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Executive Summary

1 Key Palicy Insights

Inbnosdscbann
The economy requires substantial macroeconomic policy suppart
The Czech Republic ls experiencing a strong second wave of the coronawines pandemic
The economy contractad sharply
The recovery will 1ake tme and is shrouded by uncertainty
Considerable policy space permits continued support i needad
Monetary pobcy has room io ease further if needed
Further fiscal policy suppor & neaded
Provesding effective suppor to labour and capital reabocation
Irmproving fiscal sustainability ower the long term
Ageing threatens fiscal sustainabdity

Reforming the tax system to better support the recovery and future growth
Addressing cormuption o ralse the effectiveness of public spending

Folicies to ratse productivity and restart imvesiment

Fostening R&D, innovation and improving the business anironment

Accalerating gresn growth

Countering the adverse anwironmental impacts of urban sprawl
Increasing labour market participation and bulding skils

Bringing more mothers to the labour market

Making education and skills more Inchusive and better adapted 1o a changing kabour market
References

2 Enhancing administrative and fiscal decentralisation
Inbrosmuscton
A fragmented and complex territoral division

Administrative fregmentabon increases costs, constraine the quality of sandces and reduces
capacity at the local level

Encouraging mengers and mandating inter-municipal co-operation 1o tackle fragmentabon

kengers of municipaliies should be encouraged
Municipal co-operation is common but it lacks stability

kandating inter-municipal co-operation and increasing the roée of municipalities with extendad

pawers
Fiscal srangements to mprove efficiency

Crverall, the flacal position of local governments ks sound but the COVID-19 shock will pose

chiabenges
Diistribution of tax revenwes fevours small munscipalities

Making delivery of education more eguitable across the country
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Corsolidating the school network would ratme guality and efficency

]

Improsing the quality of teaching by expanding Incentives for teachers to work In remobe areas %9

Irmproving the delivery of health and long-termn cane for an ageing population
Healthcane oulcomes are unequal acness the country
Improving access to long-term cane sandces

Anmex 1A, Average tax revenue per capita i3 higher in small municipalties, 2018
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Table 1.6. Nlustrative dirsd fiscal impacl of selecied recommended reforms
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Table 1.8. Past recommendalions on RAD and innavafion

Table 1.9. Pas! recommendalions on green groath and acheving efficiency in the energy system
Table 1.10. Pasi recommendafions on higher labour ulilisalion

Table 1.11. Past recommendafons on educaion and skills

Table 1.12. Recommendalions

Table 2.1. Main responsibilities al the municipal, regional and central levels

Table 2 2. Revenue and expendiiure of Voluntary Assocations of Municipalities

Table 2.3, Revenue and expendilure of regions and municipalites

Table 2.4, Revenue and expendilune of regions and munici

Table 2 5. Tax sharing amangement in the Czech Republc, 2018

Table 2 6. Decisions \a%=n al the school level in public lower secondary education, %, 2018
Table 2.7. Resporsibility for health care by bevel of government in the Czech Republic
Table 2 8. Recommendalions on enhancing adminisirative and fiszal decentralisation
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Figures

Figure 1. The sconamy contracled sharply

Figure 2. RAD swpendibure lags behind OECD peers

Figure 3. Czech municipalities ame very small

Figure 4, The emplaymen! gap of mothers wilh young children is very high

Figure 1.1. The Czech Republic is fighling the social and sconomic consequences of the pandemic
Figure 1.2. Fescal and monetary pobces siepped in 1o support the ecanomy

Figure 1.3. The Caech Republic was rapidly convesging fowards the OECD average

Figure 1.4. Priar lo lhe crisis, the Czech Republic performed well in many aspects of well-being
Figure 1.5. Inoome inequalily is one of the lowest in the DECD

Figure 1.6. Labour productvilty growth has sialled and remains below the OECD average
Figure 1.7. The populalion s ageing rapidly

Figure 1.B. The Czech health system was relalively well equipped fo respond o the: aisis
Figure 1.8. The Crech Republic is experisndng a sirong s=cond wanve

Figure 1.10. Economic developmenls

Figure 1.11. The recovery stalied due io renewed containment measures and slevaled uncerisinty
Figure 1.12. The stock market and the exchange rale lost value after summer gains

Figure 1.15. High int=gration in global value chains amplifies crisis impacts

Figure 1.14. Unemployment starfed 1o nse and wage growlh slowed

Figure 1.15. inflaion hovered above the upper boundary of the tolerance band for mast ol 2020
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Thar= is room o boosl active labour markel policies:

Ageingerelabed sxpenditures pul sirong pressures. an fiscal sustainability

The old-age dependency ralio s ==t o rise significantly

The adequacy of pensions could be mproved

Eff=sctive age of retirement = law

Tax reverues rely heavily on social security contributions

The average Lax wedge is high

There remains scope o inagease receipts Trom VAT

There anre marry self-=mplioyed

Czech Republic performs poorly in contral and perncesved risk of cormuption

There is scope lo sirenglhen Coach Republic’s anbi-bribery enforcemenl across borders
Inlegration in Global Value Chains (5WCs) = high and fhere have been substan$al FDI infiows
The Czedch Republic specialises in manufaciuring, but gaps in productivity remain

RE&D imersaty and innovalion performance are low, and adoption of nesw technol ogies is show
ICT task imersity and share ol non-moutine emplayment are refalively low in manufacluring
Crzech SMEs have low productivity and they invest relatively e in R&D

A major share of the RED investment comes from business investment from abroad
Gavernmenl financial suppor of RED has fs=n aver the last decade

Capital marke! is underdeveloped and very litle weniure capilal is avaiable

The Czech Republic ranks low on a number af Doing business indicators

Green grosih indicalors

Figure 1.40 Employment rale i high and has risen over lime
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Emplaymend gaps of certain groups ane large

Gender gap in emplayment and wages is higher than in many peers

Motherbood has a big effect on abour market activily

Family cash benefils and lax breaks are generous

Enrolmeend of children under thres in sarly childhood educalion and care s amang the lowes]
High-=killed jobs are replacing low-skilled jobs and many jobs will be changed by technology
Socio economic slatus has a strong impact on studend pedformance and schools differ in quality
fdult educaion for low-skiled workers should be strengthened

Figure 2.1. Municipaliies are very small

Figure 2.2, Subnalional governments spending is comparable ta the DECD average

Figure 2.3, The structure of public administralion is complex

Figure 2 4. Share of whanisalion is low and population is ageing fasier in rural ansas

Figure 2.5. Expendilure per capila is higher in small municipalilies

Figure 2 6. SMGs are important mmvestors, bul small munidpalities imes! comparatively less per capila
Figure 2.7. The use of e=gaovernment could be increasad

Figure 2 B. From =aft agreemenis to mare formalsed formes of co-operaSion in the ECD

Figure 2.9, Local governmenl finances were sound befone the COVID=19 aisis
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Sub-rational fiscal balances in the Crech Republic are highly sersifve 1o changes in GOP
Mot many municipalities would reach the 60% debl lmi

Sub-rational governments” revenues come mainky from shared taoss and iransfers
Tax reverue levied al the local level s very low

The tax sharing system frvours small municipalities

Revenue from propery x is low

The educalion system is highly decentraksad

Dedines in schookage population pul pressures an the schaol system

The population in rural areas will decrease furlber

Same regions have many small schools

Life axpeciancy companres favourably with other CEE countries

Life expeciancy has increased in all regions bul disparilies remain

Differences in mortalty rales across regions ane high in nlemalional comparsan
The gap in physician densily betwesn urban and rural areas is nol lage

Life expeclancy is lower in disadvantaged districls

Health Vary agoss regons

There are few beds in long-lerm care facilities
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Executive Summary

1. Key policy insights

The pandemic caused an economic siump in the first half of 2020

The gowernment provided & bridge to businesses and households to traverse the crisls
Messures to support employment and income
Measures to support businesses

Government polickes are supponting & strong rebound from the shemp
Fiscal policy s expanskonary in 2000
Monetary pobcy ls boosting credit supply and keeping Interast rates low

Macro prudeniial polices should be Sghtensd as the economy recovers to contain financaal
gtability neks

The recovery will be gradual and subject to nsks
Restoring public: finance sustainability
Boosting productivity grawth

Fostering the supply of skilled workers

Easing regulatory barriers o competition
Further measures are nesded to achieve Finland's GHG emissions sbatement objectves
Percalved comuption is low, tax ransparency i high but some aspects of ant-money lswndering
measures need gtrengiening

g EEEEEEE URHEREBES

Annex A Finland's early policy response against the COVID-19
References
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2. Realising the government's objective to increase employment 3
The employreent rate gap between Finland and the Scandinawian Mordics 66
The employment rate gap for older workers L1
The empoyment rate gap for young women T2
The employment rate gagp for youth T3
Reforms since e tum of the century to increase employrnent T4
Tightening access fo dizabilfy pension and increasing the share of employers subject to
experence-rated contribubons T4
increasing the age of entidlement to extended weemployment beneafit T4
The 2005 and 2017 old-age pension reforms TG
Boosting activation g
Reducing effective tax rates on labowr Income g
The employment package announced in 2019 and revized in the proposed 2021 budget &0
increasing e employment of older workers
Early retirernent pathways reduce smployment of seniors a1
Phase out the unemployment banafit route to early retirerment Fix]


https://www.oecd-ilibrary.org/economics/oecd-economic-surveys-finland-2020_673aeb7f-en
https://www.oecd-ilibrary.org/economics/oecd-economic-surveys-finland-2020_673aeb7f-en

Align conditions for obtaining disabiity benedit for older workers with those for other workers
Enhancing current and future older workers' eklils

Increasing the employment of mothens with young children
Financial working incentives are weaak

Reducing the homecare allowance would mprove waork Incentives
Enhancang access to childcane

References
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Figures

Figure 1. Econamic aclivity and mobility collapsed, bul less than elsewhens

Figure 2. Temporary layofls spiled

Figure 3. Extended unemployment benefil causes a spike in s=nior unemployment rabes

Figure 1.1. Finland's exporl inlensity is kow for a small EU couniry

Figure 1.2, Finlard is mot highly inlsgrated in global salue dhains
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Figure 1.4. Finland's tax burden is high
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Executive summary

1 Key policy insights
1.1. Inwesting bo hasten e recovery and pregare for the challemnges ahead

1.2. Germany has weathersd the intial stages of the COVID-18 crisis well, but challenges: loom

The economy contracted sharply in 2020
Bank wulnerabilities should be monitored cloaely
Reviving business dynamism s cruclal for productivity growth
Lowerning occupational entry regulatons will boost |abour market dymamism
Cormuption |s low, but tese is room to Improve frarsparency
1.3. Updating fiscal policy 1o enhance wellbeing
Fiscal policy to support the recovery
Greening the tax mix
1.4 Further progress |s needed to overcome the investmeant backbog
Furnding for pulblic westment has stepped wp, but more needs 1o go to municipalities
Policy should actively sesk fo resolve capacity constrainis
Infrastructure govemance refomms would weld produciivity benaefits
Enabling the energy transiion throwgh network reforms
1.5. Germany leads the OECD in recycling, but also genersies much waste
1.6. An inclusive and flexible labour rmarket s creclal during the recovery
The tex and benefit system should be better designed to encourage moving 1o jobs with
hagher esrmings
Housing policy reforms can suppart labour roblity, inclesion and decaronsation
The high share of part-time work among women contributes 1o a lange gendar wage gap
Family and care policies are on the night treck but egual sharing sl has some way bo go
Women are stll a minonity In mansgemeant positions
References

Unleashing the benefits of digital transformation

2.1. Boosting productivity and Improving policy coherence

2.2 Addressing connectivity botenecks and increasing gualty of semice
Expand fixed networks and increase their quality
Increase moblle netwark coverage and guality

2.3. Strengthendng foundations for finms” digial transformation
Foster firms” adoption of ICT tools and actvilies needed to create value with data
Strengthen the automotive industry's capaciy for data-driven innovation

2.4 Overcoming key bamers to firme” successiul digital transfonmation
Boost ivwestment In knowledge-based capital
Siep up support o accalerate the digital fransformation of SMEs
Promiote digitsl security risk management mare strategically
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2.5 Supporing business dynamism during Bhe recowery 1o boost lechnology diffusion
Improve access o start-up and growth finen ce
Reducea remaining buresucratic burdens
Accalarate progress towands digital govem rmient

2.6. improving skills to thave In the digital age
Foundational nurmerscy and liberacy skills ars in high demand
Prioritse early education and strengthen the foundational skils of VET gradustes
Complerment greater use of ICTs in schools with more ICT training for teacherns
Computational and prograrmming skills need o improve, notably among wonmen
Increasing opporiunites bo study STEM and ICT-retated fields
Encouwrsge lov-skilled Individuals to take part in adult education
Reap the potenbial of online educaton as a universal leaming tool
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Executive Summary

1 Key Palicy Insights
Ensuring continued convergence with higher living standands
The economy requires continued policy support
The economy weakenad subsiantially
A comprehensive fiscal package has cushionad the ndtial erisis impact
konetary pobey has besn appropriately acoommodative
Risks to financial stability kave increased and reguire close moniboning
Booating the recovery while containing medium-term spending pressures
Thie crisls legacy will compound bomg-term challenges
Ageing will put significant pressures on the guality of penaion, health and kong-term cane
Improsing the tax system
liustrating the fiscal effects of gowernment's and OECD-recommended reforms
Improving productivity, employment and well-bedng
Enhancing labowr market inclusivemness
Graening growth iz essential for well-being
Presenting comuption and economic crimes
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Annex A Progress on structural reforms

2 Boosting SMES' internationalisation
Foland's internationakizaton has been remarkabls but wnequal
A bird's eye view of Poland's Intermationalisation and SMEs' landscape
Polish exports concentrate on medium and low-tech goods
Emall size and bow productivity hinder SME internationalisation
Boosting SMEs” intematonalisation through a betber business enviremment
Easing further adminsstrative costs for potential expontars
Easing tax compliance and ensuring sound public support for SMEs
Increasing SMEs Innovation, s diffusion and productivity
Trade fecilitation has improwed
Denveloping local chustars and SMEs’ consortia could booat Intermnation alisation
Increasing skills to foster inegration in ghobal value chains
Raluing skills twowgh better life-long training
Supporting better managemient skills for SMEs
Facilitating the immigraton of skilled workers
Hamessing the benefits of digitalisation to support SMEs” exports
Cievaloping high-quality digital infrastructure
Preparing SMEs for the digital transition
Encowrsging the use of BCTs by SMEs
Imiprowving transport infrastructure to boost intemationalisation
The capacity and guality of transport infrastruciure need io be enhanced
kMaintenance and upgrading investments are needed o Imgerove the quality of infrastructure
Irvestrment in fransport should better reflect environmental concerns
Devaloping miulti-modal transgort links 1o iImprove logistics’ performance
Improving the governance of infrastrectuns
Supporting the tourism sector and [ts more equal reglonal deseloprmeant
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