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Introduction and Summary 
External shocks in the form of the pandemic followed by the Russian invasion of Ukraine and the associated extreme 
volatility in energy markets have placed a heavy burden on society and the economy. Starting in 2020, the European 
Commission has for the first time ever activated a general escape clause to allow EU Member States to respond flexi-
bly through fiscal policy in times of crisis. A New Generation EU instrument with a total allocation of over EUR 800 billion 
was created and adopted to support economic recovery. With the risks receding, the European Commission proposes 
a shift from an overall supportive fiscal policy from 2020 to 2022 to a neutral setting for 2023. The general escape 
clause is very likely to be deactivated next year. The European Commission has therefore invited Member States to 
indicate in this year’s Stability and Convergence Programmes how their fiscal plans will ensure compliance with the 3% 
of GDP deficit benchmark, as well as credible and continuous debt reduction or debt sustainability at prudent levels 
over the medium term. 

Recent developments have largely rehabilitated fiscal policy as an effective and necessary tool of the economic policy 
mix. Without its use, it is inconceivable that countries could cope with the consequences of such enormous pressures 
solely with monetary policy, which, moreover, in Europe pursues and addresses price stability almost exclusively. This 
means, on the other hand, that there has to be fiscal space to be used if necessary. The issue of the medium- and 
long-term sustainability of public finances therefore comes to the fore once again. 

Although the Czech Republic had a relatively low general 
government debt before 2020, its significant increase in 
recent years calls for consolidation of public finances. 
The Czech government is therefore preparing measures 
to reduce the deficit by at least CZK 70 billion next year. 
Although the requirement to consolidate public finances 
is already included in the Budget Responsibility Rules Act 
from 2020. However, it only sets a minimum rate of 
reduction of the structural balance of 0.5 percentage 
points per year for the purposes of deriving the expendi-
ture frameworks of the state budget and state funds, 
not a specific way of achieving the medium-term budg-
etary objective, which for the Czech Republic is currently 
a structural general government balance of −0.75% of GDP. 

We expect that 2023 will continue to be strongly influ-
enced by the geopolitical situation and the development 
of electricity and gas prices. The Czech economy, which 
is going through a mild recession, should gradually re-
cover from the second quarter of this year. The Czech 
economy could be essentially flat year-on-year, while we 
expect GDP growth of 3.0% next year. This development 
is primarily determined by household consumption, 
which is reacting negatively to the rising price level. The 
negative output gap should gradually close towards the 
end of the forecast horizon. Although the inflation rate 
should decline, consumer prices should still rise at a 
double-digit rate on average this year due to market 
factors and energy prices. Inflation should not return to 
the tolerance band of the Czech National Bank’s infla-
tion target until 2024. In the area of earnings, real wages 
will continue to decline this year, albeit at a much slow-
er pace than in 2022. After rising to 3% in 2023, the 
unemployment rate should start to fall again in the fol-
lowing years.  

Public finances reached a deficit of 3.6% of GDP in 2022, 
mainly due to the state budget deficit, which generally 
bears the burden of fiscal expansion. The state budget’s 
cash execution (in national cash terms) ended last year 
at CZK −360.4 billion and CZK −316.1 billion excluding 

the impact of EU funds. This is a significantly better 
result than budgeted, which was also affected by a 
number of one-off measures. For 2023, we are notifying 
a general government deficit of 3.5% of GDP, again to be 
determined by the performance of central government. 
We also expect a moderate deficit for health insurance 
companies, while local governments should be rather 
more subdued. The deficit performance of the general 
government sector is reflected in the level of debt, 
which rises by 2.1 percentage points to 44.1% of GDP in 
2022, with debt expected to reach 43.5% of GDP in 
2023. We expect the general government deficit to fall 
below 3% of GDP next year and to around 2% of GDP by 
the end of the outlook. 

However, the forecast is burdened with relatively large 
risks and uncertainties. The development of energy 
prices is undoubtedly one of the biggest ones. The gov-
ernment has proceeded to set price caps on electricity 
and gas for 2023, with compensating the traders of 
these commodities for their losses. On the other hand, it 
has introduced temporary tax measures targeting ex-
traordinary profits in the energy, mining or banking 
sectors. Energy prices will thus affect both sides of pub-
lic finances to the tune of tens of billions CZK. 

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. According to its programme 
statement, the government should present a compre-
hensive pension reform by the end of this year. Several 
areas where changes could be made have been publicly 
declared. These include the retirement age or the condi-
tions for early retirement pensions. 

In April 2023, 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 26 April 2023. 
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1 Economic Policy Intentions and Objectives 
The measures adopted during the coronavirus epidemic, particularly in 2020 and 2021, and the other ones in response 
to the war in Ukraine and the energy crisis last year and this year, have led to a relatively rapid increase in debt. This is 
expected to continue to rise slightly over the outlook. While the Czech Republic still has relatively low general gov-
ernment debt, the adverse medium-term trend, including the effects of ageing population, will require an active gov-
ernment approach to consolidate public finances. The government plans to do so on a larger scale from 2024. 

The Czech National Bank has gradually increased its base interest rate since June 2021, most recently to 7.0% at its 
meeting on 23 June 2022. Its aim was to weaken domestic demand pressures, anchor inflation expectations close to 
the target and ensure a return of inflation to 2%. At the same time, it intervened in the foreign exchange market last 
year in favour of the domestic currency in order to limit excessive fluctuations of the Czech koruna. 

1.1 Fiscal Policy 
In 2022, public budgets continued to be affected by 
external shocks and measures adopted to mitigate their 
impact on households and firms. Several programmes 
adopted during the pandemic were still active in the first 
part of the year, but their scale was already relatively 
small compared to 2020 and 2021. February saw the 
invasion of Ukraine by the Russian Federation and the 
subsequent unprecedented rise in energy and other 
commodity prices. These, together with other factors, 
led to a rise in the inflation rate, which significantly af-
fected the performance of public finances. The initial 
reduction of the state budget deficit by almost 
CZK 100 billion was amended during the year and the 
state budget ended up with a deficit of CZK 360 billion. 

In 2023, the effects of the energy crisis and high prices 
continue, making it difficult for the government to start 
consolidating public finances already this year. Never-
theless, expenditure frameworks for 2023, in terms of 
the structural balance, have been tightened by 0.4 pp 
above the legally required minimum rate of 0.5 pp. This 
corresponds to the recommendation in EC (2022) for 
this year: Overall, the fiscal position in 2023 for the EU 
and the euro area as a whole, taking into account the 
targeted energy measures, should be neutral. 

For 2024, the shift towards an explicit return to a restric-
tive policy is already evident. The EC (2023b) argues that 
fiscal policy in 2023–2024 should focus on ensuring 
medium-term debt sustainability and on raising poten-
tial economic growth: Broad-based fiscal stimulus to 
aggregate demand is unwarranted and costly support 
measures cannot continue indefinitely: the focus should 
now be on strengthening fiscal sustainability through 
gradual fiscal consolidation and, where still necessary, 
targeted fiscal measures to support vulnerable house-
holds and businesses affected by high energy prices. 

The fiscal policy of the Czech Republic is in line with 
these recommendations, as fiscal consolidation on 
a larger scale should be undertaken in 2024. Measures 
are currently discussed and should in total improve the 
structural deficit of public finances by at least 1 pp. The 
"consolidation package" of legislative measures should 
focus on both the expenditure and revenue sides of 
public budgets. On the revenue side, measures such as 
the abolition or reduction of certain tax exemptions are 
discussed. On the expenditure side, a review of public 
administration agencies with their subsequent stream-
lining is planned by the end of 2023. Furthermore, the 
Government Programme Statement envisages more 
targeted provision of social benefits.  

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. It is 
a mix of measures that target imbalances and distor-
tions in Czech public finances. The positive fiscal effort in 
the coming year is also consistent with a relatively fa-
vourable phase of the business cycle, when the econo-
my should be experiencing a recovery, but still within 
a negative output gap. 

In addition to the package, another decisive measure on 
the expenditure side is the adjustment of the extraordi-
nary indexation of pensions from June 2023 (Act 
No. 71/2023 Coll.), when the pension will be increased 
by CZK 400 and the earnings-related part will increase by 
2.3%. The change is expected to result in savings 
of CZK 20.6 billion in pension expenditure this year and 
CZK 35.3 billion in 2024. This saving is driven by a widen-
ing pension account deficit, which would otherwise reach 
around CZK 100 billion in 2023 and 2024. 

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 2% annual 
growth of the consumer price index, with a tolerance 

band of ±1 percentage point. The CNB defines the infla-
tion target as medium-term and therefore tolerates 
some transitory deviations of actual inflation from the 
inflation target (e.g. due to changes to indirect taxes), 
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the primary effects of which monetary policy does not 
normally react to and focuses only on the secondary 
effects. 

The average inflation rate as measured by the national 
consumer price index rose to 15.1% in 2022. Not only 
food, fuel, electricity, natural gas and imputed rent, but 
also other categories of goods and services contributed 
to exceptionally strong inflationary pressures. Domestic 
demand pressures also boosted inflation, but these 
should be dampened by higher monetary policy rates. 
The appreciation of the koruna is also anti-inflationary in 
2023. Average consumer price inflation could thus slow 
to 10.9% this year and further to 2.4% in 2024. 

The koruna appreciated by 4.4% year-on-year to CZK 
24.57/EUR on average for the whole of 2022. Calming of 
the situation in world markets, particularly in connection 
with European natural gas reserves, contributed signifi-
cantly to the koruna’s appreciation at the end of last 
year and at the beginning of 2023. As a result, the CNB 
did not need to support the domestic currency with 
foreign exchange interventions. We assume that the 
koruna exchange rate will be almost stable over the CP 
horizon, with virtually negligible appreciation against the 
level of Q1 2023. This development should be supported 
in the short term by the CNB’s declared determination 
to intervene in the foreign exchange market in the event 
of significant depreciation pressures on the domestic 
currency. Towards the end of next year, the renewed 
real convergence of the Czech economy could already 
be having a positive effect. However, the expected re-
duction in the positive interest rate differential may still 
exert some depreciation pressure on the koruna. 

The joint document of the MF CR and the CNB (2022) 
“Assessment of the Fulfilment of the Maastricht Conver-
gence Criteria and the Degree of Economic Alignment of 
the Czech Republic with the Euro Area”, approved by 
the Czech Government in December 2022 (Government 
Resolution No. 1077/2022), recommended not setting 
a target date for euro area entry for the time being. 
Moreover, the Czech Republic did not meet the bench-
marks of any of the Maastricht convergence criteria in 
2022 and is unlikely to meet them in 2023. 

In terms of the Czech Republic’s own readiness to adopt 
the euro, weaknesses still 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, has not been completed. Given 
the ageing of the population, the long-term sustainabil-
ity 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 contrary, the high degree of openness of the 
Czech economy and its strong trade and ownership 
interdependence with the euro area have long been 
arguments in favour of euro adoption. 

Moreover, the assessment of the Czech Republic’s eco-
nomic readiness to adopt the euro has become much 
more difficult following the crisis triggered by the covid-
19 pandemic and the ongoing Russian invasion of 
Ukraine. In this situation, the MF CR and the CNB have 
recommended to the Czech Government not to set 
a target date for euro area accession for the time being 
and not to seek entry into the relevant exchange rate 
mechanism. 
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Graph 1.1: General Government Balance 
in % of GDP 
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 Graph 1.2: Fiscal Effort and Fiscal Impulse 
In percentage points, primary fiscal effort with opposite sign 
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Graph 1.3: Real Exchange Rate to the Euro Area 
real exchange rate appreciation in %, contributions in pp 
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Graph 1.4: Consumer Prices 
change in %, national consumer price index 
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2 Macroeconomic Scenario 
The weakened global economy was hit by several shocks in 2022. The war in Ukraine has depressed global economic 
growth and intensified inflationary pressures, especially in the case of food and energy prices. In many countries, 
inflation rates in the second half of last year were the highest since the 1980s, to which central banks responded by 
gradually raising interest rates. Although consumer price inflation appears to have peaked in a number of countries, 
the question remains as to how quickly will inflation return to the vicinity of inflation targets of individual central 
banks. From the perspective of the smooth functioning of global supply chains, further evolution of the pandemic, 
particularly in China, is a persistent risk. 

2.1 Global Economy and Technical Assumptions 
The end of last year was characterised by persistent 
problems in supply chains, high inflation and tightening 
of monetary policy in the world’s major economies. 
Following the loosening of China’s stringent coronavirus 
measures in December, its economy is expected to re-
cover this year, which will significantly boost global 
economic growth. However, it will continue to be 
dampened by the impact of Russia’s aggression against 
Ukraine, rising geopolitical tensions and ongoing mone-
tary tightening in a number of countries. Global eco-
nomic growth is thus expected to slow to 2.0% in 2023, 
but could accelerate to 2.8% in 2024 on the back of 
stronger household consumption (due to a fall in infla-
tion) and the expected unwinding of supply chain fric-
tions. 

The EU’s gross domestic product increased by 3.6% in 
2022. Household consumption and gross fixed capital 
formation have contributed significantly to its growth. 
The EU’s economic growth could reach 0.7% this year 
and accelerate to 1.5% in 2024. The European economy 
has shown considerable resilience in the face of the 
energy crisis, and the successful diversification of gas 
supplies has largely reduced dependence on Russian 
imports. Economic growth in both years will be under-
pinned by rising consumer and business confidence, a 
relatively resilient labour market, improved situation in 
supply chains, and recovering industry and services. By 

contrast, growth momentum should be dampened by 
tightening monetary conditions, weak external demand 
and persistently high inflation. 

Mainly due to the war in Ukraine, the price of a barrel of 
Brent crude oil rose to an average of USD 101 in 2022, 
an increase of more than 40% compared to 2021. The 
development of the oil price in the CP in the following 
years reflects the declining futures price curve. In 2023, 
a barrel of Brent crude oil should trade on average at 
USD 77 (against USD 85 in the EC Winter Forecast, 
2023a), with a gradual decline in the following years. 

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 1.08, while in subsequent 
years the dollar could weaken slightly towards USD 
1.12/EUR. 

On average, the koruna appreciated against the euro by 
4.4% year-on-year to CZK 24.57/EUR in 2022. For this 
year, we expect the currency to appreciate by 3.3% to 
CZK 23.8/EUR. In the following years, the koruna should 
trade at a similar level. 

Given the assumed monetary policy stance of the CNB 
and the ECB and inflation developments, we believe that 
long-term interest rates could average 4.5% in 2023 and 
fall to 4.0% in 2024. 

2.2 Current Developments and a Medium-term Scenario 
2.2.1 Economic Growth and the Demand Side 
Real GDP increased by 2.5% in 2022, driven by fixed 
capital investment and increased inventory accumula-
tion. Despite a number of fiscal stimulus measures, 
household final consumption expenditure declined due 
to a sharp increase in the cost of living, especially energy 
and food prices, and tighter monetary policy. 

The Czech economy could grow by 0.1% in 2023. House-
holds will continue to face the impact of high inflation 
this year, and their real consumption should fall further. 
Government consumption and gross fixed capital for-
mation will be pro-growth, but weaker year-on-year 
inventory accumulation will slow the economy. The 

impact of generally weak domestic demand will be off-
set by the external trade balance. 

Thanks to renewed growth in household consumption, 
GDP could increase by 3.0% in 2024. Economic growth 
should slow gradually in the following years. 

Households’ final consumption expenditure should be 
negatively affected this year by the continued decline in 
real disposable income and the restrictive monetary 
policy stance. The year-on-year dynamics will be strong-
ly negatively affected by the growth profile of consump-
tion in 2022. On the contrary, consumer spending by 
refugees from Ukraine, who are already classified mainly 
as residents from Q4 2022, will have a positive effect. 
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Given the persistently negative household sentiment, 
the savings rate is likely to remain elevated, with its 
decline expected to stimulate household consumption 
more significantly only next year. Nevertheless, the 
savings rate will remain above its long-term average. 
Indeed, the lower personal taxation from 2021 onwards 
(that has mostly benefited higher-income households, 
which have a lower propensity to consume) may have 
led to a structural break in the time series of the saving 
rate. Given these strongly negative factors, real house-
hold consumption could fall by 2.7% this year. In 2024, 
the aforementioned savings uptake should be com-
pounded by a renewed rise in real household incomes in 
the face of moderating inflation, as a result of which we 
expect consumer spending to recover by 3.9%. 

Government consumption could grow by 1.6% in 2023. 
The migration wave from Ukraine has led to an increase 
in staff capacity, especially in education, which will be 
reflected in employment growth. Purchases of goods 
and services will be supported by current subsidies from 
EU funds this year as the end of the 2014–2020 financial 
perspective approaches. In 2024, growth in general 
government consumption could slow slightly to 1.3%. In 
addition to lower employment dynamics in the general 
government sector, the impact of the transition to the 
new financial perspective 2021–2027 will also be felt, 
but will be somewhat offset by the ramp-up of current 
projects from other EU instruments, in particular the 
Recovery and Resilience Facility. 

Gross fixed capital formation is expected to slow down 
in 2023 due to economic problems in euro area coun-
tries and rising capital goods prices. Monetary condi-
tions, which will become restrictive towards the end of 
the year, will also take a toll on its dynamics. In contrast, 
investment activity will be positively affected by gov-
ernment spending co-financed by EU funds from the 
previous financial perspective. Thanks to economic 
growth in the euro area, we expect a recovery in private 
investment next year, but this will be hampered by the 
impact of the restrictive monetary policy stance. The 
transition to the new financial perspective of the Euro-
pean Structural and Investment Funds will see a decline 
in investment by the general government sector, largely 
offset by an increase in public investment from national 
sources. Thus, gross fixed capital formation may in-
crease by 2.8% in 2023, while growth could slow to 0.5% 
in 2024. 

We assume that the change in inventories will have 
a negative impact on GDP growth over the entire CP 
horizon. As a result, inventory accumulation should 
gradually return to normal levels as supply chain prob-
lems fade and inflationary pressures ease. However, it 
will nevertheless remain high in magnitude, due to 
companies’ efforts to ensure continuity of the produc-
tion process in the event of recurrent supply disruptions 
of key components. As a result, gross capital formation 

may increase by 0.9% this year and fall by 1.6% next 
year. 

We expect exports of goods and services to grow by 
4.1% this year. The impact of the slowdown in export 
markets will be largely cushioned this year by a pick-up 
in export performance driven by the unwinding of sup-
ply chain problems and the completion of work-in-
progress inventories. In 2024, export growth could ac-
celerate to 4.7%, thanks to a recovery in economic activi-
ty in major trading partner countries and the unwinding 
of supply-side frictions. The dynamics of exports and im-
port-intensive investment demand is then reflected in 
the pace of imports of goods and services, which could 
rise by 3.0% in 2023 and 2.8% in 2024. 

2.2.2 Potential Output and Business Cycle 
Potential output growth has been extremely weak in 
2020–2021 due to the covid-19 epidemic and the asso-
ciated constraints on economic activity, but accelerated 
to 2.1% last year. The most important factor was the 
increase in total factor productivity (1.1 pp contribu-
tion), with capital stock contributing 0.7 pp to potential 
output growth. The production factor of labour also had 
a positive effect due to the increase in the participation 
rate. 

Potential output growth is expected to accelerate to 
2.5% this year. It should be supported by an increase in 
the working-age population associated with the migra-
tion wave from Ukraine, but will be negatively affected 
by the relatively lower level of economic activity of refu-
gees. Potential output could grow by 2.2% per year in 
the coming years. 

The output gap had returned to negative territory in the 
middle of last year and is expected to widen until 
Q2 2023, given the decline in economic activity. Thereaf-
ter, the output gap should gradually close, and at the 
end of the CP horizon the economy could be operating 
more or less at its potential. 

2.2.3 Prices 
The inflation rate, as measured by the Harmonised Index 
of Consumer Prices, averaged 14.8% for the whole of 
2022. Inflation was determined mainly by market fac-
tors. On the supply side, they reflected high prices of 
energy, food, oil and many materials, which largely re-
sulted from supply frictions and global uncertainty. 
Firms’ costs were rising, largely because of import prices 
of energy and industrial inputs, but unit labour costs 
also played a role, with increased inflation expectations 
feeding through. 

From January 2023, in addition to the earlier waiver of 
the renewables levy, the price caps on electricity and 
gas is also effective, so their contributions to annual 
inflation should gradually decrease. In addition, the 
successful filling of European gas reservoirs before the 
start of the heating season, the warm winter, savings by 



 

 Convergence Programme of the Czech Republic  
April 2023 7 

households and businesses and the securing of new gas 
suppliers have contributed to a significant fall in whole-
sale energy prices, which should also be gradually re-
flected in consumer prices. However, the fall in 
electricity prices in 2024 will be dampened by the return 
of the renewable energy levy. In 2023, electricity prices 
could rise by 37% and gas prices by 28% on average, 
while next year average prices could fall by 11% for 
electricity and 23% for gas. 

This year will continue to be a period of markedly higher 
inflation, but annual price growth should decline at 
a rapid pace over the course of the year. The contribu-
tion of the administrative component to the average 
inflation rate should be highly positive, mainly due to 
the January rise in energy prices. The impact of the 
economy’s position in the business cycle on inflation 
should be slightly anti-inflationary from the end of 2022 
onwards, mainly due to a reduction in household con-
sumption as a result of a sharp decline in real incomes. 
However, the tight labour market is increasing upward 
pressures on nominal wages, and is thus inflationary. 
Problems with the supply of production inputs and the 
associated surges in their prices should gradually recede 
over the course of the year. The price of oil should be 
anti-inflationary in 2023, as well as the exchange rate of 
the koruna against the major world currencies and the 
transmission mechanism of increased monetary policy 
rates. 

In 2024, inflationary pressures will be shaped by market 
factors. The contribution of administrative prices to the 
average inflation rate could be negative due to expected 
cheaper electricity and gas. The price of oil and the ap-
preciation of the koruna against the US dollar should 
continue to be anti-inflationary next year. Restrictive 
monetary policy will also continue to moderate infla-
tionary pressures through interest rates. The effect of 
the koruna’s exchange rate against the euro should 
already be neutral next year. Relatively high nominal 
wage growth could be an inflationary factor. 

In line with the above, we expect the average inflation 
rate, as measured by the Harmonised Index of Consum-
er Prices, to reach 12.2% in 2023 and to fall significantly 
to 2.6% in 2024. Annual inflation should be above 8% at 
the end of this year, but next year it should be close to 
the upper boundary of the tolerance band around the 
CNB’s inflation target. 

The GDP deflator could increase by 9.9% in 2023. The 
continued high growth of the gross domestic expendi-
ture deflator, especially household consumption, could 
be reinforced by a slight improvement in the terms of 
trade this year. In 2024, GDP deflator growth could slow 
to 3.8% due to lower price dynamics across all compo-
nents of domestic demand. 

2.2.4 Labour Market and Wages 
The downturn in economic activity has so far had only 
a limited impact on the labour market. Persistent labour 
shortages continue to put upward pressure on the 
growth of nominal earnings, which has lagged well be-
hind inflation, though. 

At the beginning of 2022, the Czech Republic had a total 
population of 10.517 million, which increased by 
16.7 thousand during the year to 10.533 million. The 
increase was due to a positive balance of foreign migra-
tion (37.1 thousand). However, this statistic does not yet 
include persons granted temporary protection in con-
nection with the war in Ukraine. By the end of last year, 
a total of 432 thousand persons were allowed to stay in 
the Czech Republic on the basis of temporary protection 
status (CZSO, 2023e), but according to the CZSO’s esti-
mate, 306 thousand of them were actually residing in 
the Czech Republic at the end of the year. We infer that 
the vast majority of them were of working age, 26% 
were children and young people under the age of 19 and 
the remaining 4% were seniors. Meanwhile, the data for 
2022 should be revised after assessing the nature of the 
stay of temporary protection holders. Therefore, in the 
forecast we work with adjusted data on international 
migration (positive balance of 343 thousand persons). 
The future intensity of migration flows due to the war in 
Ukraine cannot be estimated precisely, but we assume 
that some refugees will return to Ukraine, while immi-
gration from this country will remain elevated (but not 
nearly as much as it was after the outbreak of the war). 

The arrival of workers from Ukraine, accompanied by 
strong demand for labour, resulted in a 1.7% increase in 
employment (in the national accounts methodology) last 
year. Given the demographic trends and the severe la-
bour shortages in many sectors, the scope for further 
employment growth (except for new foreign workers) is 
very limited. As a result of the economic downturn, to 
which the labour market usually reacts with some delay, 
we expect employment to fall by 0.4% this year, but to 
increase slowly in the following years thanks to renewed 
economic growth. Due to the above factors, the unem-
ployment rate is expected to rise to 3.0% in 2023, but 
could then gradually decline to 2.7% over the CP hori-
zon. 

The increase in the statutory retirement age will play 
a dominant role in the expected evolution of the partici-
pation rate. Demographic aspects in the form of the 
changing share of age groups with a naturally high eco-
nomic activity rate (especially 45–54 years) have so far 
been favourable, but their contribution will be slightly 
negative over the CP horizon. The inflow of refugees 
from Ukraine, whose labour market participation rate 
could temporarily lag behind the current level of partici-
pation, could have a negative impact. 

Compensation of employees increased by 7.6% last year. 
Their dynamics was supported by the tight labour mar-
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ket situation, the influx of Ukrainian refugees and the 
increase in salary rates for a significant part of civil serv-
ants from 1 September 2022, which will be reflected in 
the development also this year. On the other hand, a 
decrease in economic activity accompanied by weaker 
labour demand will have a negative impact. Increased 
inflation expectations and, to some extent, the arrival of 
refugees from Ukraine are likely to be a growth factor. 
The minimum wage was increased by 6.8% with effect 

from 1 January 2023. The guaranteed wage has in-
creased at the same rate in the highest job group (but 
this is probably only received by a marginal number of 
people), while the other grades have remained un-
changed. We expect compensation of employees to rise 
by 7.2% this year, with the rate of increase slowing to 
around 4.5% in subsequent years. At this rate, the share 
of compensation of employees in GDP would fall below 
42% at the end of the CP horizon. 

2.3 Foreign Relations and Sectoral Balances 
The Czech economy has mostly posted a slight surplus in 
net lending/borrowing vis-à-vis non-residents (ESA 2010 
methodology) between 2013 and 2020. However, 
a deficit of 0.9% of GDP was recorded in 2021, which 
widened significantly to 4.9% of GDP in 2022. 

Further deterioration in the balance of goods and ser-
vices was the main reason for this development. In 
2020, the trade balance was in a surplus of 6.7% of GDP, 
which fell to 3.0% of GDP in 2021, while in 2022 the 
balance of goods and services showed a deficit of 0.1% 
of GDP. Strong import dynamics in the context of high 
energy commodity prices had a major impact. 

A slightly negative impulse then came from the long-
term deficit balance of primary income, which is mainly 
influenced by distributed earnings of foreign-controlled 
companies. In fact, the primary income deficit widened 
from 4.1% of GDP (in 2021) to 4.3% of GDP in 2022 due 
to higher profits of foreign-controlled firms (mainly 
financial institutions) and the payment of profit shares 
of the domestic banking sector from 2019–2020. The 
deficit of the secondary income balance (1.0% of GDP) 
was similar to previous years. 

As a result, the current external balance (equivalent to 
the current account of the balance of payments) record-
ed a deficit of 5.4% of GDP, which more than doubled in 
relative terms compared to 2021. 

The capital transfers balance in 2022 showed a surplus 
of 1.2% of GDP thanks to capital subsidies from the EU 
budget for investment purposes. In relative terms, it 
thus remained unchanged compared to the previous 
year.  

In the CP scenario, we assume that the deficit of the 
current external balance will ease to 2.8% of GDP this 
year due to the unwinding of price pressures in the in-
dustry and energy sectors. Going forward, the trade 
balance should also be supported by the expected eco-
nomic recovery abroad. The current external balance 
should thus return to a surplus 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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Graph 2.1: GDP Development 
change in %, contributions in percentage points 
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Source: CZSO (2023a), MF CR (2023a). MF CR calculations and forecast. 

 Graph 2.2: GDP, Productivity and Labour Intensity 
change in %, contributions in percentage points 
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Source: CZSO (2023a), MF CR (2023a). MF CR calculations and forecast. 

Graph 2.3: Investment by Sector 
change of real gross fixed capital formation in %, contributions in pp 

- 8

- 4

 0

 4

 8

 12

 16

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Private Sector
Households
Firms
Government
Investments

Source: CZSO (2023a), MF CR (2023a). MF CR calculations and forecast. 

 Graph 2.4: Nominal Consumption of Households 
national concept, change in %, contributions in pp 
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Graph 2.5: Consumer Prices in Main Divisions 
national concept, y-o-y change in %, contributions in percentage points 
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Source: CZSO (2023a). MF CR calculations. 

 Graph 2.6: Output Gap 
in % of potential product 
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Graph 2.7: Unemployment, Employment, Activity Rates 
in % 

74

76

78

80

82

84

86

88

90

 0

 1

 2

 3

 4

 5

 6

 7

 8

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Unemployment rate
Employment rate (rhs)
Activity rate (rhs)

Source: CZSO (2023c). MF CR calculations and forecast. 

 Graph 2.8: Changes in Participation Rate 
change and contributions in percentage points 
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Table 2.1: Economic Output 
levels in CZK billions, change in %, contributions in percentage points 

2022 2022 2023 2024 2025 2026
Level

Real GDP B1*g 6 259 2.5 0.1 3.0 2.9 2.5
Nominal GDP B1*g 6 795 11.2 10.0 6.9 5.8 4.8

Private consumption expenditure P.3 2 747 -0.9 -2.7 3.9 4.0 3.0
Government consumption expenditure P.3 1 318 0.6 1.6 1.3 1.6 1.8
Gross fixed capital formation P.51g 1 687 6.2 2.8 0.5 2.2 2.4
Changes in inventories and net acquis. of valuables (% of GDP) P.52+P.53 316 5.9 5.8 5.2 4.3 3.6
Exports of goods and services P.6 4 694 5.7 4.1 4.7 3.2 2.9
Imports of goods and services P.7 4 503 5.7 3.0 2.8 1.8 1.9

Final domestic demand - 1.3 -0.1 2.2 2.7 2.4
Changes in inventories and net acquis. of valuables P.52+P.53 - 1.0 -0.5 -0.7 -0.8 -0.7
External balance of goods and services B.11 - 0.2 0.8 1.4 1.0 0.8

Contributions to real GDP growth

Components of real GDP

ESA Code
Rate of change

Note: Real levels are in 2021 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 (2023a), MF CR (2023). MF CR calculations and forecast. 

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

2022 2022 2023 2024 2025 2026
Level

GDP deflator 127.8 8.6 9.9 3.8 2.8 2.2
Private consumption deflator 133.0 16.0 11.9 2.8 2.3 2.0
Harmonised index of consumer prices 132.1 14.8 12.2 2.6 2.2 2.0
Public consumption deflator 132.9 4.2 6.1 3.1 2.4 2.1
Investment deflator 125.5 8.9 6.0 3.4 2.8 2.1
Export price deflator (goods and services) 111.6 8.3 3.3 3.1 2.3 1.8
Import price deflator (goods and services) 114.4 13.1 2.7 2.3 2.0 1.6

Rate of change

Source: CZSO (2023a), Eurostat (2023). MF CR calculations and forecast. 

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

2022 2022 2023 2024 2025 2026
Level

Employment (thous. of persons) 5 450 1.7 -0.4 0.5 0.2 0.1
Employment (mil. hours worked)  9 553 3.6 -0.8 1.4 0.8 0.7
Unemployment rate (%)  2.3 2.3 3.0 2.8 2.7 2.7
Labour productivity (thous. CZK/person) 1 148 0.7 0.5 2.4 2.8 2.4
Labour productivity (CZK/hours) 655 -1.1 1.0 1.5 2.1 1.8
Compensation of employees (bn. CZK) D.1 2 997 7.6 7.2 5.8 4.4 4.5
Compensation per employee (thous. CZK/person) 632 5.5 7.9 5.3 4.3 4.3

ESA Code
Rate of change

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 2021 prices per employed person or hour worked. 
Source: CZSO (2023a, 2023c). MF CR calculations and forecast. 
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Table 2.4: Sectoral Balances 
in % of GDP 

ESA Code 2022 2023 2024 2025 2026

Net lending/borrowing vis-à-vis the rest of the world B.9 -4.9 -2.0 -0.3 0.6 1.0
Balance of goods and services -0.1 1.1 3.0 4.1 4.9
Balance of primary incomes and transfers -5.3 -3.9 -4.2 -4.5 -4.8
Capital account 1.2 1.5 1.5 1.5 1.4

Net lending/borrowing of the private sector B.9 -1.3 1.6 2.6 3.0 3.2
Net lending/borrowing of general government B.9 -3.6 -3.5 -2.9 -2.4 -2.2
Statistical discrepancy 0.0 0.0 0.0 0.0 0.0

Note: National Accounts Methodology. 
Source: CZSO (2023a). MF CR calculations and forecast. 

Table 2.5: Basic Macroeconomic Assumptions 
interest rates and change in % 

2022 2023 2024 2025 2026

Short-term interest rate (CZ) (annual average) % p.a. 6.3 7.1 5.5 3.2 2.6
Long-term interest rate (CZ) (annual average) % p.a. 4.3 4.5 4.0 3.1 2.8
Nominal effective exchange rate 2015=100 114.8 118.7 119.0 119.2 119.4
Exchange rate CZK/EUR (annual average) CZK/EUR 24.6 23.8 23.8 23.7 23.7
World excluding EU, real GDP growth change in % 3.1 3.0 3.3 3.0 3.0
EU real GDP growth change in % 3.6 0.7 1.5 1.5 1.3
Real growth of relevant foreign markets change in % 4.3 2.0 2.9 2.8 2.5
World import volumes, excluding EU change in % 4.4 2.4 3.6 3.5 3.2
Oil prices (Brent) USD/barel 101.0 77.0 72.9 70.7 69.0

Source: CNB (2023a), EIA (2023), Eurostat (2023a). MF CR calculations and forecast. 
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3 General Government Sector Finances 
The Czech Republic’s public finances reached a deficit of 1.5 pp lower year-on-year in 2022, despite the economy 
struggling with the consequences of Russia’s aggression against Ukraine. The deficit of 3.6% of GDP included not only 
a number of one-off or temporary measures such as humanitarian aid and support to economic agents affected by 
high prices, but also the effects of measures that significantly and permanently reduced the tax burden during the 
covid-19 epidemic. The state budget deficit was cushioned by a positive balance of local governments. Thus, from 
a structural perspective, the fiscal restriction was less than 1 pp. In this year, we expect the public finance deficit simi-
lar to the last year. The forecast is burdened with relatively large risks (see Section 4.2) – energy prices play a key role 
in this respect. These will determine tax revenues from windfall profits and levies on excess revenues on one hand, 
and the compensation costs associated with the ceiling on electricity and gas prices on the other. 

3.1 Current Developments of the General Government Sector 
3.1.1 Outcome in 2022 
According to data from the CZSO, the general govern-
ment sector ended 2022 with a deficit of 3.6% of GDP, 
and in structural terms with a deficit of 2.8% of GDP. 
Although last year’s deficit was mainly attributable to 
the state budget, the social security funds (health insur-
ance companies) also ended in a slight deficit. On the 
other hand, local governments again recorded a surplus. 

General government revenue grew by 10.0%, but high 
nominal GDP growth led to a decline in its proportion to 
41.0% of GDP. For the same reason, the composite tax 
quota fell by more than 1 pp year-on-year, although tax 
revenue including social security contributions increased 
by 7.9%. 

The personal income tax yield was 6.4% higher year-on-
year, as the increase in the basic taxpayer credit by 
CZK 3,000 with an impact of CZK 12.3 billion (Act 
No. 609/2020 Coll.) counteracted the growth in the volume 
of wages and salaries in the economy. The negative impact 
of the tax exemption on income from government bonds 
(Act No. 609/2020 Coll.), together with the additional 
impact of the flat-rate income tax regime for sole traders 
with incomes of up to CZK 1 million (Act 
No. 540/2020 Coll.), and the change in the taxation of 
low-emission business vehicles used also for private 
purposes (Act No. 142/2022 Coll.) amounted to 
CZK 0.4 billion in total. The temporary increase in the 
limit for the application of the deduction for gifts to 30% 
of the tax base (Act No. 609/2020 Coll.) was extended to 
2022 and at the same time the range of recipients and 
the purpose for the provision of gratuitous benefits in 
connection with aid to Ukraine and its population (Act 
No. 128/2022 Coll.) was expanded, resulting in an essen-
tially zero year-on-year effect. 

Social security contributions also depended on earnings 
growth, rising by 7.0%. Last year’s dynamics of employee 
taxation was influenced by extraordinary remuneration 
paid to workers in the health care sector, social services 
and the armed forces in 2021. The monthly payment for 
a state insured person increased by CZK 200 per person 
as of 1 January 2022 (Government Regulation 

No. 253/2021 Coll.), but was reduced again by CZK 480 with 
effect from 31 August 2022, so that its average amount 
remained at the 2021 level (Act No. 260/2022 Coll.). The 
State’s payment for temporary protection granted citi-
zens of Ukraine brought approximately CZK 4.5 billion 
into the public health insurance system. CZK 0.6 billion 
more was spent on the payment of the extraordinary 
allowance for persons quarantined due to the covid-19 
disease than in 2021 (Act No. 121/2021 Coll., as amended 
by Act No. 182/2021 Coll., Act No. 518/2021 Coll.). The 
change in the taxation of low-emission company cars 
used also for private purposes also had a negative im-
pact on the social security contributions in 2022 of CZK 
0.2 billion (Act No. 142/2022 Coll.). 

The corporate income tax yield grew by 9.8% and was 
dampened by the end of the effective date of the change 
in the method of creation and tax deductibility of tech-
nical provisions for insurance companies with an impact 
of CZK 5.3 billion (Act No. 364/2019 Coll.), the extension 
of the validity of extraordinary depreciation in the 
amount of CZK 0.6 billion (Act No. 609/2020 Coll. and Act 
No. 366/2022 Coll.) or the tax exemption of CZK 1.5 bil-
lion of government bond yields (Act No. 609/2020 Coll.). 
The “meal voucher lump sum” (Act No. 609/2020 Coll.) 
reduced the yield in low hundreds of millions of CZK, as 
did the extension of the increased limit for claiming the 
gift deduction and the extension of the range of benefi-
ciaries and the purpose for supporting Ukraine (Act No. 
128/2022 Coll.). The opposite effect was the unwinding 
of the negative impact of the increase in the entry price 
threshold for depreciation of tangible assets of CZK 1.6 
billion (Act No. 609/2020 Coll.). 

The 15.8% year-on-year increase in value added tax 
revenue was determined by strong nominal household 
consumption due to high prices. We quantify the nega-
tive effect of previously approved discretionary 
measures, such as the reclassification of selected ser-
vices to the second reduced tax rate in the first half of 
2020 (Act No. 256/2019 Coll.) or the reduction of the rate 
for accommodation, sports and cultural events, ski lifts 
and other selected services from July 2020 (Act No. 
299/2020 Coll.), at CZK 2.8 billion in total. On the other 
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hand, the waiver of the tax on electricity and gas sup-
plies at the end of 2021 in the amount of CZK 5.4 billion 
positively affected the dynamics in 2022 (Government 
Resolution No. 907/2021). The termination of the value 
added tax waiver on the purchase of respirators or the 
year-on-year lower impact of the tax waiver on the pur-
chase of vaccines and tests generated CZK 1.6 billion. 

Excise duties in terms of national legislation decreased 
year-on-year by 1.8%. The dynamics was dampened by 
the reduction of excise duty on petrol in the period from 
June to September 2022, or until the end of 2023 in the 
case of diesel, with an impact of CZK 6.7 billion (Act No. 
131/2022 Coll., Act No. 286/2022 Coll.). On the other hand, 
the introduction of a fee on solar electricity for installa-
tions put into operation in 2009 and the increase in rates 
for 2010 installations had a positive impact of CZK 3 bil-
lion (Act No. 382/2021 Coll.) and an increase in the tax on 
tobacco products of CZK 2.5 billion (Act No. 609/2020 
Coll.). In response to the increase in fuel prices, road tax 
rates were significantly reduced, which resulted in a 
revenue shortfall of CZK 4.2 billion in other taxes on 
production (Act No. 142/2022 Coll.). The remission of the 
renewable energy levy for households and companies 
amounted to CZK 4.6 billion. Taxes on production and 
imports were expanded by a new levy on the excess 
revenue of electricity producers, which brought in CZK 
1.4 billion (Act No. 365/2022 Coll.).  

The acceleration of revenue transfers reflected the im-
plementation of projects co-financed by the EU from the 
ending 2014–2020 financial perspective and from the 
Next Generation EU Instrument. Higher profitability in 
state-owned companies and interest received as part of 
the Treasury’s liquidity management have boosted 
property income. 

General government expenditure grew by 6.7%, but, as 
in the case of total revenue, the high nominal GDP 
growth caused their fall in relative terms by 1.9 pp to 
44.6% of GDP. 

Final consumption expenditure slowed to 4.8% year-on-
year and, unlike the previous few years, was mainly 
driven by intermediate consumption. The 10.6% growth 
reflected high inflation, EU co-financed projects as well 
as the migration wave from Ukraine. The increased base 
due to extraordinary remuneration payments in 2021 
and moderate salary indexation were behind the 2.0% 
increase in compensation of employees in the general 
government sector. The 5.3% growth in social transfers 
in kind reflected spending on social services and health 
care, also used by Ukrainian refugees. The extension of 
the range of persons who could apply for the housing 
allowance, as well as the increase in the amount of the 
allowance itself due to the steep rise in energy prices, 
led to a year-on-year increase in benefits paid of 
CZK 1.9 billion (Act No. 17/2022 Coll., Government Regu-
lation No. 289/2022 Coll.). The approval of higher bene-
fits for persons with disabilities (mobility allowance) 

resulted in an expenditure of CZK 0.1 billion (Act 
No. 358/2022 Coll.). The dynamics of final consumption 
expenditure was corrected by a 13.5% growth in general 
government output. 

The 9.0% increase in cash social benefits was driven by 
pension benefits, as in previous years. The increase of CZK 
300 above the standard January pension indexation re-
quired CZK 10.6 billion (Act No. 323/2021 Coll.), while two 
extraordinary indexations due to the high inflation rate 
accounted for another CZK 1,017 on average from June 
onwards, with an impact of CZK 20 billion (Government 
Regulations No. 35/2022 Coll. and No. 36/2022 Coll.) and 
from September by an average of CZK 700, raising ex-
penditure by another CZK 7.8 billion (Government Regu-
lations No. 136/2022 Coll. and No. 137/2022 Coll.).  

The increase in total of CZK 3.3 billion also affected ben-
efits supporting families with children, such as child 
benefits and adjustments to the payment of parental 
leave allowance (Act No.285/2021 Coll.), the extension of 
the length of the support period for paternal leave to 
2 weeks (Act No. 330/2021 Coll.) or the increase in foster 
care benefits (Government Regulation No. 292/2022 Coll.). 
The disposable income of families with children under 
18 years of age was strengthened last year by a one-off 
allowance of CZK 5,000 per child for households with 
a gross annual income of up to CZK 1 million. For this one-
off allowance was paid CZK 6.7 billion (Act 
No. 196/2022 Coll.). The impact of the increase in the care 
allowance for persons in the 3rd and 4th degree of de-
pendence was calculated at CZK 3.4 billion 
(Act No. 328/2021 Coll.). A further increase of 
CZK 1.5 billion in expenditure on social benefits was 
related to the extraordinary indexation of the living and 
subsistence minima from April and July 2022, respective-
ly (Government Regulations No. 75/2022 Coll. and 
No. 204/2022 Coll.). By contrast, the end of the payment 
of the special care allowance during epidemic resulted in 
year-on-year savings of CZK 3.6 billion. In the context of 
the migration wave of refugees from Ukraine, a humani-
tarian benefit of CZK 8.7 billion was paid (Act 
No. 66/2022 Coll. and No. 198/2022 Coll.) and the state 
budget transfer to the public health insurance system 
increased by about CZK 4.5 billion. 

Higher debt and interest rates led to a 70% increase in 
interest expenditure, which in relative terms reached 
1.2% of GDP. 

Fixed asset investments grew at a rate of 9.5%, driven 
mainly by strong investment activity by local govern-
ments. Investments were strongly supported by the EU 
budget funds due to the upcoming end of the 2014–
2020 programming period as well as the Next Genera-
tion EU Instrument. Their share of total investments 
increased year-on-year to almost 19%. Uncertainty in 
markets and gas supplies led to higher expenditure on 
strategic stock purchases. 
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Assistance to companies with the costs of high energy 
prices (Government Resolutions No. 786/2022 and 
No. 876/2022), which accrues to 2022 expenditure, 
amounted to CZK 5.5 billion. Support for heat from re-
newable energy sources, together with support for rail 
transport operators, was associated with a cost of CZK 1 
billion (Government Regulation No. 470/2022 Coll.). The 
provision of accommodation for Ukrainian refugees in 
private accommodation facilities paid for by the regions 
with a state contribution cost CZK 2.5 billion (Govern-
ment Regulation No. 206/2022 Coll. as amended by Gov-
ernment Regulation No. 322/2022 Coll.). By contrast, the 
year-on-year savings of tens of billions of CZK occurred 
because of the termination of anti-epidemic measures 
and related support programmes, for which accrued 
expenditure of more than CZK 3 billion was recorded. As 
a result, subsidies fell by almost 23%. 

The 13.8% increase in current transfers was mainly due 
to assistance to households facing higher energy costs 
(electricity, gas, heat) in the form of the so-called ener-
gy-savings tariff with an amount of CZK 17.4 billion (Act 
No. 232/2022 Coll., Government Regulation No. 262/2022 
Coll.). The contribution for solidarity households ac-
commodating refugees from Ukraine required CZK 1.6 
billion (Government Regulations No. 73/2022 Coll. and 
No. 205/2022 Coll., as amended by Government Regulation 
No. 439/2022 Coll.). 

The 10.9% year-on-year decline in capital transfers was 
caused by the smaller impact of the payment of the 
compensation bonus (Act No. 519/2021 Coll.) and the 
year-on-year lower impact of loss carryback mechanism 
(Act No. 299/2020 Coll.). On the contrary, these factors 
were counteracted by payments to the Czech Post for 
the provision of universal postal services for the period 
2018–2022 in the aggregate amount of CZK 7.5 billion 
and free of charge provision of military equipment to 
Ukraine in the amount of several CZK billions. 

3.1.2 Outcome in 2023 
The performance of public finances in 2023 remains 
strongly dependent on energy market developments. 
The general government balance is expected to reach 
−3.5% of GDP. Adjusted for the impact of the business 
cycle and one-off measures which are mainly linked to 
energy prices this year, the deficit should be 1.6% of 
GDP. The main burden should be borne by the state 
budget, which is budgeted with a cash deficit of 
CZK 295 billion. Social security funds should also end up 
with a slightly negative balance. Local governments are 
likely to reach a surplus again.  

General government revenues are expected to grow by 
10.5%, similar to last year, with tax revenues including 
social security contributions rising by 8.4%. Despite this, 
the 10% estimated growth in nominal GDP results in 
a 0.5 pp decline in the tax quota to 34.2% of GDP. 

High nominal consumption and the pace of government 
purchases and investment spending are contributing 
positively to consumption tax growth. Value-added tax 
is expected to grow by 8.1%, with autonomous growth 
reduced by a revenue shortfall due to the increase in 
turnover limit for tax registration from CZK 1 million to 
CZK 2 million with an impact of CZK 8.5 billion (Act 
No. 366/2022 Coll.). Conversely, the end of the tax waiver 
for the purchase of vaccines and tests should be posi-
tively reflected in tax revenue this year. 

We estimate excise tax growth, as defined by national 
legislation, at 0.8%. Revenue will be boosted by 
CZK 2.4 billion due to the increase in rates on tobacco 
products (Act No. 609/2020 Coll.), while the reduced rate 
on diesel with effect until the end of 2023 will have an 
additional negative impact of CZK 2.9 billion (Act 
No. 286/2022 Coll.). Taxes on production and imports are 
expected to be enhanced by CZK 11.1 billion this year as 
a result of the levy on excess revenues of electricity 
producers (Act No. 365/2022 Coll.). By contrast, the waiv-
ing of the renewable energy levy for households and 
companies, effective until the end of 2023, is likely to 
represent an additional revenue shortfall of 
CZK 13.8 billion. The introduction of the register of ex-
cluded persons is expected to have a negative impact on 
gambling tax revenue this year by additional 
CZK 0.5 billion (Act No. 186/2016 Coll.). 

In addition to wage and salary growth in the economy, 
income tax dynamics will be significantly affected by the 
introduction of a windfall tax. Personal income tax is 
expected to grow by 6.9% in line with the macroeconomic 
base. The continued tax exemption of government bond 
yields (Act No. 609/2020 Coll.), together with the exten-
sion of the flat-rate regime for taxpayers with annual 
incomes up to CZK 2 million (Act No. 366/2022 Coll.), will 
reduce tax revenue by an estimated CZK 0.5 billion in 2023. 
The termination of the temporary increase of the limit for 
the application of the deduction for gifts to 30% of the tax 
base associates with a positive impact of CZK 0.3 billion 
(Act No. 128/2022 Coll.). 

The estimated 7.4% increase in social security contribu-
tions is primarily related to expected earnings develop-
ments. We also take into account an increase in the 
monthly payment per state insured person to CZK 1,900, 
which will bring additional revenues to health insurance 
companies of around CZK 12 billion this year (Act 
No. 260/2022 Coll.). The positive impact of CZK 1.9 bil-
lion should be connected with the payment of the ex-
traordinary allowance for persons quarantined due to 
the covid-19 disease, which was discontinued last year 
(Act No. 518/2021 Coll.). Conversely, the introduction of 
a reduced social security rate (5% of the aggregate of the 
monthly assessment bases of the employees to whom 
the reduction is applied) when part-time work is ar-
ranged will diminish social and health insurance contri-
butions by an estimated CZK 3.3 billion (Act 
No. 216/2022 Coll.). Revenue will be slightly reduced by 
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the change in the taxation of low-emission company cars 
and the extension of the flat-rate regime. 

The 25.2% growth in corporate income tax is influenced 
by higher profits, which are taxed at an extraordinary 
rate of 60% from the established threshold in the case of 
selected industries and companies and paid as a windfall 
tax with an estimated yield of CZK 28 billion (Act 
No. 366/2022 Coll.). The effect of the 2021 tax package 
(Act No. 609/2020 Coll.) is likely to be slightly negative 
this year, with the additional impact of the tax exemp-
tion of CZK 1.6 billion on government bond yields only 
partly offset by a year-on-year lower impact of 
CZK 1 billion from extraordinary depreciation. 

The accelerating dynamics of revenue transfers should 
reflect the implementation of projects co-financed by 
the EU from the ending 2014–2020 financial perspective 
and, to a lesser extent, from the next perspective 2021–
2027, as well as from the Next Generation EU Instru-
ment. Regarding property income, the forecast foresees 
exceptionally high dividend income received by the gov-
ernment (in particular, more than CZK 40 billion from the 
energy company CEZ), while interest received on loans 
granted under the Treasury liquidity management (re-
verse repo operations) should be lower year-on-year. 

General government expenditure is expected to grow 
by more than 10%, but to remain at 44.6% of GDP given 
similar nominal GDP growth. We estimate that final 
consumption expenditure will accelerate to 7.8% year-
on-year, mainly due to the high rate of intermediate 
consumption (10.0%) reflecting still exceptionally high, 
though slowing, expected inflation rate. 

Compensation of employees is expected to show dy-
namics of more than 7%. As of January 2023, salary 
scales for soldiers and members of the security forces 
have increased by 10% (or 17% respectively for members 
in the lowest 2 grades). In addition, the reason for the 
year-on-year increase in compensation is the increase in 
salary scales for non-teaching staff in education and civil 
servants working in culture, semibudgetary organisa-
tions or covered by the Civil Service Act since September 
last year. Similarly, the increase in the volume of funds 
for salaries of teaching staff by 4% from January 2023, 
new or increased working hours in the education sector, 
including the effects of the inclusion of Ukrainian chil-
dren into the Czech education system. 

The 8.7% increase in social transfers in kind reflects 
spending on health and social services, also financed by 
higher payments for the state insured persons. The in-
crease in the amounts of the living and subsistence mini-
ma reflected in the amount of the housing supplement 
(Government Regulations No. 204/2022 Coll. and 
No. 436/2022 Coll.), together with the adjustment of the 
housing allowance (Act No. 456/2022 Coll.), will entail 
additional expenditure of an estimated CZK 2.8 billion. 
The increased mobility allowance approved with effect 

from December 2022 will require an additional 
CZK 0.7 billion this year (Act No. 358/2022 Coll.). 

In the field of cash social benefits, we are counting 
mainly on an increase in pension benefits (16.8%), which 
are determined both by the standard January indexation 
plus the allowance for each child raised and by an ex-
traordinary indexation due to the high inflation rate from 
this year’s June. Since January, according to the statutory 
indexation formula, the average pension has increased by 
CZK 825 (Government Regulations No. 290/2022 Coll. and 
No. 291/2022 Coll.); in addition, there has been an increase 
of CZK 500 per month for each child raised, with an impact 
of around CZK 19 billion in 2023 (Act No. 323/2021 Coll.). 
The extraordinary indexation in June will take place ac-
cording to the modified rules (Act No. 71/2023 Coll.), with 
an increase of CZK 400 for all pensions and a 2.3% in-
crease in the earnings-related part; the average old-age 
pension should thus rise by CZK 750. The total budgetary 
impact for 2023 is CZK 15.4 billion. Last year’s extraordi-
nary indexations bring additional budgetary burden for 
the corresponding part of the year also in 2023. 

In the area of pro-family policy, the child benefits were 
increased by CZK 200 in both the basic and increased 
assessments from January 2023 (Act No. 456/2022 Coll.) 
and foster care benefits were increased from October 
2022 (Government Regulation No. 292/2022 Coll.), with a 
total calculated impact of CZK 1.3 billion this year. The 
introduction of the institution of substitute maintenance 
for dependent children will require an additional 
CZK 0.2 billion (Act No. 588/2020 Coll.). A further in-
crease of CZK 0.8 billion in expenditure on social benefits 
is related to the indexation of the living and subsistence 
minima from July 2022 (Government Regulation 
No. 204/2022 Coll.) and January 2023 (Government 
Regulation No. 436/2022 Coll.). We also expect an in-
crease in expenditure on unemployment benefits due to 
the forecasted higher unemployment rate. By contrast, 
the end of the payment of special care allowance during 
epidemic (Act No. 520/2021 Coll.), the one-off child 
allowance paid last year (Act No. 196/2022 Coll.) and the 
year-on-year lower humanitarian benefit for Ukrainian 
refugees (Acts No. 66/2022 Coll. and No. 198/2022 Coll.) 
should dampen the dynamics of cash social benefits to 
an expected 12.5%. 

In particular, assistance to households, companies, pub-
lic and other institutions in the form of energy price caps 
in an estimated amount exceeding CZK 40 billion (Gov-
ernment Regulation No. 5/2023 Coll.) is behind the ex-
ceptionally high dynamics of subsidies. Furthermore, in 
order to avoid the full impact of high electricity prices on 
the customer in the form of a regulated price for elec-
tricity transmission, the Government approved a subsidy 
to the transmission system operator of the Czech Repub-
lic in the amount of CZK 22.7 billion (Government Reso-
lution No. 112/2023). The state will also pay 
compensation to distributors to cover part of the costs 
of electricity losses in regional and local distribution sys-
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tems and losses in gas systems in the total amount of CZK 
15.4 billion (Government Regulation No. 463/2022 Coll.). 
In the context of the ongoing conflict in Ukraine and the 
accommodation of Ukrainian refugees in private accom-
modation facilities paid for by the regions with a state con-
tribution, the forecast assumes an amount of CZK 3.5 billion 
(Government Regulation No. 206/2022 Coll., as amended by 
Government Regulation No. 322/2022 Coll.). This should 
result in a year-on-year increase in subsidies of 31.0%. 

The current transfers, which were increased last year 
due to the so-called energy-savings tariff, include this 
year a programme for customer support in the heating 
sector under the Temporary Crisis Framework with an 
amount of CZK 17 billion (Government Resolution 
1100/2022). The contribution for solidarity households 
accommodating Ukrainian refugees should cost 
CZK 1 billion, which is CZK 0.6 billion less than in 2022. 
A significant year-on-year decrease should be recorded 

in capital transfers, whose 2022 base was increased by 
extraordinary expenditures, mainly the payment to the 
Czech Post in the amount of CZK 7.5 billion. The end of 
the payment of the compensation bonus also has a posi-
tive effect on the year-on-year dynamics. By contrast, 
the forecast assumes the realisation of guarantees pro-
vided by the National Development Bank and the Export 
Guarantee and Insurance Corporation in the total 
amount of CZK 4.5 billion. As a result of these factors, 
total transfers should fall by 3.1%. 

Investments in fixed assets with an estimated growth of 
15.8% should be significantly supported by the EU budg-
et co-financing not only from the 2014–2020 program-
ming period approaching its end, but also already by 
using funds from the 2021–2027 programming period, as 
well as funds from the Next Generation EU Instrument. 
Their share of total investments is expected to increase 
by more than 9 pp year-on-year to 28%. 

3.2 General Government Outlook 
The fiscal policy stance in the Czech Republic is based on 
the statutory commitment to gradually achieve the medi-
um-term budgetary objective of 0.75% of GDP in terms 
of the structural deficit. The Act on Fiscal Responsibility 
Rules obliges the government to progress towards this 
target by at least 0.5 pp per year from 2022 onwards, 
when setting expenditure limits for the state budget and 
state funds. These should be compatible with the given 
structural deficit of the general government sector and 
the ex post performance of this sector should be in line 
with this setting (i.e. at worst at the level of these limits). 
Last year, the Czech government tightened the expendi-
ture frameworks for the state budget and state funds so 
as to set the expenditure frameworks for the state budget 
and state funds with a year-on-year change in the struc-
tural deficit, from which the expenditure limits are de-
rived, by 0.9 pp. The aim of the government is to continue 
the faster pace of public finance consolidation in the 
following years as well. 

Nevertheless, we forecast persistent public deficits, which 
will be primarily determined by the state budget. The 
Czech Republic’s general government deficit should fall 
below the 3% of GDP reference value as early as 2024 and 
deficits should continue to decline towards 2.2% of GDP 
in 2026. 

For local governments, we expect continued surpluses, 
albeit somewhat lower in magnitude compared to recent 
years. Specifically, deferred capital projects that had to be 
tendered again because of high inflation should gradually 
be implemented at higher costs. In the outlook years, the 
return of inflation to the CNB’s inflation target should 
slow down the pace of expenditure and contribute to an 
increase in surpluses in absolute terms. 

Estimates of the performance of social security funds de-
pend in particular on the predicted volume of wages and 

salaries in the economy, which is the decisive determinant 
of their future revenue growth. Given its dynamics (see 
Section 2.2.4) and rather moderate growth in expenditure 
after 2023, we expect the health insurance companies to 
run a slight surplus. 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 
3.5% on average over the outlook years. However, we 
expect a higher rate of tax revenue, including social secu-
rity contributions, averaging almost 5%. 

In the case of personal income tax, discretionary 
measures have absolutely negligible impact over the 
2024–2026 horizon. Thus, revenue is mainly determined 
by wage and salary growth, implying a rate of less than 
6% in 2024 and around 4% in the outlook years.  

Social security contributions should also be determined 
to a decisive extent by the development of wage bill in 
the economy. In 2024, the dynamics will be hampered by 
the additional effect of the reduced social insurance rate 
for selected groups of part-time employees with an im-
pact of CZK 0.3 billion. In the accrual methodology, the 
aggregate also includes payments from the state budget 
for the so-called state insured to the public health insur-
ance system. These payments will be indexed according 
to the inflation rate and real wage growth (similar to 
pensions), while another factor in the total number of 
insured persons will be the actual number of refugees 
from Ukraine (especially children). Contributions should 
thus rise by less than 5% on average. 

For corporate income tax, the pace will continue to be 
affected in 2024 and 2025 by the continued effect of the 
windfall profits tax. However, revenue will gradually de-
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cline and we expect amounts of CZK 13 and CZK 11 billion 
in the respective years. The dynamics 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 disappear in 2027. 
On the other hand, the exemption of government bond 
yields will have a negative effect of around CZK 2 billion 
per year. Combined with the 5.7% average growth in 
gross operating surplus, the year-on-year average change 
in the tax yield stands at 2.4%. 

Excise duties in terms of national legislation should grow 
by an average of 2.2%. In 2024, growth should be boosted 
by the expiry of the reduced rate on diesel at the end of 
2023, with an impact of CZK 9.6 billion. In addition, au-
tonomous development related to the economic recovery 
and rising real household earnings should have a positive 
impact. 

Value-added tax revenue depends primarily on develop-
ments in nominal household consumption, part of the 
government consumption and government investment. 
The average growth in tax revenue of 5.4% is slightly below 
the growth rate of the macroeconomic base. The increase 
in the value-added tax registration limit of annual sales 
from CZK 1 million to 2 million will have a negative impact 
of CZK 1.5 billion in 2024. The termination of the preferen-
tial tax refund scheme for Czech Television and Czech Radio 
to the same extent as for commercial stations (Act No. 
80/2019 Coll.) in the amount of CZK 0.4 billion will have a 
positive impact on tax revenue in 2025. 

In the case of other taxes on production and imports, we 
expect a further reduction in gambling tax revenue due to 
the introduction of the excluded persons’ register of 
CZK 0.3 and CZK 0.1 billion in 2024 and 2025, respectively. 
Re-established payments of households and firms on 
renewable energy sources will increase the revenue side 
of public finances by CZK 18.4 billion (corresponding to 
the evaluation of the cancellation of these payments in 
2022). In contrast, the end of the effective date for the 
excess revenue levy will affect the dynamics in 2024 by 
CZK 11.1 billion. 

For other revenue, we are working with declines over the 
entire forecast horizon for both transfers due to the evo-
lution of payments from the EU budget for current and 
capital projects co-financed by the EU and the property 
income. Here, the decline is driven both by dividend poli-
cy between 2023 and 2024, when we expect a return to 
more common pre-crisis dividend levels, and by falling 
interest income. 

3.2.2 Expected Expenditure Developments 
We forecast average growth of 2.6% in total general 
government expenditure over the outlook years. The 
dynamics in 2024 is strongly influenced by the end of one-
off and temporary operations adopted mainly in response 
to the energy crisis and effective in 2023. 

Cash social benefits are expected to rise by 2.5% on aver-
age. The pace is primarily determined by the develop-
ment of pension benefits, which we assume to be at the 
level of the statutory indexation formula according to the 
forecasted inflation rate and real wage growth (which, 
however, should not be strong enough to effectively 
affect the indexation pace over the horizon), including 
this year’s extraordinary indexation from June 2023 with 
an additional impact of CZK 11 billion next year. On the 
other hand, the dynamics should be restrained by the end 
of the impact of the exceptional measures, be it the hu-
manitarian benefit for refugees from Ukraine or the pay-
ment of a one-off allowance to families with children up 
to 18 years of age and a gross annual income of up to 
CZK 1 million. 

We expect nominal consumption growth in the general 
government sector to be between 4 and 4.5% in all years. 
Compensation of employees is expected to rise especially 
in the education sector and we expect a relatively strong-
er increase also in the health sector. However, given the 
consolidation, we expect only modest growth for the rest 
of general government employees. For social transfers in 
kind, we expect health care payments to rise in line with 
developments in system revenues. For intermediate con-
sumption, we forecast a slowdown in 2024, in line with 
the end of the 2014–2020 financial perspective and the 
start of the new 2021–2027 perspective. Growth should 
also be supported by other EU budget instruments. Here 
too, deferred spending on infrastructure and property 
repairs, especially at the local level, which are currently 
not being implemented due to supply-side constraints 
and a sharp increase in costs, should be reflected. 

In the area of investment, we expect a surge in funding 
from the Recovery and Resilience Facility, the Just Transi-
tion Fund and the REACT-EU programme in 2024, fol-
lowed by a gradual decline. For programmes co-financed 
by the European Structural and Investment Funds, we 
foresee a drop in 2024 due to the transition to the new 
financial perspective, followed by a return to the usual 
level given the early phase of the perspective cycle as well 
as a generally slightly lower allocation. We also foresee an 
increase in national investments due to the current geo-
political situation and the acceleration of the purchase of 
military equipment over virtually the entire horizon of the 
outlook. 

Subsidies are expected to fall due to the end of support 
programmes introduced in the context of high energy 
prices (see Section 3.1). However, the area of production 
subsidies is one of the areas where the government has 
declared its efforts to seek savings. After a decline of 
around 25% in 2024 due to the end of a number of one-off 
measures (energy price ceiling schemes and the resulting 
compensations), we then expect further, albeit very mod-
est, declines, with higher expenditure related to transition-
al transformational heat support and still relatively lower 
(albeit rising over time) renewable energy payment costs 
due to higher prices working against each other. 
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In line with our assumptions on interest rates, the volume 
of debt refinanced and the level of cash balances, we esti-
mate that interest expenditure will grow by 10.5% on 

average. In relative terms, interest expenditure is projected 
to increase to 1.4% of GDP over the projection horizon (see 
also Section 3.4). 

3.3 Structural Balance and Fiscal Position 
The general government balance, net of the effect of the 
business cycle and one-off or other temporary opera-
tions, was −2.8% of GDP in 2022. The cyclical component 
was essentially zero. 

One-off and other temporary operations amounted to 
−0.9% of GDP in 2022. On the revenue side, government 
measures to cushion the impact of rising energy prices 
included a reduction in the rate of excise duty on petrol 
and diesel from the beginning of June to the end of 
September, with an impact of CZK −4.2 billion, while the 
rate on diesel was reduced again from October, with an 
impact of CZK −2.5 billion by the end of the year, and 
a waiver of the renewable energy payments of CZK 
−4.6 billion. Revenues were slightly boosted by the intro-
duction of levies on the excess income of electricity pro-
ducers above the established ceiling of market income 
according to the method of electricity production, amount-
ing to CZK 1.4 billion. On the expenditure side, some 
compensatory measures related to covid-19 not exceed-
ing CZK 8 billion were ongoing. In the energy sector, sup-
port for households through the introduction of the 
energy-savings tariff had an impact of CZK −17.4 billion 
and the payment of a one-off allowance per child under 
18 to households with an annual gross income of up to 
CZK 1 million had an impact of CZK −6.7 billion. The 
government also proceeded to support enterprises in 
energy-intensive sectors with an impact of CZK 5.5 bil-
lion. The balance was further aggravated by humanitari-
an benefits for refugees from Ukraine with an impact of 
CZK 8.7 billion. 

The positive fiscal effort in 2022 was mainly due to an 
acceleration on the revenue side – value-added tax 
revenue grew strongly, personal income tax revenue 
also returned to growth after the 2021 tax changes, and 
revenues from EU funds increased; expenditure growth 
was slower than revenue growth. 

We expect the structural balance to improve to −1.6% of 
GDP in 2023. In the context of stagnating real GDP, we 
expect the negative cyclical component to open at 
−0.6% of GDP. 

This year, we expect one-off operations of −1.3% of 
GDP, mostly in the energy sector. On the revenue side, 
the impact of the waiver of the renewable energy pay-

ments is expected to be CZK −18.4 billion and the reduc-
tion in the excise duty rate on diesel CZK −9.6 billion. 
Revenues, on the other hand, should be supported by 
a tax on windfall profits of banks and energy companies 
of CZK 28.0 billion and a continued levy on excess reve-
nues of CZK 11.1 billion. On the expenditure side, we 
expect an impact on subsidies specifically related to the 
capping of electricity and gas prices for households, 
enterprises and state institutions CZK −40.2 billion. The 
impact of subsidies to the state transmission system 
operator could reach CZK −22.7 billion and to energy 
distributors CZK −15.4 billion. The impact of subsidies 
provided by the government to customers in the heating 
sector should be CZK −17.0 billion. The one-off child 
allowance from 2022 should still have an impact of CZK 
−1.1 billion this year. Humanitarian benefits for refugees 
are expected to have an impact of CZK −7.8 billion. 

In 2023, we expect a continuation of positive fiscal ef-
fort. On the revenue side, corporate income tax revenue 
(even after adjusting for the impact of windfall profits 
tax) and property income (dividends from CEZ) should 
grow significantly, and the growth of investment subsi-
dies from the EU should accelerate. Expenditure growth 
will be largely one-off in nature. 

The recovery in economic growth should lead to a grad-
ual reduction in the negative cyclical component in 
2024–2026. The structural balance should gradually 
improve to −2.2% of GDP after a temporary deteriora-
tion in 2024, mainly due to a return of property income 
to normal levels and higher defence spending. The posi-
tive fiscal effort in the outlook years will be mainly sup-
ported by expenditure, which is expected to grow more 
moderately than in 2022 and 2023, and at a slower pace 
than future revenues. We expect one-off operations to 
be negligible. 

The view on fiscal effort and the structural balance in 
the period 2024–2026 is complemented by the expendi-
ture rule of the Stability and Growth Pact, according to 
which growth in adjusted real expenditure should be in 
line with average potential output growth (2.0% for the 
Czech Republic). The Czech Republic should comply with 
this rule over the entire outlook horizon in line with the 
trajectory of improvement of the structural balance. 
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3.4 General Government Debt, Strategy and Stability of State Debt 
General government debt reached 44.1% of GDP at end-
2022. The 2.1 pp year-on-year increase in debt is mainly 
due to the increase in state debt from 40.4% to 42.7% of 
GDP, which financed, inter alia, compensation to house-
holds and businesses, including other fiscal policy stimu-
lus. 

Between 2014 and 2019, there was a steady decline in 
the relative debt ratio. The reduction in the government 
debt-to-GDP ratio by a total of 14.4 pp to 30.0% of GDP in 
2019 was almost identical to the entire increase after the 
Great Recession of 2009. The sharp deterioration in the 
state budget in 2020 and 2021 led to a 12 pp increase in 
general government debt. Nevertheless, the Czech gov-
ernment debt is still below the 60% of GDP threshold of 
the Stability and Growth Pact, as well as complying the 
debt quota level set by the Act on Fiscal Responsibility 
Rules as the so-called “debt brake rule” (55% of GDP net 
of the cash reserve for financing state debt). 

We expect the debt ratio to continue to rise slightly over 
the outlook horizon, as the absolute size of public defi-
cits will remain relatively significant. We forecast the 
general government debt to decrease 43.5% of GDP in 
2023, and to reach 44.0% of GDP at the end of 2024. The 
debt is affected in both years by the repayment of loan 
of the CEZ Group. In 2026, general government debt is 
expected to reach 45.0% of GDP. 

In terms of contributions to the change in debt, the 
dominant factor is the primary balance. Interest is pro-
jected to rise to 1.3% of GDP in relative terms between 
2023 and 2024 and to remain at this level until almost 
the end of the outlook. In 2026, it should then rise fur-
ther to 1.4% of GDP, although the forecast foresees 

a gradual decline in government bond yields. The long-
term interest rate for convergence purposes should fall 
from the current 4.6% p.a. to 2.8% p.a. in 2026. 

In 2020, the level of debt is also negatively affected by 
a decline in GDP at current prices, which has previously 
only happened in 2009 in the entire available series. 
From 2021 onwards, nominal GDP growth started to put 
the brakes on the increase in the debt quota again, and 
this should continue to be the case over the entire CP 
horizon. The 11.2% increase in GDP at current prices 
contributed to a relatively modest increase in the debt 
quota last year. We expect double-digit growth in nomi-
nal GDP in 2023 as well, while the rate of change should 
weaken in subsequent years due to a significant reduc-
tion in GDP deflator growth. 

The current forecast does not foresee any significant 
privatisation revenues under Act No. 92/1991 Coll., on 
the Conditions of Transfer of State Property to Other 
Persons, as amended. 

Central government accounts for the largest share of 
general government debt (Table 3.6). Their debt 
reached almost CZK 3,112 billion in 2022, accounting for 
about 97% of total (unconsolidated) general govern-
ment debt. Local government debt accounted for the 
remaining 3%, reaching CZK 90.4 billion in 2022, and is 
projected to remain essentially flat at CZK 91 billion in 
subsequent years due to projected surpluses. The social 
security funds show a negligible level of indebtedness. 
Health insurance companies are broadly in surplus over 
the long term, except for recent years, when the deficit 
has been covered by balances from previous years. 
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Graph 3.1: Government Balance by Sub-sectors 
in % of GDP 
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Source: CZSO (2023b). MF CR calculations and forecast. 

 Graph 3.2: One-off Measures 
in % of GDP 
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Graph 3.3: General Government Tax Revenue 
change in %, contributions in percentage points 
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 Graph 3.4: General Government Expenditure 
change in %, contributions in percentage points 
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Graph 3.5: Liquid Financial Assets 
in % of GDP, non-consolidated values 
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 Graph 3.6: Investment Co-financing from EU Funds 
nominal gross fixed capital formation change in %, contributions in pp 
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Graph 3.7: General Government Debt 
in % of GDP 
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 Graph 3.8: Changes in Debt-to-GDP Ratio 
in percentage points 
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Table 3.1: General Government Budgetary Prospects 
level in CZK billion, others in % of GDP 

2022 2022 2023 2024 2025 2026
Level

General government S.13 -247 -3.6 -3.5 -2.9 -2.4 -2.2
Central government S.1311 -298 -4.4 -4.1 -3.6 -3.1 -2.8
Local government S.1313 53 0.8 0.6 0.6 0.6 0.6
Social security funds S.1314 -2 0.0 -0.1 0.1 0.1 0.1

Total revenue TR 2783 41.0 41.1 39.6 39.0 38.5
Total expenditure TE 3030 44.6 44.7 42.6 41.4 40.6
Net lending (+)/borrowing (-) B.9 -247 -3.6 -3.5 -2.9 -2.4 -2.2

Interest expenditure D.41 78 1.2 1.2 1.3 1.3 1.4
Primary balance -169 -2.5 -2.3 -1.7 -1.2 -0.8

One-off and other temporary measures -59 -0.9 -1.3 0.0 0.0 0.0

Total taxes 1275 18.8 18.6 18.4 18.3 18.1
Taxes on production and imports D.2 771 11.3 10.8 10.8 10.8 10.8
Current taxes on income, wealth etc. D.5 505 7.4 7.8 7.6 7.5 7.3
Capital taxes D.91 0 0.0 0.0 0.0 0.0 0.0

Social security contributions D.61 1084 16.0 15.6 15.5 15.2 15.1
Property income D.4 75 1.1 1.2 0.7 0.6 0.5
Other 348 5.1 5.7 5.1 4.9 4.7
Total revenue TR 2783 41.0 41.1 39.6 39.0 38.5
p. m.: Tax burden 2360 34.7 34.2 33.8 33.6 33.3

Compensation of employees + Intermediate consumption D.1+P.2 1082 15.9 15.7 15.3 14.9 14.8
Compensation of employees D.1 690 10.2 9.9 9.7 9.5 9.3
Intermediate consumption P.2 392 5.8 5.8 5.6 5.5 5.5

Social payments 1167 17.2 17.5 16.9 16.4 16.0
of which:  Unemployment benefits 1) 15 0.2 0.2 0.2 0.2 0.2
Social transfers in kind supplied via market producers D.632 231 3.4 3.4 3.3 3.2 3.2
Social transfers other than in kind D.62 936 13.8 14.1 13.6 13.2 12.8

Interest expenditure D.41 78 1.2 1.2 1.3 1.3 1.4
Subsidies D.3 155 2.3 2.7 1.9 1.8 1.6
Gross fixed capital formation P.51g 315 4.6 4.9 4.4 4.3 4.1
Capital transfers D.9 49 0.7 0.5 0.6 0.6 0.6
Other 184 2.7 2.2 2.2 2.2 2.1
Total expenditures TE 3030 44.6 44.7 42.6 41.4 40.6
p. m.: Government consumption (nominal) P.3 1374 20.2 19.8 19.4 19.0 18.9

Net lending (+)/borrowing (-) (B.9) by sub-sectors

In % of GDP

General government (S.13)

Components of revenues

Components of expenditures

ESA Code

1) Includes cash benefits (D.621 and D.624) and transfers in kind (D.631) related to unemployment benefits. 
Source: CZSO (2023b). MF CR calculations and forecast. 

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

2022 2022 2023 2024 2025 2026
Level

Expenditure on EU programmes fully matched by EU funds revenue 78 1.1 1.9 1.4 1.2 1.1
Non-investment expenditure 18 0.3 0.5 0.3 0.3 0.3
Investment expenditure 60 0.9 1.4 1.1 0.9 0.8

Cyclical unemployment benefit expenditure -25 -0.4 0.0 0.0 0.0 0.0
Effect of discretionary revenue measures (year-on-year changes) -20 -0.3 0.2 0.0 0.0 -0.2
Revenue increases mandated by law - - - - - -

In % of GDP

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. 
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Table 3.3: A Structure of Approved Discretionary Measures in 2022–2026 
year-on-year discretional change, in CZK billion 

2022 2023 2024 2025 2026

Revenue Discretioanry Measures -19.8 13.4 1.4 -1.8 -13.9
Taxation on labour -9.2 -1.5 -0.4 - -0.1
Taxation on capital -10.5 28.0 -13.3 -1.8 -13.7
Taxation on consumption -0.0 -12.9 15.1 0.3 -
Other revenue measures -0.1 -0.2 - -0.3 -0.1

Expenditure Discretionary Measures 10.8 -65.4 115.4 -0.6 11.3
Cash social benefits -31.0 7.6 23.1 -0.6 -
Compensation of employees 3.1 -24.1 1.3 - -
Health care 12.5 0.3 - - -
Subsidies 45.9 -69.6 70.5 -0.0 11.3
Capital transfers 4.0 14.0 0.2 - -
Other expenditure measures -23.6 6.3 20.3 - -

Total -9.1 -52.0 116.8 -2.4 -2.6
% of GDP -0.1 -0.7 1.5 -0.0 -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 

2022 2022 2023 2024 2025 2026
Level

Total revenue at unchanged policies 2783 41.0 40.9 39.7 39.0 38.6
Total expenditure at unchanged policies 3030 44.6 43.0 42.0 40.8 40.2

In % of GDP

 Source: MF CR calculations and forecast. 

Table 3.5: Cyclical Developments 
change in %, output gap in % of potential product, contributions in percentage points, other in % of GDP 

ESA Code 2022 2023 2024 2025 2026

Real GDP growth (%) 2.5 0.1 3.0 2.9 2.5
Net lending of general government B.9 -3.6 -3.5 -2.9 -2.4 -2.2
Interest expenditure D.41 1.2 1.2 1.3 1.3 1.4
One-off and other temporary measures -0.9 -1.3 0.0 0.0 0.0

on the revenue side -0.2 0.1 0.2 0.2 0.0
on the expenditure side 0.7 1.4 0.1 0.1 0.0

Potential GDP growth (%) 2.1 2.5 2.2 2.2 2.2
contribution of labour 0.4 0.5 0.1 0.1 0.1
contribution of capital 0.7 0.7 0.7 0.6 0.6
total factor productivity 1.1 1.2 1.4 1.5 1.6

Output gap 0.0 -1.8 -1.2 -0.4 -0.1
Cyclical budgetary component 0.0 -0.6 -0.4 -0.1 0.0
Cyclically-adjusted balance -3.6 -2.9 -2.5 -2.3 -2.2
Cyclically-adjusted primary balance -2.5 -1.7 -1.3 -1.0 -0.8
Structural balance -2.8 -1.6 -2.6 -2.3 -2.2

Source: CZSO (2023b). MF CR calculations and forecast. 



 

 Convergence Programme of the Czech Republic  
April 2023 23 

Table 3.6: General Government Debt Developments 
in % of GDP, average maturity in years, contributions in % of debt 

ESA Code 2022 2023 2024 2025 2026

General government gross debt (consolidated) 44.1 43.5 44.0 44.4 45.0
Central government 45.7 44.9 45.5 46.2 46.9
Local government 1.3 1.2 1.2 1.1 1.0
Social security funds 0.0 0.0 0.0 0.0 0.0

Change in gross debt ratio 2.1 -0.6 0.5 0.5 0.5

Primary balance -2.5 -2.3 -1.7 -1.2 -0.8
Interest expenditure D.41 -1.2 -1.2 -1.3 -1.3 -1.4
Stock-flow adjustment 2.7 -0.2 0.4 0.4 0.4

Difference between cash and accruals -1.0 0.4 0.2 0.2 0.0
Net accumulation of financial assets 3.8 0.1 0.4 0.2 0.0

Privatisation proceeds 0.0 0.0 0.0 0.0 0.0
Valuation effects and other -0.1 0.0 0.0 0.0 0.0

p. m.: Implicit interest rate on debt -2.7 -2.8 -2.9 -2.9 -3.1
Debt according to Act No. 23/2017 Coll., art. 13 1) 44.1 43.5 44.0 44.4 45.0
Liquid financial assets 2) 18.2 16.7 16.0 15.5 14.8
Net financial debt 3) 25.9 26.8 27.9 29.0 30.2

Contributions to changes in gross debt

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 (2023b). 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 

2022 2023 2024 2025 2026

Average maturity years 6.2 6.4 6.5 6.5 6.5
Debt due within 1 year % of debt 12.1 8.8 10.5 10.5 9.7
Debt amortization (existing bonds) since the end of the previous year % of GDP 3.1 2.7 2.3 3.1 3.0

Debt with interest fixation within 1 year % of debt 23.2 20.1 21.8 21.8 17.9
Fixed interest long-term debt due within 1 year % of debt 3.9 4.8 7.4 7.4 3.7
Variable interest long-term debt % of debt 14.4 12.2 11.5 11.8 11.8
Monetary instruments % of debt 5.1 3.1 2.8 2.6 2.5
Effect of derivative operations % of debt -0.2 0.0 0.0 0.0 0.0

Foreign-currency exposition of the state debt 1) % of debt 5.8 5.2 4.8 4.4 4.2
EUR exposition % of debt 5.2 4.7 4.3 4.0 3.7

Foreign Currency Exposition

Refinancing

State Debt's Interest

1) State debt denominated in foreign currencies adjusted for collateral and assets. 
Source: MF CR. 
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4 Comparison with the Previous Convergence 
Programme, Risks of Forecast and Sensitivity Analysis 

Comparisons between this year’s and last year’s CP are focused on evaluating the 2022 forecast and the change in 
forecast for 2023. However, as in previous years during the epidemic, comparisons are highly problematic. The energy 
crisis has gradually necessitated a number of measures on the national and international scene that could not have 
been anticipated last April. The following years can be viewed in a similar way, which, moreover, are influenced by 
differences between forecasts 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 impact on the 
highly open Czech economy. Another 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, drawn up 
shortly after the start of Russia’s military aggression 
against Ukraine, was based on the assumption that the 
conflict would end during 2022 and that economic sanc-
tions against the Russian Federation would not disrupt 
oil and gas supplies to Europe. Although the assump-
tions did not materialise, economic growth was stronger 
last year compared to the CP 2022 scenario (see Section 
2.2.1). On the other hand, expectations for 2023 have 
deteriorated significantly – while last year’s CP foresaw 
real GDP growth of 3.6%, the CP 2023 scenario works 
with an increase in economic output of only 0.1%. There 
are also large differences in the structure of growth in 
both years, for all expenditure components except gov-
ernment consumption. 

The expected price trajectory also differs from the pre-
vious CP (see Section 2.2.3). The CP 2022 scenario as-
sumed that annual inflation would peak at slightly above 
12% in mid-2022 and then decline relatively quickly, 
with inflation expected to be close to 2% by the end of 
2023. However, inflation slightly exceeded 19% at the 
beginning of this year and, according to CP 2023, it 
should return to the tolerance band around the CNB’s 
inflation target only in 2024. 

Employment and unemployment (see Section 2.2.4) 
evolved more or less in line with the previous CP scenar-
io in 2022, but wage dynamics were noticeably affected 
by high inflation. Although we expect nominal earnings 
growth to be stronger over the entire horizon of the CP 
2023 than in the CP 2022, the level of real earnings is 
lower due to faster price growth. 

4.1.2 Fiscal Scenario 
Last year’s CP projected a 5.6% growth in tax revenues, 
including social security contributions, for 2022 (see 
Section 3.1.1). Personal income tax and social security 
contributions performed better, reflecting stronger 
wage and salary growth of more than 3 pp. Corporate 
income tax also grew faster by 1 pp. This is again related 
to the macroeconomic base, with gross operating sur-

plus growing faster by around 3.5 pp. The value added 
tax was supported by higher nominal household con-
sumption due to higher inflation. Of the non-tax reve-
nues, property and sales revenues ended up higher. 

By contrast, actual spending in 2022 widened the public 
deficit more than projected. The CP 2022 predicted a 
4.8% change in expenditure, while the actual figure was 
6.7% (see Section 3.1.1). General government consump-
tion increased by 0.4 pp more compared to last year’s 
forecast. In terms of its composition, the higher growth 
in compensation of employees (due to the increase in 
wages and salaries with effect from September, which 
was not known in April) offset the lower growth in in-
termediate consumption. Total public investment grew 
by 9.5%, which is also relatively close to the forecast 
(10%) in last year’s CP. However, the most pronounced 
differences were in social benefits, where two, instead 
of one, extraordinary pension indexations during 2022 
took place, leading to a 2 pp higher pace of benefits 
than was estimated. Interest costs grew significantly 
faster (almost twice as fast) due to higher-than-
expected government bond yields. While subsidies were 
relatively close to the forecasted year-on-year decline, 
capital transfers, instead of increasing by 37%, fell by 
around 11%. The primary reason for this is the failure to 
capture the originally contemplated expenditure of the 
Financial Market Guarantee System in connection with 
the closure of Sberbank CZ, a.s. due to the high probabil-
ity of recovery of funds. 

In contrast to the previous forecast, this year’s CP pre-
dicts stagnation in real GDP for 2023. On the other hand, 
we expect higher growth in the GDP deflator. Nominal 
GDP growth should thus be more than 2 pp higher than 
predicted last year (see Section 2.2.1). Moreover, there 
are significant differences in the amount of discretionary 
measures taken into account. On the revenue side, taxes 
and social contributions were forecast to grow by 6.8% 
last year, while the CP 2023 works with a 1.6 pp. higher 
growth rate. The main determinant is one-off tax reve-
nues related to extraordinary gains (see Section 3.1.2). 
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For expenditure, growth in the CP 2022 was forecast at 
3.5% for 2023, while we expect growth of around 10% 
this year (Section 3.1.2). Also in this case, the impact of 

additional expenditure related to the energy crisis is 
decisive. 

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. 

Natural gas supplies from Russia to the EU are severely 
restricted and we do not expect them to resume. We 
anticipate that this shortfall will be replaced by in-
creased gas imports from other countries (including 
liquefied natural gas). At the same time, demand for 
natural gas is expected to decline as a result of contin-
ued high prices, additional energy savings and a shift to 
alternative technologies. We see the failure to meet 
these assumptions, especially in the medium term, as 
the main downside risk to the forecast. 

In the forecast, we also work under the assumption that 
the next likely waves of the covid-19 pandemic can be 
managed without the need to adopt macroeconomically 
significant counter-epidemic restrictions. However, de-
velopments in China are a significant risk, as is the emer-
gence and spread of new coronavirus variants, against 
which available vaccines or experienced disease would 
provide little protection. 

The failure of several banks in the United States and the 
troubles of Credit Suisse have increased volatility in the 
financial markets. Although these events pose a risk, 
especially if confidence in the stability of the banking 
sector were to erode further, we do not foresee 
a significant impact on the real economy, either in the 
US or in Europe. 

However, a significant risk to the Czech economy is the 
further development of inflation and inflation expecta-
tions. It is crucial that inflation expectations return to 
close to the CNB’s inflation target. Otherwise, a return 
of inflation to 2% would require even tighter monetary 
policy, which would entail additional economic costs. 
The structure and intensity of fiscal consolidation, 
which is complicated by the impact of the Russian ag-
gression in Ukraine, high inflation and the need to en-
sure energy sufficiency, will also be crucial. 

Available data suggest that the imbalances that charac-
terised the labour market before the pandemic are still 
present. Staff shortages are evident in almost all sectors 
of the economy and represent a significant barrier to 
production growth, particularly in the construction sec-
tor. However, in addition to the weak economic dynam-
ics, the influx of refugees from Ukraine is also 
contributing to the easing of the mismatch between 
demand and supply in the labour market and the associ-
ated upward pressure on wages. 

In the medium and long term, given demographic devel-
opments, it will be crucial to make the integration of 
refugees from Ukraine as successful as possible and to 
increase labour productivity, for example by investing in 
automation, robotization and digital technologies. Given 
the high involvement of Czech firms in global supply 
chains, a strong impetus for productivity growth would 
also be their shift to higher value-added positions (ei-
ther towards the initial R&D phase or towards the phase 
of selling the final product). 

The gross savings rate of households, as well as the level 
of net lending/borrowing, has remained elevated since 
the outbreak of the pandemic. These “extra savings” 
could now be used by some households to cushion the 
impact of high consumer price growth on real con-
sumption. 

A rise in interest rates and a substantial increase in pric-
es could cause some households and firms to run into 
repayment problems, leading 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 and non-financial corporations has 
continued to decline slowly. Overvaluation of residen-
tial property prices also remains a risk. 

Given the importance of the automotive industry for 
the Czech economy, the strong pro-cyclicality of this 
sector, its export orientation and dependence on supply 
chains is a risk. The risks in the automotive industry are 
further exacerbated by structural changes due to the 
gradual tightening of emission standards and the transi-
tion to electromobility. This will require huge invest-
ments in the development of technology, machinery and 
equipment or infrastructure. An impact on employment 
or supplier-customer relations can also be expected. 

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. 

A significant risk to the fiscal forecast is the further de-
velopment of electricity and gas prices. These will affect 
both the revenue and expenditure side. On the revenue 
side, the government has introduced two temporary tax 
measures targeting windfall gains, mainly in the energy 
sector. Declining prices should therefore lead to lower 
revenues in this respect. On the other hand, lower ener-
gy prices should imply a reduction in expenditure relat-
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ed to compensating traders for losses due to the price 
caps. The current energy price situation represents a rather 
positive scenario. 

Higher inflation would lead to the need for higher in-
dexation of pensions and probably also some other 
social benefits. This would increase state budget spend-
ing and could lead to further adjustments in the social 
area. At the same time, the volume of cash and in-kind 
social benefits for households at risk of poverty would 
continue to rise. 

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 overall impact of the materialisation of these risks 
on public finances is thus rather negative. Although the 
situation in the area of energy prices (with a strong 
spillover into headline inflation) has so far developed in 
a positive direction, adverse scenarios in the area of 
pensions represent a relatively costly risk per se. If they 
were to materialise, they would require a rather massive 
retrenchment, which could also affect investment and 
thus have a negative impact on both current and long-
term economic growth. Without corresponding austerity 
measures or changes in revenues, the balance would 
otherwise deteriorate, including an even stronger in-
crease in debt service. 

Compared to the baseline scenario of the CP, however, 
the upcoming consolidation of public finances is of 
course a positive risk. Its scope is to amount to at least 
CZK 70 billion. This would lead to a faster decline in 
general government deficits and a revision of the cur-
rent indebtedness trend. 

4.2.3 Alternative Scenario 
A positive risk to the general government balance in the 
Czech Republic is the level and structure of public fi-
nance consolidation. Its intensity and composition will 
also affect the macroeconomic framework of the CP, 
and through second-round effects, the final budgetary 
impact of individual measures. 

The form of consolidation is currently under discussion, 
which is why it is not part of the baseline scenario of the 
CP forecast. The structure of consolidation should affect 
both the expenditure and revenue sides of public budg-
ets with the aim of reducing the state budget deficit by 
at least CZK 70 billion. The package of measures is pri-
marily aimed at 2024. 

The alternative CP scenario therefore contains an illus-
tration of the impact of consolidation on public budgets. 
The starting point is a fiscal effort of 1 pp. We assume 
that there would be a partial widening of the negative 
output gap and therefore not a full pass-through of the 
consolidation package to the overall balance. The effects 
of the business cycle will affect tax revenues and social 
security contributions as well as some social spending. 

Consolidation would lead to an improvement in the 
general government balance to 2.1% of GDP, with defi-
cits falling to 1.4% of GDP over the CP horizon due to ade-
quately changed base. Lower deficits would also have 
a positive impact on general government debt, which 
would not grow but would very likely continue to fall to 
between 42% and 43% of GDP. 

However, the estimate of the general government bal-
ance and debt has to be taken as a mean value, with a 
relatively large standard deviation risk. Risks and uncer-
tainties will need to be taken into account when setting 
expenditure frameworks for the coming years. 

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 certain issues 
of possible future developments. The first scenario con-
siders 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 scenario of the Convergence Programme. In the 
alternative scenarios, we assume different develop-
ments from the baseline scenario in the first half of 
2024. 

4.3.1 Lower GDP Growth in the EU in 2024 
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 in 2024 by 2.6 pp, 
which corresponds to the standard deviation over the 
period 2002–2022. 

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 0.7 pp in 2024 
compared to the baseline scenario. Lower growth in 
corporate profits due to weaker exports would slow 
investment by 0.5 pp. A negative income effect in the form 
of relatively lower growth of wages and returns on capital 
would slow down household consumption by 0.3 pp. 

The impact on the general government balance is nega-
tive by 0.2 pp in the first year of the outlook, with 
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a maximum differential of 0.1 pp in subsequent years. 
The lower economic performance has an impact on 
taxes and social security contributions on the revenue 
side, while on the expenditure side it leads mainly to an 
increase in spending on unemployment benefits. In the 
projection years, the effect of lower inflation on the 
indexation of pension benefits is slightly positive. Debt 
would then increase by 0.2 pp more in 2023 than in the 
baseline scenario and then the differential would in-
crease to 0.4 pp by the end of the projection. In addition 
to a higher deficit, this would 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 policy tightening for 2024 of 
1.1 pp above the baseline scenario. This value corre-
sponds to the standard deviation of short-term interest 
rates between 2002 and 2022. 

A more restrictive monetary policy would have a nega-
tive effect on economic development. Pressure on the 
appreciation of the Czech currency would increase price 
of exports, while imported goods would become rela-
tively cheaper. However, a slight slowdown in exports by 
0.3 pp would put downward pressure on imports, given 

the high import intensity of exports. Lower income and 
a fall in profits of business entities would have a similar 
effect. As a result, import growth would be slightly lower 
than in the baseline 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. 
Restrictive monetary policy would thus result in a deepen-
ing of the decline in household consumption by 0.2 pp. 

Firms’ profitability would fall as a result of the decline in 
foreign as well as domestic demand. Firms would react 
to the fall in profits and the rise in the cost of credit by 
slowing investment by 0.2 pp. 

Given the negative impact of the higher interest rate on 
investment, consumption and exports, the resulting 
impact on GDP growth would also be negative by 0.3 pp. 

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 pp. 

4.4 Verification of the Macroeconomic Scenario by the Committee on Budgetary Forecasts 
In accordance with Act No. 23/2017 Coll., on 18 April 
2023, the macroeconomic scenario and the general 
government revenue forecast were assessed by the 
Committee on Budgetary Forecasts in terms of probability 

of their materialisation. The Committee assessed both 
the macroeconomic and revenue forecasts as realistic 
(CBF, 2023a, 2023b). 
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Table 4.1: Change in the Indicators of the Scenario 

2022 2023 2024 2025 2022 2023 2024 2025
External Assumptions

Real GDP in EU change in % 2.5 3.1 2.8 1.7 3.6 0.7 1.5 1.5
Prices of oil (Brent) USD/barrel 104.8 91.3 83.5 78.8 101.0 77.0 72.9 70.7
Exchange rate USD/EUR USD/EUR 1.11 1.10 1.10 1.10 1.05 1.08 1.10 1.11
Exchange rate CZK/EUR CZK/EUR 24.4 24.2 24.1 24.0 24.6 23.8 23.8 23.7

Real Values
GDP change in % 1.2 3.6 3.2 2.4 2.5 0.1 3.0 2.9

Households consumption change in % 0.5 4.5 4.0 3.5 -0.9 -2.7 3.9 4.0
Government consumption change in % 1.0 1.0 1.1 1.6 0.6 1.6 1.3 1.6
Gross fixed capital formation change in % 2.2 5.9 0.1 0.2 6.2 2.8 0.5 2.2
Contribution of final domestic demand p.p. 1.0 3.9 2.2 2.0 1.3 -0.1 2.2 2.7
Contribution of foreign trade p.p. 0.1 0.2 1.3 0.9 0.2 0.8 1.4 1.0

Output gap % -1.8 -0.5 -0.1 -0.1 0.0 -1.8 -1.2 -0.4
Others

Nominal GDP CZK bn. 6618 7135 7550 7904 6795 7475 7989 8451
Harmonised index of consumer prices change in % 11.3 4.2 2.0 2.0 14.8 12.2 2.6 2.2
Employment change in % 2.1 1.3 0.2 0.1 1.7 -0.4 0.5 0.2
Unemployment rate % 2.5 2.6 2.4 2.3 2.3 3.0 2.8 2.7
Wages and salaries change in % 6.0 6.2 3.9 4.0 9.1 7.5 5.8 4.4

General Government
Revenue % of GDP 40.4 40.0 38.5 37.6 41.0 41.1 39.6 39.0

Value-added tax change in % 12.2 8.8 4.4 4.4 15.8 8.1 5.5 5.9
Excise taxes change in % 4.2 5.2 0.2 0.6 -1.8 0.8 6.3 0.3
Personal income tax change in % -0.2 6.2 4.2 4.0 6.4 6.9 5.8 3.9
Corporate income tax change in % 9.0 10.8 7.0 4.8 9.8 25.2 1.2 5.6
Social security contributions change in % 4.4 5.3 3.2 3.4 7.0 7.4 6.2 4.0

Expenditure % of GDP 45.0 43.2 41.4 40.3 44.6 44.7 42.6 41.4

Compensation of employees change in % 0.5 3.2 3.0 3.5 2.0 7.1 4.5 3.5

Intermediate consumption change in % 11.7 5.0 3.0 3.0 10.6 10.0 3.5 4.0

Social transfers in kind change in % 2.1 2.2 2.3 2.3 5.3 8.7 5.5 3.0
Social benefits other than in kind change in % 7.0 7.0 3.4 1.8 9.0 12.5 3.2 2.3
Gross fixed capital formation change in % 10.0 10.4 -13.3 -6.2 9.5 15.8 -2.7 1.9

General government balance % of GDP -4.5 -3.2 -2.9 -2.7 -3.6 -3.5 -2.9 -2.4
Structural balance % of GDP -3.1 -3.1 -2.9 -2.7 -2.8 -1.6 -2.6 -2.3
General government debt % of GDP 42.7 43.4 44.4 45.4 44.1 43.5 44.0 44.4

April 2023 CPApril 2022 CP

Source: CNB (2023a), CZSO (2023a), EIA (2023), Eurostat (2023), MF CR (2022a). 
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Table 4.2: Alternative Scenario of the Fiscal Forecast 
in % of GDP 

2022 2023 2024 2025 2026

Revenue forecast of the Convergence Programme 41.0 41.1 39.6 39.0 38.5
Alternative revenue forecast 41.0 41.1 39.4 38.7 38.2
Expenditure forecast of the Convergence Programme 44.6 44.7 42.6 41.4 40.6
Alternative expenditure forecast 44.6 44.7 41.4 40.2 39.5
Balance forecast of the Convergence Programme -3.6 -3.5 -2.9 -2.4 -2.2
Alternative balance forecast -3.6 -3.5 -2.1 -1.6 -1.4
Debt forecast of the Convergence Programme 44.1 43.5 44.0 44.4 45.0
Alternative debt forecast 44.1 43.5 43.1 42.7 42.5

Source: CZSO (2023b). MF CR calculations and forecast. 

Table 4.3: Basic Macroeconomic Indicators – Sensitivity Scenarios 
2023 2024 2025 2026

Baseline Scenario
Gross domestic product Y-o-Y in % 0.1 3.0 2.9 2.5

Private consumption Y-o-Y in % -2.7 3.9 4.0 3.0
Gross fixed capital formation Y-o-Y in % 2.8 0.5 2.2 2.4
Exports of goods and services Y-o-Y in % 4.1 4.7 3.2 2.9
Imports of goods and services Y-o-Y in % 3.0 2.8 1.8 1.9

Harmonised index of consumer prices Y-o-Y in % 12.2 2.6 2.2 2.0
Unemployment rate in % 3.0 2.8 2.7 2.7
General government balance % of GDP -3.5 -2.9 -2.4 -2.2
Gross government debt % of GDP 43.5 44.0 44.4 45.0

Alternative Scenario I - Lower GDP Growth in EU in 2024
Gross domestic product Y-o-Y in % 0.1 2.3 3.0 2.5

Private consumption Y-o-Y in % -2.7 3.6 3.8 3.0
Gross fixed capital formation Y-o-Y in % 2.8 0.0 1.9 2.4
Exports of goods and services Y-o-Y in % 4.1 3.1 3.0 2.9
Imports of goods and services Y-o-Y in % 3.0 1.6 1.5 1.8

Harmonised index of consumer prices Y-o-Y in % 12.2 2.6 2.2 2.0
Unemployment rate in % 3.0 3.3 2.7 2.7
General government balance % of GDP -3.5 -3.1 -2.5 -2.2
Gross government debt % of GDP 43.5 44.2 44.7 45.4

Alternative Scenario II - Higher Interest Rates
Gross domestic product Y-o-Y in % 0.1 2.7 2.8 2.5

Private consumption Y-o-Y in % -2.7 3.7 3.9 3.0
Gross fixed capital formation Y-o-Y in % 2.8 0.3 2.3 2.5
Exports of goods and services Y-o-Y in % 4.1 4.4 3.0 2.8
Imports of goods and services Y-o-Y in % 3.0 2.7 1.8 1.9

Harmonised index of consumer prices Y-o-Y in % 12.2 2.3 2.1 2.0
Unemployment rate in % 3.0 3.1 2.7 2.7
General government balance % of GDP -3.5 -3.0 -2.5 -2.2
Gross government debt % of GDP 43.5 44.1 44.6 45.2

Note: Different values in the text and in the table are caused by the rounding of values to one decimal place. 
Source: CZSO (2023a), EIA (2023), Eurostat (2023), 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. Far 
most important factor is the expected demographic developments, which are likely to significantly increase the ratio 
of pensioners to the persons of working age over the next few decades. However, the process of population ageing is 
not a matter for the distant future, but is already evident today. This is putting pressure on public finances and thus 
creating a need to reform social systems. The Policy Statement of the Government explicitly mentions the end of 2023 
as the deadline for presenting a comprehensive pension reform. However, the phenomenon of population ageing 
affects not only old-age pensions but also other parts of public finances such as health, long-term care and education. 

5.1 Government Strategy and Implemented Reforms 
5.1.1 Current State of the Public Pension System 
The pay-as-you-go pension insurance system, regulated 
by Act No.155/1995 Coll., has undergone many changes 
since its entry into force, mainly concerning the retire-
ment age, the calculation of pensions and the method or 
amount of indexation. The system for calculating pen-
sions 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 the calculation of 
pensions, which is fully in line with the social insurance 
contribution cap of the same level. 

The latest adjustment of the pension system in terms of 
the retirement age applies with effect from 1 January 
2018 (Act No. 203/2017 Coll.). The retirement age for 
both men and women increases 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 aim of the reports is to assess the 
current retirement age and, if necessary, propose ad-
justments to the retirement age so that insured persons 
can spend on average a quarter of their lives in retire-
ment. In addition, the changes to the retirement age 
setting do not affect people who are over 55 at the time 
of the revision. However, the revision mechanism does 
not oblige the Government, but only recommends to 
submit the change in the retirement age to Czech Par-
liament for approval. The Government took advantage 
of this arrangement and decided not to change the cur-
rent setting of retirement age for the time being. The 
statutory retirement age also affects the conditions of 
pertaining permanent widow’s and widower’s pensions, 
where the age limit is linked to old-age pensions. For 
early retirement pensions, the threshold is gradually 
shifting from three to five years before the statutory 
retirement age. This maximum period of five years can 
be used, at the cost of significant penalties, by persons 
whose statutory age limit is 65 or over. 

With effect from 1 January 2023, two changes have been 
made to the amount of pensions and the retirement age by 
Act No. 323/2021 Coll. The first change concerns the ad-
justment of the earnings-related part of 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 re-
tirement pension for Integrated Rescue System workers 
will not be reduced if the insured has worked in the system 
for at least 20 years. 

In the area of early retirement pensions, there are gen-
erally several penalty rates that progressively reduce the 
resulting benefit throughout the period over which the 
pension is paid out. A reduction of 0.9% applies to the 
basis of calculation up to 360 days before the statutory 
retirement age, 1.2% for the period from the 361st to 
the 720th day before the statutory retirement age and 
finally 1.5% for periods beyond 720 days (up to the limit 
permitted by law). The earnings-related part of the old-
age pension benefit is then reduced by these amounts 
for every, at least commenced, 90 days. 

In addition, there is a system of pre-retirement scheme 
that allows participants in supplementary pension sav-
ings (Pillar III) to draw 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 III, which 
should ensure a monthly pension of at least 30% of the 
average wage. The old-age pension benefit is not re-
duced for the years in which the pre-retirement pension 
is taken. As of the end of 2022, only 5,335 persons with 
an average benefit of CZK 13,318 took advantage of the 
pre-retirement scheme. The number of people receiving 
the pre-retirement pension thus increased year-on-year 
by 1,028 people. 

There are three groups of disability pensions in the 
Czech Republic, divided according to the degree of disa-
bility. A person may be entitled to a disability pension if 
his/her working capacity is decreased by at least 35% as 
a result of a long-term adverse health condition. The 
first degree of disability applies to a decrease in working 
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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 growth of the 
consumer price index or the pensioners’ cost-of-living index 
(whichever is higher) and one half of the real wage growth. 
The indexation is carried out once a year on 1 January, 
except where inflation has reached at least 5% since the 
end of the previous reference period. On the other hand, in 
the case of periods of low inflation and/or low real wage 
growth, there is the possibility for the government to ad-
just the amount of the indexation. If the increase in the 
average pension according to the standard indexation 
formula does not reach 2.7%, the Government is entitled to 
index pensions up to that level by regulation of the gov-
ernment. In addition, for persons over particular age, there 
is an increase in the earnings-related part of pension bene-
fit by a stated amount (for persons aged 85 and over, by 
CZK 1,000 per month, and for persons aged 100 and over, 
by a further CZK 1,000). 

The government has announced its intentions to strength-
en the long-term sustainability of the pension system 
through several parametric adjustments. The government 
has set up an advisory team to discuss a number of these 
issues. Representatives of the parties of the governing 
coalition have declared that they are discussing issues 
related to the possible extension of the retirement age or 
proposals to modify the conditions for early retirement 
pensions. 

5.1.2 Development in the Healthcare System 
The cash balances of health insurance companies in bank 
accounts have averaged 0.6% of GDP over the last ten 
years, reaching a peak in 2020 (1.1% of GDP), before declin-
ing to 0.8% of GDP in the following year, primarily due to 
so-called compensatory decrees that took into account the 
impact of the coronavirus epidemic on the performance of 
the public health insurance system (e.g. they compensated 
increased expenditure of health care providers, deter-
mined an extraordinary bonus to medical staff for working 
during epidemic or included additional compensation for 
2020 for segments where there was a higher drop in the 
volume of services provided), which has impact on the rise 
in expenditure in cash terms in 2021. In 2022, the impact of 
the pandemic on expenditure decreased significantly, but 
the resulting level of cash balances was negatively affected 
by high price increases and the influx of refugees from 
Ukraine. In spite of these factors, the level of cash balances 
increased to CZK 56.8 billion (0.8% of GDP). This year, given 
the projected deficit performance of the public health 
insurance system according to the health insurance plans, 
cash balances could decrease to CZK 49.3 billion (0.7% of 
GDP). In the following years, based on the medium-term 
outlook of the health insurance companies’ performance, 
their further decrease is expected, both in absolute terms 
and as a proportion of GDP. The causes of the above-
mentioned increases in healthcare expenditure are rela-

tively short-term in nature; in the medium and long term, 
the main factors will be the ageing of the population, the 
gradual increase in high-cost healthcare services, the inclu-
sion of new and very costly drugs in reimbursed care, the 
introduction of innovative treatments and the increase in 
the cost of medicines reimbursed to healthcare providers 
at specialised centres. It is thus clear that the public health 
insurance system will have to set a long-term lower dynam-
ics of expenditure in relation to revenue, and also imple-
ment measures to increase efficiency and economy in 
health care spending. In addition, other measures will also 
have to be taken to address both the level of available 
resources of the public health insurance system and their 
structure. 

Several measures contribute to improving the efficiency of 
spending. A large part of this is the long-term DRG Restart 
project. Under this project, the CZ-DRG system was devel-
oped and implemented across the board in the acute inpa-
tient care segment, which will be used to classify hospital 
cases into approximately 1,800 DRG groups (hospital case 
classification system), which make up over 700 DRG bases 
in 2023. This year, then, there is a significant increase in the 
volume of cases reimbursed by lump sum case to 10.3% of 
the total number of hospital cases (only 0.4% in 2019). 
Conversely, there is a noticeable downward trend in the 
share of lump sum reimbursement (92.5% in 2019 to 51.4% 
in 2023). A gradual increase in the volume of care covered 
by the lump sum case is planned for the next few years in 
healthcare reimbursement, but this will need to take into 
account the heterogeneity of healthcare providers through 
cost modifiers linked to the structural characteristics of 
hospitals (particularly relevant for care provided by special-
ised centres). However, these compensations should only 
be partial, so that these providers are incentivised to make 
savings and increase efficiency in their health care expendi-
ture. This year, the CZ-DRG system is also being reflected 
for the first time in the reimbursement of day care, where 
it is planned to significantly increase its share in the total 
volume of procedures in the coming years. Greater use of 
same-day care will lead to lower unit costs for surgical 
procedures, reduced need for staff, increased productivity 
in terms of more efficient use of hospital capacity, shorter 
waiting times and faster, more comfortable patient recov-
ery at home. 

Spending efficiency is also affected by the ongoing overall 
digitalisation of the healthcare system, which is expected 
to take place in several phases, with the final aim of 
streamlining the provision of healthcare services, their 
reimbursement and control in healthcare providing. The 
first phase was initiated with the approval of Act 
No. 325/2021 Coll., on the Electronicisation of Health 
Care, whereby the basic elements of a functional e-health 
system will be built between 2022 and 2026. Last year, 
core health registers (of health services, health workers 
and patients) were created, which are a source of unam-
biguous, real-time and correct data for the identification 
of subjects. Health care providers are to be required to 
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use these core data from 2024. In parallel, an Integrated 
Data Interface has been created to ensure secure sharing 
of data and medical records and to maintain authorised 
communication between the entities involved in eHealth. 
According to the Act, the Ministry of Health will then issue 
the so-called eHealth Standards, which define the struc-
ture, content and format of data files and data messages, 
the interface for maintaining and transmitting health 
records in electronic form and their security, classifica-

tion, nomenclature and terminology for their use. Health 
care providers will be obliged to comply with them from 
2026. In the next phases of digitalisation, beyond the 
scope of this law, it is planned to introduce a medical 
documentation index as an information system describing 
the basic typology of existing medical documentation 
(only for exhaustively defined parts) and bringing togeth-
er metadata about the documentation. 

 

Box 1: Automatic Indexation Mechanism of State Insurance Payments for the State-Insured Persons 
Financing of health care in the Czech Republic is primarily based on payments of contributions from compulsory health insurance by 
employees, employers and self-employed persons. Another important component of the public health insurance system's revenue is 
payments from the state budget for the so-called state-insured persons (in 2022, on average about 6.1 million persons, including 
mainly old-age pensioners, children, women on maternity or parental leave and the unemployed, for whom the state paid insurance 
contributions totalling CZK 129.4 billion) in the amount of the product of the 13.5% contribution rate and the assessment base. 
In most cases, the amount was set by law by the government on the basis of political agreements, or could be changed by regulation 
of the government by 30 June, with effect from 1 January of the following year. Accordingly, account was to be taken of the devel-
opment of average wages, the possibilities of the State budget and the development of the financial balance of public health insur-
ance system. The payment from the state budget thus determined is paid monthly by the MF CR to a special account of the public 
health insurance on the basis of the number of state-insured persons communicated by the health insurance companies. The total 
resources of the public health insurance system are subsequently redistributed from the special public health insurance account to 
the individual health insurance companies according to the number of insured persons, their gender, age structure and cost indices 
of the age groups of insured persons to finance the health care guaranteed by Act No.48/1997 Coll. However, this method of deter-
mining the assessment base was very non-transparent and made it difficult for health insurance companies to plan the total revenue 
and the related health care expenditure.  

In accordance with the Policy Statement of the Government, Act No.260/2022 Coll. was thus approved, which introduces an auto-
matic indexation mechanism for determining the amount of the assessment base for insurance contributions paid by the state for 
the state-insured persons, which the Government will publish by regulation of the government by 30 September of the calendar 
year preceding by one year the calendar year for which the assessment base is determined. The initial value of the assessment base 
is set by this act at CZK 14,074 for 2023, so under the new mechanism it will be adjusted for the first time for 2024 by the sum of 
the growth of prices and one half of the real wages growth, when  

• The price growth is determined as the year-on-year percentage increase in the June base consumer price index (cost of liv-
ing) for households in total as determined by the CZSO in the year preceding the calendar year in which the date of the in-
crease in the assessment base falls. If consumer prices fall, a zero increase is assumed.  

• Real wage growth shall be determined by a ratio whose numerator is the ratio of the general assessment base one year 
prior to the year of its determination to the general assessment base two years prior to the year of its determination. The 
denominator is then, with equal time lags, the share of the average annual consumer price index for total households cal-
culated from the original base consumer price indices established by the CZSO. If the share for determining the growth in 
real wages is less than 1 in a given period, the growth in real wages is taken into account only for the increase in the as-
sessment base at which this share is greater than 1. 

Table 5.1: Estimated Insurance Payments per State-insured Person in 2024–2026 
2022 2023 2024 2025 2026
Reality Reality Outlook Outlook Outlook

Growth of the assessment base % 0.0 7.5 10.0 2.3 2.2
Price factor % × × 10.0 2.3 2.2
Wage factor % × × 0.0 0.0 0.0

Assessment base CZK/month 13 089 14 074 15 482 15 839 16 188
Insurance payment on 1 state-insured person CZK/month 1 768 1 900 2 091 2 139 2 186

Total payment on state-insured persons CZK bn 129.4 141.1 154.5 157.5 160.7

% of GDP 1.9 1.9 1.9 1.9 1.8  
Note: For the year 2022, the assessment base is a weighted average – in the period 1 January – 31 August the assessment base was CZK 14,570 
(i.e. premium per 1 insured person CZK 1,967) and in the period 1 September – 31 December the assessment base was CZK 11,014 (i.e. premium 
per 1 insured person CZK 1,487). 
Source: MF CR (2023a). MF CR calculations. 
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In order to strengthen the efficiency in the provision of 
health care, the Clinical Recommended Procedures 
project was also implemented in 2018–2022, which 
represents a binding methodological procedure based 
on which physicians proceed in solving a specific medical 
problem in the process of diagnosis and treatment, and 
which guarantees the use of effective diagnostic and ther-
apeutic means, both in terms of medical and other health 
sciences and in terms of efficient use of public resources. 
Organisational and procedural clinically recommended 
procedures address the distribution of care, the sequence 
of health services consumed, and set the trajectory of 
patients in the system, interdisciplinary collaboration, de-
fine types of health care providers and set parameters for 
equipment or staffing. Narrowly focused procedures then 
describe the content of a particular activity or phase of 
treatment. The project has developed 41 clinically recom-
mended procedures for areas with the greatest defined 
heterogeneity in health care providing, which should be 
reflected in the standardisation of care and, in combination 
with the CZ-DRG system, in the amount of reimbursement, 
thereby eliminating large cost differences in health cases 
between health care providers. According to the Policy 
Statement of the Government, it is planned to continue 

their development within the Agency for Health Research 
of the Czech Republic in the following years. 

In the area of health care financing resources, several 
adjustments to the assessment base for contributions 
paid by the state for the state–insured persons were 
approved last year. With the approval of Act 
No. 260/2022 Coll., Regulation of the Government 
No. 253/2021 Coll., which increased the assessment base 
to CZK 14,570 as of 1 January 2022, was annulled with 
effect from 31 August 2022, while at the same time reduc-
ing it to CZK 11,014. The Act also increased this assessment 
base to CZK 14,074 with effect from 1 January 2023. The 
Act also introduced an automatic indexation mechanism 
for determining the assessment base on insurance contri-
butions for state-insured persons. Starting in 2024, it will be 
adjusted by the sum of prices growth and one half of the 
real wages growth (see Box 1 for details). According to the 
Policy Statement of the Government, the government also 
plans to introduce voluntary supplementary insurance for 
care that is not reimbursed. This systemic change would 
diversify the resources of financing to some extent and its 
introduction is estimated to increase the revenue of the 
public health insurance system by up to 3–5%. 

5.2 Fiscal Impacts of Population Ageing 
The estimates of the impact of ageing are based on long-
term projections carried out in cooperation with the Ageing 
Working Group of the Council of the EU’s Economic Policy 
Committee. The analyses are based on demographic as-
sumptions and a methodologically consistent macroeco-
nomic framework for EU countries, the UK and Norway (EC, 
2020). The projections therefore do not reflect the current 
medium-term macroeconomic and fiscal outlook for the 
Czech Republic. The projections are made under the con-
stant-policy assumptions. They are therefore indicative of a 
system that is legislatively anchored at the time of the 
projections, taking into account current practice where 
discretion is allowed in the legal framework. Long-term 
analyses are not intended to predict specific values, but to 
show trends and dynamics over the long term. The most 
recent update of the long-term projections was made in 
autumn 2020 in the context of the preparation of the 2021 
Ageing Report and covers the period up to 2070. 

Eurostat population projections (EC, 2020) are the basis for 
the current long-term projection results. For comparison, 
the previous Eurostat projection (EC, 2017) and the medi-
um scenario of the CZSO’s latest projection (CZSO, 2018) 
can be used. The latter was used to assess the relationship 
between the current retirement age and life expectancy. It 
was also the basis for the OECD (2020). The CZSO updates 
its demographic projections once every 5 years, i.e. the 
next one will be published at the end of 2023. 

A basic comparison of the above demographic projec-
tions shows that a decline in the Czech population can 
be expected in the long term. The most optimistic pro-

jection in this respect is the CZSO’s projection, which is 
somewhat closer to the current Eurostat projection (see 
Graph 5.6). The difference between the two scenarios 
stems almost exclusively from the different assumptions 
about the evolution of net migration. While the CZSO as-
sumes a constant net influx of 26,000 persons per year 
over time, Eurostat in its update expects a gradual decline 
from the current level of around 24,000 to around 
8,000 persons per year. 

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 persons over 65 to the num-
ber of persons of working age (15–64), follows a very 
similar pattern across projections. It is expected to almost 
double by 2060, reaching around 55% (see Graph 5.7). 

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 projec-
tion horizon. Only a temporary reduction in the depend-
ency ratio is then expected in the later decades of the 
projections. The strong growth after 2035 and the peak 
in the period roughly between 2045 and 2060 is mainly 
due to the demographic bulge of those born in the 
1970s. After 2060, their influence is expected to dimin-
ish, but in the following period the dependency ratio will 
be influenced by the ageing of the stronger population 
cohorts born nowadays. 
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Economic activity rates for age cohorts above 54 are 
projected to increase until 2030 in line with the exten-
sion of the statutory retirement age. However, they 
remain roughly constant after 2030, reflecting the current 
institutional set-up of the pension system. Although the 
revision mechanism is part of the pension system, it does 
not oblige the government, but only recommends to sub-
mit a change in the retirement age to the Czech Parliament 
for approval. For this reason, the EC rejected the applica-
tion of the revision mechanism in the long-term projec-
tions. The projection therefore works with the retirement 
age as a fixed ceiling of 65 years from 2030 onwards. 

The development of pension expenditure relative to GDP 
was relatively favourable in the pre-crisis period, mainly 
due to 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 pp lower in 
2019. In contrast, 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 im-
pact on its balance, which stood at 0.3% of GDP in 2019 
(the initial year of the projections) (MF CR, 2021a). The 
pandemic 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 pen-
sion account was broadly balanced in 2021, high inflation 
and the resulting two extraordinary indexations caused a 
deficit of 0.3% of GDP in 2022. Further pressures on the 
expenditure side should then exacerbate the imbalance 
between pension contributions and pension expenditure 
paid this year. 

The trend in pension expenditure projections is primarily 
determined by demographic trends and retirement age, 
but the sizeable economic downturn in 2020 also plays 
an important role in the medium term. According to the 
pension projection, pension expenditure as a share of 
GDP was projected to rise to 9.5% in 2020 (the actual 
figure was 0.4 pp lower) and then gradually fall below 
9% until 2030. However, after 2030, the increase in the 
retirement age will halt and those born in the demo-
graphic bulge in the 1970s will start retiring. This will 
lead to a rather dramatic increase in expenditure up to 
11.9% of GDP just before 2060, followed by a decline in 
expenditure to 10.9% of GDP at the end of the projec-
tion horizon in 2070 (Graph 5.8). The decline in the ex-
penditure-to-GDP ratio is again driven by demographic 
factors. This is because individuals born in the demo-
graphic trough in the 1990s or later 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 factor in 
GDP is kept fixed, on which a constant pension contribu-
tion rate of 28% of gross wage or salary is applied. The 

scheme’s revenues are thus at the 2019 initial year level 
of 8.5% of GDP over the entire horizon. 

With revenue in relative terms kept constant, the resulting 
pension system balance follows the path of pension ex-
penditure (Graph 5.8). We expect a relatively stable bal-
ance until 2030, while the balance deteriorates thereafter, 
bottoming out at −3.2% of GDP around 2060. It improves 
again in the last decade, reaching −2.5% of GDP in 2070. 

In the area of health care and long-term care, the situa-
tion in terms of growth momentum of expenditure is 
similar to previous projections. In the baseline scenario, 
health care expenditure increases by less than one fifth 
(from a baseline of 5.6% of GDP in 2019 to 6.6% of GDP in 
2070) and long-term care expenditure more than doubles 
(from 1.5% of GDP in 2019 to 3.2% of GDP in 2070). 

In addition to the baseline projection scenario, a refer-
ence scenario was also developed that differs from the 
pure demographic scenario in several respects. In the 
case of health care, it is a higher income elasticity, with 
demand for health care services initially growing one 
tenth faster than the standard of living (measured as 
GDP per capita). The increase in life expectancy is as-
sumed to be half spent in good health (as opposed to all 
the increase spent in poor health in the baseline scenar-
io). In addition, for long-term care, the baseline scenario 
includes an assumption of higher growth in compensa-
tion of employees in social services in line with the rise 
of labour productivity in the economy (instead of GDP 
per capita growth, which is lower). 

Demographic effects increase health care expenditure at 
the end of the horizon by 1.2 pp, higher income elastici-
ty by a further 0.3 pp, while the effect of good health in 
the additional life expectancy reduces the increase in 
expenditure in the reference scenario by 0.6 pp. In the 
case of the long-term care, the impact of demographic 
trends is quantified at 1.4 pp, the higher compensation 
of employees an additional 0.3 pp. The effect of the 
good health in the additionally lived years in the projec-
tion offsets the higher income elasticity. 

Finally, the last major long-term expenditure item, edu-
cation, is expected to grow from 3.4% of GDP in 2019 to 
4.1% of GDP in 2070. This is essentially the same as in 
previous projections and it is the highest increase in the 
EU as a whole. The reason for the increase is the higher 
growth in compensation of employees in education 
relative to the projected economic growth. 

The total increase in expenditure between 2019 and 
2070 is more than 6.0 pp, as shown in Graph 5.11. The 
increase in health care, long-term care and education, 
taken together, is 3.3 pp. However, these are just the 
baseline scenarios. With health care and long-term care 
in particular, most alternative (sensitivity) scenarios 
show an increase that, for the most part, is higher. The 
only exceptions are the scenarios including the impact of 
healthier lifestyle. 
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Box 2: New Eurostat Demographic Projections 
On 30 March 2023, Eurostat released a new demographic projection of the EU population as part of the three-year update cycle. 
This comprehensive projection serves as an input for the long-term projections of age related expenditure prepared by the EC within 
the Ageing and Sustainability Working Group (AWG). 

However, the baseline scenario for long-term expenditure projections, also presented in this Convergence Programme, is based on Eurostat 
projections published in the first half of 2020 (EC, 2020). The two projections differ in particular in the date of their publication, the more 
recent one being based on data from the 2021 census carried out in European countries. Eurostat then uses a single, consistent methodolo-
gy for all countries in its projections, taking into account their interlinkages, i.e. those between EU countries and the outside world. 

Table 5.2: Main Assumptions of Demographic Projections 

2022 2030 2040 2050 2060 2070

Total fertility rate
Eurostat (2020) children per woman 1.72 1.75 1.77 1.78 1.78 1.78
Eurostat (2023) children per woman 1.72 1.73 1.74 1.75 1.75 1.75

Male life expectancy at birth
Eurostat (2020) years 76.9 78.4 80.2 81.8 83.4 84.8
Eurostat (2023) years 75.9 77.9 79.8 81.6 83.3 84.8

Female life expectancy at birth
Eurostat (2020) years 82.6 83.9 85.4 86.7 88.0 89.2
Eurostat (2023) years 81.9 83.5 85.1 86.6 87.9 89.2

Net migration
Eurostat (2020) persons 28 380 16 289 16 576 17 490 17 969 18 155
Eurostat (2023) persons 470 787 -1 800 29 698 26 214 23 771 24 839  

Note: Projections originally reach to 2080 for older Eurostat projection and to 2100 for the newer one. We present the data here just to 2070, which is 
the horizon of long-term projections for the evaluation of the fiscal impact of population ageing. 
Source: EC (2020), Eurostat (2023). 

The basic assumptions of the two demographic scenarios are compared in Table 5.2. The two projections do not differ substantially 
in life expectancy, and the fertility rate is only slightly lower. These differences can be attributed to the adaptation of the projection 
models. The more significant impact in terms of population size has the higher estimated net migration balance. This is strongly 
influenced, especially in the short term, by the inflow of people to the Czech Republic as part of the migration wave from Ukraine. In 
the longer term, the differences are much smaller, and the new projection is closer to the CZSO’s view, which in its 2018 projections 
assumed a long-term constant net migration balance of 26,000 persons per year. However, this indicator is generally considered the 
most difficult variable to figure out in the projections. 

Eurostat continues to project a decline in the population of the Czech Republic in the long term. While the 2020 scenario shows 
projected data from 2020 onwards in the following graphs, the update contains actual data for the years 2020–2022. These, as can 
be seen especially in the total population data (Graph 5.1), are marked by a decline in the number of persons due to the inclusion of 
the 2021 census results and a subsequent increase due to the inflow of migrants. The relatively steep decline in population over the 
next ten years or so is driven by the assumption of a gradual return of most Ukrainians to their homeland. However, even in the long 
term, the new projection looks more favourable for the Czech Republic in terms of the number of people due to the cumulatively 
better migration balance. At the end of the 2070 horizon, the difference is approximately 355,000 persons.  

However, the basic factor influencing the fiscal impact of ageing is the structure of the population with respect to the number of 
people of working age or post-productive age. The demographic dependency ratio, which measures the number of persons aged 65 
and over relative to those aged 15–64, is lower over the entire projection horizon, as showed in the Graph 5.2. The difference is 
initially 1.5 pp, peaks around 2060 (3.0 pp) and declines to 2.0 pp towards the end. This change in the higher share of working age 
population is mainly due to the higher migration balance of people in younger age cohorts. 

To assess the impact of alternative demographic developments on the pension system, it is first necessary to reflect the changes in 
the macroeconomic scenario. The baseline scenario of the CP is based on projections calculated by the EC for EU countries in the 
AWG on the basis of Eurostat’s 2020 demographic projections. The alternative scenario is based on updated demographics and is 
based on the calculations of the MF CR using the same methodology for calculations of the macroeconomic framework. In order to 
ensure the best possible comparability, the alternative scenario keeps parameters not directly related to demographic develop-
ments (e.g. development of total factor productivity, labour productivity, growth of capital as a share of hours worked, etc.) identi-
cal to the baseline scenario. The unemployment rate also remains the same at the level of the long-term structural unemployment 
rate estimated for the Czech Republic in the EC projections. The differences from the baseline scenario thus stem from the higher 
number of working-age population, which consequently increases the labour factor. The positive contribution of the labour market 
through the structure of the population is also illustrated by the higher participation rate (Table 5.3), which reflects the higher num-
ber of people in economically active cohorts. These factors, given the assumption on labour productivity developments, have a 
positive effect on GDP growth, especially in the long run. The annual values around 2030 showing slower growth rates of real GDP 
and participation are due to the aforementioned return of some workers back to Ukraine. 



 

 36 
Convergence Programme of the Czech Republic  
April 2023 

Graph 5.1: Population 
thousands of persons 
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Source: EC (2020), Eurostat (2023). 

Graph 5.2: Dependency Ratio 
in %, ratio of persons aged 65+ to persons aged 15–64 years 
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Source: EC (2020), Eurostat (2023). MF CR calculations. 

Table 5.3: Differences of Alternative and Baseline Macroeconomic Scenarios 
percentage points 

2019 2020 2030 2040 2050 2060 2070

Labour productivity growth 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Real GDP growth 0.0 0.0 -0.1 0.2 0.2 0.1 0.0
Participation rate of males (aged 20–64) 0.0 0.0 0.0 0.2 0.3 0.2 0.0
Participation rate of females (aged 20–64) 0.0 0.0 -0.1 0.0 0.1 0.2 0.1
Total participation rate (aged 20–64) 0.0 0.0 -0.1 0.1 0.3 0.2 0.1
Unemployment rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Population aged 65+ over total population 0.0 0.0 -1.4 -1.8 -2.7 -3.0 -1.8  

Note: Difference between the alternative projection and the baseline projection scenario depicted in Table 5.4. 
Source: EC (2020). MF CR calculations. 

The impact of the different demographic and resulting macroeconomic scenarios on pension expenditure is not very dramatic. The 
new, more optimistic projection leads to a higher number of pensioners, especially in later years, but an important factor in this 
scenario is the higher level of GDP, which reduces the ratios. Pension expenditure is the determining factor for the evolution of the 
pension system balance relative to GDP. Even though the alternative scenario is based on higher GDP, income does not play a role in 
this ratio. The revenue-to-GDP ratio is assumed (for better comparability) to be constant over the projection horizon in both scenar-
ios, given the same long-term evolution of wages and salaries and GDP. The resulting balance is thus more favourable in the alterna-
tive projection due to lower expenditure dynamics, ranging up to 0.4–0.6% of GDP at the end of the projection horizon. 

Although Eurostat’s demographic projections differ in terms of population size, the age structure is the decisive factor. It is very 
likely that, despite the potentially more positive outcome of the pension balance, the balance will gradually fall towards 
−2.8% of GDP (compared to −3.4% of GDP in the baseline scenario) as the baby boomers retire. The conclusions for the assessment 
of long-term sustainability are thus virtually identical in both scenarios. 

Graph 5.3: Projection of Pension Expenditures 
in % of GDP 
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Source: Projection of MF CR and the Ageing Working Group of the Eco-
nomic Policy Committee. 

Graph 5.4: Projection of Pension Account Balances 
in % of GDP 
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5.3 Sustainability Analysis 
The long-term projections are followed by a sustainabil-
ity analysis that identifies the extent of required fiscal 
consolidation to ensure the stability of public finances. 
So-called sustainability indicators are calculated to show 
how far-reaching measures would be needed to reduce 
the expenditure ratio or increase the revenue-to-GDP 
ratio accordingly. 

The EC regularly publishes three sustainability indicators 
(see EC, 2023c). Indicator S1 generally expresses by 
what percentage of GDP the primary structural balance 
of the general government sector needs to be adjusted 
so that general government debt to be 60% of GDP at 
the end of a rolling 15-year horizon (currently 2037). 
This indicator for the Czech Republic currently stands at 
3.9% of GDP, indicating medium risk. A key determinant 
is the cost of ageing, the impact of which is 3.3 pp. 

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 is 5.5% of GDP. The value of 
this indicator is strongly influenced by the cost of ageing, 

which amounts to 4.4% of GDP, while the impact of the 
initial budgetary position is the remaining 1.1% of GDP. 
The value of the S2 indicator also falls into the medium-
risk category. 

The S0 indicator shows possible fiscal or financial risks in 
the short term. It is thus different in nature from indica-
tors S1 and S2, as S0 quantifies the degree of risk. For 
the Czech Republic, the current value of the S0 indicator 
is 0.24, which is below the critical threshold of 0.46 in 
the low-risk band. 

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 pressures on 
public finances due to demographic changes in particu-
lar. This concerns all components of the long-term pro-
jections, i.e. pensions, health care and long-term care, as 
well as education. In addition, it is necessary to gradually 
consolidate public finances and put indebtedness back 
on a downward trajectory. 

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 debtor is unable to repay the obligations 
for which the guarantee is provided. Before the pan-
demic, the volume of guarantees provided in the Czech 
Republic was quite negligible. 

A significant share of the general government guaran-
tees (excluding COVID programmes) is accounted for by 
guarantees provided by local governments amounting to 
0.03% of GDP. The most significant of which is guaran-
tee for the Prague Transport Company in the case of 
deferred payments for the purchase of trams in the 
amount of CZK 1.6 billion. Others are guarantees grant-
ed by local governments for loans related to housing 
needs (CZK 0.2 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 depends on the 
status of the credit drawn down. However, the guaran-
teed loan has not yet been drawn down. 

As part of the solution to the crisis caused by the pan-
demic, in March 2020 the Government approved the 
COVID II Guarantee Programme (Government Resolu-
tion No.260/2020) with indirect support to affected 
companies in the form of state guarantees with a guar-
antee capacity of CZK 20 billion. Guarantees amounting 

to CZK 11.6 billion were provided under this pro-
gramme. On 20 April 2020, the COVID Prague pro-
gramme was announced as a complement to the COVID 
II programme under similar conditions. The guarantee 
provided under this programme amounted to 
CZK 1.3 billion. Both programmes were exhausted rela-
tively quickly and ended already during 2020. 

With the adoption of Act No. 228/2020 Coll., leeway was 
created for the implementation of the COVID III Guaran-
tee Programme. The support was provided in the form 
of a guarantee by the then Czech-Moravian Guarantee 
and Development Bank (now the National Development 
Bank) to a cooperating bank for a portfolio of transac-
tions of final beneficiaries. The programme guaranteed 
90% of the loan principal up to CZK 50 million for operat-
ing or investment financing of an enterprise with up to 
250 employees, or 50% for an investment loan of up to 
CZK 90 million. For businesses with 250 to 500 employ-
ees, it guaranteed 80% of the amount of the operating 
or investment loan, up to a maximum of CZK 50 million, 
or 50% for an investment loan up to CZK 80 million. The 
maximum guarantee period was 3 years for operating 
loans and 6 years for investment loans. The provision of 
loans under this programme was terminated on 31 De-
cember 2021. As of the same date, over 7,500 guaran-
tees for loans amounting to CZK 42.9 billion had been 
provided. 

In addition to these programmes, the National Devel-
opment Bank provides guarantees under the COVID 
Sport Guarantee (Government Resolution No. 46/2021) 
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with a maximum guarantee period of 3 years (applica-
tions are accepted until 30 June 2023) and the COVID 
Travel Agency Guarantee for small and medium-sized 
travel agencies (Government Resolution No. 51/2021) 
with a guarantee period of 1.5 years (applications closed 
on 17 December 2021). This was followed by the Travel 
Agency Guarantee programme (Government Resolution 
No.982/2021) from January 2022. Guarantees were 
granted under this scheme until 30 June 2022. A total of 
CZK 0.3 billion of guarantees were issued under both 
schemes by the end of 2022. As a result of the increase 
in energy prices, a second round of calls for the COVID 
Travel Agency Guarantee scheme was approved, with 
applications to be submitted between 1 February 2023 
and 29 December 2023. The maximum guarantee 
amount is CZK 1.5 million.  

In the context of rising energy prices, the National De-
velopment Bank opened the Energy Guarantee Pro-
gramme under the Expansion Guarantees scheme. This 
programme is a form of energy support from the gov-
ernment to companies that are facing a sharp increase 
in energy prices and whose energy costs amount to 
more than 10% of operating costs. The guarantee can be 
issued with a commercial loan that will finance routine 
operating costs such as utility costs, supplier-customer 
invoices, inventory and material purchases, and labour 
costs, for up to 2 years. The amount of the guaranteed 
credit can be up to CZK 10 million. The support also 

includes a financial contribution to the payment of in-
terest costs of up to CZK 800 thousands. On 9 December 
2022, the receipt of applications was terminated due to 
the fulfilment of the programme's allocation. The book 
value of the provided guarantees amounts to 
CZK 53.3 million 

Act No. 214/2020 Coll. enabled the Export Guarantee 
and Insurance Corporation to expand its portfolio of 
activities to include the provision of guarantees under 
the COVID Plus programme. The guarantees were in-
tended for large enterprises with at least 250 employees 
and whose total sales account for exports from at least 
one-fifth. The loan amount ranged from CZK 5 million to 
CZK 2 billion. The maximum loan amount corresponded 
to 25% of the company’s annual turnover. The amount 
of the guarantees was 90% of the principal amount of 
the loan, in the case of EGAP’s internal rating of ‘B−’ it 
was 80% (the rating scale used corresponds to S&P and 
Fitch ratings). The programme was not intended for 
firms that were experiencing existential problems prior 
to the declaration of the state of emergency. The guar-
antee was applied for through a commercial bank and 
the maximum duration of the guarantee was 6 years. 
The volume of guarantees granted as of 31 December 
2022 amounted to CZK 13.1 billion received by 
137 firms. The programme was terminated at the end of 
2021. 
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Graph 5.5: Health Insurance Companies’ Reserves 
left axis: in % of GDP, right axis: in % of potential product 
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Note: “Reserves” on health insurance companies’ accounts. 
Source: Statements of Health insurance Companies, MF CR. 

 Graph 5.6: Czech Population in Different Projections 
millions of persons 
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Graph 5.7: Old-age Dependency Ratio 
in %, ratio of persons aged 65+ to persons aged 15–64 years 
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 Graph 5.8: Projection of Pension Account Balances 
in % of GDP 
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Graph 5.9: Health Care Scenarios 
difference in pp from the reference case in % of GDP, 5Y average 
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 Graph 5.10: Long-term Care Scenarios 
difference in pp from the base case in % of GDP, 5Y average 
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Graph 5.11: Expenditure Projections – Reference Cases 
in % of GDP, age-related expenditure, 5Y average 

 0

 4

 8

 12

 16

 20

 24

 28

2020–
2024

2025–
2029

2030–
2034

2035–
2039

2040–
2044

2045–
2049

2050–
2054

2055–
2059

2060–
2064

2065–
2069

Education
Long-term care
Health-care
Pensions
Total

Source: EC (2021a). MF CR calculations. 

 Graph 5.12: General Government Guarantees 
in % of GDP 
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Table 5.4: Long-term Sustainability of Public Finances 
expenditure and revenue in % of GDP, change and rates in % 

2019 2020 2030 2040 2050 2060 2070

Total expenditure 41.1 47.2 40.8 42.4 45.0 47.2 47.5
   of which:  Age-related expenditures 18.5 20.6 20.6 22.3 24.5 25.7 24.7
      Pension expenditure 8.0 9.4 8.8 9.8 11.4 11.8 10.9
         Social security pensions 8.0 9.4 8.8 9.8 11.4 11.8 10.9
            Old-age and early pensions 6.7 7.9 7.4 8.5 10.1 10.4 9.5
            Other pensions 1.3 1.5 1.4 1.4 1.3 1.4 1.4
         Occupational pensions 0.0 0.0 0.0 0.0 0.0 0.0 0.0
      Health care 5.6 6.1 6.0 6.3 6.6 6.7 6.6
      Long-term care 1.5 1.7 1.9 2.3 2.6 3.0 3.2
      Education expenditure 3.4 3.4 3.8 3.8 3.9 4.2 4.1
      Other age-related expenditures 22.5 26.6 20.2 20.2 20.5 21.5 22.8
   Interest expenditure 0.7 0.8 1.3 1.4 2.2 3.3 4.3
Total revenue 41.3 41.5 39.3 39.3 39.3 39.3 39.3
   of which:  Property income 0.6 0.6 0.6 0.6 0.6 0.6 0.6
   of which: Pension contributions 8.3 8.2 8.5 8.5 8.5 8.5 8.5
Pension reserve fund assets 0.7 0.7 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

Labour productivity growth 2.0 1.9 2.2 2.1 1.9 1.7 1.5
Real GDP growth 2.6 -6.2 1.9 1.3 1.3 1.7 1.5
Total participation rate (aged 20–64) 89.3 89.4 87.8 86.4 87.3 88.0 87.4

Participation rate of males (aged 20–64) 74.5 74.6 75.3 73.7 74.3 75.6 74.9
Participation rate of females (aged 20–64) 82.0 82.2 81.7 80.3 81.0 82.0 81.3

Unemployment rate 2.0 4.8 3.5 3.5 3.5 3.5 3.5
Population aged 65+ over total population 19.8 20.1 22.1 25.0 28.3 29.6 27.9

Assumptions

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 2026 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 2026, 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 (2020). MF CR calculations. 

Table 5.5: Sustainability Indicators S1 and S2  
in % of GDP 

S1 S2

Cost of Ageing 3.3 4.4
Budgetary position 0.9 1.1
Debt requirement -0.3 -
Total 3.9 5.5  

Source: EC (2023c). 
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Table 5.6: Contingent Liabilities 
in % of GDP 

Measures
Date of 

adoption

Maximum cont. 
liabilities

% of GDP

Estimated take-
up 

% of GDP

"COVID II" Guarantee 2020 0.05 0.00
"COVID Prague" Guarantee 2020 0.01 0.00
"COVID III" Guarantee 2020 0.21 0.00
"COVID Sport" Guarantee 2021 0.00 -
"COVID Travel Agency" Guarantee 2021 0.00 0.00
"COVID Plus" Guarantee 2020 0.19 0.00
"SURE" Programme Guarantee 2020 0.14 -
Subtotal 0.60 0.01
Guarantees provided by central government

- Macro-financial Assistance (MFA) to Ukraine 2022 0.02 -
- other central government guarantees 0.11 0.01

Guarantees provided by local governments

- for loans related to the housing needs 2014 0.00 -
- for purchase of trams by Prague Transport Company 2012 0.02 -
- other guarantees of the general government sector 2014 0.01 0.00

Subtotal 0.17 0.01
Total 0.77 0.01

In response 
to COVID-19

Others

Note: Amount of guarantees is calculated to the end of 2022. 
Source: MF CR. 
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6 Quality of Public Finance Revenue and Expenditure 
Tax policy in the upcoming period will continue to focus on a pro-client approach to tax entities, identification and 
possible abolition of non-systemic tax exemptions, reduction of the bureaucratic burden in tax and fee administration 
and ensuring better measures against transfer pricing abuse and illegal optimisation practices and tax evasion. It also 
seeks to respond flexibly to unexpected situations in an effort to mitigate their impact on economic agents. 

On the expenditure side, several measures have been taken to promote rationalisation and increase efficiency. One of 
them is energy savings in public administration, while others concern areas such as public procurement, management 
of state property and the continuation of digitisation of public administration. 

6.1 Tax Policy Outlook 
As of 1 January 2023, the obligation to keep electronic 
registration of sales has been abolished, as it has proved 
to be quite inefficient and administratively demanding 
system with the increasing volume of non-cash pay-
ments. Another measure aimed at reducing the adminis-
trative burden on entrepreneurs is the increase in the 
limit for compulsory VAT registration to CZK 2 million 
effective from 1 January 2023, the simultaneous exten-
sion of the flat-rate tax scheme also to those with in-
comes up to CZK 2 million and setting the amount of the 
flat-rate tax and flat-rate social security contributions 
for incomes from CZK 1 million to CZK 2 million.  

Last year, the government reacted to a significant rise in 
fuel and energy prices. In order to mitigate the impact of 
the energy crisis on fuel prices, the excise duty on petrol 
and diesel was temporarily reduced by CZK 1.50 per litre 
for the period from 1 June to 30 September 2022. For 
diesel, the effective period was extended to the end of 
2023. 

On the other hand, the changes in the situation have 
brought about a large degree of redistribution of profits 
in the economy, particularly in favour of companies in 
the energy and banking sectors. In order to mitigate the 
impact on the entities adversely affected by these cir-
cumstances, resources had to be sought to cover these 
steps. 

One source of funding is the so-called windfall profits 
tax (regulated by the Income Tax Act). This tax is based 
on the parameters of the EU Council Regulation. The 
temporary windfall tax will apply from 1 January 2023 
for a period of 3 years (i.e. 2023–2025) for exceptionally 
profitable companies in the energy production and 
trade, banking, oil extraction and fossil fuel extraction 
and processing sectors. It will apply a 60% tax surcharge 
on the excess profits of these companies, which is de-
termined as the difference between the tax base in 
2023–2025 and the average of the tax bases for the last 
4 years (i.e. 2018–2021) plus 20%. Income from activi-
ties subject to the extraordinary tax shall be determined 
as the total annual net turnover according to relevant 
accounting legislation to such activities for a taxpayer 
that is not a bank or the annual net interest income for 
a taxpayer that is a bank. 

Furthermore, a levy on excess revenues was introduced 
through Act No. 365/2022 Coll., amending the so-called 
Energy Act. The aim is to ensure compliance with the 
requirements of Council Regulation (EU) 2022/1854 on 
high energy prices, which sets ceilings for disproportion-
ately high market revenues from electricity sales. 

The subject of the levy is the market income from the 
sale of electricity in the period from 1 December 2022 to 
31 December 2023. Exempt from the levy are producers 
who operate production facilities with an installed pow-
er of up to and including 1 MW, producers of electricity 
from supported energy sources under the Act on Sup-
ported Energy Sources, as well as pumped-storage pow-
er plants and biomethane production plants. The levy is 
90% of the excess income. Producers are to send the 
excess income to the state in the form of monthly ad-
vances. 

Excess income for the purposes of the excess income 
levy means the positive difference between the market 
income and the market income ceiling for the levy peri-
od. The market income ceilings for producers are set in 
order to cover, in principle, normal operating costs and 
possible investments. 

A new Accounting Act is being prepared, reflecting the 
need to modernise accounting rules to meet current 
user requirements with an emphasis on financial report-
ing. It includes, for example, the extension of the use of 
International Financial Reporting Standards (IFRS) for 
the preparation of financial statements, the introduction 
of the possibility to use a functional currency (i.e. the 
currency in which the entity carries out most of its activ-
ities, which may be e.g. euro, dollar, pound, etc.) for 
accounting and income taxes. This is further linked to 
changes in income taxes, such as the recodification of 
the tax treatment of assets (in particular, changes in the 
area of depreciation of assets – reduction in the number 
of depreciation groups, switch to monthly depreciation), 
introduction of the possibility to determine the tax base on 
the result of economic activity according to international 
financial reporting standards, introduction of the possibility 
to calculate income tax in the functional currency, concep-
tual change in the valuation of assets and debts, etc. The 
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act is expected to be submitted to the government in the 
second half of 2023 with effect from 1 January 2025. 

A so-called consolidation package is currently being 
prepared. For the time being, the National Economic 
Council of the Government has put forward proposals, 
which are being further elaborated, and the Govern-
ment is now discussing which of them it will use and 
implement. The measures under consideration on the 
revenue side are aimed at both reducing the public defi-
cit and simplifying the tax system (abolishing exemp-
tions, etc.). 

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 EU continues the EU’s 
efforts to end tax practices of multinational enterprises 
that allow them to shift profits to jurisdictions where 

they are subject to no or very low taxation. This major 
reform aims to stop competition on corporate tax rates 
by introducing a global minimum level of taxation. By re-
moving much of the benefits of shifting profits to jurisdic-
tions with zero or very low taxation, the reform will even 
the conditions 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’ project under the Base Erosion and Profit 
Shifting (BEPS) initiative. The rules of the Directive apply 
to entities that are members of multinational enterprise 
groups or large domestic groups that reach an annual con-
solidated revenue threshold of at least EUR 750 million. 
The minimum effective level of taxation should be 15%. 
The Directive should be transposed by Member States 
by 31 December 2023. 

6.2 Rationalisation of General Government Expenditure 
6.2.1 Joint Procurement of the EU Member States for 

Energy 
To better coordinate natural gas purchases from exter-
nal suppliers and their stable supply to the national 
economies, Council Regulation (EU) 2022/2576 was 
adopted in December 2022 to strengthen solidarity 
through better coordination of gas purchases, reliable 
price benchmarks and cross-border gas exchanges. The 
new rules allow Member States and energy companies 
to jointly purchase gas on world markets through 
a two-stage mechanism. In the first phase, gas undertak-
ings and companies consuming gas in the EU and Energy 
Community countries submit information on their gas 
import needs to a service provider, which aggregates 
demand, taking into account, among other things, price, 
volume and the destination of supply, and searches the 
world markets for offers to cover the total demand. 
Member States require domestic undertakings to use 
a service provider established by the EC for gas volumes 
corresponding to 15% of the scope of their respective 
gas storage obligations for 2023. Beyond that 15%, ag-
gregation is voluntary. In the second phase, gas under-
takings and companies then purchase gas through the 
platform, either individually or in consortia with other 
companies. Purchases can be made either through ten-
ders or auctions organised by the service provider. Pool-
ing demand at EU level ensures that EU Member States 
are in a better negotiating position when buying gas on 
world markets and do not compete with each other by 
offering a higher price in the process. 

6.2.2 Public Procurement 
In connection with the adoption of the amendment to the 
Act on the Implementation of International Sanctions, Act 
No. 240/2022 Coll. was approved, which amended, 
among other things, Act No. 134/2016 Coll., on Public 
Procurement. With effect from 1 September 2022, 

a contracting authority may not award a public contract 
to a tenderer if it is in breach of international sanctions. It 
also newly regulates the procedural processes for all 
contracting authorities in the event that an international 
sanction applies to the selected supplier or subcontractor, 
and also allows the contracting authority to terminate the 
contractual relationship with the supplier if it finds that 
the supplier is subject to a public procurement ban. Thus, 
this regulation contributes to greater legal certainty and 
allows for a smooth termination of the contractual rela-
tionship with a supplier subject to international sanctions. 

Public procurement is also related to the adoption of Act 
No. 245/2022 Coll., amending the Act on the Register of 
Beneficial Owners, which was approved as a result of 
a conflict between the original definition of beneficial 
owner and the European Directive. The essence of the 
amendment is the abolition of the two-component defini-
tion of beneficial owner based on the concepts of ulti-
mate beneficiary and person with ultimate influence and 
the adoption of the definition of beneficial owner accord-
ing to the so-called 5th AML Directive. A beneficial owner 
is thus, with effect from 1 October 2022, any person who 
ultimately owns or controls a legal entity or legal ar-
rangement. This general definition is then further elabo-
rated for corporations, foundations, institutes, benefit 
corporations and trusts in the Beneficial Owners Register 
Act. The amendment also expands the circle of persons 
who do not have to register the beneficial owner because 
they do not have one (e.g. the state, local government, 
a voluntary association of municipalities, a contributory 
organisation of the state or a local government, a public 
beneficial legal entity, a public research institution, a state 
enterprise, etc.). The contracting authority is furthermore 
obliged to find out the data on the beneficial owner of the 
selected supplier, if it is a Czech legal entity (except for 
legal entities that do not have a beneficial owner), directly 
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from the register of beneficial owners, whose data the 
contracting authority is obliged to provide in the public 
procurement documentation. If the supplier has not ful-
filled its registration obligation towards the register, the 
contracting authority is obliged to exclude the selected 
supplier from the tender procedure. 

The government’s proposal for a more comprehensive 
amendment to the Public Procurement Act (Chamber of 
Deputies Print No. 249) is also in the second reading of 
the legislative process. The amendment proposes to mod-
ify the method of determining the estimated value of 
a public contract of a regular nature, whereby it would 
now be possible to determine the estimated value only in 
the case of sub-limit public contracts and small-scale 
contracts. Furthermore, it is proposed to reduce the ad-
ministrative complexity of the procurement process, in 
particular by easing the regulation of the submission of 
documents on the qualifications of the selected supplier 
before the conclusion of the contract and the abolition of 
the obligation to conclude the contract in the electronic 
form of communication. This should lead both to a reduc-
tion in transaction costs on the part of both the contract-
ing authority and the supplier and to a speeding up of the 
procurement process. Further streamlining of public pro-
curement, especially in the field of information and com-
munication technologies, is planned under the Chamber 
of Deputies Amendment Proposal No. 1597. The intention 
of this proposal is to specify the public contracting author-
ity at the level of the Czech Republic, so that the organisa-
tional unit of the State would be an operational unit with 
functional autonomy in public procurement and would 
thus be entitled to determine its estimated value sepa-
rately and independently of public contracts of a similar 
type awarded by other organisational units of the State. 
By treating the State as a whole in public procurement, it 
would thus be able to use its own capacities within the 
State administration, irrespective of the legal form of the 
contracting authority. This will be particularly important 
in the case of public procurement of information technol-
ogy, where more complex project solutions can be devel-
oped across government units, resulting in more cost-
effective and efficient use of public funds. 

As part of the long-term intention to further streamline 
the public procurement system, the Government ap-
proved (Government Resolution No. 375/2022) a new 
Strategy for the Electronicisation of Public Procurement 
for the period 2022–2030, which reflects the needs of the 
state to address the information support of the public 
investment process in a systematic manner and in con-
nection with the development of eGovernment in the 
Czech Republic and EU. This document builds on previous 
strategies and the National Plan for the introduction of e-
procurement for the period 2006–2010. In the new 9-year 
period, the main objective will be to increase efficiency in 
the form of better data and access to information on 
public procurement, as well as greater integration of the 
National e-procurement infrastructure and ensuring 

compliance with the changing legislative and methodo-
logical environment and the evolving eGovernment in the 
Czech Republic and EU. 

6.2.3 Energy Savings in Public Administration 
In the context of high electricity and gas prices, the gov-
ernment has approved a set of measures for public au-
thorities that should lead to rationalisation and greater 
energy efficiency, which will result in savings of public 
funds. In the first phase, public sector bodies are recom-
mended to use the ‘Effect III’ programme with a total allo-
cation of CZK 13 million, under which they can apply for a 
subsidy to cover up to 90% of eligible costs 
(max. CZK 500 thousand) for the implementation of an 
energy management system. By implementing energy 
management, they can continuously monitor energy 
consumption, evaluate it and subsequently implement 
energy-saving measures. Municipalities and voluntary 
associations of municipalities can also use the pro-
gramme with a total allocation of CZK 35 million to apply 
for a subsidy amounting to 70–90% of eligible costs 
(max. CZK 400–500 thousand) for the preparation of 
a local energy concept, which should be a tool to opti-
mise the energy supply in relation to the energy con-
sumed in the locality of a particular municipality or 
voluntary association of municipalities. In the next 
phase, the organisational units of the state can apply (by 
the end of 2023) for a subsidy of up to 100% of the eligi-
ble costs (max. CZK 16,500/GJ of primary energy savings 
from non-renewable sources) from the National Recov-
ery Plan programme with a total allocation of 
CZK 2.9 billion for comprehensive support to revitalise 
the buildings under their ownership with the aim of 
reducing final energy consumption and achieving prima-
ry energy savings from non-renewable sources of at 
least 30%. Public entities (except for projects in the 
capital city of Prague) can also apply for subsidies from 
several calls of the Operational Programme Environ-
ment. A total allocation of CZK 825 million is earmarked 
for increasing the use of renewable energy sources both 
in public buildings and in the final energy consumption 
in public infrastructure, with a maximum of 50% of eligi-
ble costs covered for public sector entities. In addition, 
there are calls with an allocation of CZK 1 billion financ-
ing eligible costs for public sector entities for reducing 
energy consumption or increasing energy efficiency of 
catering and laundry facilities primarily in schools, 
health and social facilities, and other technological 
equipment in public buildings and infrastructure. The 
total allocation of CZK 800 million is earmarked for the 
reimbursement of eligible costs in the case of construc-
tion of new public buildings in passive energy standard. 
Two calls for support for complex energy saving projects 
in public buildings with a total allocation of CZK 5 billion 
were also announced. 
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6.2.4 State Property Control 
Management of state property is carried out through the 
Office for Government Representation in Property Affairs 
(hereinafter referred to as the Office) through several 
channels. Every year, state property is sold or leased, and 
since 2018 also through an electronic auction system. By 
the end of 2022, this system generated cumulated reve-
nues of approximately CZK 2.3 billion. Furthermore, the 
occupancy of state-owned administrative buildings is 
being optimised, to which state institutions paying rent to 
non-public entities in the area are being transferred. In 
2022, there were 56 transfers from privately rented to 
state-owned buildings, thus realising savings on rent paid 
totalling CZK 10 million. Since 2015, a total of 
503 dislocations have been implemented, saving more than 
CZK 215 million of public funds annually paid for rent. 

In an effort to deal more efficiently with unnecessary 
state property and to reduce the state budget’s expendi-
ture on its management, or to increase revenue by selling 
it, several measures were implemented. In 2022, the 
Methodological Material for State Organisational Units 
and Selected State Organisations (MF CR, 2022b), which 
focuses on transfers of state property to municipalities 
and regions, was updated. Thus, the grounds for gratui-
tous transfer or outright sale have been expanded or the 
obligation for municipalities and regions to use the trans-
ferred property only for the agreed purposes has been 
removed, thus substantially simplifying and accelerating 
the transfer of unnecessary real estate to local govern-
ment units. In addition, this year the Government ap-
proved (Government Resolution No. 56/2023) the 
obligation for organisational units of the State, State con-
tributory organisations, State funds, State enterprises, the 
Budějovický Budvar national enterprise and the Railway 
Administration to prepare an audit of their real estate 
registered in the Land Registry, an overview of which was 
provided by the Office. The audit must define whether or 
not the real estate is necessary for them to carry out their 
activities and indicate and justify whether or not it can be 
transferred to the Office. Subsequently, the Office will 
send all municipalities with extended administration and 
regions a list of unneeded properties for their entire ad-
ministrative district and ask them to review which proper-
ties could be used for their development activities. After 
receiving feedback, the Office will prioritise the disposal 
of properties requested by municipalities and regions. In 
this regard, a new digital platform, the State Property 
Map, has been established to facilitate the search for 
state properties in each municipality. In 2024, the Gov-
ernment expects to approve an amendment to Act 
No. 219/2000 Coll., on the Property of the Czech Republic 
and its Representation in Legal Relations, which would 
introduce an obligation for all organisational units of the 
State and selected State organisations to inform munici-
palities and regions of their intention to alienate tangible 
immovable property located on their territory. Subse-
quently, municipalities and regions would have the op-
portunity to express interest in such property, with the 

proviso that they would be entitled to the transfer for 
selected real estate. These so-called entitlement transfers 
would be of two types, i.e. gratuitous (e.g. for transfers of 
road land or land for a public utility building) and remu-
nerative (e.g. land built up by a building owned by a local 
government unit or public open spaces). As part of reci-
procity, it is planned to enshrine a similar system in the 
Act on Municipalities, the Act on Regions and the Act on 
the Capital City of Prague. Thus, in the case of transfers of 
clearly defined property of local governments, the state 
would also be entitled to acquire such property, basically 
under the same conditions under which municipalities 
and regions will be entitled to acquire real estate from the 
state. 

State Ownership Policy Strategy 
In 2020, the Government approved (Government Resolu-
tion No. 115/2020) the State Ownership Policy Strategy 
(MF CR, 2020), which is based on the Organisation for 
Economic Co-operation and Development’s Guidelines on 
Corporate Governance of State-Owned Enterprises 
(OECD, 2015). It defines the principles of the state’s be-
haviour as an owner or co-owner of commercial compa-
nies or state-owned enterprises and ensures the 
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 2021 (MF CR, 2022c) states that the division of the 
portfolio of companies with partial state ownership and 
state-owned enterprises has changed. Three entities were 
reclassified as strategic - the state-owned enterprises Fuel 
Combine Ústí and DIAMO, which were subsequently 
merged, and OTE, a.s., one entity (The Government Test-
ing Laboratory of Machines) was reclassified from strate-
gic importance to the category of support and 7 entities 
were liquidated. In total, there are 110 state-owned or 
co-owned entities, of which 60 are state-owned enter-
prises. In addition, a follow-up Report on the activities 
and results of strategic companies with partial state 
ownership, state-owned enterprises and national enter-
prise for the previous year is submitted to the Govern-
ment by the end of October. The report for 2021 (MF CR, 
2022d) provides basic information (including the number 
of employees) and a set of financial indicators on a total 
of 36 strategic entities in which the state currently exer-
cises ownership and founder rights through seven minis-
tries, 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 16 joint stock companies, 18 state-owned 
enterprises, 1 national enterprise and 1 state organisa-
tion. Last year, these entities, through the ministries, 
managed assets totalling approximately CZK 1,663 billion 
and reported an aggregate after-tax profit of 
CZK 10.1 billion. In 2021, the strategic entities paid 
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a dividend to the state budget or transferred to the 
founder’s fund a total of CZK 23.5 billion. 

6.2.5 Changes in the Digitalisation of Public Admin-
istration 

Digital and Information Agency 
In accordance with the Government’s Policy Statement 
concerning the area of Digitisation, Act No. 471/2022 
Coll., amending Act No. 12/2020 Coll., on the Right to 
Digital Services, was approved. The Act created the Digi-
tal and Information Agency as of 1 January 2023, which 
started its activities as of 1 April 2023 after a three-
month transition period necessary for the transfer of all 
legal competences, assets and staff. This new central 
state administration body will effectively manage the 
digitisation of the state and specific digitisation and IT 
projects within the framework of gradually established 
specialised units concentrating experts on the given 
issues (so-called competence centres). In this context, 
the gradual establishment of three competence centres 
is planned – for shared services and training, for uniform 
standards and user-friendliness, and for analysis, coop-
eration and development. These centres will solve com-
plex IT problems, prepare new procedures and agendas, 
test and develop proposed solutions, build on foreign 
experience and look for opportunities to apply them in 
local conditions. Subsequently, they should share expe-
riences and best practices and assist other ministries. 
Competence centres will not operate independently 
within the Agency, but will work closely with or com-
plement existing departments and divisions. The estab-
lishment of the Agency will also mark a step change in 
the funding of large shared and central government 
systems. There will also be a modification of the compe-
tences of the Administration of Basic Registers and, in 

particular, of the Office of the Chief Architect of eGov-
ernment, where the agency will now approve public 
administration projects related to information and 
communication technologies. In this context, the Agen-
cy’s competences will be expanded and the process of 
approving these projects will be changed by eliminating 
problems of both an institutional and a substantive na-
ture, where the scope and content of the projects under 
consideration will be adjusted. 

Digital Tools and Public Registers 
In connection with the need to transpose Directive (EU) 
2019/1151 of the European Parliament and of the Coun-
cil of 20 June 2019 amending Directive (EU) 2017/1132, 
Act No. 416/2022 Coll. was approved in 2022, which 
changes the conditions for the application of digital 
instruments in commercial corporations and the func-
tioning of public registers. As of 1 July 2023, this will 
make it possible to create limited liability companies (in 
particular private limited liability companies) fully elec-
tronically, using model articles of association, and will 
further enhance the use of digital tools throughout the 
life cycle of commercial corporations by allowing them 
to enter data in the public register, deposit documents 
into the dossier and establish branches in other Member 
States fully electronically. The scope of publicly and free 
of charge accessible data on all limited liability compa-
nies registered in EU Member States on websites as well 
as the exchange of information between Member 
States’ business registers will also be strengthened. With 
effect from 1 July 2024, there will also be an adjustment 
to the scope of voluntarily entered data into public reg-
isters for the organizational units of foreign foundations 
and foreign institutes. 

6.3 Composition of General Government Expenditure 
Between 2018 and 2020, the total amount of general 
government expenditure grew both in absolute terms 
(on average by about CZK 235 billion per year) and in 
relation to GDP (by an average of 2.7 pp per year). After 
an unprecedented, historically highest growth of ex-
penditure in 2020, it decreased year-on-year in relation 
to GDP by 0.7 pp in the following year, while in absolute 
terms it increased by CZK 145.2 billion. However, this is 
only more than half of the growth in 2020. 

The increase was mainly driven by expenditure in three 
sections. The largest contribution to growth was in the 
Health section, primarily in the Public Health Services 
group due to the increase in pandemic-related social 
transfers in kind. In addition, compensation of employ-
ees and social transfers in kind in the Hospital services 
group contributed to this growth. Expenditure in Eco-
nomic Affairs grew due to government compensation to 
businesses during the coronavirus pandemic, mainly due 
to subsidies in the General Economic, Commercial and 

Labour Affairs and Transport groups. The third section 
contributing significantly to the overall increase in ex-
penditure is Education, mainly due to the increase in 
compensation of employees in the regional education. 
In contrast, there was a year-on-year decrease in ex-
penditure in Public Order and Safety, due to a fall in 
intermediate consumption and gross fixed capital for-
mation. 

Over the outlook horizon, total general government 
expenditure is projected to be on a downward trajecto-
ry, with the level of expenditure in 2026 lower by almost 
6 pp compared to 2021. The rapid expenditure growth 
of 2020 and 2021 (primarily in Health and Economic 
Affairs sections) caused by government fiscal measures 
to support households and businesses during the pan-
demics is being “replaced” in 2022 and 2023 by expendi-
ture related to the mitigation of energy crisis and high 
inflation. However, by the end of 2026, we estimate a 
2.5 pp decline in expenditure in Economic Affairs section 
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compared to 2021. Thus, the largest share of the overall 
decline in expenditure will come from expenditure on 
private activities (especially Economic Affairs due to 
subsidy reductions and Recreation, Culture and Reli-
gion). However, despite the projected decline in general 
government expenditure, there will be a very significant 
1 pp increase in expenditure in Defence section, due to 
the approval of the Defence Financing Bill (see Section 
7.3.2), which would require national defence expendi-
ture of at least 2% of GDP annually starting with the 
2024 State Budget. Thus, we expect that total expendi-
ture on pure public goods in the form of defence and 

public order and safety expenditure will amount to 
around 3.8% of GDP at the end of the forecast horizon. 
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 its Policy Statement. Graph 6.1 and Table 6.1 
show the composition of general government expendi-
ture by function in 2021 and its projected composition in 
2026. We estimate that in 2026, more than half of gen-
eral government expenditure will be on social security 
and provision of health care to the population 
(i.e. 20.8% of GDP). 

Graph 6.1: Structure of General Government Expenditure, Divided by Function 
in % of total expenditure 
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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 (2023d). MF CR calculations and forecast. 

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

Code 2021 2026
General public services 1 4.9 4.3
Defence 2 1.0 2.0
Public order and safety 3 2.0 1.9
Economic affairs 4 7.2 4.8
Environmental protection 5 0.9 0.7
Housing and community amenities 6 0.6 0.4
Health 7 9.8 8.1
Recreation, culture and religion 8 1.3 1.0
Education 9 5.0 4.8
Social protection 10 13.6 12.7
Total expenditure TE 46.5 40.6  

Note: Year 2026 outlook. 
Source: CZSO (2023d), MF CR (2023a). MF CR calculations and forecast. 
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7 Changes in the Institutional Framework of Fiscal Policy 
In recent years, there has been a strong emphasis on investment in digitalisation and green transition. These areas are 
supported to a considerable extent both by Cohesion Policy funds and the EU’s Recovery and Resilience Instrument, 
where the Czech Republic is also considering the possibility of using its loan part. The institutional capacity of re-
sources for investment in transport infrastructure is being expanded. In the area of transparency of public finances, 
there has been a shift in cooperation with the European Anti-Fraud Office or a change in the law on conflict of inter-
est. In the area of budgetary and fiscal policy, a change in the European fiscal framework is under preparation, and at 
the national level the government aims to strengthen fiscal discipline by reflecting the rules of fiscal responsibility in 
the country’s constitutional order. 

7.1 Changes Related to Investment and the Capital Market 
7.1.1 Next Generation EU 
The Next Generation EU Instrument was approved as 
a complement to the Multiannual Financial Framework 
2021–2027, amounting to EUR 807 billion to be borrowed 
by the EC on the financial markets and guaranteed by the 
EU budget. These funds are then to reinforce selected 
budget chapters and instruments through the EU budget 
in 2021–2024, or be provided to a lesser extent in the 
form of loans to Member States. The loans will then be 
repaid in the period 2028–2058 through increased con-
tributions to the EU budget or the introduction of new 
own resources. In 2020, Regulation (EU) 2021/241 of the 
European Parliament and of the Council establishing the 
Recovery and Resilience Facility, which forms the core 
of the EU’s Next Generation Instrument, was adopted. 
A Recovery and Resilience Plan (National Recovery Plan) 
approved by the EU Council is a condition for the dis-
bursement of funds to finance structural reforms and 
public investment. The Plan, in the form of a compre-
hensive package of investments and reforms, with 
a clear timetable and quantified costs, is intended to 
contribute to the digital transformation of the economy 
and to the achievement of the EU’s climate goals. An 
implementing Council Decision was approved in 2021, 
and last year the Czech Republic concluded an opera-
tional arrangement with the EC, which specifies the 
milestones and targets contained in the Recovery and 
Resilience Plan and which is also a necessary condition 
for submitting a request for payment from the Recovery 
and Resilience Facility. Currently, the Czech Republic has 
met 37 milestones and targets and is to receive, after 
approval by Member States, around CZK 22 billion for 
energy efficiency improvements in public buildings and 
investments in railways or digital services. 

The overall allocation of the Recovery and Resilience 
Plan will be increased in 2023 for several reasons. Fol-
lowing the refinement of the allocation key based on the 
economic performance of the Czech Republic, the 
amount should increase by around CZK 14 billion due to 
the inclusion of EU REPower in the Recovery and Resili-
ence Facility. This is a new plan put forward by the EC in 
May 2022 in response to the problems and disruption in 
the global energy market caused by Russia’s invasion of 

Ukraine. It has a total allocation of EUR 20 billion and 
aims to end the EU’s dependence on fossil fuels from 
Russia and make further progress towards the EU’s cli-
mate targets, while the digital target (20% of spending 
from the plan’s total allocation) will not be applied to 
new REPower EU measures, while the climate target 
(37%) will remain in place. For the Czech Republic, ap-
proximately CZK 16 billion is earmarked for investments 
in energy security. In March 2023, in connection with 
this plan, the Government decided (Government Resolu-
tion No. 153/2023) to reallocate the so-called Brexit 
reserve (funds to finance measures to support the eco-
nomic sectors most affected by the UK’s withdrawal 
from the EU) in the amount of EUR 54.9 million to the 
EU REPower allocation for energy saving measures in rail 
transport. The final option for updating the Recovery 
and Resilience Plan is to accept a loan from the Recov-
ery and Resilience Facility, with a maturity of 30 years 
from the date the tranche was granted, with the Czech 
Republic paying only interest for the first 10 years. The 
loan would be disbursed in bi-annual tranches based on 
the achievement of the milestones and targets of the 
National Recovery Plan. The interest rate would be 
based on the evolution of the yield of the Next Genera-
tion EU Instrument bonds issued by the EC on behalf of 
the EU. The government is considering to borrow pri-
marily for energy transition investments, with one of the 
decision criteria being more favourable interest costs 
compared to the issuance of long-term government 
bonds. In March 2023, the government decided (gov-
ernment resolution 212/2023) to notify the EC of prelim-
inary interest in a loan in the minimum amount of 
EUR 2.9 billion. The loan focuses on financial instru-
ments in the field of energy transition and strategic 
fossil fuel projects. At the same time, interest in a max-
imum loan volume of up to EUR 11 billion has also been 
indicated to the EC. A final decision on the acceptance of 
the loan must be made by August this year, with the 
loan agreement between the EC and the Czech Republic 
to be concluded by the end of 2023. 

7.1.2 Extension of Modernisation Fund Programmes 
The Modernisation Fund was set up by the EC with the 
adoption of Directive 2003/87/EC, allowing Member 
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States to finance investments in the period 2021–2030 
to develop low-carbon technologies, modernise energy 
systems and improve energy efficiency. In order to sup-
port the financing of energy-saving investment 
measures as well as the acquisition of alternative energy 
sources for households, the Government approved 
(Government Resolution No.940/2022) the expansion of 
the existing structure of the 9 programmes of the Mod-
ernisation Fund by the HOUSEnerg programme. The 
allocation of this programme amounts to 14.2% of the 
total resources of the Modernisation Fund, whereby 
subsidies are used to support investment projects to 
reduce the energy consumption of residential buildings, 
to acquire renewable energy sources and to achieve 
savings in primary non-renewable energy, but also, for 
example, to provide a contribution to achieving a higher 
energy standard in new buildings. 

7.1.3 Investments in Rail Transport in the Form of PPP 
In an effort to increase investment in the field of rail 
transport, the government is considering implementing 
projects in the form of a public-private partnership (PPP) 
model as a complementary way of ensuring the con-
struction, financing, operation and maintenance of 
transport infrastructure. Implementing projects through 
this model would free up the State Transport Infrastruc-
ture Fund’s budget to invest in other necessary infra-
structure projects at the same time. However, the 
operation of the railway and the revenues from charges 
from carriers would remain the responsibility of the 
State. The private partner would be responsible for 
ensuring the operability of the constructed line and 
financially rewarded (and penalised) for the quality of its 
construction availability over the entire duration of the 
project, i.e. about 25–35 years. 

The Ministry of Transport and the Railway Administra-
tion have prepared two pilot projects for the modernisa-
tion and construction of railway lines (from Prague 
Veleslavín to Václav Havel Airport and Nemanice I – 
Ševětín) with total investment costs of CZK 41.2 billion. 
For these two investment projects, the Government 
approved (Government Resolution No. 624/2022) the 
preparation of feasibility studies, while the benefits and 
risks of this financing model in rail transport will be fur-
ther evaluated. 

7.1.4 Investments from the European Investment Bank 
In order to strengthen investment in transport infra-
structure, the Czech Republic and the European Invest-
ment Bank concluded a memorandum in November 
2022, the purpose of which is to establish a framework 
for planned cooperation between the two parties in 
relation to financial and technical support needed for 
the implementation of strategic railway infrastructure 
projects. This is an additional source of financing beyond 
the state budget, whereby the Czech Republic will be 
able to draw on loans of up to EUR 7 billion in 2023–
2027, which will co-finance and complement funds from 

the Recovery and Resilience Facility, the Operational 
Programme Transport 2021–2027 and the Connecting 
Europe Facility. These loans will primarily finance major 
investment projects (e.g. TEN-T rail corridors and nodes 
where infrastructure is electrified or where electrifica-
tion is planned within 10 years, or where infrastructure 
will be adapted for zero carbon trains within 10 years), 
regional rail development or investments in digitisation 
and automation to optimise the use of rail capacity and 
improve safety and interoperability. 

Currently, the relevant investment projects are being 
assessed by the European Investment Bank and tech-
nical consultations are underway with representatives of 
the Ministry of Transport, the State Fund for Transport 
Infrastructure and the Railway Administration. Subse-
quently, the projects will be submitted to the Steering 
Committee and the Board of Directors of the European 
Investment Bank for approval. After their approval, the 
loan agreement will be submitted to the MF CR. It will 
then be approved at the government level, while the 
acceptance of the tranches will not be binding for the 
MF CR and will depend on the interest rate conditions 
that the European Investment Bank will achieve on the 
financial market by issuing its bonds. Assuming the ad-
vantageousness in terms of interest expenses compared 
to the standard debt financing through the issuance of 
Czech government bonds, it is likely that a loan of ap-
proximately CZK 25 billion will be drawn this year (with 
a subsequent loan to the State Fund for Transport Infra-
structure). This will largely cover the need for additional 
resources for the State Transport Infrastructure Fund in 
the amount of CZK 30.7 billion (Government Resolution 
No.825/2022). 

7.1.5 Investment Incentives Changes 
Currently, according to Act No. 72/2000 Coll., on In-
vestment incentives and Government Regulation No. 
221/2019 Coll., projects with high value added and stra-
tegic projects are supported. The approval of Govern-
ment Regulation No. 89/2023 Coll. introduced changes 
in the definition of the conditions for higher value add-
ed in the form of extending the criterion of higher value 
added to all regions of the Czech Republic (except re-
gions with a share of unemployed persons of at least 
7.5%) and tightening it (increasing the expenditure on 
cooperation with a research organisation to 2% of eligi-
ble costs and increasing the share of research and de-
velopment workers in the number of employees from 
the current 2% to 3%). Strategic investment actions 
(e.g. large-scale investments or investment projects 
aimed at expanding the production capacity of products 
needed to implement the necessary energy transfor-
mation of the Czech Republic) are exempted from these 
increased limits. In addition, more targeted support is 
introduced for the production of technologies and 
equipment that will contribute to energy savings and 
energy transformation. These are in particular products 
for which a shortage or partial unavailability on the 
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market has been identified and there is a need to sup-
port the increase of their production capacity in the 
Czech Republic. This is ensured by a change in the set-
ting of support conditions. Investments aimed at the 
production of these products can now obtain an invest-
ment incentive in the form of material support for the 
acquisition of tangible and intangible fixed assets for 
strategic investment actions without having to reach an 
investment of CZK 2 billion and create 250 new jobs. The 
amount of support for the acquisition of tangible and 
intangible fixed assets for strategic investment projects 
is then increased up to 20% of eligible costs in all regions 
(currently, this level of material support is available only 
in the Karlovy Vary, Ústí nad Labem and Moravian-Silesian 
regions). If the investment is approved by the govern-
ment as a strategic investment action, it will also not have 
to comply with the higher value added thresholds.  

Beyond these changes, the Government approved an 
amendment to the Investment Incentives Act (Parlia-
mentary Document No. 409), which changes the ap-
proval process for investment incentives. It is proposed 
to abolish the current obligation to submit each applica-
tion for an investment incentive to the government for 
approval and instead to approve it at the level of de-
partmental deliberation while respecting the adminis-
trative procedure. The decision on the investment 
incentive will be issued on the basis of an assessment of 
the conditions and obligations set out in the relevant 
legislation and in accordance with the binding opinions 
of the authorities concerned (the MF CR, the Ministry of 
the Environment, the Ministry of Labour and Social Af-
fairs and the Ministry of Agriculture). However, applica-
tions for strategic investment projects to obtain 
a financial contribution for the acquisition of tangible 
and intangible fixed assets will continue to be submitted 
to the Government. Therefore, the government will not 
decide whether or not to support the project, but only 
whether or not to provide direct funding for the project, 
according to the possibilities of the state budget. The 
removal of the political factor in the final approval phase 
should not only increase the credibility of the invest-
ment incentive system, but also the legitimate predicta-
bility of the approval procedure. 

7.1.6 Development of Czech Capital Markets 
In accordance with the Concept of Capital Market De-
velopment in the Czech Republic 2019–2023 (MF CR, 

2019), the government plans to adopt several amend-
ments to laws to support the capital market. Within the 
framework of the amendment to Act No. 256/2004 Coll., 
on Capital Market Business, it is proposed to introduce 
a so-called investment pension account, which would 
hold selected investment instruments (in particular 
shares, bonds, investment certificates, shares in invest-
ment funds, money market instruments or hedging 
derivatives) or cash. The custodian of such an account 
will be a securities dealer or a bank in the case of cash. 
The investment pension account will be tax-advantaged 
in a similar way to a supplementary pension, supple-
mentary retirement savings or life insurance. The em-
ployer will be able to contribute to the employee’s 
investment pension account, which will be tax exempt 
income for the employee. Income from the transfer of 
assets in the account will also be tax exempt. In addi-
tion, contributions made to the investment pension 
account will be deductible from the tax base up to an 
aggregate limit of CZK 48,000. This applies to all tax-
supported retirement savings products. For the purpos-
es of the tax support, the statutory conditions will have 
to be met (in particular, the “60+60 rule”, i.e. withdraw-
als from the account only in the year the taxpayer 
reaches the age of 60, and the arrangement of the 
product for a minimum period of 60 months). The 
amendment to Act No. 427/2011 Coll. on supplementary 
pension savings plans to introduce a new type of partici-
patory fund, the so-called alternative participatory 
fund. It will be less strictly regulated in terms of fees and 
investment strategy, which will allow investments in, for 
example, “private equity” funds (funds investing with 
a 10-year investment horizon in large unlisted compa-
nies) and infrastructure projects, thereby increasing the 
efficiency of the third pension pillar. It is also proposed 
to allow simultaneous participation in both the trans-
formed and the participant funds in order to allow 
participants to transfer more easily to participant funds 
without having to cancel their participation in the trans-
formed fund. In order to motivate people to make 
higher contributions to the pension funds and at the 
same time to achieve a neutral impact on the state 
budget, it is also proposed to increase the lower limit of 
the state contribution from the current CZK 300 to 
CZK 500 per month and the upper limit from the current 
CZK 1,000 to CZK 1,700 per month, with the amount of 
the state contribution being linear in the proportion of 
20% of the participant’s contribution. 

7.2 Increasing Efficiency and Transparency of Public Finances 
7.2.1 Open Public Administration Data 
The basic legal framework for open data in the Czech Re-
public is Act No. 106/1999 Coll., on Free Access to Infor-
mation. It sets out the basic principles and requirements 
for the quality of information provided, which obliged 
entities must comply with when providing information. 
Furthermore, if obliged entities provide information in 

open data quality, this information must be provided in 
an open and machine-readable format and must be regis-
tered in the national open data catalogue, which is man-
aged by the Ministry of the Interior. Currently, 283 entities 
provide more than 142,000 datasets to the national open 
data catalogue on a mandatory and voluntary basis. With 
effect from 1 February 2022, there is a legal obligation (Act 
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No. 261/2021 Coll.) to publish specific areas of data as 
open data. State authorities, regional authorities and mu-
nicipal authorities of municipalities with extended powers 
must then publish metadata of information published in 
a way allowing remote access on their official boards and 
metadata of these official boards as open data. Mandatory 
entities must publish public registers, indexes, records and 
lists as open data, while for existing registers, indexes, 
records and lists the obligation is postponed until the end 
of 2023. Last year, Directive (EU) 2019/1024 of the Europe-
an Parliament and of the Council on open data and the re-
use of public sector information was transposed, which, 
with effect from 1 January 2023, among other things, ex-
tends the range of obliged entities to include public under-
takings controlled by the state, introduces the obligation to 
publish dynamic data in the form of open data or to publish 
high-value datasets as open data. With effect from 1 Janu-
ary 2024, a central register will be set up as a public admin-
istration information system to publish the annual reports 
of obliged entities. The Ministry of the Interior will be the 
administrator of this register. 

In the area of public finances, open data are published 
primarily by the MF CR, with 732 datasets currently pub-
lished. Several information systems are also part of the MF 
CR’s open data. First of all, the Monitor information portal, 
which provides data on budget and accounting information 
from all levels of state and local government, including 
illustrative graphical outputs. Next is the CEDR III infor-
mation system, which provides data on subsidies, repaya-
ble financial assistance and other similar transfers provided 
from the state budget, state funds, state financial assets 
and the National Fund (including European subsidies) and 
their beneficiaries. The DotInfo information system enables 
to seek out the providers of grants and repayable financial 
assistance from the state budget. 

7.2.2 European Anti-Fraud Office 
Act No. 34/2023 Coll. on the Coordination of Cooperation 
with the European Anti-Fraud Office will enter into force 
on 1 April 2023. This is an adaptive regulation for the 
implementation of Regulation (EU, Euratom) 2020/2223 
of the European Parliament and of the Council amending 
Regulation 883/2013, since in the Czech legal system no 
national administrative authority with the relevant com-
petence has so far had the competence to obtain or pro-
vide data to the European Anti-Fraud Office to the extent 
required by the relevant provisions of this Regulation. The 
adoption of this Act defines the competences of the MF 
CR as a new entity in the exercise of the anti-fraud coor-
dination service. The MF CR, on behalf of the Czech Re-
public, is the administrative and legal partner of the 
European Anti-Fraud Office in the performance of the 
coordination service. It organises, for example, meetings 
with the office with the entities concerned during on-site 
inspections, provides the necessary documents and in-
formation for its investigations and assists the course of 
its investigations in the Czech Republic. In parallel, 
Act No.35/2023 Coll. amending certain acts in connection 

with the adoption of the Act on the Coordination of Co-
operation with the European Anti-Fraud Office was 
adopted. Its adoption amends three laws (on banks, cred-
it unions and the central register of accounts). The scope 
of the entities is extended to include the MF CR, to which 
banks are now entitled to submit information on matters 
subject to banking secrecy, including records of transac-
tions. The same obligation will apply to credit unions for 
information to be kept confidential. 

7.2.3 Conflict of Interest Act 
The Chamber of Deputies is currently considering an 
amendment to the Conflict of Interest Act (Chamber of 
Deputies Print No. 110), which aims to streamline the 
legal regulation and increase the enforceability of the 
law in the area of conflict of interest. In particular, it 
targets provisions that prohibit public officials and com-
panies they actually own from receiving subsidies and 
investment incentives and from owning media. As there is 
still no consensus on the form of this key anti-corruption 
legislative document in the above-mentioned areas, Act 
No. 180/2022 Coll. amending Act No. 159/2006 Coll. on 
Conflict of Interest was issued. The amendment addresses 
the issues arising from the Constitutional Court’s ruling of 
11 February 2020, Case No. Pl. CC 38/17, which abolished 
the possibility of unlimited anonymous inspection of 
submitted notifications as of 31 December 2020. In 
response to the publication of the notice on the conflict 
of interests, there were also several court proceedings 
in the matter of the state's responsibility for the uncon-
stitutional widespread publication of sensitive personal 
data of representatives of municipalities and cities, 
which were eventually dealt with by the Constitutional 
Court. The rulings in Case Nos. IV.CC 579/22 and IV.CC 
2296/22 indicate that it is unconstitutional for a public 
authority to apply provisions of a law that have been 
challenged by the Constitutional Court for interfering 
with the constitutionally guaranteed fundamental rights 
or freedoms of the addressee of the legal act, even if the 
provisions have been repealed with a deferred period of 
time for remedy. In this way, the Constitutional Court 
responded to the continuation of the possibility of un-
limited disclosure of property declarations of municipal 
and regional representatives by the Ministry of Justice 
following the Constitutional Court’s annulment ruling 
(Case No. Pl. CC 38/17). The approved amendment, 
effective from 1 July 2022, introduces access to the 
Central Register of Notices upon request of a duly identi-
fied applicant and provides that all data from the Regis-
ter of Notices may be used only for the purpose of 
establishing a possible violation of a public official’s 
duties. It also excludes from the category of public offi-
cials the non-elected deputy mayors in Type I municipal-
ities and non-elected councillors in Type I and Type II 
municipalities and introduces an obligation to delete 
from the Central Register of Notices within 60 days 
those persons who are no longer covered by the Conflict 
of Interest Act. 



 

 52 
Convergence Programme of the Czech Republic  
April 2023 

7.2.4 Whistleblower Protection Act 
In November 2022, the Government approved the Whis-
tleblower Protection Bill (Parliamentary Document 
No. 352), which transposes Directive (EU) 2019/1937 of the 
European Parliament and of the Council of 23 October 
2019 on the protection of persons who report breaches of 
Union law. In addition to the actual protection of so-called 
whistleblowers (who report wrongdoing got known in a 
work-related context) from retaliation, the directive and 
related national legislation also aim to prevent illegal and 
corrupt practices in the interest of cultivating the public 
space. The law will provide protection from retaliation to 
employees and public servants, business partners of em-
ployers, tradespeople, interns and volunteers, and others. 
The right cannot be waived, and protected persons may 
seek appropriate satisfaction in the event of retaliation. 
Notification may be made in three ways: through an inter-
nal notification system established by the obligated entity, 
by notification to the Department of Justice, and in specific 
cases designated by law, by publication. The draft law 
commands obliged entities (e.g. certain contracting author-
ities, employers with more than 50 employees, public au-
thorities explicitly designated by law) to establish an 
internal notification system. The draft also regulates the 
procedures for receiving and handling notifications and the 
rights and obligations of persons involved in the protection 
of whistleblowers, and establishes offences and the power 
to sanction them. 

7.2.5 Public Spending Review 
The desire to spend public expenditure as efficiently, 
economically and effectively as possible has led to the 
launch of a pilot project of public spending review. The 
project is being carried out in cooperation with the Or-
ganisation for Economic Co-operation and Development. 
The issue of subsidies for training of health care workers 
was selected as the first area of review, both on the 
basis of a negative opinion of the Supreme Audit Office 
(SAO, 2020) and due to the high growth dynamics of 
expenditure and other demands for expenditure growth 
in this segment. In 2022, the expenditures in the area of 
subsidies for postgraduate medical training, which are 
covered by the state budget, were analysed for their 
consistency with government policy objectives and their 
efficiency and effectiveness. As a result of the investiga-
tion, several recommendations were made, including: 
the introduction of prioritization of resource allocation 
based on the (potential) shortage of physicians in the 
region/specialty (taking into account the age structure 
of physicians); improved coordination between the 
Ministry of Health and health insurance companies (e.g. 
elimination of duplication of funding from the state 
budget and health insurance budgets); consideration of 
the possibility of linking (part of) the subsidy to the fu-
ture practice of the medical profession in the region or 
directly in the health care facility to strengthen the ef-
fectiveness of the public funds spent (similarly, the pos-
sibility of taking into account the success rate of 

completing postgraduate training). The Ministry of Finance 
considers the thematic evaluation of state budget expendi-
tures within the framework of the retrospective evaluation 
of expenditures as an effective tool that leads to increasing 
transparency and medium-term sustainability of public 
finances, and therefore intends to use the so-called spend-
ing review also for the evaluation of other areas of public 
expenditures (education, security, public administration). 

7.2.6 Public Finance Management and Control 
The project Strengthening Public Finance Management 
and Control financed by the EEA and Norway Grants is 
being implemented, in order to obtain an independent 
evaluation of the current state of public finance man-
agement and control and to identify the main weak-
nesses and their causes. As part of this project, public 
administrations are subjected to a detailed analysis of 
the internal processes of management and control of 
public finances and subsequently various options for 
simplification are assessed. In the course of the project, 
several analyses concerning the functioning of the inter-
nal control systems of public administrations were pre-
pared, which should assess and evaluate the current set-
up on the basis of an examination of the internal control 
system set-up in 30 selected public administrations. 
Furthermore, the basic principles and rules of internal 
audit, constitutional limits of regulation of public finance 
management and control in relation to regional authori-
ties or proceedings for breach of budgetary discipline 
are analysed and evaluated. The outcome of this project 
should be a draft bill on the Management and Control of 
Public Finances, which would make the system of man-
agement and control of public finances more efficient 
and increase the protection of public funds. 

7.2.7 More Detailed Monitoring of Local Budgets 
during an Emergency 

On 1 July 2022, Decree No. 160/2022 Coll., amending 
Decree No. 5/2014 Coll., on the Method, Terms and 
Scope of Data Submitted for the Evaluation of the Im-
plementation of the State Budget, Budgets of State 
Funds, Budgets of Local Governments and Budgets of 
Voluntary Associations of Municipalities, as amended, 
entered into force. The aim of the amendment was to 
require detailed monitoring of revenues and expendi-
tures of local governments related to extraordinary 
events of regional or national importance (e.g. migra-
tion crises, pandemics and natural disasters) in the clas-
sification according to the Decree on Budgetary 
Composition. For the purposes of this Decree, an emergen-
cy is an event with a potentially significant impact on public 
budgets, e.g. linked to the declaration of a state of emer-
gency, a state of national emergency or a state of war. The 
existing Statement for the Evaluation of the Budgetary 
Performance of Local Governments and Voluntary Associa-
tions of Municipalities has been modified to classify reve-
nues and expenditures by section, item, instrument and 
spatial unit to show that they are revenues and borrowed 
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funds received or expenditures related to emergencies of 
regional or national significance. 

An emergency is currently declared as “01 – Aid to 
Ukraine” for expenditure on purchases (e.g. acquisition 
of goods and services), transfers or borrowed funds. 
Other exceptional events will be numbered in two digits, 

ascending and in chronological order, and will be an-
nounced and published on the MF CR website, together 
with their names and effective dates (i.e. the moment 
from which the entities concerned will track and report 
this exceptional event for receipts, borrowed funds 
received and expenditures). 

7.3 Budgetary Policy 
7.3.1 EU Fiscal Framework Reform 
In response to the lessons learned from recent econom-
ic crises, but also to higher and more disparate levels of 
national government debt or the need to facilitate in-
vestment in common EU priorities, the EC proposed 
a reform of the EU’s economic governance framework 
in November 2022. The intention is to make the frame-
work simpler, more transparent and more efficient, with 
greater national ownership and better enforcement of 
rules, while allowing for reform and investment and 
contributing to a realistic, gradual and sustainable re-
duction of high debt levels. The framework proposed by 
the EC is based on national medium-term fiscal and 
structural plans. These would integrate fiscal, structural 
reform and investment objectives, including targets to 
address macroeconomic imbalances where appropriate, 
into a single coherent medium-term plan. Member 
States would have greater flexibility in setting the fiscal 
adjustment path. A single indicator – net primary ex-
penditure, i.e. expenditure under the direct control of 
the government – would serve as the basis for setting 
the fiscal adjustment path and conducting annual fiscal 
surveillance. The process would work in several steps: 
− The EC would present a benchmark fiscal adjust-

ment path for a four-year period based on its 
methodology for (medium-term) debt sustainabil-
ity analysis. This benchmark adjustment path 
should ensure that the debt of Member States with 
significant or medium risks starts to decline credi-
bly and that the deficit remains below the 3% of 
GDP reference value. 

− Member States would then submit plans setting 
out their medium-term fiscal path, priority reforms 
and public investment commitments. Member 
States could propose a longer adjustment period, 
extending the fiscal adjustment path by up to three 
years, if it is based on a set of reform and invest-
ment commitments that contribute to debt sus-
tainability and respond to common EU priorities 
and objectives. 

− The EC will consider the plans with a positive as-
sessment if debt starts to decline or remains at 
a prudent level and the budget deficit remains be-
low the 3% of GDP reference value over the medi-
um term. Following a positive assessment by the 
Commission, the Council would approve the plans. 

− The EC would continuously monitor the implemen-
tation of the plans and Member States would sub-
mit annual progress reports on the implementation 
of the plans to facilitate effective monitoring and 
ensure transparency. 

At the same time, stronger EU enforcement tools would be 
introduced to ensure proper implementation of the plans. 
The excessive deficit procedure based on breaches of the 
deficit reference value would be maintained, while the 
excessive deficit procedure based on the debt criterion 
would be strengthened. It would be activated if a Member 
State with a debt above 60% of GDP deviates from the 
agreed expenditure path. It is also proposed to adjust fi-
nancial and reputational sanctions and to introduce a new 
instrument to ensure the implementation of reform and 
investment commitments, on which a longer adjustment 
path would be based. Non-compliance could then lead to a 
more restrictive correction process. Changes to the preven-
tion and correction of macroeconomic imbalances are also 
proposed in form of strengthening the early identification 
of macroeconomic risks. Currently, the proposal is being 
discussed among the member states, while the issuance of 
relevant legislative proposals was to follow the meeting of 
the European Council in March. This implies that agree-
ment on a new fiscal framework will not be reached before 
the start of the budgetary procedures for 2024. 

7.3.2 Change in Funding for Defence Spending 
In accordance with the Government’s Policy Declaration, 
a draft of Act on the Financing of Defence of the Czech 
Republic was submitted to the Chamber of Deputies 
(Chamber of Deputies Print No. 369), which, starting in 
2024, guarantees a minimum annual defence expendi-
ture in the state budget of 2% of GDP and enables sta-
ble and transparent financing of strategic military 
acquisitions. According to this law, defence expenditure 
means both the expenditure of the Ministry of Defence 
and expenditure claimed by other chapters of the state 
budget, if it falls under the definition of defence expendi-
ture set out in the North Atlantic Treaty Organisation 
documents PO(2018)0048 NATO Defence Expenditure 
Definition. The Alliance defines defence expenditure as 
payments made at central government level (i.e. not to 
regional, local or municipal authorities) to specifically meet 
the needs of the armed forces of an ally, allies or the Alli-
ance. Thus, it includes, for example, supplies for direct use 
by the armed forces, expenditure on wartime stockpiling of 
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finished military equipment, employers’ contributions to 
pension funds for active personnel, and retirement pen-
sions for retired military personnel. Conversely, compensa-
tion for war damage and benefits and payments to 
veterans, civil defence and civil preparedness expenditure 
are not included. In the new concept of defence expendi-
ture, the administrators of the chapters of the state budget 
submit to the Ministry of Defence for approval the inclu-
sion of national defence expenditure at the latest 
36 months before the beginning of the financial year in 
which the expenditure is to be included in the budget. 

The Act also introduces the legal institute of a strategic 
project of the Army of the Czech Republic as a minimum 
three-year project with a fundamental impact on the 
defence capability of the Czech Republic with a budget 
exceeding CZK 300 million. Their selection will be subse-
quently approved by the Government after coordination 
with the Alliance plans under the responsibility of the 
Ministry of Defence and after discussion with the MF CR. 
In order to improve the flexibility of the use of resources 
for financing these projects, it is proposed that entitle-
ments arising from a strategic project under one pro-
gramme can be used for another project under another 
programme, i.e. the Ministry of Defence will have an ag-
gregate amount of funds for strategic projects each year, 
which can be used more easily for individual projects. 

7.3.3 State Support for Insurance and Export Financing 
As a result of the Russian aggression against Ukraine and 
the ensuing economic impact on EU Member States, the EC 
has modified the so-called Temporary Framework (Com-
mission Communication 2022/C 426/01) for other State aid 
instruments. This allows Member States until the end of 
2023 to provide public support to companies affected by 
the economic impact (in particular high prices of energy, 
raw materials and other commodities) and indirectly by the 
ensuing sanctions. In this context, Act No. 363/2022 Coll. 
amending Act No. 58/1995 Coll. on Insurance and Financing 
of Exports with State Support was adopted, which, with 
effect from 1 December 2022, defined more generally the 
possibility of providing guarantees so as to extend, without 
further legislative intervention, State support in relation to 
its need in the event of emergency measures in order to 
maintain or increase the availability of liquidity for the 
entities listed in the Act. Furthermore, the subjects of sup-
port have been extended to include export-oriented enter-
prises, which are defined as individuals or legal entities 
having an export share of at least 25% of the total annual 
revenue from the sale of products, services and goods 
for the last accounting period. It is also clearly defined 
that the sources for the supported financing are provid-
ed from the state budget, from borrowings or loans 
granted by the MF CR pursuant to Act No. 218/2000 
Coll., on Budgetary Rules, or on the financial markets. 
The Act also specifies the determination of the Czech 
Export Bank’s losses from the operations of supported 
financing, the reimbursement of which is covered by subsi-

dies from the state budget. Thus, the loss now includes the 
costs of write-offs of receivables, income from the use or 
release of provisions and reserves, received insurance 
performance, gains and losses from modifications of finan-
cial assets related to supported financing. Conversely, 
items relating to financial derivative transactions are ex-
cluded. These financial operations are a purely commercial 
decision of the Bank and are not directly related to the 
supported financing, as they are carried out on stable fi-
nancial and capital markets and it should be the duty of the 
Czech Export Bank to carry out such operations prudently 
and without claiming that the losses incurred will be cov-
ered by subsidies from the State budget. 

7.3.4 New Agricultural Subsidy Plan 
In October 2022, the Government approved (Government 
Resolution No. 860/2022) the Strategic Plan of the Com-
mon Agricultural Policy for the period 2023–2027 (MoA, 
2022), which was subsequently notified by the EC in No-
vember. This plan represents a key instrument of support 
for the agricultural sector and rural areas for the period in 
question by setting agricultural, food and forestry objec-
tives for which agricultural subsidies from European and 
national sources will be allocated, totalling approximately 
CZK 200 billion. The main objective of the adopted plan is 
more effective support in the form of direct payments to 
farmers, which make up the largest share of the common 
agricultural policy. Thus, from 2023, several changes have 
been made to the subsidy system which are based on the 
principle of merit. The new redistributive payment is set at 
23% of the total amount of direct payments that farmers 
receive for the first 150 hectares of land farmed. This pay-
ment makes up for the basic area subsidy, for which the 
annual allocation has been reduced from CZK 12 billion to 
around CZK 6.2 billion. These steps are thus primarily 
aimed at supporting smaller farms. Significant additional 
funds are then provided when applying organic solutions 
(e.g. in the form of a financial bonus for farmers who farm 
more organically than they are obliged to). 

7.3.5 State-owned Enterprises in the State Treasury 
System 

In order to strengthen the state’s liquidity position and 
streamline the state treasury’s liquidity management, 
the proposed amendment to Act No. 218/2000 Coll., on 
Budgetary Rules (Chamber of Deputies Print No. 369), 
contains the inclusion of state-owned enterprises (in-
cluding the national enterprise) under accounts subor-
dinated to the State Treasury system. This will only lead 
to the maintenance of accounts with the CNB and the 
execution of payments through the CNB. However, the 
accounting and reporting is not to be linked to the inte-
grated treasury system. The amendment also proposes 
that, similarly to the state contributory organisations, 
state funds, the Railway Administration, health insur-
ance companies and state enterprises should be allowed 
to set up accounts outside the CNB on the basis of a 
reasoned request and approval by the MF CR. 
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Coll., on the Organisation and Implementation of Social Security, as amended. 
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on the Territory of Ukraine caused by the Invasion of the Troops of the Russian Federation. (expired) 

Act No. 128/2022 Coll., on Measures in the Field of Taxation in Connection with the Armed Conflict on the Territory of 
Ukraine caused by the Invasion of the Troops of the Russian Federation, as amended. 

Act No. 131/2022 Coll., amending Act No. 353/2003 Coll., on Excise Duties, as amended. 

Act No. 142/2022 Coll., amending Act No. 586/1992 Coll., on Income Taxes, as amended, Act No. 16/1993 Coll., on Road 
Tax, as amended, and Act No. 201/2012 Coll., on Air Protection, as amended. 

Act No. 180/2022 Coll., amending Act No. 159/2006 Coll., on Conflict of Interest, as amended. 

Act No. 196/2022 Coll., on the One-off Child Allowance. 
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the Territory of Ukraine caused by the Invasion of the Troops of the Russian Federation, as amended by Act No. 
175/2022 Coll., and Act No. 66/2022 Coll. on Measures in the Field of Employment and Social Security in Connec-
tion with the Armed Conflict on the Territory of Ukraine caused by the Invasion of the Troops of the Russian Fed-
eration, as amended by Act No. 175/2022 Coll. 
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Act No. 232/2022 Coll., amending Act No. 458/2000 Coll., on the Conditions of Business and the Exercise of State Admin-
istration in the Energy Sectors and on Amendments to Certain Acts (Energy Act), as amended, and Act 
No. 165/2012 Coll., on Supported Energy Sources and on Amendments to Certain Acts, as amended. 

Act No. 240/2022 Coll., amending Act No. 69/2006 Coll., on the Implementation of International Sanctions, as amended, 
and Other Related Acts. 

Act No. 241/2022 Coll., amending Act No. 106/1999 Coll., on Free Access to Information, as amended, Act 
No. 123/1998 Coll., on the Right to Information on the Environment, as amended, and Act No. 130/2002 Coll., on 
Support for Research, Experimental Development and Innovation from Public Funds and on amending Certain Relat-
ed Acts (Act on Support for Research, Experimental Development and Innovation), as amended. 

Act No. 245/2022 Coll., amending Act No. 37/2021 Coll., on the Registration of Beneficial Owners. 

Act No. 260/2022 Coll., amending Act No. 592/1992 Coll., on Public Health Insurance Premiums, as amended, and Other 
Related Acts. 

Act No. 286/2022 Coll., amending Act No. 353/2003 Coll., on Excise Duties, as amended. 

Act No. 358/2022 Coll., amending Act No. 329/2011 Coll., on the Provision of Benefits to Persons with Disabilities and on 
amending Related Acts, as amended, and Certain Other Acts. 
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Act No. 363/2022 Coll., amending Act No. 58/1995 Coll., on Insurance and Financing of Exports with State Support and 
supplementing Act No. 166/1993 Coll., on the Supreme Audit Office, as amended, as amended. 

Act No. 365/2022 Coll., amending Act No. 458/2000 Coll., on the Conditions of Business and the Exercise of State Admin-
istration in the Energy Sectors and on Amendments to Certain Acts (Energy Act), as amended. 
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Annex: Convergence 
In 2022, the economic level of the Czech Republic, ex-
pressed in terms of gross domestic product per capita at 
current purchasing power parity, was 9% lower than in 
the EU and 22% lower than in Germany. Although the 
economic level of the Czech Republic was rapidly ap-
proaching the EU average between 2000 and 2008 due 
to strong economic growth, the convergence process 
then stalled until 2013 due to recessions and only a 
slight recovery. Subsequently, however, the Czech Re-
public started to slowly converge towards the EU aver-
age again until 2020, when the world was paralysed by 
the coronavirus pandemic, a synchronised decline in 
economic activity occurred and the convergence process 
stopped again (see Graph A.1In the context of the linger-
ing effects of the pandemic and the Russian aggression 
against Ukraine, which led to a sharp increase in prices 
and a tightening of monetary policy, we expect that the 
convergence process could resume only in 2024. 

Since 1995, the comparative price level of the Czech 
Republic had been on an almost uninterrupted upward 
trend. In 2008, it reached 72% of the EU average, and 
thereafter, with the exception of 2009, remained close 
to this level. During 2013 and 2014, the comparative 

price level declined as a result of the CNB’s exchange 
rate commitment and the related depreciation of the 
koruna against the euro, and even fell to the 2006 level 
in 2014. Since 2015, however, it has gradually risen 
again (see Graph A.2). This year, the comparative price 
level is expected to increase more significantly, including 
as a result of the appreciation of the koruna, to 87% of 
the EU average. It should remain at this level next year. 

Despite the weaker economic recovery, labour produc-
tivity per hour worked should continue to increase 
gradually this year as a result of the appreciation of the 
Czech currency (see Graph A.3). Labour productivity in 
the Czech Republic could thus increase to 63% of the EU 
level and remain at this value next year. 

After 2008, wage convergence temporarily stopped. 
Subsequently, the average wage in the private sector in 
the Czech Republic hovered around 46% of the EU level. 
In 2017–2019, due to the economic upturn and the 
increase in the minimum and guaranteed wage, this 
ratio started to increase again until 2020, when it fell 
slightly. The tight labour market has contributed to an 
increase in the average wage, which reached 60% of the 
EU average in 2022, or 74% in PPP terms. 

Graph A.1: Relative Economic Level 
EU27=100, GDP per capita in current purchasing power parities 
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Source: CZSO (2023a), Eurostat (2023). MF CR calculations and forecast. 

 Graph A.2: Comparative Price Level  
EU27=100 
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Graph A.3: Real Labour Productivity 
EU27=100, constant prices of 2010, per hour worked 
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Graph A.4: Average Compensation of Employee 
EU27=100 
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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 S0 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 
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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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