overall revenue dynamics are likely to be negatively
affected by the development of transfers from the EU,
reflecting the end of the 2014-2020 financial perspec-
tive, partly offset by the start of projects co-financed
from the 2021-2027 programming period and funds
from the NextGenerationEU Instrument. Dividend re-
ceipts, as well as interest on loans granted under the
Treasury’s liquidity management, are expected to de-
cline given the above-average base in 2023.

General government expenditure is expected to be held
back by the adopted consolidation package, and we
expect it to fall by 1 percentage point as a ratio to GDP
to 44.3% of GDP. We estimate that the pace of final
consumption expenditure will slow significantly to 4.6%
YoY. After a double-digit growth in intermediate con-
sumption last year, its momentum should also slow
down substantially to 4.8% due to the 5% savings in
operating expenditure of each department. We expect
a similar slowdown in social transfers in kind, which



should grow at a 6.5% rate. For housing benefits, we
expect the relatively higher level to be maintained,
but the increase should be driven mainly by health in-
surance companies’ spending, made possible by an in-
crease in their revenues. Compensation of employees
will be affected by the new regulation of salaries in the
education sector, where an amendment to the Educa-
tion Act (Act No. 183/2023 Coll.) guarantees that
the total amount of funds earmarked for teachers’ sala-
ries will correspond to at least 130% of the average
gross wage in the national economy. In addition to this,
we are also counting on an increase in the amount
of funds in the health sector. By contrast, the consolida-
tion brings savings in the salary area totalling an esti-
mated CZK 9.4 billion, of which CZK 4.1 billion is
attributable to a 2% reduction in public sector wage bill.

Expenditures on pension benefits were slowed down
by the adjustment of the parameters of the extraordi-
nary indexation of pensions from June 2023. The stand-
ard indexation from January 2024 increased the average
pension by CZK 360 per month (Government Regulation
No. 286/2023 Coll. and No. 2872023 Coll.). The measures
approved by the amendment to the Pension Insurance
Act (Act No. 270/2023 Coll.) are expected to be associat-
ed with a positive impact of around CZK 2 billion this
year. A further CZK 1 billion will be generated by the
change in the pension payment period from the so-
called sliding month to the calendar month and the
related abolition of the one-off supplementary payment
during the regular indexation in January of the calendar
year (Act No. 321/2023 Coll.).

As part of the pro-family policy, an increase in the paren-
tal allowance by CZK 50,000 (CZK 75,000 in the case

3.2 General Government Outlook

The fiscal policy stance in the Czech Republic is based
on a statutory commitment to gradually achieve at least
the medium-term budgetary objective of 0.75% of GDP
in terms of the structural deficit. The Act on Fiscal Re-
sponsibility Rules sets an explicit trajectory of structural
deficits for the purpose of setting expenditure limits
for the state budget and state funds. A comparison of
structural deficits with and without discretionary
measures (see MF CR, 2024c) and the values specified
in the law leads to two main conclusions. The first is that
part of the effect of the consolidation package is offset
by increased investment in transport and national de-
fence. Without the package, general government defi-
cits would probably not fall below 3% of GDP until 2027,
i.e. it would not be possible to meet the expenditure
ceilings. In other words, the consolidation package was
absolutely necessary to comply with both national and
European fiscal rules. The second conclusion is
that the consolidation package ensures compliance with
the rule for the years 2024 to 2026, but further consoli-
dation measures will have to be taken for 2027, at the

of multiples) was approved for children born from
1January 2024, which will mean additional costs
of CZK 0.4 billion in this year (Act No. 407/2023 Coll.). The
amendment to the Act on Social and Legal Protection of
Children (Chamber of Deputies Print No. 573) introduces
changes in the area of foster family care with an impact
of CZK 0.5 billion.

Tightening the conditions for entitlement to unemploy-
ment benefits in the event of repeated registration should
lead to savings of CZK 0.8 billion (Act No. 349/2023 Coll.).
The humanitarian benefit for Ukrainian refugees, including
countable housing costs, will burden the state budget with
an estimated CZK 7.5 billion this year, which is CZK 0.5 bil-
lion more than in 2023.

Stabilization of energy markets and savings under
the consolidation package should lead to a reduction of
subsidies by almost 30% to 1.9% of GDP. The forecast
foresees a CZK 5.2 billion YoY reduction in the amount
for accommodation of Ukrainian refugees. By contrast,
the increase in the maximum amount of the contribu-
tion to support the employment of people with disabili-
ties should amount to CZK 1.1 billion (Government
Regulation No. 70/2024 Coll.).

Investment in fixed assets will be affected by increased
spending in the areas of transport infrastructure or de-
fence, which should amount to at least 2% of GDP (Act
No. 177/2023 Coll.). In the case of expenditure co-
financed by the EU, the ramp-up of investments fi-
nanced in connection with the National Recovery Plan or
the unfolding financial perspective 2021-2027 will play
a role. The total investment dynamic should reach 1.8%.

latest at the beginning of the next government’s term
of office. Of course, the remoteness of the forecast
period and the associated risks increase the degree
of estimation uncertainty.

For the entire CP period, we forecast persistent public
finance deficits, which will be primarily determined by
the state budget. The general government deficit is
expected to fall below the 3% of GDP reference thresh-
old as early as 2024, and deficits should decline further
to 1.2% of GDP in 2027.

For local governments, we expect continued surpluses,
albeit somewhat lower in magnitude than in recent
years. Indeed, deferred capital projects that had to be
re-tendered because of high inflation should gradually
be implemented at higher costs.

Estimates of the performance of the social security
funds are based in particular on the predicted volume of
wages and salaries in the economy, which is a crucial
factor in future revenue growth. Given its dynamics
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(Chapter 2.2.4) and the rather moderate growth in ex-
penditure after 2024, we expect the health insurance
funds to be in balance, or slightly in surplus at most.
The non-state budget and state funds components
of the central government as a whole are expected
to run small surpluses on average.

3.2.1 Revenue Outlook

General government revenue is expected to grow
by 3.6% on average over the projection years. However,
we expect tax revenues, including social security contri-
butions, to grow at a higher rate of 4.2% on average.

In the case of personal income tax, discretionary
measures have an absolutely negligible impact
over the 2025-2027 horizon. In connection with the in-
troduction of the long-term investment product, we ex-
pect a reduction in revenue of about CZK 0.5 billion.
The yield is thus mainly determined by wage and salary
growth, which implies a rate of 4.1% in 2025 and less
than 5% in the outlook years.

Social security contributions should also be determined
to a decisive extent by the evolution of wage and salary
levels in the economy. However, the measures adopted
as part of the consolidation package should have a positive
impact, namely the reintroduction of sickness insurance
and the increase in contributions of self-employed totalling
CZK 4.1 billion and CZK 3.6 billion in 2025 and 2026 respec-
tively. The introduction of the long-term investment
product will have an opposite effect of CZK 0.6 billion.
Furthermore, in 2025 and 2026, the dynamics will be slight-
ly weakened by the additional effect of the lower contribu-
tions for selected groups of part-time employees.
In the ESA 2010 methodology, the aggregate also includes
payments from the state budget for the state insured per-
sons to the public health insurance system. These pay-
ments will be indexed according to the inflation rate (real
wage growth should not be effective by the end
of the outlook horizon). Another factor in the total number
of insured persons will be possible changes in the number
of refugees from Ukraine (especially children). Contribu-
tions should thus rise by less than 5% on average.

For corporate income tax, the pace in 2025 will be influ-
enced by the continued effectiveness of the windfall
profits tax. However, revenue will gradually weaken,
thus holding back momentum. The tax growth should be
positively influenced by the extraordinary depreciation
introduced during the pandemic and prolonged
as a result of the energy crisis, the effect of which will
end within the outlook horizon, as well as the additional
effects arising from the higher tax rate introduced from
2024. The compensation tax for large multinational and
domestic groups will increase tax revenue by an esti-
mated CZK 1 billion from 2025. Conversely, the exemp-
tion of government bond yields will have a negative
effect of CZK 1.3 billion per year. Combined with
the growth in the gross operating surplus, the YoY
change in the tax yield averages 2.3%.

Excise duties in terms of the national legislation are
expected to increase by 1.5% on average. Revenue
should be supported by higher taxation of tobacco
products, including alternatives, with a total impact
of over CZK 2 billion in each year. Collections will then be
boosted by around CZK 0.5 billion next year by a higher
tax on alcohol. In addition, autonomous developments
related to the economic recovery and rising real house-
hold earnings should have a positive impact.

Value-added tax revenue depends primarily on devel-
opments in nominal household consumption, part
of consumption and investment by the general govern-
ment sector. The average growth in tax revenue of 4.5%
is practically in line with the growth of the macroeco-
nomic base. Among discretionary measures, only higher
tax growth is recorded due to the increase in excise
duties (around CZK 0.7 billion in 2025).

For other revenues, revenue transfers will be deter-
mined by the evolution of EU funding. Cohesion funds
are expected to build up gradually, while the National
Recovery Plan is expected to peak in 2025 and 2026,
when this programme ends. For property income,
we expect a steady decline in line with the evolution
of interest yields, while dividends are expected to be
relatively stable.

3.2.2 Expected Expenditure Developments

We forecast average growth of 2.8% in total general
government expenditure over the outlook vyears.
The dynamics gradually declines over time.

Cash social benefits are expected to rise by 2.4%
on average. The growth is primarily determined
by the evolution of pension benefits, which we assume
to be atthe level of the statutory indexation formula
according to the predicted inflation rate and real wage
growth (which, however, should not be strong enough
to effectively affect the indexation rate until the end
of the horizon). The increase in the parental allowance
should increase expenditure growth by less than CZK
2 billion per year. The dynamics should be slowed by the
end of the humanitarian benefit or at least its signifi-
cantly lower level compared to previous years.

Nominal general government consumption is projected
to grow by between 4% and 5% in all years. Compensa-
tion of employees is expected to grow especially in the
education sector. However, given the consolidation,
we expect rather moderate growth for the rest of gen-
eral government employees. For social transfers in kind,
we expect health care payments to rise in line with de-
velopments of system’s revenues. The rising level of real
earnings and the lower need for payments of state social
assistance benefits (housing benefit) could play a posi-
tive role. For intermediate consumption, we forecast an
acceleration of the dynamics in 2025 in connection
with the start of the new perspective 2021-2027
and the funds related to the National Recovery Plan.
Thereafter, there should be a slowdown as purchases can



decelerate also due to efforts to consolidate public fi-
nances.

In the area of investment, we foresee a surge in funds
from the Recovery and Resilience Facility, the Just Tran-
sition Fund and programmes co-financed by the Europe-
an Structural and Investment Funds, where the peak
phase of the 2021-2027 financial perspective cycle
should already be underway. We also foresee an in-
crease in national investment in transport infrastructure
and higher purchases of military equipment over virtual-
ly the entire horizon of the outlook.

We expect only a small increase in subsidies, and trans-
fers should develop similarly. We expect negative dy-
namics in 2025 due to the additional effects
of the consolidation package. In the following vyears,
we forecast a return to growth, but this should be re-
flecting savings efforts to reduce structural deficits.
The pace should therefore be relatively moderate, even
in terms of the longer-term average. Nevertheless,
we expect an increase in transfers to the EU budget.

In line with our assumptions on interest rates, the vol-
ume of debt refinanced and the level of cash balances,
we estimate that interest expenditure will grow by 5.3%

3.3 Structural Balance and Fiscal Position

The general government structural balance in 2023 was
-2.4% of GDP. The cyclical component was -0.5% of GDP.

One-off and other temporary operations amounted
to -0.8% of GDP in 2023, mostly as energy measures.
The revenue side was supported by levies on excess
revenues of CZK 17.2 billion and a windfall profits tax
with an estimated revenue of CZK 39.1 billion. In con-
trast, revenues were reduced by the remission of the
renewable energy levy for households and firms of CZK
-17.3 billion and the reduced excise duty rates on diesel
until the end of July with an impact of CZK -5.6 billion.
On the expenditure side, subsidies were provided to the
state transmission system operator in the amount
of CZK 20.0 billion, to energy distributors in the amount
of CZK 13.6 billion and especially to households, firms
and public and other institutions through the capping
of energy prices in the amount of CZK 48.4 billion.
The payment of a one-off child allowance for children up
to 18 years of age to households with an annual gross
income of up to CZK 1 million continued from the previ-
ous year. Humanitarian benefits and the accommodation
allowance for refugees from Ukraine further increased
the balance, with an impact of CZK 13.7 billion.

The slightly negative fiscal effort in 2023 was exacerbat-
ed on the expenditure side by increases in social bene-
fits and interest expenditure, while on the revenue side
it was improved by increases in personal income tax

on average in absolute terms. However, the dynamics
should be significantly downward. In relative terms,
interest expenditure should remain at 1.5% of GDP
over the outlook horizon (see also Section 3.4).

3.2.3 Autonomous and so-called By-the-law Scenario
The forecast works with discretionary measures that are
approved at least by the government, regardless
of whether the measures are sufficient in terms of their
impact to comply with Act No. 23/2017 Coll,
on the Fiscal Responsibility Rules, as amended.
The latter states that structural deficits for the purposes
of deriving expenditure ceilings must be no more
than 2.25% of GDP for 2025, 1.75% of GDP for 2026
and 1.25% of GDP for 2027. The forecast would meet
the legal requirements for 2025 and 2026 under
the current state of the measures adopted and given
macroeconomic developments, but for 2027 it indicates
that further measures will be needed to reduce
the structural deficit. The magnitude of these measures
is around 0.4% of GDP. If these changes were to be im-
plemented, the general government balance would be
-0.9% of GDP (instead of -1.2% of GDP) and the debt
ratio would be 0.3 percentage points lower.

or property income. Growth in subsidies was largely
one-off in nature.

The structural balance is projected to improve to -2.0%
of GDP in 2024. The YoY change is smaller than
for the general government balance, whose improve-
ment is mainly due to a moderation in one-off expendi-
ture. We expect the cyclical component to worsen
to -0.6% of GDP in the period to Q2 2024 as the nega-
tive output gap widens.

We expect one-off and temporary measures
of only 0.2% of GDP this year. The revenue side is mainly
made up of windfall profits tax revenue. On the expendi-
ture side, no measures are planned in the energy sector.
The only expenditure measures are the humanitarian
benefits for refugees and the allowances on their ac-
commodation.

The recovery in economic growth should lead to a clo-
sure of the negative cyclical component by the end
of 2025, while we expect a positive cyclical component
in 2026 and 2027. The structural balance should gradu-
ally improve to -1.6% of GDP after stagnating in 2025.
The positive fiscal effort in the outlook years will be
mainly supported by the expenditure side, which is ex-
pected to grow more moderately than in 2022 and 2023,
and at a slower pace than future revenues. For one-offs,
we assume only windfall profits tax revenue in 2025.
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3.4 General Government Debt, Strategy and Stability of State Debt

General government debt reached 44% of GDP at the
end of 2023, down 0.2 percentage points YoY. The level
of public debt in the Czech Republic remains below the
60% of GDP threshold contained in the Stability and
Growth Pact, and it also meets the debt quota level set
by the Act on the Fiscal Responsibility Rules (55% of GDP
net of the cash reserve for financing the state debt).

Central government accounts for the largest share
of general government debt (Table 3.6). The central
government debt exceeded CZK 3,346 billion in 2023,
accounting for 97.5% of total (unconsolidated) general
government debt. Local government debt accounts for
the remaining 2.5%. It reached CZK 85.4 billion in 2023
and is expected to decline slightly in the following years
due to the forecasted surplus. Social security funds show
a negligible level of indebtedness.

The evolution of the general government debt in 2023
was affected by the state budget deficit caused, among
other things, by persistent support for households and
businesses in the ongoing energy crisis. Nevertheless,
given the high growth of nominal GDP, the general gov-
ernment debt fell in relative terms from 42.7% to
42.4% of GDP YoY. Interest costs increased to 1.3% of GDP

in line with the increase in debt and interest rate devel-
opments.

We expect the debt ratio to continue to rise slightly over
almost the entire horizon of the outlook, as the absolute
level of public deficits will remain relatively significant
despite consolidation efforts. However, the debt ratio
should peak at over 47% of GDP in 2026 and then start
to decline slightly.

In terms of contributions to the change in debt,
the importance of the primary balance declines slightly
in the coming years compared to 2019-2023. In relative
terms, interest rates are projected to rise to 1.4% of GDP
in 2024, increase further by 0.1 percentage points in 2025
and remain at 1.5% of GDP until the end of the outlook,
although the forecast assumes a gradual decline in gov-
ernment bond vyields. The long-term interest rate for
convergence purposes should decrease from 4.4% p.a.
in 2023 to 3.4% p.a. between 2025 and 2027.

The forecast does not assume any significant privatisa-
tion revenues under Act No. 92/1991 Coll., on the Con-
ditions of Transfer of State Property to Other Persons,
as amended.
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Table 3.1: General Government Budgetary Prospects
level in CZK billion, others in % of GDP

ESA Code 2:):93/ 2023 2024 . %;gzi 2026 2027
Net lending (+)/borrowing (-) (B.9) by sub-sectors
General government S.13 -268 -3.7 -2.3 -2.1 -1.6 -1.2
Central government S.1311 -334 -4.5 3.1 -2.7 -2.2 -1.9
Local government $.1313 70 1.0 0.8 0.6 0.6 0.6
Social security funds 51314 -5 -0.1 -0.1 0.0 0.0 0.0
General government (S.13)
Total revenue TR 3064 41.7 42.0 41.8 41.6 40.9
Total expenditure TE 3332 45.4 44.3 43.9 43.2 42.1
Net lending (+)/borrowing (-) B.9 -268 -3.7 -2.3 -2.1 -1.6 -1.2
Interest expenditure D.41 97 1.3 1.4 1.5 1.5 1.5
Primary balance -172 2.3 -0.9 -0.6 -0.1 0.2
One-off and other temporary measures -61 -0.8 0.2 0.1 0.0 0.0
Components of revenues
Total taxes 1437 19.6 19.6 19.3 19.2 19.1
Taxes on production and imports D.2 809 11.0 11.2 11.2 11.2 11.0
Current taxes onincome, wealth etc. D5 629 8.6 8.4 8.2 8.0 8.1
Capital taxes D.91 0 0.0 0.0 0.0 0.0 0.0
Social security contributions D.61 1169 15.9 16.6 16.7 16.7 16.7
Propertyincome D4 93 1.3 0.8 0.7 0.7 0.6
Other 364 5.0 4.9 5.1 5.0 4.4
Total revenue TR 3064 41.7 42.0 41.8 41.6 40.9
p. m.: Tax burden 2607 35.5 36.3 36.0 36.0 35.8
Components of expenditures

Compensation of employees + Intermediate consumption D.1+P.2 1171 15.9 15.9 15.9 15.8 15.7
Compensation of employees D.1 739 10.1 10.0 9.9 9.9 9.9
Intermediate consumption P.2 432 5.9 5.9 5.9 5.9 5.8
Social payments 1289 17.5 17.7 17.4 17.1 16.8
ofwhich: Unemployment benefits *! 17 0.2 0.2 0.2 0.2 0.2
Social transfers in kind supplied via market producers D.632 253 3.4 3.5 3.5 3.5 3.5
Social transfers other thanin kind D.62 1036 14.1 14.2 13.9 13.6 13.3
Interest expenditure D.41 97 1.3 1.4 1.5 1.5 1.5
Subsidies D3 208 2.8 1.9 1.9 1.8 1.7
Gross fixed capital formation P.51g 370 5.0 4.9 5.1 49 4.3
Capital transfers D.9 34 0.5 0.5 0.4 0.3 0.3
Other 165 2.2 2.0 1.8 1.8 1.8
Total expenditures TE 3332 45.4 44.3 43.9 43.2 42.1
p. m.: Government consumption (nominal) P.3 1498 20.4 20.5 20.5 20.4 20.3

1) Includes cash benefits (D.621 and D.624) and transfers in kind (D.631) related to unemployment benefits.
Source: CZSO (2024b). MF CR calculations and forecast.

Table 3.2: Amounts to Be Excluded from the Expenditure Benchmark
level in CZK billion, others in % of GDP

2023 2023 2024 2025 2026 2027
Level In % of GDP

Expenditure on EU programmes fully matched by EU funds revenue 82 1.1 1.1 1.2 1.3 0.7
Non-investment expenditure 22 0.3 0.3 0.3 0.4 0.2
Investment expenditure 60 0.8 0.7 0.9 0.9 0.5
Cyclical unemployment benefit expenditure 0 0.0 0.0 0.0 0.0 0.0
Effect of discretionary revenue measures (year-on-year changes) 45 0.6 0.7 0.0 0.0 0.0
Revenue increases mandated by law - - - - - -

Note: Revenue increases mandated by law can be defined as revenue increases that occur automatically to offset corresponding increases in speci-
fied expenditures (such as an automatic increase of social security contributions in reaction to a surge in social security expenditure).
Source: MF CR.



Table 3.3: A Structure of Approved Discretionary Measures in 2023-2027

YoY discretional change, in CZK billion

2023 2024 2025 2026 2027
Revenue Discretioanry Measures 44,5 55.9 3.1 -3.6 0.4
Taxation on labour 1.2 29.9 3.1 4.4 -
Taxation on capital 54.6 -0.2 -15.9 -10.9 1.2
Taxation on consumption -11.1 22.5 9.3 2.6 -1.1
Other revenue measures -0.2 3.6 0.4 0.3 0.3
Expenditure Discretionary Measures -69.6 134.6 17.8 -2.3 -1.8
Cash social benefits 7.7 16.8 4.7 2.2 -1.5
Compensation of employees -25.7 -6.9 -0.1 - -
Health care -1.4 -3.3 - - -
Subsidies -76.9 117.9 10.3 -0.0 0.0
Capital transfers 13.3 0.9 0.0 - -
Other expenditure measures 13.2 9.2 2.9 -0.1 -0.3
Total -25.1 190.5 14.7 -5.9 -1.4
% of GDP -0.3 2.5 0.2 -0.1 -0.0
Source: MF CR calculations and forecast.
Table 3.4: Revenue and Expenditure Forecast and Outlook in No-policy-change Scenario
in % of GDP
2023 2023 2024 2025 2026 2027
Level In % of GDP
Total revenue at unchanged policies 3062 41.7 41.1 40.8 40.5 39.8
Total expenditure at unchanged policies 3345 45.6 44.7 44.4 43.6 42.4
Source: MF CR calculations and forecast.
Table 3.5: Cyclical Developments
change in %, output gap in % of potential product, contributions in pp, other in % of GDP
ESA Code 2023 2024 2025 2026 2027
Real GDP growth (%) -0.3 1.4 2.6 24 2.5
Net lending of general government B.9 3.7 2.3 2.1 -1.6 -1.2
Interest expenditure D.41 1.3 1.4 1.5 1.5 1.5
One-off and other temporary measures -0.8 0.2 0.1 0.0 0.0
on the revenue side 0.5 0.4 0.1 0.0 0.0
on the expenditure side 1.3 0.1 0.0 0.0 0.0
Potential GDP growth (%) 1.5 13 1.5 1.6 1.7
contribution of labour 0.8 0.4 0.1 -0.1 -0.1
contribution of capital 0.8 0.7 0.6 0.5 0.5
total factor productivity -0.1 0.3 0.8 1.2 1.3
Output gap -1.3 -1.6 -0.4 0.5 1.1
Cyclical budgetary component -0.5 -0.6 -0.2 0.2 0.4
Cyclically-adjusted balance -3.2 -1.7 -1.9 -1.7 -1.6
Cyclically-adjusted primary balance -1.9 -0.3 -0.4 -0.3 -0.2
Structural balance -2.4 -2.0 -2.0 -1.7 -1.6

Source: CZSO (2024b). MF CR calculations and forecast.
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Table 3.6: General Government Debt Developments
in % of GDP, average maturity in years, contributions in % of debt

ESA Code 2023 2024 2025 2026 2027
General government gross debt (consolidated) 44.0 45.5 46.4 47.1 47.0
Central government 45.6 47.0 48.0 48.8 48.8
Local government 1.2 1.1 1.0 1.0 0.9
Social security funds 0.0 0.0 0.0 0.0 0.0
Change in gross debt ratio -0.2 1.5 0.9 0.7 -0.1
Contributionsto changesin gross debt
Primary balance -2.3 -0.9 -0.6 -0.1 0.2
Interest expenditure D.41 -1.3 -1.4 -1.5 -1.5 -1.5
Stock-flow adjustment -0.5 1.0 1.0 1.1 0.6
Difference between cash and accruals -0.5 0.3 0.2 0.0 0.0
Net accumulation of financial assets 0.1 0.4 0.3 0.0 0.0
Privatisation proceeds 0.0 0.0 0.0 0.0 0.0
Valuation effects and other 0.0 0.0 0.0 0.0 0.0
p. m.: Implicit interest rate on debt -3.0 -3.2 -3.2 -3.2 -3.1
Debt according to Act No. 23/2017 Coll., art. 13 ¥ 44.0 45.5 46.4 47.1 47.0
Liquid financial assets 2 18.4 18.1 17.6 16.8 16.1
Net financial debt 25.6 27.4 28.8 30.3 30.8

1) Difference between gross debt and liquid financial assets (monetary gold, Special Drawing Rights, currency and deposits, market value of securi-
ties other than shares, shares and other equity quoted in stock exchange) according to Act No. 218/2000 Coll.

2) Liquid financial assets are defined as monetary gold, Special Drawing Rights, currency and deposits, securities other than shares (consolidated at
market value), shares and other equity quoted in stock exchange.

3) Net financial debt is the difference between gross debt and liquid financial assets.

Source: CZSO (2024b). Calculations and forecast of MF CR.

Table 3.7: The State Debt’s Refinancing, Interest and Foreign Currency Exposition
in % of debt, average maturity in years, data in the national methodology

2023 2024 2025 2026 2027
Refinancing
Average maturity years 6.4 6.5 6.5 6.5 6.5
Debt due within 1 year % of debt 6.7 10.5 10.7 9.9 9.5
Debt amortization (existing bonds) since the end of the previous year % of GDP 2.7 2.1 3.3 3.2 3.4
State Debt's Interest
Debt with interest fixation within 1 year % of debt 18.5 223 225 18.7 17.8
Fixed interest long-term debt due within 1 year % of debt 4.3 7.7 7.8 4.2 6.2
Variable interest long-term debt % of debt 12.7 12.1 12.3 12.3 9.4
Monetaryinstruments % of debt 1.4 2.6 2.4 2.2 2.1
Effect of derivative operations % of debt 0.0 0.0 0.0 0.0 0.0
Foreign Currency Exposition

Foreign-currency exposition of the state debt *) % of debt 5.5 5.1 4.7 4.4 4.2
EUR exposition % of debt 5.0 4.6 4.2 3.9 3.7

1) State debt denominated in foreign currencies adjusted for collateral and assets.
Source: MF CR.



4 Comparison with the Previous Convergence
Programme, Risks of Forecast and Sensitivity Analysis

The comparison between this year’s and last year’s CP focuses on the assessment of the forecast for 2023
and the change in the forecast for 2024. However, as in previous years, the comparison is highly problematic.
The energy crisis gradually necessitated a number of measures on the national and international scene, the impact
of which was difficult to estimate. Last year’s CP also did not include the consolidation package. The following years
can be viewed in a similar way, while being furthermore affected by differences between forecast and reality.

Sensitivity analyses of macroeconomic and fiscal forecasts, including their outlook, are carried out on the basis
of changes in selected assumptions. The first scenario considers lower economic growth in the EU and its effects on the
highly open Czech economy. The other scenario assesses the sensitivity to a possible sudden increase in interest rates.

4.1 Comparison with the Scenario of the Previous Convergence Programme of the Czech Republic

4.1.1 Macroeconomic Scenario

The macroeconomic scenario of last year’s CP was based
on similar assumptions as the scenario of this year’s CP.
However, supply chains were already operating without
major problems during 2023 (the development was
therefore more favourable compared to CP 2023), which
was reflected in a more positive contribution of the
foreign trade balance and a more negative contribution
of the change in inventories. The scenario of the previ-
ous CP, on the other hand, could not have anticipated
the escalation of geopolitical tensions in the Middle East
that occurred at the end of last year, though the impact
of this factor on the Czech economy was not significant
last year.

According to the CP 2023 scenario, economic activity in
the Czech Republic should have been recovering from
Q2 2023, but in the end the economy remained
on the verge of recession throughout the year (Section
2.2.1). GDP growth thus lagged behind the CP 2023
forecast by 0.4 percentage points. Within effective do-
mestic demand, weaker developments in household
consumption were offset by stronger dynamics in in-
vestment and government consumption. The GDP fore-
cast for 2024 also differs significantly in the two
macroeconomic scenarios (among other things,
the weaker carry-over effect from 2023 is reflected
here), also within the individual expenditure compo-
nents (see Table 4.1). In subsequent years, the expected
economic growth dynamics converge.

Consumer price developments in 2023 (Section 2.2.3)
were consistent with the previous CP scenario. Howev-
er, for the period 2024-2026, this year’s CP envisages
a later sustained return of annual inflation to the vicinity
of 2% (in mid-2025) than the CP 2023 scenario (in mid-
2024).

Compared to the previous CP scenario (Section 2.2.4),
the labour market developed slightly more favourably
in 2023 despite the worse economic situation,
but for the following years the differences in the ex-

pected development of key indicators are rather small,
or even negligible.

4.1.2 Fiscal Scenario

The situation at the time of drafting the 2023 CP was
significantly different from further developments
in at least two key aspects. The first was the estimates
of exceptional one-off measures, either on the revenue
or expenditure side. The second was the later enacted
Act No. 349/2023 Coll., which very substantially affected
the forecast for 2024 and subsequent years through
anumber of consolidation measures (see Chapter 3
for details). Thus, last year, the general government
balance was projected at -3.5% of GDP for 2023 and
-2.9% of GDP for 2024.

Last year’s CP worked for 2023 with an 8.4% growth
in tax revenues including social security contributions.
These actually grew by 9.1% (Section 3.1.1). Personal
income tax and social security contributions performed
better, reflecting almost 1 percentage point stronger
growth in wages and salaries. Discretionary measures
also play a role in social security contributions, whether
differential assessment of reduced contribution rate
for part-time workers or rate increases for risky occupa-
tions. By contrast, corporate income tax revenue grew
more than 6 percentage points less. This is again related
to the macroeconomic base, with gross operating sur-
plus’ lower growth by around 4 percentage points. Val-
ue-added tax was also actually lower than projected
in the 2023 CP due to relatively lower growth in nominal
household consumption. Of the non-tax revenues, prop-
erty income in particular ended up higher.

Actual expenditure in 2023 grew exactly as projected,
by 10.1% (Section 3.1.1). However, the CP 2023 forecast
and the actual figures differ in the composition of ex-
penditure. General government consumption increased
by 1.5 percentage points more compared to last year’s
forecast. Both social transfers in kind and consumption
of fixed capital contributed to this difference. The other
components, i.e. intermediate consumption, compensa-
tion of employees or sales, were estimated almost ex-
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actly. Public investment grew by 16.9%, 1.1 percentage
points higher than in the previous year’s CP. In terms
of the impact on the balance, the fact that national in-
vestment was significantly higher while EU co-financed
investment was lower played a role. Cash social benefits
grew by 10.5%, lower than the forecast (12.5%), while
subsidies grew significantly faster due to the higher-
than-expected cost of the measures on account of high
energy prices. The pace of debt service costs was also
faster due to relatively higher government bond yields,
with a difference of around 7 percentage points.

4.2 Risks of Macroeconomic and Fiscal Forecast

4.2.1 Risks of Macroeconomic Forecast

The macroeconomic framework of the Convergence
Programme is burdened by a number of risks that, taken
together, we consider to be skewed to the downside.

The possibility of renewed problems in supply chains,
e.g. in the context of the situation in the Middle East,
poses a significant risk for some sectors of the economy
(in particular the automotive industry). In addition
to the negative impact on economic performance, sup-
ply-side frictions would create additional inflationary
pressures. These could also be triggered by an increase
in energy commodity prices in the event of an escala-
tion of geopolitical tensions.

Natural gas and oil supply from Russia to the European
Union is suspended and we do not expect it to be re-
stored. We anticipate that it will continue to be replaced
by increased imports from other countries or demand-
side measures such as investment in new sources
and energy savings.

The evolution of inflation expectations also remains
arisk, despite a significant decline in inflation at the
start of this year. It is crucial that inflation expectations
return to the vicinity of the Czech National Bank’s infla-
tion target. Otherwise, we would expect a tight mone-
tary policy stance for a longer period, which would entail
additional economic costs. Also related to inflationary
pressures is the fiscal policy stance. Different macroe-
conomic effects of the consolidation package,
or measures that would erode fiscal efforts, would affect
the dynamics of economic growth and other variables.

The shortage of employees, evident in almost all sectors
of the economy, is a significant barrier to output growth,
especially in the construction sector. However, in addi-
tion to the weak economic dynamics, the influx of refu-
gees from Ukraine is also contributing to the easing
of the mismatch between demand and supply in the
labour market and the associated upward pressure on
wages. It turns out that thanks to the still high demand
for labour by companies and the nature of vacancies
(mostly with low qualification requirements), Ukrainian
refugees do not have any significant problems with
finding employment on the Czech labour market, even

Compared to last year’'s CP, 2024 is affected both
by errors in the forecast for 2023 and by the inclusion
of the consolidation package. On the revenue side, we
expect higher growth in personal income tax or social
security contributions due to different macroeconomic
assumptions. In contrast, corporate income tax revenue
should be slightly lower compared to CP 2023 (Section
3.1.2). In the case of expenditure, the impact of subsi-
dies and transfers is crucial, where we record measures
from the consolidation package to a decisive extent.

though their qualification structure may not match
the demand. Legislative changes in this area are also
helping to facilitate the employment of foreigners. The
successful integration of refugees and the full use of
their human capital can significantly boost economic
growth in the coming years.

Persistently high interest rates and substantial price
increases in recent vyears increase the likelihood
that some households and firms will run into repayment
problems, which would lead to a deterioration in the
quality of banks’ loan portfolios. For the time being,
however, the share of non-performing loans in total
loans to households remains at very low levels or con-
tinues to decline slowly for loans to non-financial corpo-
rations. The overvaluation of residential property prices
also remains a potential risk.

4.2.2 Risks of Fiscal Forecast

The fiscal forecast then assumes these macroeconomic
risks, both through the effects on the revenue side and
in the case of some expenditure items. On the revenue
side, the realisation of most macroeconomic risks would
be reflected in a reduction in government revenue.
Higher inflation would have the opposite effect.

Further developments in electricity and gas prices re-
main a risk to the fiscal forecast. These will affect
both the revenue and expenditure side. This year,
the government is supporting selected energy-intensive
industries with renewable energy levies.

In the case of higher inflation due to the anchoring
of inflation expectations, we would see worse develop-
ments in the area of social expenditure linked to price
developments, be it pension benefits or health care
(linked to transfers from the state budget in payment for
state insured persons).

In the area of gross fixed capital formation, the dynam-
ics will depend on the further development of the use
of the Recovery and Resilience Facility, as well as on the
start of the new financial perspective 2021-2027.

The forecast is based on the discretionary measures
approved so far, but the fact remains that the trajectory



for reducing structural deficits is also legally anchored.
Achieving it will require the adoption of additional
measures that should lead to a better-than-projected

4.3 Sensitivity Analysis

The sensitivity analysis is calculated using a dynamic
stochastic general equilibrium model developed by the
MF CR. The alternative scenarios focus on some actual
issues of possible future developments. The first scenar-
io considers lower economic growth in the EU and
its impact on the highly open Czech economy, which is
dependent on the external environment. The second
alternative scenario assesses a possible sudden increase
in interest rates. Both alternative scenarios are derived
from the baseline CP scenario. In the alternative scenar-
ios, we assume different developments from the base-
line scenario in the first half of 2025.

4.3.1 Lower GDP Growth in the EU in 2025

Economic developments in EU trading partners are im-
portant for the economic growth of the small open
economy of the Czech Republic. The first scenario as-
sumes slower GDP growth in the EU for 2025
by 2.6 percentage points, which corresponds to the
standard deviation over the period 2002-2023.

Initially, a reduction in foreign demand for domestic
products would be reflected in a drop in net exports.
However, the subsequent pressure on currency depreci-
ation would dampen the negative effects on net exports
through more expensive imports. A worse outcome for
foreign trade would be reflected in a slowdown in real
GDP growth in the Czech Republic by 0.6 percentage
points in 2025 relative to the baseline scenario. Lower
growth in corporate profits due to weaker exports
would slow investment growth by 0.5 percentage
points. Lower output of firms would also have a negative
impact on labour demand and, consequently, a reduc-
tion in the nominal wage growth rate. The negative
income effect in the form of relatively lower wages
and returns on capital would exacerbate the decline
in household consumption by 0.3 percentage points.

The impact on the general government balance is nega-
tive by 0.2 percentage points in the first year of the
outlook, with a maximum differential of 0.1 percentage
points in subsequent years. The lower economic per-
formance has an impact on taxes and social security
contributions on the revenue side, while on the expendi-
ture side it leads mainly to an increase in spending
on unemployment benefits. In the projection vyears,
the effect of lower inflation on the statutory indexation
of pension benefits is slightly positive. Debt would
then increase by 0.2 percentage points more in 2025
than in the baseline scenario, and then the differential
would increase to 0.4 percentage points by the end
of the outlook. In addition to a higher deficit, this would

performance at the end of the outlook horizon (see
Subchapter 3.2.3 for details).

reflect a lower level of nominal GDP over the entire
horizon.

4.3.2 Rise in the National Interest Rate

The dynamic model in the second scenario simulates
an additional monetary tightening for 2025
of 1.1 percentage points above the baseline scenario.
This value corresponds to the standard deviation
of short-term interest rates between 2002 and 2023.

A more restrictive monetary policy would have a nega-
tive effect on economic development. Pressure
on the appreciation of koruna would lead to more ex-
pensive exports, while imported goods would become
relatively cheaper. However, a slight slowdown in ex-
ports by 0.3 percentage points would put downward
pressure on imports, given the high import intensity of
exports. Lower earnings and a fall in profits of economic
agents would have a similar effect. The result would be
a slight reduction in import growth relative to the base-
line scenario.

Lower household incomes due to slower wage growth
would also affect consumption adversely. In addition,
a higher interest rate would motivate households to
save and thus postpone consumption for the future.
As aresult, a restrictive monetary policy would lead
to a deepening of the decline in household consumption
by 0.2 percentage points.

Firms’ profitability would fall as a result of the decline
in foreign and domestic demand. Firms would react
to the fall in profits and the rise in the cost of credit
by slowing investment growth by 0.1 percentage point.
Furthermore, the slowdown in aggregate demand would
lead to a 0.3 percentage point increase in the unem-
ployment rate compared with the baseline scenario,
as well as to lower wage growth.

Given the negative impact of higher interest rates
on investment, consumption and exports, the resulting
impact on GDP growth would also be negative,
inthe range of 0.3 percentage points. A slowdown
in growth would lead to a 0.4 percentage point reduc-
tion in the inflation rate.

The impact on public finances in this scenario is relative-
ly small. The effects on revenue and expenditure almost
offset each other, with the most important expenditure
items, i.e. social expenditure, rising less due to lower
inflation and real wage dynamics. As a result, the gen-
eral government debt ratio at the end of the projection
horizon  differs from the baseline scenario
by only 0.2 percentage points.
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4.4 \Verification of the Macroeconomic Scenario by the Committee on Budgetary Forecasts

In accordance with Act No. 23/2017 Coll., on 16 April ity of their fulfilment. The Committee assessed both the
2024, the macroeconomic forecast and the forecast macroeconomic and revenue forecasts as realistic (CBF,
of public finances revenue were assessed by the Com- 2024a, 2024b).

mittee on Budgetary Forecasts in terms of the probabil-

Table 4.1: Change in the Indicators of the Scenario

April 2023 CP April 2024 CP
2023 2024 2025 2026 2023 2024 2025 2026
External Assumptions
Real GDP in EU changein % 0.7 1.5 1.5 1.3 0.5 0.7 1.6 1.6
Prices of oil (Brent) UsD/barrel 77.0 72.9 70.7 69.0 82.4 83.8 78.4 74.7
Exchange rate USD/EUR USD/EUR 1.08 1.10 1.11 1.12 1.08 1.09 1.11 1.13
Exchange rate CZK/EUR CZK/EUR 23.8 23.8 23.7 23.7 24.0 25.1 24.7 243
Real Values
GDP changein % 0.1 3.0 2.9 2.5 -0.3 1.4 2.6 2.4
Households consumption changein % 2.7 3.9 4.0 3.0 -3.1 2.7 3.5 2.9
Government consumption changein % 1.6 1.3 1.6 1.8 3.5 1.6 2.2 2.0
Gross fixed capital formation changein % 2.8 0.5 2.2 2.4 4.0 2.2 2.4 2.6
Contribution of final domestic demand p-p. 0.1 2.2 2.7 2.4 0.3 2.1 2.7 2.4
Contribution of foreign trade p-p. 0.8 1.4 1.0 0.8 2.6 0.2 0.4 0.2
Output gap % -1.8 -1.2 -0.4 -0.1 -1.3 -1.6 -0.4 0.5
Others
Nominal GDP CZK bn. 7475 7989 8451 8856 7344 7657 8032 8391
Harmonised index of consumer prices changein % 12.2 2.6 2.2 2.0 12.0 2.7 2.4 2.0
Employment changein % -0.4 0.5 0.2 0.1 0.8 04 0.2 0.1
Unemployment rate % 3.0 2.8 2.7 2.7 2.6 2.8 2.7 2.6
Wages and salaries change in % 7.5 5.8 4.4 4.5 7.9 6.8 5.5 4.7
General Government

Revenue % of GDP 41.1 39.6 39.0 38.5 41.7 42.0 41.8 41.6
Value-added tax change in % 8.1 5.5 5.9 4.9 6.7 4.2 5.8 4.4
Excise taxes change in % 0.8 6.3 0.3 0.0 -0.3 6.4 1.9 1.3
Personal income tax change in % 6.9 5.8 3.9 4.6 14.9 7.1 4.1 4.9
Corporate income tax changein % 25.2 1.2 5.6 0.5 19.1 -1.1 -0.2 0.1
Social security contributions changein % 7.4 6.2 4.0 4.2 7.8 8.9 5.3 4.7
Expenditure % of GDP 44.7 42.6 41.4 40.6 45.4 44.3 439 43.2
Compensation of employees changein % 7.1 4.5 3.5 3.5 7.0 35 4.5 4.0
Intermediate consumption changein % 10.0 3.5 4.0 4.5 10.0 4.8 5.0 3.5
Social transfers in kind changein % 8.7 5.5 3.0 2.6 12.1 6.5 4.0 3.8
Social benefits other thanin kind changein % 12.5 3.2 2.3 2.0 10.5 5.1 2.4 2.7
Gross fixed capital formation changein % 15.8 -2.7 1.9 1.5 16.9 1.8 8.2 1.2
General government balance % of GDP -3.5 -2.9 2.4 2.2 -3.7 -2.3 2.1 -1.6
Structural balance % of GDP -1.6 -2.6 -2.3 2.2 2.4 -2.0 -2.0 -1.7
General government debt % of GDP 43.5 44.0 44.4 45.0 44.0 45.5 46.4 47.1

Source: CNB (2024a), CZSO (2024a), EIA (2024), Eurostat (2024), MF CR (2023a).



Table 4.2: Basic Macroeconomic Indicators — Sensitivity Scenarios

2024 2025 2026 2027
Baseline Scenario
Gross domestic product Y-0-Yin % 1.4 2.6 2.4 2.5
Private consumption Y-0-Yin % 2.7 3.5 2.9 2.5
Gross fixed capital formation Y-0-Yin % 2.2 2.4 2.6 2.2
Exports of goods and services Y-0-Yin % 1.5 3.7 3.2 3.1
Imports of goods and services Y-0-Yin % 1.2 3.4 3.2 2.9
Harmonised index of consumer prices Y-0-Yin % 2.7 2.4 2.0 2.0
Unemployment rate in % 2.8 2.7 2.6 2.6
General government balance % of GDP -2.3 2.1 -1.6 -1.2
Gross government debt % of GDP 45.5 46.4 47.1 47.0
Alternative Scenario | - Lower GDP Growth in EU in 2025
Gross domestic product Y-0-Yin % 1.4 2.0 2.5 2.5
Private consumption Y-0-Yin % 2.7 3.2 2.8 2.5
Gross fixed capital formation Y-0-Yin % 2.2 1.9 2.4 2.2
Exports of goods and services Y-0-Yin % 1.5 2.1 3.1 3.1
Imports of goods and services Y-0-Yin % 1.2 2.2 2.9 2.8
Harmonised index of consumer prices Y-0-Yin % 2.7 2.3 2.0 1.9
Unemployment rate in % 2.8 3.2 2.6 2.6
General government balance % of GDP -2.3 -2.3 -1.7 -1.3
Gross government debt % of GDP 45.5 46.6 47.4 47.4
Alternative Scenario Il - Higher Interest Rates

Gross domestic product Y-0-Yin % 1.4 2.3 2.4 2.4
Private consumption Y-0-Yin % 2.7 3.3 2.8 2.5
Gross fixed capital formation Y-0-Yin % 2.2 2.3 2.8 2.3
Exports of goods and services Y-0-Yin % 1.5 3.4 3.1 3.1
Imports of goods and services Y-0-Yin % 1.2 3.3 3.2 2.8
Harmonised index of consumer prices Y-0-Yin % 2.7 2.0 1.9 1.9
Unemployment rate in % 2.8 3.0 2.6 2.6
General government balance % of GDP -2.3 2.2 -1.6 -1.3
Gross government debt % of GDP 45.5 46.5 47.2 47.2

Note: Different values in the text and in the table are caused by the rounding of values to one decimal place.

Source: CZSO (2024a), EIA (2024), Eurostat (2024), MF CR calculations and forecast.
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5 Sustainability of Public Finance

The public finances of the Czech Republic are presently rated as medium-risk in terms of long-term sustainability.
By far, the most important factor is the expected demographic developments, which are likely to significantly increase
the ratio of pensioners to the economically active population over the next few decades. However, the process
of population ageing is already evident today. This underscores the urgent need to reform social systems. The gov-
ernment has implemented the first set of changes in the area of indexation and the criteria for granting early pen-
sions. The second part of the pension reform includes measures to link retirement age to life expectancy or adjust
the calculation of pension benefits. However, the phenomenon of population ageing affects not only old-age pensions
but also other parts of public finances, such as healthcare, long-term care or education.

5.1 Government Strategy and Implemented Reforms

5.1.1 Current State of the Public Pension System

The pay-as-you-go pension system, regulated by Act
No. 155/1995 Coll., has undergone many changes since
it entered into force, mainly concerning the retirement
age, the calculation of pensions and the method
or amount of indexation. The system for calculating
pensions is based on the individual’s previous earnings
but adjusts them by means of reduction thresholds. The
amount of income relevant for the calculation of pen-
sions is included in full up to 44% of the average wage
and only 26% above that level up to 400% of the aver-
age wage. Earnings above 400% of the average wage do
not affect the assessment base for pension calculation,
which is fully in line with the relevant social security
contribution ceiling at the same level.

The general regulation of the pension system in terms of
retirement age applies with effect from 1 January 2018
(Act No. 203/2017 Coll.). The retirement age for both
men and women is increasing until it is unified at 65
after 2030. The Ministry of Labour and Social Affairs is
also required by law to submit a report on the pension
system to the Government at five-year intervals (the first
report was considered by the last Government in Sep-
tember 2019). The reports aim to assess the current re-
tirement age and, if necessary, propose adjustments to
the retirement age so that insured persons can spend, on
average, a quarter of their lives in retirement. In addition,
the changes to the pension age setting do not affect peo-
ple who are over 55 at the time of the revision. However,
the revision mechanism does not oblige the Govern-
ment but only recommends submitting the change
in the retirement age to the Czech Parliament for ap-
proval. As part of the 2019 review, the previous Gov-
ernment took advantage of this arrangement and
decided not to change the retirement age setting. The
statutory retirement age also affects the conditions of
permanent widow’s and widower’s pensions, where the
age limit is linked to old-age pensions. For early retire-
ment pensions, the threshold is gradually shifting so
that it is always no more than three years lower than the
threshold for the ordinary retirement pension.

With effect from 1 January 2023, two changes have
been made to the amount of pensions and the retire-

ment age by Act No. 323/2021 Coll. The first change
concerns the adjustment of the earnings-related part
ofthe pension benefit depending on the number
of children raised. For each such child, an amount
of CZK 500 is added to the pension of one of the parents,
which will be further indexed according to the rules in
force. The second change is that the early pension for Inte-
grated Rescue System workers will not be reduced if the
individual has worked in the system for at least 20 years.

In the area of early retirement pensions, there are gen-
erally penalty rates that reduce the resulting benefit
throughout the period over which the pension is paid
out. A reduction of 1.5% of the calculation base is ap-
plied for each 90 days before retirement age.
For the award of an early retirement pension, the max-
imum permissible period between entry into early re-
tirement and reaching the statutory retirement age is
three years. This amendment came into force on 1 Oc-
tober 2023 as a result of the adoption of Act
No. 270/2023 Coll. In the area of early retirement pen-
sions, however, two additional significant changes have
been introduced by this act. The first one is an increase
in the minimum period of insurance for the award
of a pension to 40 years. The second one is the abolition
of indexation of early retirement pensions in their earn-
ings-related part until the statutory age for a regular
retirement pension is reached.

In addition, there is a system of pre-retirement pensions
that allows participants in supplementary pension sav-
ings (Pillar 1lI) to withdraw their funds without penalty
up to 5 years before reaching the statutory retirement
age. However, a condition for pre-retirement is the
amount of accumulated funds in the private Pillar IlI,
which should ensure a monthly pension of at least 30%
of the average wage. The old-age pension benefit is not
reduced for the years in which the pre-retirement pen-
sion is taken. At the end of 2023, only 6,171 individuals
with an average benefit of CZK 14,218 took advantage
of the pre-retirement scheme.

In the Czech Republic, there are three groups of disabil-
ity pensions, categorized based on the degree of disabil-
ity. A person may be eligible for a disability pension



if their working capacity is decreased by at least 35%
due to a long-term adverse health condition. The first
degree of disability applies to a decrease in working
capacity of 35% to 49%, the second degree of 50%
to 69% and the third degree of 70% and above.

The indexation of pensions paid from the pay-as-you-go
system is determined by the sum of the increase in the
pensioners’ cost-of-living index (Act No. 270/2023 Coll.
abolished the choice between this index and the con-
sumer price index, whichever was higher) and one-third
(instead of the previous one-half) of the increase in real
wages. The indexation is normally carried out once
ayear on 1 January, except for exceptional indexation
when price increases reach at least 5% since the end
of the previous reference period. Conversely, in the case
of periods of low inflation and/or low real wage growth,
the Government has the option to adjust the indexation
amount. If the increase in the average pension, as per
the standard indexation formula, falls short of 2.7%,
the Government is authorized to raise pensions to that
level through regulation. Furthermore, for individuals
aged 85 and over, the earnings-related part of the pen-
sion benefit increases by CZK 1,000 per month,
and for those aged 100 and over, it further increases
by an additional CZK 1,000).

The Government is fulfilling its announced intentions to
strengthen the long-term sustainability of the pension
system through several parametric adjustments.
In addition to the already approved Act No. 270/2023
Coll., the Ministry of Labour and Social Affairs has sub-
mitted a set of other measures for comment. Crucially,
linking the retirement age to life expectancy and adjust-
ing the calculation of pensions ensures long-term finan-
cial sustainability. Linking the age to life expectancy
should result in an average retirement duration of
around 21.5 years. As regards the calculation of pen-
sions, the income taken into account should be consid-
ered in the first reduction threshold at 90% rather than
100%. Additionally, the accrual rate should amount
to 1.45% for each year of insurance, replacing the cur-
rent rate of 1.5%. The changes to pension calculations
will be implemented gradually until 2035. Other
measures include mitigating the decrease in early re-
tirement pensions by half if the claimant has at least
45 years of insurance, sharing assessment bases be-
tween spouses, and introducing a notional assessment
base for the care of the first and second child or the care
of a dependent person. Childcare allowance will apply
only to women who raise more than two children.

5.1.2 Development in the Health care System

From 2015 until the outbreak of the coronavirus pan-
demic in 2020, the healthcare system was running
a surplus every year, which led to a gradual increase
in the cash balances of health insurance companies
in the bank accounts. The Ministry of Health considers
the optimal level of cash balances to be 15% of total

annual health care expenditure. By the end of 2023,
these cash balances will amount to CZK 55.5 billion
(0.7% of GDP), which will cover about 10.9% of the total
planned annual health care expenditure for this year.
Over the course of the year, according to the health
insurance plans, cash balances are expected to fall
to CZK 47.9 billion (0.6% of GDP), which would finance
only 9.1% of the total health care expenditure planned
by health insurance companies for 2025. In addition
to the overall level of cash balances, there was also
a significant inequality between the General Health
Insurance Company (over 70% of the total cash balances
of the health insurance companies in the bank accounts)
and other employee insurance companies, both in abso-
lute terms and per insured person. This is mainly due
to the fact that the General Health Insurance Company
has in the past had higher reimbursements to hospitals
and that the cost of hospital care is rising more rapidly
for employee insurance companies in the context
of the convergence of base rates. The uneven distribu-
tion of cash balances will therefore have to be ad-
dressed by some change in the redistribution system,
and several possible adjustments are currently being
considered. The medium-term outlook for the health
insurance companies should then lead to a further re-
duction in the system’s cash balances in the vyears
ahead. In the medium and long term, the healthcare
sector will face significant pressures for further health
care expenditure growth, mainly due to an ageing popu-
lation, a gradual increase in high-cost healthcare ser-
vices, the inclusion of new and very costly drugs
in reimbursed care, the introduction of innovative treat-
ments and cost increases for medicines reimbursed to
healthcare providers in specialised centres. It is thus clear
that changes will have to be made in the public health
insurance system in terms of its financing, and above all,
measures will have to be implemented to increase effi-
ciency and economy in health care expenditure.

In the area of health care financing resources, with ef-
fect from 1 January this year, an automatic indexation
mechanism was introduced to determine the assess-
ment base for the insurance contributions for the state-
insured person (Act No. 260/2022 Coll.). The assessment
base is now adjusted by the sum of price increases and
one half of the increase in real wages, provided that the
conditions laid down by law are met. According to the
Regulation of the Government No. 288/2023 Coll., the
assessment base for 2024 is CZK 15,440 per calendar
month, which will strengthen the resources of the public
health insurance system by approximately CZK
13.6 billion YoY. The introduction of this mechanism
strengthens the transparency of the revenue part of the
system and improves the planning of total revenue and
related health care expenditure. According to the Policy
Statement of the Government, it is also envisaged
to introduce voluntary supplementary insurance for
care that is not reimbursed. Thus, an amendment to Act
No. 48/1997 Coll., on public health insurance, is current-
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ly being prepared, which should create a legal and clear-
ly defined space for payment for this care and allow
health insurance companies to offer this product. This
systemic change would slightly diversify the resources
of financing, and its introduction is estimated to in-
crease the revenue of the public health insurance sys-
tem by 2-3%.

Several measures are currently contributing to improv-
ing the efficiency of spending. A large part of this is
the long-term DRG Restart project. Under this project,
the CZ-DRG (Diagnosis Related Groups) system, which is
a patient classification system based on a finite number
of mutually disjunctive classification groups for classify-
ing hospitalised patients according to certain parame-
ters, was developed and implemented across the board
in the acute inpatient care segment. The CZ-DRG sys-
tem is thus based on a hierarchical classification of clas-
sification units, which are hospital cases, into the
resulting system units (DRG groups) in which individual
hospital cases are clinically and economically similar
to each other. Thus, there will be a significant reduction
in the volume of acute inpatient hospital cases covered
by lump sum reimbursement (from 92.5% of all cases
in 2019 to 46.2% in 2024) and their replacement by
reimbursement using an individual base rate (the share
is planned to increase from 7.1% in 2019 to 35.8% in
2024) or a lump sum case reimbursement (the share will
increase to 15.4% in 2024). In the following years,
an increase in the volume of care covered by the lump
sum case is planned in the framework of health care
reimbursement, but it will be necessary to take into
account the heterogeneity of healthcare providers by
means of cost modifiers linked to the structural charac-
teristics of hospitals (this applies in particular to care
provided by specialised institutes). However, these
compensations should only be partial in order to incen-
tivise these providers to make savings and increase
efficiency in their health care expenditure. The CZ-DRG
system is also increasingly reflected in the reimburse-
ment of day care, with a further increase in specialties
and procedures this year. Greater use of day care leads
to lower unit costs for surgical procedures, reduced
need for staff, increased productivity in terms of more
efficient use of hospital capacity, reduced waiting times
and faster, more comfortable patient recovery in the
home environment. In addition, the role of preventive
care is being strengthened in line with the Policy State-
ment of the Government. A proposal is currently being
prepared to introduce bonuses for citizens who take
care of their health in a certain way. They could thus be
motivated to use preventive care (e.g. by participating in
preventive examinations or screening programmes)
by means of a financial reward, for which health insur-
ance companies will be able to allocate up to 3%
of the collected health insurance contributions as part
of the prevention fund. Emphasising preventive care will
both save on subsequent health care expenditure
and increase life expectancy.

The overall digitalisation of healthcare is also having
an impact on the greater efficiency of spending on the
provision of healthcare services and their reimburse-
ment. Two pieces of legislation play a key role in this.
Atthe national level, Act No. 325/2021 Coll.,
on the Electronicisation of Health Care, which is ex-
pected to establish the basic elements of e-health. How-
ever, in contrast to the original plan, the core health
registers (of health services, health staff and patients),
which should be a source of unambiguous, real-time
and correct data for the identification of subjects, have
not yet been created. The core registers will also be part
of an integrated data interface that will ensure safe
sharing of data and medical records and the manage-
ment of authorised communication between the entities
involved in eHealth. Core registries are essential
for the further development of the -electronicisation
of health care and the secure sharing of medical records.
However, due to the significant delay in their construc-
tion, the obligation for health care providers to use
these core data has been postponed until 2026 (Act
No. 409/2023 Coll.). On the other hand, this law post-
pones by 1 year (to 2025) the obligation for providers
who have electronic services to comply with the ehealth
standards issued by the Ministry of Health. These define
the structure, content and format of data files and data
messages, interfaces for maintaining and transmitting
health records in electronic form and their security,
classification, nomenclature and terminology for their
use. However, so far only the standard for the patient
summary has been issued. In the next phases of digitisa-
tion, the introduction of a medical documentation index
is planned, beyond the scope of the Act on the elec-
tronicisation of health care, as an information system
describing the basic typology of existing medical docu-
mentation (only for exhaustively defined parts) and
bringing together metadata about the documentation.

The second pillar of the digitalisation of healthcare is
the European Health Data Space (EHDS) Regulation,
which was presented to the EC in 2022. The European
Parliament gave its consent to the proposal in December
2023, and the final form of the legislation will be pre-
pared with the Member States. The aim of this regula-
tion is to establish a single space for the safe and trusted
exchange of health data in the EU, while improving indi-
viduals’ access to their health data, including strength-
ening control over its use. The Regulation should set the
legal framework and support the construction of two
cross-border infrastructures for the exchange of health
data, for primary and secondary use. Primary use
of electronic health data supports its use for healthcare
at national and cross-border level. It will not only allow
citizens to access their health data in electronic form,
but also to make their data available to health staff.
Secondary uses of electronic health data are the pro-
cessing of health data for evaluation and public health
policy-making or for research, development and innova-
tion.



5.2 Fiscal Impacts of Population Ageing

The estimates of the impact of population ageing are
based on long-term projections conducted in coopera-
tion with the Working Group on Ageing and Sustainabil-
ity of the Economic Policy Committee established by the
Council of the EU. The analyses are based on demo-
graphic assumptions and a methodologically consistent
macroeconomic framework for EU countries and Nor-
way (EC, 2023b). The projections therefore do not re-
flect the current macroeconomic forecast
or the medium-term macroeconomic and fiscal outlook
for the Czech Republic. The projections are made under
the constant-policy assumptions. They are therefore
indicative of a system that is legislatively anchored
at the time of the projections, considering existing prac-
tices where legal discretion is permitted. Long-term
analyses are not intended to predict specific values, but
to show trends and dynamics over the long term.
The current update of the long-term projections oc-
curred in autumn 2023 in the context of preparing the
2024 Ageing Report, and it covers the period up to 2070.

The current results of the long-term projections are
based on the Eurostat population projection (2023).
For comparison, the previous Eurostat projection (2019)
and the medium scenario of the CSZ0O’s latest projection
(2023) can be used. The latter is used to assess the rela-
tionship between the current retirement age and life
expectancy. It assumes significantly lower total fertility
than the Eurostat baseline scenario and is thus more
comparable to the low fertility sensitivity scenario.

Even a basic comparison of Eurostat population projec-
tions shows that a decline in the Czech population can
be expected in the long term. The current Eurostat pro-
jection (2023) is more optimistic in this respect, mainly
due to a higher migration balance (see Graph 5.2). This
is strongly influenced, especially in the short and medi-
um term, by the immigration of people from Ukraine
and their expected partial return. In the longer term
(from 2034), the new projection assumes a positive
migration balance of around 26,000 persons per year
(compared to 17,000 in the previous projection).
In general, however, this indicator is considered the
most difficult one to predict in the projections.

However, the age structure of the population is particu-
larly important for projections of social and health sys-
tem expenditure. The dependency ratio, measured
as the ratio of the number of people aged 65 and over
to the number of people of working age (15-64), follows
a similar pattern for both projections. By 2060, it should
increase by more than half even in the more favourable
(new) projection, reaching more than 50% (see Graph
5.3).

Of course, this is not only a consequence of the decline
in the number of working age individuals, but also
of the increase in average life expectancy. The share

of people aged 85 and over in the number of people
aged 65 and over is projected to more than double over
the projection horizon. Only a temporary reduction in
the dependency ratio is then expected in the later dec-
ades of the projections. The strong growth after 2035
and the peak in the 2060s is mainly due to the demo-
graphic bulge of those born in the 1970s. After 2060,
their influence is expected to diminish, but in the follow-
ing period, the dependency ratio will be influenced
by the ageing of the stronger population cohorts born
more recently.

For the purposes of the projection’s macroeconomic
assumptions, the average exit age from the labour mar-
ket to retirement increases until 2036 in line
with the extension of the statutory retirement age. After
2036, it remains constant, reflecting the current institu-
tional set-up of the pension system. Although the revi-
sion mechanism is part of the pension system, it does
not oblige the Government but only recommends sub-
mitting a change in the retirement age to the Czech
Parliament for approval. For this reason, the EC rejected
the application of the revision mechanism in the long-
term projections. The projection therefore works with
the retirement age as a fixed ceiling of 65 years
from the 2030s.

From a public finance perspective, pension expenditure
relative to GDP evolved more favourably than projected
in the pre-crisis period, mainly due to the influence
of the macroeconomic environment. The initial value
of expenditure in the previous projections was 9.0% of
GDP in 2013, while pension expenditure was 1.0 per-
centage point lower in 2019. In addition, higher growth
in wages and salaries, employment and participation
rates led to dynamic growth on the revenue side of the
system. This had a positive impact on its balance, which
stood at 0.3% of GDP in 2019 (MF CR, 2021a). The pan-
demic and the measures taken on the revenue side then
led to a deterioration of the system’s balance to -0.7%
of GDP in 2020 (MF CR, 2021b). Although the pension
account was broadly balanced in 2021, high inflation
and the resulting two extraordinary indexations caused
a deficit of 0.3% of GDP in 2022, widening further
to 1.0% of GDP in 2023 (MF CR, 2024b).

The trend in pension projections is primarily determined
by demographic developments and retirement age.
Although pension expenditure is expected to gradually
decline to 8% of GDP by 2030, it will start to increase
significantly thereafter, as a result of halting the in-
crease in the retirement age and the retirement of the
strong cohorts of the 1970s. They should peak at 11.1%
of GDP just before 2060. This is followed by a slight
decline in spending to 10.4% of GDP by the end of the
projection horizon in 2070. The decline in the expendi-
ture-to-GDP ratio is again driven by demographic factors.
This is because individuals born in the demographic
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trough in the 1990s and early 2000s will retire and replace
those born during the demographic bulge.

The projection assumes constant pension revenues rela-
tive to GDP over the entire horizon. This follows from the
assumption that the wage bill in the economy should
evolve in line with labour productivity over the longer
term. As a result, the share of labour production in GDP is
kept fixed, on which a constant pension rate of 28%
of gross wage or salary is applied. The system’s revenues
are thus at the 2023 level of 7.7% of GDP over the entire
horizon.

With revenue in relative terms kept constant, the result-
ing pension system balance follows the path of pension
expenditure (Graph 5.4). We expect a relatively stable
balance until 2030, while it deteriorates thereafter
to -3.4% of GDP just before 2060. It will improve again
in the last decade, reaching -2.8% of GDP in 2070.

In the area of health and long-term care, the situation is
similar to previous projections in terms of growth mo-
mentum of expenditure net of one-off pandemic-related
payments. In the baseline scenario, health care expendi-
ture increases by less than one seventh (from 5.8% of
GDP in 2023 to 6.6% of GDP in 2070) and long-term care
expenditure almost doubles (from 1.5% of GDP in 2023
to 2.9% of GDP in 2070).

In addition to the baseline projection scenario, a risk
scenario was also developed that differs in the following
respects. In the case of health care, it is a higher income
elasticity, with demand for health care services initially
growing one half faster than the standard of living
(measured as GDP per capita). This is an expression
of health care as a luxury good, for which spending
grows relatively faster as the wealth of society increas-
es. For long-term care, the risk scenario assumes higher
growth in unit costs and wider population coverage with
formal care as real living standards converge towards

5.3 Sustainability Analysis

The long-term projections are followed by a sustainabil-
ity analysis, which identifies the scope of required fiscal
consolidation to ensure the stability of public finances.
So-called sustainability indicators are calculated
to demonstrate the extent of measures needed to either
reduce the expenditure ratio or increase the revenue-to-
GDP ratio accordingly.

The EC routinely publishes three sustainability indicators
(see EC, 2024d). Indicator S1 generally expresses the
percentage of GDP by which the primary structural bal-
ance of the general government sector needs to be
adjusted in order for the general government debt to be
60% of GDP at the end of the horizon (in 2070). For the
Czech Republic, this indicator currently stands at 3.0%
of GDP, indicating medium risk. A key determinant is

the EU average. This scenario therefore demonstrates
the impact of non-demographic factors.

On the contrary, demographic effects can be observed
in the sensitivity scenario of low fertility, which is among
Eurostat’s demographic scenarios the closest to the
current projection of the CZSO (2023). The low fertility
scenario significantly affects pension expenditure, re-
sulting in an increase of up to 0.6 percentage points
compared to the baseline scenario by the end of the
projection horizon. However, health and long-term care
expenditure is noticeably more profoundly impacted
by the risk scenario (see Graph 5.5 and Graph 5.6).

While lower fertility increases health care spending by
0.5 percentage points at the end of the horizon, higher
income elasticity leads to an increase of up to 1 per-
centage point. In the case of long-term care, the impact
of lower fertility is quantified at 0.2 percentage points,
while higher unit costs and wider population coverage
with formal care contribute to a significant effect
of 1.6 percentage points.

Finally, the last major long-term expenditure item, edu-
cation, is expected to grow from 4.1% of GDP in 2022 to
4.4% of GDP in 2070. While this represents a slight de-
crease compared to the last round of projections, it is
still the second-highest increase across the entire EU.
This growth is primarily driven by higher compensation
of employees in the education sector, outpacing
the projected economic growth.

Total expenditure growth between 2022 and 2070
amounts to 3.7 percentage points (Graph 5.7). When
considering health care, long-term care and education
together, they contribute to a 1.9 percentage point’s
increase in the baseline scenario. However, especially
for health and long-term care, most of the alternative
(sensitivity) scenarios tracked in the Ageing Reports
exhibit higher growth. The main exceptions are the sce-
narios that include the impact of a healthier lifestyle.

the cost of ageing, which has an impact of 2.9 percent-
age points.

Indicator S2 measures the level of fiscal effort required
to achieve equality of discounted revenues and expendi-
tures over an infinite horizon. According to the latest
published calculations, it stands at 4.8% of GDP.
The value of this indicator is significantly influenced by
the cost of ageing, which amounts to 4.0% of GDP, while
the impact of the initial budgetary position accounts
for the remaining 0.8% of GDP. The value of the S2 indi-
cator also falls into the medium risk category.

The SO indicator reveals potential fiscal or financial risks
in the short term. It is thus different in nature from indi-
cators S1 and S2, as SO quantifies the degree of risk.



For the Czech Republic, the current value of the SO indi-
cator is 0.24, which falls within the low-risk range and is
below the critical threshold of 0.46.

The Czech Republic is currently assessed as a medium-
risk country in terms of the long-term sustainability
of public finances. In order to return to the low-risk
zone, it is therefore necessary to address future pres-

5.4 General Government Guarantees

The issue of guarantees provided by the general gov-
ernment sector to other entities complements the view
on the sustainability of public finances. Guarantees
represent an increase in general government expendi-
ture when the borrower is unable to repay the obliga-
tions for which the guarantee is provided. Before
the pandemic, the volume of guarantees provided
in the Czech Republic was completely negligible.

Currently, the Guarantee Programme 2015-2023 (ap-
proved by Government Resolution No.1053/2014),
respectively its 4th call, is expiring, which allows small
and medium-sized enterprises to obtain a guarantee for a
bank loan of an investment or operational nature. The
effective guarantee amounted to CZK 4.13 billion as of
31 December 2023. Other current programmes for which
the National Development Bank provides so-called M-
guarantees (a type of preferential loan guarantee pro-
vided in a simplified procedure, supported under the de
minimis rule) include, for example, the INOSTART Pro-
gramme, which enables innovative small and medium-
sized start-ups to obtain a loan for the implementation
of innovative projects (the value of exposure at the end
of 2023 was CZK 38.4 million).

In 2024, a new guarantee programme ELECTROMOBILI-
TY should be launched with an expected allocation
of CZK 2 billion. Under this programme, it will be possi-
ble to purchase new electric vehicles and their charging
stations. The support will be provided in the form
of a portfolio bank guarantee for a commercial loan
from cooperating partners who will have an agreement
with the National Development Bank on the terms and
conditions for providing portfolio guarantees
in the Electromobility Guarantee programme, and it will
also be possible to obtain a financial contribution (subsidy
component). The guarantee can be granted up to 70% of
the principal amount of the guaranteed loan and the dura-
tion of the guarantee cannot exceed 5 years.

Under the EXPANZE Programme, which is now closed
for applications, the guarantee part supported larger pro-
jects outside Prague. The guarantee was provided up
to 80% of the principal amount of the guaranteed loan,
which ranged from CZK 1 to 60 million and the duration of
the guarantee did not exceed 10 years. The effective guar-
antees of this programme as of 31 December 2023 were
around CZK 3 billion, of which CZK 10.5 million related
to the Energy Guarantee programme. M-guarantees were

sures on public finances arising from demographic
changes in particular. This applies to all components
of long-term projections, i.e. pensions, healthcare, long-
term care, and education. Additionally, gradual consoli-
dation of public finances is necessary to reduce indebt-
edness and put it back on a downward trajectory.

also provided through the Operational Programme Enter-
prise and Innovations for Competitiveness, but by the end
of 2023 the effective guarantees were only around CzZK
11 million.

As part of the response to the crisis caused by the pan-
demic, the COVID Il Guarantee Programme was ap-
proved by the Government in March 2020 (Government
Resolution No. 260/2020) with indirect support for af-
fected companies in the form of state guarantees with
a guarantee capacity of CZK 20 billion. As of 31.12.2023,
the limit for performance under the guarantee provided
was CZK 186.3 million. On 20 April 2020, the COVID
PRAGUE programme was announced as a complement
to the COVID Il programme under similar conditions.
The effective guarantees of this programme amounted
to CZK 1.4 million at the end of 2023. Both programmes
were exhausted relatively quickly and ended already
during 2020.

The adoption of Act No. 228/2020 Coll. enabled
the implementation of the COVID Ill Guarantee Pro-
gramme. The provision of loans under this programme
was terminated on 31 December 2021. The performance
limit as at 31 December 2023 was CZK 11.9 billion.

In addition to these programmes, the National Devel-
opment Bank provided guarantees under the COVID
Sport Guarantee (Government Resolution No. 46/2021)
and COVID CK Guarantee for small and medium-sized
travel agencies (Government Resolution No. 51/2021).
This was followed by the CK Guarantee scheme from
January 2022 (Government Resolution No. 982/2021).
The effective guarantees at the end of 2023 were
CZK 41.2 million for the COVID Sport Guarantee and
CZK 14.3 million for the COVID CK Guarantee.

The effective guarantees for the provided concessional
loan guarantees, where the amount of the guarantee
for the lending bank is graded into 3 performance bands
and the business risk and creditworthiness of the client
are assessed, the so-called S-guarantee, at the end
of 2023 amounted to approximately CZK 45 million
for Operational Programme Enterprise and Innovations
for Competitiveness guarantees and CZK 791.3 million
for others.

Act No. 214/2020 Coll. enabled the Export Guarantee
and Insurance Corporation (EGAP) to expand its portfo-
lio of activities to include the provision of guarantees
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under the COVID Plus programme. The programme was
terminated at the end of 2021. The amount of effective
guarantees of this programme was CZK 5.1 billion at the
end of 2023.

On 3 November 2022, in response to the situation
caused by Russia’s aggression in Ukraine, Act
No. 363/2022 Coll. was approved, which allowed EGAP
to provide guarantees to mitigate the economic and
social consequences also under other emergency sup-
port measures. The new legislation has thus opened up
space for supporting export production companies af-
fected by high energy prices or, for example, sanctions
against Russia. The guarantees for operating and in-
vestment loans were intended for enterprises whose
share of exports in annual sales in the last accounting
period was at least 25% and which had more than
100 employees in that period. The loan was to amount
to a maximum of 15% of total annual sales (on average
over the last three closed accounting periods) and was
to be between CZK 5 million and CZK 1.2 billion (in total
per group). As with the COVID plus programme, the
amount of the guarantee varied based on an assessment
of the rating. In the case of a rating of ‘B or better’,
it was 90% of the loan principal, while in the case
of EGAP’s internal rating of ‘B-’, it was 80%. The maxi-

mum duration of the guarantee was 6 years. For the
EGAP Plus programme, CZK 500 million was allocated
from the state budget for the initial deposit into the
fund to cover the liabilities from the guarantees provid-
ed. In 2023, an additional CZK 239 million was made
available to increase EGAP’s authorised capital in order
to extend export support (Government Resolution
No. 525/2023). The programme was set to expire
on 31 December 2023. The effective guarantee amounted
to CZK 6 billion as of 31 December 2023.

Guarantees provided by local governments also account
for a share of general government sector guarantees
(outside covid programmes). The most significant
of these is to the Prague City Transport Company for
deferred payments for the purchase of trams in the
amount of CZK 0.8 billion. Others are guarantees pro-
vided by local governments for loans related to housing
needs (CZK 0.1 billion).

In 2018, a state guarantee was provided to secure
the CNB’s loan to the International Monetary Fund
from its foreign exchange reserves (Act No. 179/2018 Coll.).
The pledged credit framework is up to EUR 1.5 billion,
but the reported amount of the guarantee is dependent
on the status of the loan drawn down. The guaranteed
loan has not yet been drawn down.
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Table 5.1: Long-term Sustainability of Public Finances
expenditure and revenue in % of GDP, change and rates in %

2023 2025 2030 2040 2050 2060 2070
Total expenditure 45.4 43.9 42.7 44.6 a47.7 50.2 51.0
of which: Age-related expenditures 20.3 19.6 20.1 21.7 23.8 24.9 24.3
Pension expenditure 8.8 7.9 8.0 9.2 10.6 11.0 10.4
Social security pensions 8.8 7.9 8.0 9.2 10.6 11.0 10.4
Old-age and early pensions 7.4 6.7 6.8 7.9 9.4 9.7 9.2
Other pensions 1.4 1.3 1.3 1.3 1.2 1.3 1.3
Occupational pensions 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Health care 5.8 5.9 6.0 6.3 6.6 6.7 6.6
Long-term care 1.5 1.5 1.7 2.1 2.3 2.7 2.9
Education expenditure 4.2 4.2 4.3 4.2 4.3 4.5 4.4
Other age-related expenditures 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Interest expenditure 1.3 1.5 1.5 1.6 2.4 3.8 5.2
Total revenue 42.1 41.8 41.6 41.6 41.6 41.6 41.6
of which: Propertyincome 1.7 0.7 0.6 0.6 0.6 0.6 0.6
of which: Pension contributions 7.7 7.7 7.7 7.7 7.7 7.7 7.7
Pension reserve fund assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0
of which: Consolidated public pension fund assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Assumptions
Labour productivity growth 0.7 1.0 1.6 2.3 2.0 1.6 1.2
Real GDP growth 0.2 2.2 1.3 1.6 1.6 1.6 1.2
Total participation rate (aged 20-64) 82.6 82.0 81.9 81.0 81.4 82.1 81.5
Participation rate of males (aged 20-64) 89.7 88.7 88.1 87.2 87.9 88.4 87.7
Participation rate of females (aged 20-64) 75.4 75.1 75.4 74.3 74.3 75.3 74.8
Unemployment rate 2.6 2.5 2.6 2.7 2.7 2.6 2.6
Population aged 65+ over total population 20.2 20.4 21.5 24.3 27.3 28.6 27.4

Note: Macroeconomic assumptions are based on long-term projections of the EC and can differ from the medium-term macroeconomic scenario
presented in Chapter 2. Total revenue and the age-unrelated expenditure in relative terms are kept constant to their 2027 level to mitigate distortion
in impacts of ageing on public finance. On the other hand, total revenue and expenditure in the long run are thus distorted by the medium term
budgetary position and the development after 2027, when the autonomous development of the projection is not corrected by the statutory trajecto-
ry of public finance consolidation and subsequent adherence to the medium-term budgetary objective.

Source: EC (2023b), EC (2024e). MF CR calculations.

Table 5.2: Sustainability Indicators S1 and S2
in % of GDP

S1 S2
Cost of Ageing 2.9 4.0
Budgetary position 0.4 0.8
Debt requirement -0.3 -
Total 3.0 4.8

Source: EC (2024d).



Table 5.3: Contingent Liabilities
in % of GDP

Maximum cont.

Estimated take-

Date of

Measures sl liabilities up
% of GDP % of GDP
"COVID II" Guarantee 2020 0.05 0.00
"COVID Prague" Guarantee 2020 0.01 0.00
"COVID III" Guarantee 2020 0.19 0.16
Inresponse ["COVID Sport" Guarantee 2021 0.00 0.00
to COVID-19 {"COVID Travel Agency" Guarantee 2021 0.00 0.00
"COVID Plus" Guarantee 2020 0.18 0.07
"SURE" Programme Guarantee 2020 0.13 0.13
Subtotal 0.56 0.36

Guarantees provided by central government
-Macro-financial Assistance (MFA) to Ukraine 2022 0.02 0.02
-other central government guarantees 0.19 0.08

Guarantees provided by local governments
Others

-forloans related to the housing needs 2014 0.00 0.00
-for purchase oftrams by Prague Transport Company 2012 0.02 0.01
-other guarantees ofthe general government sector 2014 0.01 0.01
Subtotal 0.24 0.12
Total 0.79 0.49

Note: Amount of guarantees is calculated to the end of 2023.
Source: MF CR.
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6 Quality of Public Finance Revenue and Expenditure

The main objectives of the tax policy are to increase the efficiency of tax collection, abolish unsystematic tax exemp-
tions, deepen the client-centric approach, develop and expand electronic services for communication with tax sub-
jects, reduce the bureaucratic burden in tax administration and prevent illegal optimisation practices and tax evasion.

On the expenditure side, a number of changes or improvements have been made to the existing framework to pro-
mote rationalisation and efficiency gains. First of all, the Public Procurement Act amendment and the expenditure
rationalisation as a result of the consolidation package should be mentioned, followed by efforts to save energy
and the continued development of the joint gas purchasing system, while other measures concern the management
of state property and the continued digitisation of public administration.

6.1 Tax Policy Outlook

The year 2024 is the first year of effect of the measures
associated with Act No. 349/2023 Coll., Amending Cer-
tain Acts in Connection with the Consolidation of Public
Budgets.

The consolidation measures affected almost all tax titles.
These included not only rate adjustments, but also
the abolition of non-systemic exemptions, adjustments
in tax sharing, or the taxation of new products to re-
move their tax advantages. In the case of the tax as-
signment, changes have been made both on the basis
of the measures themselves (e.g. change in the tax as-
signment of road tax, different sharing for gambling tax),
but also in order to target additional revenue
to the state budget (adjustments in income taxes).

Tax changes include, for example, a reduction
in the number of value added tax rates to a basic 21%
and a reduced 12% rate (unification of the original re-
duced rates of 15% and 10%) and a shift of selected
goods and services from the reduced to the basic value
added tax rate. The measure will lead to greater effi-
ciency and transparency. As regards personal income
tax, most of the changes concern the reduction or aboli-
tion of tax exemptions with the aim of simplifying and
straightening the current situation. For corporate in-
come tax, the most significant change is the increase
in the tax rate from 19% to 21%, bringing the Czech
Republic closer to the European average. In the case
of excise duties, there is a multi-year plan to increase
the rates on alcohol and tobacco products, for which,
in addition, taxation of alternative products not yet
taxed (e-cigarette refills, nicotine sachets) has been
introduced. In addition, exemptions on mineral oil excise
duties and energy taxes were modified or abolished,
with the most fiscally significant measure being the
abolition of the exemption on solid fuels and natural gas
and the refund of tax on mineral oils consumed in met-
allurgical processes and mineralogical processes. For the
gambling tax, the second rate has been increased from
23% to 30% and the tax revenue from all internet games
now belongs to entirely to the state budget. The real
estate tax has also undergone a major change, with
an average increase of 80% in tax rates. The revenue

remains with the municipalities, but the tax assignment
has reduced the municipalities’ revenue from shared
taxes accordingly.

Although these measures are introduced in 2024, many
of them are expected to overlap into the following years
in the form of increased efficiency of the tax system and
its simplification, which will ultimately bring potential
for savings not only on the part of the state, but also
of natural and juridical persons.

The adoption of Council Directive (EU) 2022/2523
of 14 December 2022 on ensuring a global minimum
level of taxation for multinational enterprise groups and
large-scale domestic groups in the Union continues
the EU’s efforts to end tax practices of multinational
enterprises that allow them to shift profits to jurisdic-
tions where they are subject to no or very low taxation.
The reform aims to stop competition on corporate tax
rates by introducing a global minimum level of taxation.
By removing much of the benefit of shifting profits
to jurisdictions with zero or very low taxation, the re-
form introducing a global minimum tax will level
the playing field for businesses around the world and
allow jurisdictions to better protect their tax bases.
The issue is linked to the Organisation for Economic Co-
operation and Development’s “Tax Challenges arising
from the Digitalisation of Economies” project under the
Base Erosion and Profit Shifting (BEPS) initiative.
The Directive only applies to EU-based entities that are
members of multinational enterprise groups or large
domestic groups that reach an annual consolidated
revenue threshold of at least €750 million. The mini-
mum effective level of taxation is 15%. The Directive has
been transposed into Czech law by Act
No. 416/2023 Coll. at the end of 2023. During 2024,
additional inputs from the Organisation for Economic
Co-operation and Development arising after the adop-
tion of Council Directive (EU) 2022/2523, which do not
have a separate transposition deadline but which are
expected to be implemented by the Czech Republic
by the end of 2024, will be incorporated.

The MF CR has prepared a new Act on Accounting,
which is to completely recodify the legal regulation



of accounting, adapt it to new requirements and re-
spond to trends in the field of accounting. The proposed
amendment reduces the administrative  burden
for the accounting units concerned, for example by making
the bookkeeping voluntary for entrepreneurial natural
persons and some non-governmental non-profit organi-
sations, or the obligation to use international financial
reporting standards for the preparation of financial
statements will be extended. The accompanying law will
also propose amendments to the Income Tax Act aimed
at ensuring better continuity with the accounting
of taxpayers who are accounting entities (namely
changes in the area of tax depreciation of assets — re-
duction of the number of depreciation groups, switch to
monthly depreciation), conceptual change in the valua-
tion of assets, etc. The new Accounting Act was submit-
ted to the Government during January 2024
and a companion law will be submitted to the Govern-
ment in the first half of 2024.

The Excise Act, the Prices Act, the Valuation of Assets
Act and the Public Budgets Stabilisation Act will also be
amended in the following years. The main objective is
to reduce unnecessary administrative burden and re-
move legal uncertainties related to the handling of se-
lected products subject to excise duties, while
the amendment will contribute to streamlining the pro-
cess of excise duty collection and administration.

An amendment to the Act on International Cooperation
in Tax Administration is currently under discussion,
which primarily concerns the automatic exchange
of information reported by crypto-assets service provid-

ers and other partial measures to strengthen interna-
tional cooperation in tax administration, which repre-
sents an important pillar of the fight against tax evasion.
The new framework will enter into force in 2026.

Last year, an analysis on the possibilities of siphoning off
illegally acquired assets was completed by the Ministry
of Justice, the Financial Analytical Office, the General
Financial Directorate, the General Directorate of Cus-
toms, the Ministry of the Interior, the National Centre
against Organised Crime, the Prosecutor General’s Of-
fice and the Criminal Police and Investigation Service,
which aims, among other things, to address the issue
of transit accounts. This analysis has resulted in three
possible ways of dealing with the situation in the Czech
Republic, namely civil, administrative and criminal op-
tions. The Government decided (Government Resolution
No. 621/2023) to develop a criminal solution. The Minis-
ter of Justice is to submit a relevant bill to the Govern-
ment by 31 December 2024. The amendment should
significantly contribute to the reduction of money laun-
dering through the territory of the Czech Republic.

The Cobra method of cooperation will continue and will
be further developed. Among the essential facts
that need to be taken into account in the future are
the changes to the Criminal Code (linking the change
in the limit of damage for the offence in Section 240
of the Criminal Code and the jurisdictions of police de-
partments) and the expected change in the structure
of the Customs Administration of the Czech Republic,
which will affect the mutual cooperation of the cooper-
ating authorities in the fight against tax evasion.

6.2 Rationalisation of General Government Expenditure

6.2.1 Medium-term Joint Procurement in the EU for Gas
In February 2024, under AggregateEU, the platform for
joint gas purchasing, the EC launched the first medium-
term tender for joint gas purchasing. Buyers can request
it for multiple six-month periods between April 2024
and October 2029. The platform is intended to aggre-
gate demand and coordinate gas purchases at European
level. The purpose is to ensure greater diversification,
security and coordination of energy supply in the EU
and, as a consequence, minimise costs (EC, 2024a).

The first gas tender, which closed on 28 February 2024,
attracted bids for a total volume of 97.4 billion m3
of gas. Through the mechanism described above, the EC
accumulated 34 billion m3 of gas in the penultimate
week of February, i.e. at almost three times the demand
level (EC, 2024b).

6.2.2 Public Procurement

The area of public procurement has undergone major
changes with effect from 16 July 2023. The new Act
No. 166/2023 Coll., reduces the transaction costs of the
whole process by reducing the administrative burden

for both parties to the procedure. Contracting authorities
are no longer obliged to comply with the principles
of socially and environmentally responsible procurement
and innovation unles this is appropriate given the nature
and purpose of the contract. Previous legislation provided
for this obligation in all cases where this was possible.
This obligation does not apply to small-scale contracts.
The rules on public procurement procedures concerning
the requirements for documents proving qualification
or guarantee documents which previously had to be sub-
mitted in original form, have also been relaxed. In the case
of simplified sub-limited contracts, it is possible to prove
the supplier’s basic competence by means of an affidavit.
The law allows, in the event of failure to send the notice
of selection of the supplier in time within the tendering
period, for the termination of the tendering procedure
at the end of three months from the end of that period.
In cases where the contracting authority is legally obliged
to send the documentation for the procurement proce-
dure or design contest to the Office for the Protection
of Competition, this obligation is fulfilled in relation to
documents and information even if the contracting au-
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thority provides the Office with access to them.
The amendment also strengthens the rights of the partic-
ipants in the procurement procedure. A participant
in a procurement procedure may request in writing
from the contracting authority the provision of anony-
mised numerical data from tenders after the deadline for
submission of tenders. Despite the increase in the thresh-
olds used to determine an above-the-limit public contract
at EU level, the Czech Republic has seen a reduction
in the thresholds from 1 January 2024 due to the impact
of the strong koruna (see Communication from the Com-
mission C/2023/902). The national limits for small-scale
public procurement of supplies and services (CZK 2 million)
and construction works (CZK 6 million) remain unchanged
for the time being under the current legal regulation
(MMR, 2024), but the Ministry of Regional Development is
already preparing new national limits as part of the next
forthcoming amendment to the Public Procurement Act.

6.2.3 State Property Control

Management of the state property is carried out
through the Office for Government Representation
in Property Affairs. The Office sells or leases state prop-
erty, optimises the occupancy of administrative build-
ings to which state institutions paying elsewhere are
moved. In addition, on 1 January 2024, i.e. the expiry
of the 10-year period within which the owners or their
heirs could claim their properties, the abandoned prop-
erties were transferred to the State on the basis
of the provisions of the Civil Code.

The Office thus legally acquires a significant amount
of real estate, estimated to be as many as 150,000 (UZ-
SVM, 2023).

In 2023, the MF CR prepared a draft act amending Act
No. 219/2000 Coll., on the Property of the Czech Repub-
lic and its Representation in Legal Relations, as amend-
ed, and some other acts. Among other things,
the amendment aims to facilitate the process of trans-
ferring selected unnecessary immovable property
of the state to local governments and to enable
the transfer of selected unnecessary immovable proper-
ty in a reciprocal direction. The amendment proposes
the information obligation of the state on the forthcom-
ing transfers of immovable property on the territory
of the concerned local governments. In order to simplify
and streamline the existing practice, the approval com-
petence of transfers of tangible immovable property of
the state is established exclusively with the MF CR. This
does not apply, for example, to transfers of cultural
monuments and other transfers of property subject to
protection under special regulations, where the approv-
al competence will continue to belong to the relevant
department (the Ministry of Culture or the Ministry
of the Environment). The Act is due to enter into force
on 1 January 2025 (OVA No. 86/24).

6.2.4 State Ownership Policy and Strategic Companies
In 2020, the Government approved (Government Reso-
lution No. 115/2020) the State Ownership Policy Strate-
gy (MF CR, 2020), which is based on the Organisation for
Economic Cooperation and Development Methodologi-
cal Guidelines (2015). It defines the principles of the
state’s behaviour as an owner or co-owner of commer-
cial companies or state-owned enterprises and ensures
transparent and effective exercise of ownership rights.
Following the adoption of the Strategy, a Report on the
implementation of measures resulting from the State
Ownership Strategy for the previous year is submitted
to the Government by the end of May each year.

The report for 2022 (MF CR, 2023b) states that there has
been a change in the division of the portfolio of compa-
nies with partial state ownership and state-owned en-
terprises. There are a total of 107 state-owned or co-
owned entities, of which 58 are state-owned enterpris-
es. In addition to the Report on the activities and results
of strategic companies with partial state ownership,
state-owned enterprises and national enterprises
for the previous year is submitted by the end of October
of the same year. The Report for 2022 (MF CR, 2023c)
contains basic information (including the number
of employees) and a set of financial indicators
on 36 entities in which the State exercises ownership
and founder rights through 7 ministries, namely the
MF CR, the Ministry of Interior, the Ministry of Industry
and Trade, the Ministry of Transport, the Ministry of
Defence, the Ministry of Agriculture and the Ministry of
Regional Development. In terms of legal form, there are
17 joint stock companies, 17 state-owned enterprises,
one national enterprise and one state organisation.
These entities, through their respective ministries, man-
aged assets totalling CZK 1,603.12 billion and reported
an aggregate profit after tax of CZK 67.22 billion.
These strategic entities paid CZK 26.63 billion to the
state budget in the particular year.

6.2.5 Digitalisation of Public Administration

Digital copies of the cards

In accordance with the Programme Declaration of the
Government of the Czech Republic (Government Office,
2023), the Act on the Right to Digital Services (Act
No. 1/2024 Coll.) was amended in January 2024, intro-
ducing the possibility of obtaining a digital copy of the
identification card, which will serve the same purposes
as a physical one. Every citizen is given the choice
of using the former or the latter to prove the identity.
The digital counterpart is intended for face-to-face,
not remote, proof of identity. The law also aims to unify
the treatment of different types of public documents
which has been fragmented, illogical and consequently
inefficient. The compulsory acceptance of proof of iden-
tity by means of a digital counterpart has a gradual on-
set according to the type of entity against which
the identity is proven. As of 1 January 2024, it is possible



to prove identity with a digital copy of the identification
card only to central administrative authorities,
with the exception of embassies. As of 1 July 2024 at the
latest, it will be also possible to prove identity by means
of this instrument to other public authorities and re-
gions and municipalities with extended competence.
Finally, as of 1 January 2025, all other entities that are
required by law to verify identity by presenting an iden-
tification card must be able to verify identity by a digital
copy of the cards. The legislation is necessary to deepen
the digitalisation of public administration and to further
rationalise and streamline its operation.

Digital transformation in the field of Czech legislation

In December 2023, the Ministry of the Interior intro-
duced the eSelL project, which consists of the so-called
eCollection and e-Legislation. The first component is the
electronic Collection of Laws and International Treaties,
which was launched on 1 January 2024. At the same
time, the obligation for municipal and regional authori-
ties to make the Collection of Laws available
to the public in printed form was abolished, which
could result in partial savings. Subsequently, from July
2024, the system for automated drafting of legislation
(e-Legislation) will be gradually launched. Initially, e-
Legislation will be available only for selected legal acts
such as international treaties, decisions, communica-
tions, followed by a module for implementing legislation
as of 1 October of the same year and finally,
as of 1 January 2025, e-Legislation will also be available
for laws, constitutional laws, legal measures of the Sen-
ate and findings of the Constitutional Court. In addition
to financial savings, the new system aims to increase
the accessibility, clarity and comprehensibility
of the legislation in force, as well as to improve the qual-
ity, efficiency and transparency and automate the pro-
cesses of its drafting. The eSel project will link existing
systems of institutions involved in the legislative process.

These are primarily the information systems
of the Government Office oDok and eKLEP, the system
of the Chamber of Deputies and the Senate (MI CR, 2023).

6.2.6 Consolidation of Czech Public Expenditure

In an effort to reduce the general government deficits
and thus slow down the rise of indebtedness, the gov-
ernment introduced a set of measures called the “con-
solidation package” in spring 2023. The legislative basis
for the package is Act No. 349/2023 Coll., Amending
Certain Acts in Connection with the Consolidation
of Public Budgets, which was published in the Collection
of Laws on 12 December 2023. The package brings
a number of measures on the expenditure and revenue
side with an aggregate accrual impact on public budgets
of over CZK 137 billion, primarily spread over the years
2024 and 2025. On the expenditure side, the most sig-
nificant contribution to overall savings will come from
a reduction in the volume of funds paid out in the sys-
tem of national subsidies, including the adjustment
of national financing of EU projects to reduce the share
of co-financing by the state budget by increasing the co-
financing share of final beneficiaries. There will also be
savings within the public administration itself, which
include a 2% reduction in the volume of public admin-
istration salaries, slower growth in salaries of constitu-
tional officials, but also a reduction in operational
expenditure in ministries or a more efficient enforce-
ment of judicial claims, reduction of physical offices
of the financial and customs administration, etc. Com-
pensation for temporary incapacity for work is also be-
ing tightened, the conditions for unemployment benefits
are being changed due to the low unemployment rate,
and support for housing savings account is being halved
due to the loss of the original purpose of this instru-
ment.

6.3 Composition of General Government Expenditure

After the highest-ever annual growth of total general
government expenditure in 2020 (by CZK 318.1 billion),
the growth dynamics more than halved in the following
year, and expenditure fell by 0.7 percentage points YoY
in relation to GDP. The decline in the relative level of
total expenditure continued in 2022 (by 1.9 percentage
points YoY), but was driven by faster nominal GDP
growth. In absolute terms, total expenditure increased
by CZK 185.2 billion YoY and it was the third largest
increase in general government expenditure since
1995. The increase was mainly driven by expenditure
growth in three sections. The largest contribution
to growth was in the Social Protection section (annual
growth of CZK 82.2 billion), which accounted for almost
45% of the growth in total general government expendi-
ture. Expenditure growth in this section was mainly due
to an increase in cash social benefits in the OldAge

group (by CZK 47.4 billion) as a result of pension indexa-
tion. The other major contributor to expenditure growth
was General Public Services, driven by a YoY increase of
C27.8 billion in interest expenditure on general govern-
ment debt management. The third section was Educa-
tion, in which the increase in expenditure was driven
mainly by increases in compensation of employees
in regional education (by CZK 7.9 billion) and intermedi-
ate consumption (by CZK 8.3 billion). Tertiary Education
group also recorded a relatively large YoY increase in
expenditure within this section (by CZK 5.1 billion),
mainly due to an increase in compensation of employ-
ees (by CZK 1.9 billion). In contrast, there was an abso-
lute YoY decrease in expenditure in the Economic Affairs
section, mainly due to a decrease in subsidies (by around
CZK 50 billion), especially non-investment transfers
to business entities.
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Over the outlook horizon, the downward trajectory
of the total general government expenditure is project-
ed, which should be 2.5 percentage points lower in 2027
compared to 2022. . The reduction in total expenditure
is largely driven by a decline in expenditure in the Eco-
nomic Affairs section, which will see a reduction in sub-
sidies and other current and capital transfers. The
expected increase in investment expenditure, primarily
in the Transport group, will have the opposite effect over
the outlook horizon. Despite the projected decline
in total general government expenditure, there will be
a significant increase in expenditure in the Defence sec-
tion, by 1 percentage point, due to the approval of Act
No. 177/2023 Coll., on the Financing of the Defence
of the Czech Republic. The act requires the government
to set defence expenditure at a level of at least 2%
of nominal GDP for a given budget year in the draft act
on state budget each year. Thus, total expenditure
on pure public goods in the form of defence and public
order and safety expenditure will amount to about 3.8%
of GDP at the end of the forecast horizon. We also ex-

pect an increase in expenditure in the Education section,
especially in the Primary and Secondary Education
groups, due to the increase in compensation of employees
in connection with the adoption of Act No. 183/2023 Coll.
On the basis of this act, the total amount of funds ear-
marked for teachers’ salaries in regional education is
to correspond to at least 130% of the average gross
monthly nominal wage per full-time equivalent teacher
in the national economy.

The forecast also includes expenditure on science and
research spent cross-sectionally in individual sections,
taking into account the government’s intentions accord-
ing to the approved Innovation Strategy of the Czech
Republic 2019-2030 (Government Resolution
No. 104/2019). Graph 6.1 and Table 6.1 show the struc-
ture of general government expenditure by function
in 2022 and its projected composition in 2027. We esti-
mate that in 2027, more than half (51.8%) of total gen-
eral government expenditure will be allocated on social
security and provision of health care to the population
(i.e. 21.8% of GDP).

Graph 6.1: Structure of General Government Expenditure, Divided by Function

in % of total expenditure

2022

Privateactivities

21.6% Social protection

(redistribution)
30.3%

General public
services
10.4%

Health and
education
31.5%

Pure public
goods
6.2%

2027

Privateactivities

9
Aafes Social protection

(redistribution)
31.5%

eneral public
services
9.6%

Health and
education
32.3%

Pure public
goods
8.9%

Note: The category “Pure public goods” includes “Defence” and “Public Order and Safety”. The category “Private activities” is a sum of “Economic
Affairs”, “Environmental Protection”, “Housing and Community Amenities”, and “Recreation, Culture and Religion”. For details see ECB (2009).

Source: CZSO (2024d). MF CR calculations and forecast.

Table 6.1: General Government Expenditure by Function
in % of GDP

Code

General public services

Defence

Public order and safety

Economic affairs

Environmental protection
Housing and community amenities
Health

Recreation, culture and religion
Education

Social protection

Total expenditure

2022 2027

1 4.7 4.1
2 1.0 2.0
3 1.8 1.8
4 6.8 5.2
5 0.9 0.9
6 0.7 0.4
7 9.1 8.5
8 14 1.0
9 4.9 5.0
10 13.5 13.3
TE 44.6 42.1

Note: Year 2027 outlook.
Source: CZSO (2024d), MF CR (2024a). MF CR calculations and outlook.



7 Changes in the Institutional Framework of Fiscal Policy

In the medium and long term, the Czech Republic will make significant investments in view of its obligation to meet
the EU’s climate targets. In this context, the Government has approved several measures to support the development

of strategic investments.

In order to strengthen the efficiency and transparency of public finances, a factual intention of the law on the man-
agement and control of public finances was approved. In the area of fiscal policy, the preparation of the new fiscal

rules of the EU is being finalised.

7.1 Changes Related to Investment and the Capital Market

7.1.1 Recovery and Resilience Facility

The Recovery and Resilience Facility, which forms the
core of the NextGenerationEU Instrument, contributes
to the implementation of measures leading to the digital
transformation of the economy and to the achievement of
the EU’s climate goals. The original allocation for the Czech
Republic in the form of grants of CZK 176.3 billion has been
increased by CZK 15.3 billion in 2023 in connection with the
refinement of the allocation key based on the economic
performance of the Czech Republic. In addition, the grant
part was increased by CZK 17.4 billion by including the new
EU REPower plan (including the so-called Brexit reserve of
CZK 1.3 billion) to enhance energy savings, develop renew-
able energy sources and reduce dependence on fossil fuels
from Russia. Last year, the government also decided (Gov-
ernment Resolution No. 613/2023) to use the loan part
ofthe Recovery and Resilience Facility, approving
the adoption of a loan of CZK 19.4 billion. The loan has
a maturity of 30 years from the date of the tranche, with
interest-only repayments for the first 10 years. The loan
will  finance investments in affordable housing
(CZK 8.4 billion), digitisation (CZK 8 billion) and chip devel-
opment (CZK 3 billion). The Czech Republic can draw on the
Recovery and Resilience Facility in nine tranches, having so
far received EUR 1.1 billion in 13% pre-financing and two
tranches totalling EUR 1.6 billion.

7.1.2 EU ETS 2 and the Social Climate Fund

With a view to achieving climate neutrality in 2050, an
amendment to Directive 2003/87/EC of the European
Parliament and of the Council (EU) was approved last
year, introducing, among other things, the so-called EU
ETS 2, which extends the emissions trading system
to the buildings and road transport sectors. The aim of
this amendment is to reduce emissions in the newly
included sectors by 43% by 2030 compared to 2005
levels. The phasing out of allowances through ETS 2 will
start in 2028 for emissions from 2027. A Social Climate
Fund (Regulation (EU) 2023/955 of the European Par-
liament and of the Council) has been established to
address the socio-economic impacts on households,
micro-enterprises and transport users related
to the inclusion of the new sectors in the emissions
trading system, which will be financed from the pro-
ceeds of emission allowances (ETS 1 proceeds will be

used for pre-financing, and in subsequent years only ETS
2 proceeds). The total allocation of the fund is
EUR 65 billion, with CZK 50 billion reserved for the Czech
Republic. The fund can support investments in the renova-
tion and decarbonisation of buildings, incentives for the use
of public, sustainable, low- or zero-emission transport or
information, education and advisory services in the field of
energy in the period 2026-2032. Individual measures and
investments will have to be set out in a so-called Social
Climate Plan, which Member States will be required to
prepare and submit to the EC by the end of June 2025.

7.1.3 Modernisation Fund Revision

In connection with the update of Directive 2003/87/EC of
the European Parliament and of the Council (EU) regarding
the trading of emission allowances, the need to increase
the share of renewable sources and the level of energy
savings on the basis of the revised National Energy and
Climate Plan of the Czech Republic (Government Resolu-
tion No. 784/2023) or the change in the economic and
geopolitical situation in Europe, the Government approved
last year (Government Resolution No. 981/2023) an update
of the programme document of the Modernisation Fund,
which provides for a revised total allocation of the Fund of
CZK 500 billion. Within the total allocation, the allocation
structure of individual programmes has been changed. In
the coming years, more funds will be directed to the mod-
ernisation of power plants and heating plants (the alloca-
tion of the HEAT programme has increased to CZK 100
billion), modernisation of energy-intensive industry (the
allocation of the ENERG ETS sub-programme has increased
to CZK 80 billion), energy savings of households and public
buildings (in total, the allocation has increased
to CZK 90 billion), building renewable energy sources
for municipalities and companies (the allocation of the
RES+ programme has increased to CZK 100 billion) and
community energy (CZK 14 billion). There will also be in-
creased support for public and commercial transport (CZK
50 billion), new support for the modernisation of public
networks through the ELEGRID sub-programme (CZK
20 billion) under the SMARTNET programme (CZK 27 bil-
lion), green gases (CZK 15 billion) and, under the new I+
programme, projects supported by the Innovation Fund
and projects that go beyond the individual Modernisation
Fund programmes (CZK 10 billion).
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7.1.4 Strategic Investments Support

In order to accelerate the construction of strategic
investments in the field of nuclear energy and
transport infrastructure or to facilitate the opening
of deposits and the extraction of critical raw materials,
Act No. 465/2023 Coll. was approved, which, among
other things, amends Act No. 416/2009 Coll. (so-called
Line Act). The amendment, effective from 1 January
2024, creates conditions for faster processing of appeals
for constructions within the scope of the Line Act.
Inthe area of transport infrastructure, for example,
the construction of high-speed lines is facilitated
by anchoring them in the Subdivisional Territorial Devel-
opment Plan in the territory of the whole country, thus
avoiding possible conflicts with other constructions or
interests across the country, while the rights of local
governments are not compromised in any way. It also
simplifies and speeds up the preparation and permitting
of the construction of refuelling infrastructure in line
with developments in the field of clean mobility. In the field
of nuclear energy, the authorisation procedure is simplified
to speed up the construction of nuclear power plants by
removing unjustified time extensions. Furthermore, it is
possible to finance the construction of nuclear units
through a Contract for Difference (a form of compensation
between the State and the investor) or to introduce a safe-
ty net to prevent the conclusion of a contract with a suppli-
er from a geopolitically unstable environment.

Due to the lack of systematic support for the develop-
ment of investment locations and the disproportionately
long time it takes to prepare and build a larger industrial
complex to a state of infrastructure readiness, the gov-
ernment approved this year (Government Resolution
No. 64) the establishment of a joint stock company,
the State Investment and Development Company,
of which the state, exercising its rights through the Min-
istry of Industry and Trade, is a 100% shareholder.
The main objective of the new company is the maximum
coordinated preparation of areas and initiation of se-
lected locations to a condition of basic technical and
design readiness for the construction of production units
according to modern sustainable parameters,
which would lead to the activation of private capital and
shorten the time of implementation of strategic invest-
ments. This will significantly strengthen the competi-
tiveness of the Czech Republic in the cross-border
competition for the type of differential investments with
higher value added. The company’s activities will focus
on larger development areas and systematically remove
obstacles to their development, proactively seek con-
sensus over land use with the affected municipalities
and regions, and intensively prepare the area so that the
negative state of the permitting process and the lack
of surrounding infrastructure will be eliminated as much
as possible in the event of the arrival of a strategic in-
vestor. Together with other instruments (e.g. the Just
Transition Fund), it should also contribute to the faster
development of “coal” regions or sites undergoing

a revitalisation process after the removal of historical
burdens.

In order to support significant investments in transport
infrastructure, last year the Government (Government
Resolution No. 577/2023) approved the involvement of
a private entity in the form of a PPP project in two in-
vestments for the modernisation and construction of
railway lines (Prague-Veleslavin — Prague-Vaclav Havel
Airport (- Kladno) and Nemanice | — Sevétin) with total
investment costs in current prices amounting to almost
CZK 50 billion. Feasibility studies for both projects con-
firmed the advantage of their implementation in this
form of financing. In addition, preparation of feasibility
studies for other PPP projects on the motorway and
railway network will be launched. These include
the completion of the Central Bohemian D3, the south-
ern part of the D55, the northern parts of the Prague
ring road and some sections of high-speed railway lines.

7.1.5 Investments from the European Investment Bank
In October 2023, a loan agreement was signed between
the Czech Republic (represented by the MF CR)
and the European Investment Bank in the amount
of EUR 992 million (approx. CZK 24 billion) to finance
the modernisation of the railway network. Through the
Railway Administration Company, investments totalling
CZK 97.5 billion will be supported for the modernisation
and retrofitting of the railway lines of the Trans-
European Networks (TEN-T) in the Czech Republic and
the introduction of the European Rail Traffic Manage-
ment System (ERTMS). The terms of this financing
method are more favourable in terms of interest expens-
es (an annual saving of CZK 100 million is estimated) than
standard debt financing by issuing government bonds.

The European Investment Bank will also participate in
affordable rental housing projects that meet quality,
energy efficiency and affordability criteria, based
on a cooperation agreement signed in February 2024
between the MF CR, the Ministry of Regional Develop-
ment and the European Investment Bank. In the first
phase, the agreement will provide a detailed analysis of the
housing market in the Czech Republic and help prepare a
strategy for the development of its affordable segment. It
will also identify potential housing construction and recon-
struction projects. Following this, it will prepare suitable
financing options, including possible contributions from
other international partners and private sources.

7.1.6 Investment Incentives Changes

With effect from 13 January 2024, applications for invest-
ment incentives are newly approved (Act No.426/2023
Coll.) by the Ministry of Industry and Trade. The Ministry, in
cooperation with other relevant ministries, assesses com-
pliance with the conditions and obligations set out in the
Act and other legislation and issues a decision based on this
information. The initial approval of each project by the
government led to delays and unpredictability of the whole



process for investors. Inthe case of so-called strategic
investment projects, where part of the investment incen-
tives are drawn in the form of material support, the ap-
proval of applications is left to the government. The
amendment also allows for the use of different EU regula-
tions for the approval of large projects above EUR 110
million than was the case before. This gives the possibility
to use special rules, for example, to support key invest-
ments important for the transformation of the European
economy, just within the framework of the Investment
Incentives Act. In connection with the change in European
legislation, the Government Regulation on the permissible
level of public support in the regions in the sense of cohe-
sion policy (Government Regulation No. 335/2023 Coll.)
was also amended. As a result of inflation, the threshold for
notifying projects to the EC increased by 10% to EUR 110
million as of 1 January 2024. The threshold for large in-
vestment projects has also increased by the same amount,
to EUR 55 million. There is also a new explicit maximum
amount of public aid in relation to a cohesion region and a
regional aid rate to be applied when eligible costs exceed
EUR 110 million. Projects whose investment exceeds
the EUR 110 million threshold are thus subject to individual
approval by the EC.

7.1.7 Development of Czech Capital Markets

In accordance with the Concept of Capital Market De-
velopment in the Czech Republic 2019-2023 (MF CR,
2019), Act No. 462/2023 Coll. was approved, which
amends several laws in the area of the financial market
and old-age support. Its aim is to increase the motiva-
tion of the population to build up savings for old age and
at the same time to involve their savings in investments
on the capital market. Thus, with effect from 1 January
2024, a so-called long-term investment product
(amendment to Act No. 256/2004 Coll., on Capital Mar-
ket Business) was introduced, which is a comprehensive
term for investment or savings products that help pro-
vide security for old age. The provider of this product is,
for example, a bank, credit union or securities dealer,
and must be registered in the list of long-term invest-
ment product providers maintained by the CNB.
The long-term investment product may contain cash
(in the form of savings accounts or fixed-term deposits),

7.2

7.2.1 Open Public Administration Data

The basic legal framework for open data in the Czech
Republic is Act No. 106/1999 Coll., on free access to
information. Based on its amendment by Act
No. 241/2022 Coll. in order to increase the transparency
of public finances, with effect from 1 January 2024,
the Central Register of Annual Reports in the area
of information provision was established. The register,
which is administered by the Ministry of the Interior, is
publicly accessible free of charge and without restriction
in a manner allowing remote access. It serves entities

shares and bonds, unit-linked certificates and interest
rate or currency derivatives. A tax deduction
of up to an aggregate amount of CZK 48,000 can be
claimed for the amount invested. The withdrawal
of funds does not take place earlier than 10 years af-
ter the long-term investment product was created
and before the taxpayer reaches the age of 60. Further-
more, the possibility for employers to contribute
up to CZK 50,000 to investments in a long-term invest-
ment product or to life insurance and retirement savings
has been introduced. The contribution is exempt
from social security contributions. The aggregate tax de-
duction (CZK 48,000) can now also be used in combination
with both existing old-age products (life insurance with a
savings component or supplementary pension savings) and
long-term care insurance. Thanks to the amendment to Act
No. 586/1992 Coll., on Income Taxes, the client is able to
arrange this tax-supported product in the event of an in-
sured event in the form of his/her dependence (or that of a
close person) on the assistance of another natural person
in managing the basic needs of life due to a long-term
adverse health condition (lll or IV degree of dependence
according to Act No. 108/2006 Coll., on Social Services).

Thanks to the amendment to Act No. 427/2011 Coll., on
Supplementary Pension Savings (Act No. 462/2023 Coll.),
the motivation of persons to make higher contributions
to pension funds will be strengthened. With effect from
1 July 2024, the lower limit of a participant’s monthly
contribution will be increased to CZK 500 to reach
the lowest state contribution (CZK 100). The amount
of the state contribution will be linear at 20% of the
participant’s contribution, with the maximum state
contribution increasing to CZK 340. The maximum state
contribution corresponds to a monthly contribution
of CZK 1,700 by the participant; from this amount tax
deductions can also be claimed. The amendment also
introduces an alternative participatory fund in Pillar Il
as an alternative to the existing participatory funds with
a dynamic investment strategy. The fee policy and in-
vestment strategy of this fund are more freely set. This
allows for more dynamic investments in riskier products
with the potential for higher yield (e.g. securities, com-
modity derivatives, real estate, intellectual property
rights, public infrastructure under the Building Act, etc.).

Increasing Efficiency and Transparency of Public Finances

that are obliged to publish annual reports on their activi-
ties as an alternative to the current method of pro-
cessing and publishing the annual report (usually
by placing it on the entity’s website).

7.2.2 Public Finance Management and Control

In February 2024, the Government approved the Sub-
stantive Intention of the Law on the Management and
Control of Public Finances, which aims to legislate
a greater degree of protection of public funds (Government
Resolution No. 115/2024). The intention of the law focuses
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on setting more explicit rights and enforceable obligations
in financial control and streamlining existing procedures.
This includes, for example, more clearly defined duties and
responsibilities of the head of the public administration
authorities and officials within the framework of manage-
ment control, adjusting the requirements for establishing
an internal audit unit and defining its position within the
organisation, setting procedural processes, or specifying
the activities of public audit and the scope of its use. At the
same time, it makes recommendations to improve coordi-
nation and cooperation between control authorities by
imposing a legal obligation to coordinate control plans
through the information system managed by the MF CR for
all control authorities carrying out control of public finan-
cial support (including local governments, The Office for the
Protection of Competition and financial administration
authorities) and enshrining the principle of a unified audit
directly in the Act on Management and Control of Public
Finances. In order to improve the quality of the annual
reports on the results of financial audits submitted by the
MF CR to the Government in accordance with Section 22 of
the Act on Financial Control, it proposes to streamline data
collection by reducing marginal reports. It also recom-
mends that the annual report on the results of financial
audits should be submitted only by organisations where
internal audit will be compulsorily established by law.

7.2.3 Single Portal for Recording Controls
In September 2023, the Government approved the pro-
ject of the Unified Portal of Inspection Records — Calen-

7.3 Budgetary Policy

7.3.1 EU Fiscal Framework Reform

In the context of new insights gained from recent economic
crises, and also in the context of higher levels of national
debt, the EC issued a proposal in April 2023 for a set of
measures with the primary objective of strengthening debt
sustainability and promoting sustainable, inclusive growth
through reforms and investment. The reform is based on
a medium-term approach and aims at a gradual and credi-
ble debt reduction through prudent fiscal policy supported
by growth-enhancing investment as well as reforms im-
plemented in line with EU priorities, reinforced principles of
national ownership based on common EU rules, and im-
proved enforceability, which should also be achieved
through simpler rules reflecting different fiscal challenges.
The package consists of three proposals for regulations.
These are aproposal for a new regulation on effective
economic policy coordination and multilateral budgetary
surveillance, which will repeal the original Council Regula-
tion (EC) No. 1466/97, an amendment to Regulation (EC)
No. 1467/97 on speeding up and clarifying the implemen-
tation of the excessive deficit procedure and an amend-
ment to Directive 2011/85/EU on Requirements for
Budgetary Frameworks of the Member States (EC, 2024c).
The cornerstone of the reform package are medium-term

dar of Planned Inspections (Government Resolution
No. 709/2023) in order to streamline the activities
of the control authorities. Its aim is to create an applica-
tion that will enable the sharing of dates and results of
inspections between the control authorities carrying out
inspection activities in relation to business entities
(45 control authorities are expected to be involved).
At the same time, it will be possible to provide basic
information on planned inspections to businesses
in a transparent and individualised manner, without
compromising the purpose of the inspection. The appli-
cation should be linked to the Entrepreneur Portal,
which is also gradually being developed. The implemen-
tation of the project is financially supported by the Na-
tional Recovery Plan.

7.2.4 Legal Regulation of Lobbying

In March 2024, the Government approved (Chamber
of Deputies Print No. 649 and 650) the Lobbying Regula-
tion Bill and the related amendment bill. The aim of the
laws is to establish transparent rules for lobbying activi-
ties and reduce the threat of clientelism, conflict
of interest or corruption. The new law would establish
a lobbying register, laying the basis for establishing lob-
bying as a legitimate activity. The register would record
both lobbyists and those being lobbied, and would also
record information on changes to draft legislation based
on lobbyists’ proposals or requests. The legal environ-
ment for lobbying is linked to the reforms contained
in the National Recovery Plan.

national fiscal and structural plans, of which the so-called
adjusted net expenditure path is an essential component.

Over a specified period (four to seven years), the debt
should credibly decline, or at least remain at a prudent
level. Deviations from the country-specific net expenditure
path will be recorded in the control account. The target
maximum level for the general government deficit-to-GDP
ratio is 3% of GDP and for the general government debt
ratio remains 60%. The duration of the fiscal adjustment
will be extendable to a maximum of seven years, provided
that this period is filled with specific reforms and invest-
ments. These should support growth and resilience, fiscal
sustainability, common EU priorities (e.g. the Green Deal,
the Strategic Compass for Security and Defence, the digital
transition, etc.) and reflect the country specific recommen-
dations imposed on individual Member States. Similarly,
it should ensure that the overall level of nationally financed
public investment over the lifetime of the plan is higher
than the medium-term level before the plan period. At the
same time, Member States should report to the EC on
progress in implementing the expenditure rule. In practical
terms, the reform under the European Semester will also
take the form of replacing the National Reform Programme
and the CP with the aforementioned medium-term fiscal
and structural plan (EC, 2024c; MF CR and CNB, 2024).
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Annex: Convergence

The economic level of the Czech Republic, expressed
in terms of gross domestic product per capita in current
purchasing power parity, was 9% lower than in the EU
and 21% lower than in Germany in 2023. Although
the economic level of the Czech Republic was rapidly
approaching the EU average between 2000 and 2008
due to strong economic growth, the convergence pro-
cess then stalled by 2013 due to recessions and only
a moderate recovery. Subsequently, however, the Czech
Republic started to slowly converge towards the EU
average again until 2020, when the world was paralysed
by the coronavirus pandemic, a synchronised decline
in economic activity occurred and convergence stopped
again (see Graph A.1). In the context of the lingering
effects of the pandemic and the Russian aggression
against Ukraine, which led to a sharp increase in prices
and tighter monetary policy, we expect that the conver-
gence process could resume only after 2024.

The comparative price level of the Czech Republic has
been exhibiting an increasing trend since 1995. During
2013 and 2014, the CNB’s exchange rate commitment
and the related depreciation of the koruna against the
euro resulted in its decline, and in 2014 it even fell to

Graph A.1: Relative Economic Level
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Graph A.3: Real Labour Productivity
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the 2006 level. Since 2015, however, it has gradually
risen again (see Graph A.2). In 2022 and 2023, due to
faster price growth in the Czech Republic and the appre-
ciation of the koruna, the comparative price level in-
creased more significantly to 84% of the EU average.
This year, with a small inflation differential, it could fall
to 80% of the EU average due to the koruna depreciation.

Owing to the depreciation of the Czech currency and
aslight decline in productivity in the Czech Republic,
labour productivity per hour worked (see Graph A.3)
in the Czech Republic could fall to 59% of the EU level
this year. By contrast, it could rise to 61% of the EU
average next year.

Wage convergence came to a temporary halt after 2008.
Subsequently, the average wage in the private sector
in the Czech Republic averaged around 46% of the EU
level. In 2017-2019, due to the economic upturn
and the increase in the minimum and guaranteed wag-
es, this ratio started to increase again until 2020,
when it decreased slightly. The tight labour market has
contributed to an increase in the average nominal wage,
which reached 62% of the EU average in 2023, or 74%
in purchasing power parity terms.

Graph A.2: Comparative Price Level
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Graph A.4: Average Compensation of Employee
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Glossary

Accrual methodology means that economic transactions are
recorded at the time an economic value is created, transformed or
cancelled or when receivables and liabilities increase or decrease,
regardless of when the transaction will be paid (unlike the cash
principle, which is the basis of, for example, the state budget).

Balance of payments captures economic transactions between
residents and non-residents for a given territory in a certain period
of time. The basic structure of the balance of payments is based
on the methodology of the International Monetary Fund and
includes the current, capital and financial accounts (including
changes in foreign-exchange reserves).

Capital transfers include acquisition or loss of an asset without
equivalent consideration. They may be made in cash or in kind.
Capital transfer in cash is defined as cash transfer without ex-
pected consideration from the unit which received the transfer.
Capital transfer in kind is based on the transfer of ownership of an
asset (other than inventory and cash) or decommitment by
a creditor for which no consideration, assumption of debt, etc.
was received.

Comparative price level is the ratio of the GDP at market ex-
change rate to the GDP in purchasing power parity.

Consumer price index is one of the indexes measuring the price
level. It is constructed on the basis of regular monitoring of the
prices of selected goods and services (so-called representatives) in
the consumption basket of households. Each representative has a
certain weight. The consumption basket is divided into 12 catego-
ries (e.g. food and non-alcoholic beverages; alcoholic beverages,
tobacco; clothing and footwear; housing, water, electricity and
fuel; etc.). Harmonised index of consumer prices is calculated in
EU countries according to uniform and legally binding procedures,
which (unlike national indexes) allows for comparability of this
indicator among countries.

Cyclically adjusted balance of the general government sector is
used to identify the fiscal policy stance because it does not include
the impact of those parts of revenues and expenditures which are
generated by the position of the economy in the business cycle.

The debt rule of the national fiscal framework activates legally
defined measures if the relative government debt ratio (minus the
cash reserve of government debt financing) exceeds 55% of GDP.
These measures set out the conditions for the preparation of
budget drafts for individual segments of the general government
sector (state budget, budgets of the state funds, health insurance
plans of health insurance companies and budgets of local gov-
ernments) and other public institutions limit new liabilities leading
to an increase in the general government debt with a maturity of
more than 1 year.

Dependency rate (demographic) is the ratio of the senior-age
population (over 64 years old) to the working-age population — it
thus does not reflect retirement age extending. Dependency rate
according to the applicable legislation is the ratio of the retire-
ment-age population according to the applicable legislation to the
number of other inhabitants over 14 years of age. Effective de-
pendency rate refers to the ratio of the number of old-age pen-
sions paid to the number of employees.

Discretionary measures represent direct interventions of execu-
tive or legislative authorities in general government revenue and
expenditure.

The expenditure rule of the national fiscal framework serves as
the basis for the preparation of the draft of the state budget and
the budgets of state funds. The rule derives the maximum amount
of government sector expenditure from the structural part of the
government sector revenue increased by 1% of GDP. This increase
represents the established medium-term budgetary objective of
the Czech Republic. The rule is supplemented by an automatic
correction mechanism reflecting in retrospective the gap between
the actual level of expenditure and the expenditure prescribed by
the rule, and is accompanied by precisely defined escape clauses
under Act No. 23/2017 Coll., on fiscal responsibility rules.

The expenditure rule of the Stability and Growth Pact limits the
growth of adjusted real expenditure of general government sector
adjusted by discretionary revenue measures (so-called adjusted
expenditure), thus the given member state shall reach the medi-
um-term budgetary objective and would follow it henceforward.
The adjusted expenditure of countries which meet their medium-
term budgetary objective shall grow at most by the average rate
of growth of the potential output calculated in 10-year horizon
containing 5 past years, the current year and 4 following years.
The average rate of the potential output growth is updated annu-
ally, based on the Spring European Economic Forecast with the
validity period for the following year. For countries which have not
yet reached their medium-term budgetary objective, the highest
acceptable rate of adjusted expenditure growth is lower than the
average growth of the potential output. The difference between
the two rates is referred to as the convergence margin, which
reflects the fiscal effort required for the gradual achievement of
the medium-term budgetary objective.

Fiscal impulse is used to assess the impact of government fiscal
policy on economic growth. Unlike the primary fiscal effort, it does
not include revenues from EU funds and expenditures to the EU
budget, and on the contrary, it includes certain one-off operations
(usually government measures with a direct fiscal impact).

Fiscal effort is a year-on-year change in the structural balance
indicating expansive of restrictive setting of the fiscal policy in
a given year.

Fiscal sustainability indicators, based on long-term projections,
characterise the sustainability of public finances and the extent of
the changes necessary to attain it. The EC uses three main indica-
tors. Indicator SO consists of 28 macro-financial and fiscal indica-
tors and indicates fiscal risks for the coming year. Indicator S1
indicates by how many percent of GDP the primary structural
balance must be improved in the medium term for next 5 years to
make the general government sector debt reach 60% of GDP in
2030. Indicator S2 enumerates by how many percent of GDP the
primary structural balance must be permanently improved to
make the general government debt remain stable in an infinite
time horizon (i.e. the current value of future primary balances to
be equal to the current general government debt).

The general government sector is defined by internationally
harmonised rules of the EU. In the Czech Republic, it includes, in
the ESA 2010 methodology, three main subsectors: central gov-
ernment, local government and social security funds.

Government Deficit and Debt Notification is the quantification of
fiscal indicators submitted by each EU member state twice a year
to the EC under Council Regulation (EC) No. 479/2009 on the
application of the Protocol on the excessive deficit procedure

55



56

annexed to the Treaty establishing the European Community, as
amended. It is compiled for the general government sector using
the accrual methodology. The Czech Statistical Office processes
the data for the past four years and MF CR prepares the prediction
for the current year. The notification contains both a basic set of
notification tables, including key indicators such as balance and
debt, with an explanation of the transition from the balance in the
national methodology to the accrual balance and contributions to
the change in debt, as well as a number of supplementary ques-
tionnaires, such as the guarantee table.

Government final consumption expenditure includes govern-
ment payments which are subsequently used for consumption of
individuals in the household sector (mainly reimbursement of
health care by health insurance companies for services provided
by medical facilities) or are consumed by the entire society (such
as expenditure on army, police, judiciary, state administration,
etc.). General government services, provided for consumption to
the entire society, are usually valued at the level of own costs for
a given service because they do not pass through a market which
would value them. For the above reasons, consumption consists
mainly of intermediate consumption (i.e. goods and services,
excluding fixed assets consumed in the production of other goods
or services), compensation to employees (wages and salaries
including the part of social security contributions paid by employ-
ers), social transfers in kind to households (in particular payments
by health facilities outside the general government sector) or
consumption of the fixed capital. The value calculated is not the
entire value of these transactions but only the value associated
with the production valued at own costs. The costs associated
with the production of activities which pass a market fully or partly
and for which the general government sector receives payment
are excluded from its consumption.

Gross fixed capital formation represents the investment activities
of units. Fixed capital is represented just by assets used in produc-
tion for more than one year. It also includes for example military
equipment, expenditure on research and development, etc.

Gross domestic product (GDP) is the monetary expression of the
total value of goods and services newly created in a given period
in a given territory. Real GDP is the gross domestic product, ex-
pressed in the prices of the reference year. This transformation
enables, in analysing GDP (or other variables), to eliminate the
impact of price changes over time and to focus only on the chang-
es in physical volume. Gross value added represents the differ-
ence between the value of production and intermediate
consumption (production consumed in the production of other
goods or services).

Inflation is a sustained growth in the general price level, i.e., inter-
nal currency depreciation. The price level is measured using price
indices, such as the consumer price index or the harmonised index
of consumer prices. The most commonly mentioned year-on-year
inflation rate is the relative change in the consumer price index
compared to the same month of the previous year. The average
inflation rate is the relative change in the average of the consum-
er price index in the last 12 months compared to the average of
the consumer price index in the previous 12 months. Inflation
rates are expressed as a percentage. By administrative measures
on consumer prices are meant state measures that directly affect
the price level. They include the effect of changes in indirect taxes
(value-added tax, excise and energy taxes) and regulated prices
(e.g. electricity, gas, heat, water and sewerage, public urban
transport).

Long-term interest rates are measured on the basis of yields of
long-term government bonds or comparable securities until ma-
turity in percent per year. Bonds with residual maturity ranging
from 8 to 12 years (the use of these limits is fully based on the
conditions of the Czech government bond market, which were set
based on the periodicity of Czech government bond issues) are
classified as representative. From this set, a combination of bonds
whose average residual maturity is closest to the 10-year limit is
then generated.

Medium-Term Budgetary Objective is expressed in the structural
balance of general government sector and should ensure the
sustainability of public finance of the given country. It reflects both
the growth potential of the country and its level of indebtedness.
Compliance with the medium-term objectives should allow Mem-
ber States to maintain sufficient reserves of -3% of the GDP
against the reference value of the balance of general government
sector during common cyclical fluctuations, to secure the progres-
sive steps towards sustainability and ensure space for any neces-
sary budgetary operations. The procedure for its calculation is
determined by the Code of Conduct (EFC, 2017). For the Czech
Republic it currently corresponds to the level of structural balance
of -0.75% of GDP and is revised every three years.

One-off and other temporary measures are revenue or expendi-
ture measures that only have a temporary impact on the general
government balance and often stem from events outside the
direct control of executive or legislative authorities (e.g. flood
relief expenditure).

Output gap is the difference between real and potential output
measured in percent of potential output. It serves to identify the
position of the economy in the cycle.

Potential output is the level of economic output in the “full”
utilisation of available resources. Full utilisation of resources is
meant here rather as optimal and balanced, which does not lead
to pressures such as changes in the inflation dynamics, etc.

Short-term interest rate is in the Czech Republic represented by
PRIBOR 3M, as the reference value for the interest rate indicating
the average rate, for which banks can borrow on the market for
interbank deposits with a maturity of three months.

Using the purchasing power parity method, comparison
of the economic performance of individual countries within the EU
is carried out in Purchasing Power Standards, which is an artificial
currency unit that expresses a quantity of goods that can be pur-
chased on average for 1 euro in the EU after currency conversion
for countries using a different currency unit than the euro.

Social benefits in cash are social benefits (e.g., pension insurance
benefits, state social security benefits) paid to households from
the general government sector.

Structural balance is the difference between cyclically adjusted
balance, and one-off and temporary measures (for both compo-
nents see above). Primary structural balance is further adjusted
for interest payments.

Unemployment (Labour Force Sample Survey) corresponds to the
number of persons who simultaneously met three conditions in
the reference period (reference week): they were not employed,
actively sought work and were ready to take up work within
14 days at the latest. Unemployment rate expresses the ratio of
the number of the unemployed and the labour force. A person
unemployed for more than 12 months is considered long-term
unemployed.
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