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* CE in this presentation means the Czech Republic, Hungary, Poland, and Slovakia, i.e. the 
Central    European former Soviet Bloc countries



CE Manufacturing in Early 1990ies

� The manufacturing sector in CE post-communist countries in the 
beginning of 1990ies had numerous weak points, including

� state ownership of manufacturing enterprises (100 % or close to 100 %)
� excessive size and scope (imports were restricted and the services sector was 

underdeveloped)
� technical obsoleteness, with low international competitiveness
� export orientation toward the CEE world, USSR being the most important export 
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� export orientation toward the CEE world, USSR being the most important export 
destination

� In short: New Underdeveloped Countries

� 1990 -1991: Collapse of USSR market � fast re-orientation of 
manufacturing export from USSR to EU

� Export to EU based on price competition (low quality – low price)

� Manufacturing in need of huge modernization investments 

� Lack of domestic capital resources



CE Manufacturing in Early 1990ies

� The manufacturing sector in CE and the countries themselves had 
also lot of strong points and structural advantages: 

� long industrial tradition going back to the 19th century, including various 
segments of engineering

� educated human resources, particularly with good technical skills including shop 
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worker level
� strategic location in the center of the European continent, in vicinity of Germany 

and other highly developed European nations
� comparatively good or at least acceptable transportation and ITC infrastructure
� political and economic support of EU and many EU countries, including transfer 

of institutional know-how and assymetric liberalization of trade allowing 
temporary one-sided protection of several ‚sensitive‘ markets in CE countries

� the perspective of a future EU membership (took place in 2004)



Policy Response

� Privatization
� selected businesses sold to strategic foreign direct investors (typically 

manufacturing companies, e.g. the sale of the Czech car manufacturer Škoda to 
VW in 1991)

� most business privatized locally, partly because of nationalist resentments
� domestic privatization typically didn‘t bring many inputs to the privatized 
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business, particularly not capital, markets, and industrial know-how

� Investment Incentives
� to attract foreign investors CE countries gradually introduced industrial policy 

scheme based on targeted investment incentives for direct greenfield investors 
(particularly in manufacturing, later also in selected fields of the services sector)

� greenfield investment projects significantly contributed to the improvements in 
unemployment rates 

� Czech Republic is the most successful among CE countries in attracting FDIs



Czech Investment Incentives Scheme

� The Czech investment promotion agency (IPA) CzechInvest was 
established in 1992. From the very beginning all its activities were 
pursued as fully compliant with EU state aid and competition 
regulations. The Investment Incentives Scheme (IIS) was approved 
in 1998, and it contains the following incentives: 
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� corporate income tax relief (for up to 10 years)
� transfer of a land for free or with discount price
� job creation grants
� staff training grants
� cash grants on capital investments
� information and legal support
� all incentives are granted automatically, dependent  on eligibility of the 

particular project – no discretionary decision-makin g



Czech Investment Incentives Scheme

� Eligibility:

� selected industries (most manufacturing industries, several hi-tech and hi-value-
added service industries)

� total sum of investment in one investment project at least CZK 50 to 500 mn
(approx. EUR 2 to 20 mn), the sum varies regionally according to the regional 
unemployment rate; certain incentives are not available for projects located in 
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unemployment rate; certain incentives are not available for projects located in 
the City of Prague where the unemployment level is significantly lower than in 
all other regions 

� certain incentives are eligible only if they create certain number of jobs (on top 
of the sum of the investment)

� fulfilling specific technological (like percentage of new machinery and 
equipment in the investment project) and environmental criteria

� the scheme is available irrespective to the country  origin of the 
investment , eligible for both domestic and foreign investors



CzechInvest

� To operate the IIS and to promote investment in the Czech Republic, 
CzechInvest was developed into a strong, commercially managed 
and driven organization. Apart of its headquarters in Prague 
CzechInvest operates

� 13 regional offices in the Czech Republic (one in each region)
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� 13 regional offices in the Czech Republic (one in each region)
� 8 offices abroad (4 in Western Europe, 2 in the US, 1 in Japan and 1 in China)

� Since 1992 up to 2012 CzechInvest completed

� 2,148 investment projects with total value of
� CZK 741,721 mn (EUR 29,669 mn) of pledged investments, which created
� 240,706 long-term jobs 

� CzechInvest twice awarded the European IPA of the Year 
(2000, 2001)



IIS - Implementation and Results

� Since the implementation of the IIS the inward FDIs in the Czech 
Republic skyrocketed

� However this was not just the effect of the IIS and of the excellent 
performance of CzechInvest. In 1997 - 1998, several other policy 
initiatives supportive for FDI inflow were introduced simultaneously:

�
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� privatization of four biggest banks and several large businesses in energy, 
telecom, iron metallurgy or mining 

� official start of the EU enlargement negotiations (including the screening of the 
Czech legal system and its adaptation to the acquis communautaire)

� second generation reforms (improvements in legal enforcement, transparency
of both the government and the business environment, financial markets 
regulation, deregulation of the energy, telecom, and railway sectors, and many 
other pro-market reforms significantly strengthening the institutional setup of the 
market economy), mostly within the process of implementation of the acquis

� support of inward foreign investment promoted to the top of the policy agenda 



IIS - Implementation and Results
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Source: CzechInvest (2012 Annual Report)



IIS - Implementation and Results

30.4.2014 / page 9

Source: CzechInvest (Factsheet No. 2, 2013)



IIS - Implementation and Results
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Source: CzechInvest (Factsheet No. 2, 2013)



IIS - Implementation and Results
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Source: Czech National Bank (ARAD database)



IIS - Implementation and Results
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Source: Czech National Bank



IIS - Implementation and Results
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Source: Czech National Bank 



IIS - Implementation and Results
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Source: Czech Statistical Office
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IIS - Implementation and Results
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Source: Czech National Bank (ARAD database)

-5000
-4000
-3000
-2000
-1000

0
1000
2000
3000
4000
5000

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

Goods Goods and Services



CE Growth Model

� The economic growth of the Czech Republic and other CE 
countries is chiefly driven by export-oriented manufacturing with 
medium value added (automotive industry, mechanical 
engineering, electric engineering and electronics…)

� This growth model established in the second half of 1990ies is 
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� This growth model established in the second half of 1990ies is 
now partly worn out (particularly in the Czech Republic). This is 
caused by
� growing wages that make many industries less price-competitive
� exhausting of available factors of production and of existing capacities (namely 

free stock of skilled labor) � visible consequence today: decline in size of the  
investment projects (fortunately compensated by their growing number)

� growing international competition in leading CE industrial sectors (China and 
ASEAN, Turkey, South-Eastern Europe…)



CE Growth Model – In Need of Innovation

� This growth model will continue to work in the foreseeable future 
but it will not generate those growth rates and labor market 
improvements as during the previous decade 

� It‘s time for policy change – not to call off the successful policies of 
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� It‘s time for policy change – not to call off the successful policies of 
the past but to complement it with new policy measures fostering 
hi-value-added activities. Key points of these new policies should 
be
� improvements in work of the government agencies and public institutions, 

focusing on the efficiency of the public sector, its credibility, transparency, 
predictability and accountability, and anti-corruption

� massive and systematic investment into human and social capital, including 
education, culture and R&D 



CE Growth Model – In Need of Innovation

� Success of such policy re-orientation toward the ‚knowledge
economy‘ is by no means guaranteed…
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but

� Doing nothing but just continuing in the successful policies of the 
past guarantees failure in the future
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Thank you for your attention!

pmertlik@bivs.cz


