
The Czech labor market features high
employment rates in comparison to EU acces-
sion countries. Even though some transition
economies, e.g. Hungary, have lower unem-
ployment rates, these occur on the back of
much lower labor market participation. The
structure and level of Czech employment and
unemployment is actually very similar to that
of a typical EU-15 economy with the exception
of higher long-term unemployment incidence. 

However, there are two key problems with
the Czech labor market. First, taxation of labor
is very high. In the Czech Republic, wage taxes
bear down heavily on labor (at almost 50%
of gross labor income, they are much higher
than the OECD average), and should be
reduced to stimulate employment. Second,

the extensive system of social assistance, while
alleviating poverty, also generates significant
work disincentive effects. The comparison of
market wages with the total level of available
social benefits is especially work-discouraging
for families with children. 

Internationally comparable indices of flex-
ibility suggest that the Czech labor market is
somewhat more flexible than those of most
EU countries and many transition economies.
However, this comparison became less favor-
able during 2003 when neighboring Slovakia
introduced a number of flexibility-promoting
policies (pro-work structure of support, flex-
ible Labor Code) and when changes in the
Czech Labor Code, championed by the trade
unions and their political representatives in
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VI. LABOR MARKET

VI.1  Flexibility

Labor market indicators in 2001

Czech Slovak Poland Hungary EU Can- EU-15
Republic Republic didates

Employment rate (% of population employed)

15–24 years 34.4 27.7 21.4 31.4 27.0 40.4

25–54 years 82.0 74.6 69.5 73.1 73.8 77.0

55–64 years 36.9 22.5 30.5 23.7 34.6 38.2

15–64 years 65.0 56.7 53.8 56.3 57.8 63.9

Self-employed & family workers* 15.3 8.6 28.0 14.6 27.1 15.7

Contract of limited duration* 8.1 5.0 11.9 7.5 8.0 13.4

Unemployment rate (% of labor force jobless and searching for work)

15–24 years 16.3 38.9 41.5 10.5 28.8 14.0

25–64 years 6.9 15.9 15.6 5.0 11.3 6.5

15+ years 8.0 19.4 18.4 5.7 13.0 7.3

Unemployment over 12 months** 52.9 58.3 50.1 44.8 52.4 44.0

Source: World Bank
* % of all employed, ** % of all unemployed



the government, limited the use of fixed-term
contracts in the Czech Republic. Here, it is
also important to note that the level of sick-
leave insurance is generous, and is often
abused by workers and firms. It is also not

possible to fire an employee who is on sick
leave so that the increased duration of sick-
ness and higher outlays of sick insurance funds
can partly be thought of as unemployment
insurance or temporary layoff subsidy.

The ILO unemployment rate (defined as
the number of jobless people searching for
work over the total size of the active labor
force) rose from 7.3% in 2002 to 8% in 2003
so that it returned to its 2001 level. On the
other hand, the registered unemployment
rate (based on the number of people regis-
tered at District Labor Offices and typically
collecting some government-funded benefits)
reached a new historic high of 10.3% at the
end of 2003. Our forecast is that during 2004
the registered unemployment rate will stabi-
lize at levels slightly above those of 2003.

Unemployment rates based on the num-
ber of workers registered at labor offices has
substantially exceeded the unemployment
measure based on the labor force survey (ILO
definition) since 2002. This recent develop-
ment may suggest a growing increase in the
misuse of unemployment and welfare pro-
grams if individuals who report as being in
work in the labor force survey are also report-
ing as unemployed in government registers
and are collecting benefits. Finally, the inci-
dence of long-term unemployment (the share
of those unemployed for over one year out of
the total number of unemployed) also grew
steadily in recent years. (Long-term unemploy-
ment is typically higher when based on the
ILO definition of unemployment.) Long-term
unemployed are often trapped in inactivity by
the generous welfare system, rigid housing
markets, and their low level of education.
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Unemployment Rate and Long-Term
Unemployment (LTU) Rate (2002)

2001 2002
Unempl. LTU Unempl. LTU

rate rate rate rate

B 6.6 3.8 7.3 3.6

DK 4.3 0.9 4.5 0.9

D 7.7 4.0 8.6 4.0

GR 10.5 5.4 10.0 5.1

E 10.6 5.1 11.3 3.9

F 8.5 3.7 8.7 2.7

IRL 3.9 1.3 4.4 1.3

I 9.4 5.9 9.0 5.3

L 2.0 0.5 2.8 0.8

NL 2.5 0.8 2.7 0.7

A 3.6 0.9 4.3 0.8

P 4.1 1.5 5.1 1.8

FIN 9.1 2.5 9.1 2.3

S 4.9 1.2 4.9 1.0

UK 5.0 1.3 5.1 1.1

EU15 7.4 3.2 7.7 3.0

CR 8.0 4.2 7.3 3.7

HU 5.6 2.5 5.6 2.4

PO 18.5 9.3 19.9 10.9

Accession 10 14.5 7.5 14.8 8.1

Source: Employment in Europe 2003, European Commision

Unemployment rate – Unemployed persons as a share of
labor force.

Long-term unemployment rate – Unemployed over 12
months as a share of labor force.

VI.2  Unemployment 



The real wage growth of 2003 has been
hefty at over 6%. While this does not seem
to put much pressure on inflation, it may be
related to the substantial 3rd quarter drop in
employment. (In contrast, during the same
period Slovak real wages declined by over 1%,
but Slovak employment grew by over 2%.) 

The year 2003 also saw yet another increase
in the level of the national minimum wage.
The level of the minimum wage drastically
deteriorated against the average wage level
during the mid 1990s so that (generous)
social welfare benefits have played the role
of an effective wage floor. Since the Social
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Registered Unemployment Rates

Source: MPSV and own computations.     Note: End-year figures. 2004 values is CERGE-EI forecast. 
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VI.3  Wages



Democrats took power, there have been reg-
ular increases in the level of the minimum
wage so that it grew from 3,600 CZK in 1999
to 6,700 CZK as of 2004. This corresponds
to a rise from below 30% of average gross
monthly salary to almost 40%. While having
a minimum wage exceeding the level of wel-

fare benefits helps in avoiding work disin-
centives and increases tax revenue from ser-
vice-sector jobs, which often report only the
minimum wage, it may also lower labor
demand for low-educated workers and lead
to an increasing share of informal jobs.
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Czech Returns to Schooling: Does the Short Supply of College
Education Bite?
(Based on Stepan Jurajda: Does the Short Supply of College Education Bite? CERGE-EI Working Paper No. 213, July 2003.)

The Czech Republic has one of the highest secondary school completion rates in the OECD,
but one of the lowest shares of college graduates in the labor force. Public colleges, which
provide the bulk of tertiary education, are prevented from charging tuition and are highly over-
subscribed. Each year about a half of college applicants is turned down. This is a hotly debated
issue. The high excess demand for college education may be due to its low cost or it may
correspond to a high labor-market demand for college-educated workers. We therefore quan-
tify the market price of education – the wage returns to education and the college/high school
wage gap – using 2002 data on hourly wages of almost one million of salaried employees. 

Education is clearly the dominant observable wage determinant. Four simple education
degrees alone explain about 30% of the total wage variation, while all other explanatory vari-
ables (worker experience and region of employment, firm size, industry and ownership type)
increase the share of explained variation from 30 to 43%. Using regression analysis, we

Educational Structure of Employment and Wages by Education, Gender and Age in 2002

Education  /  Age 15–23 24–30 31–37 38–44 45–51 52–61 15–61

Men: Average Hourly Wage Relative to Secondary Education with GCE (Maturita)

Primary 0.76 0.69 0.66 0.65 0.59 0.58 0.63

Apprenticeship, no GCE 0.83 0.75 0.71 0.70 0.66 0.65 0.70

Secondary with GCE 1.00 1.00 1.00 1.00 1.00 1.00 1.00

University and higher 1.09 1.51 1.94 1.91 1.81 1.77 1.85

Women: Average Hourly Wage Relative to Secondary Education with GCE (Maturita)

Primary 0.76 0.66 0.67 0.65 0.63 0.61 0.66

Apprenticeship, no GCE 0.77 0.67 0.69 0.68 0.65 0.64 0.68

Secondary with GCE 1.00 1.00 1.00 1.00 1.00 1.00 1.00

University and higher 1.05 1.57 2.07 1.75 1.83 1.70 1.78

Source: Own calculations based on the MPSV/Trexima ISAE data.



estimate that for each year of education a workers’ wage increases by about 10%, which is
a relatively high return to education in international comparison. Furthermore, the college/high
school wage gap is much higher than those found in the EU economies. In particular, it is
about 50% higher than comparable gaps in Austria or Germany, both of which have some-
what similar educational systems and enrollment patterns. There is also some evidence that
the gap has increased between 1998 and 2002. These findings are consistent with the inter-
pretation that the continuing dramatic oversubscription of Czech public colleges is due to
insufficient supply (lack of funding) and not to low cost (tuition-free). The short supply of college
education apparently `bites' on the Czech labor market. 

The economic costs of having relatively few college-educated workers are potentially large
and diverse. Today, the country is less likely to attract high-value-added foreign direct invest-
ment that requires an abundant college-educated labor force. Tomorrow, the gains from
technological innovations will be smaller. Finally, EU accession will open EU universities to Czech
students on an equal-access basis. Those who are unable to get enrolled in local tertiary educa-
tion are likely to do so abroad. To the extent that these future EU-based students will be unlikely
to return to the Czech Republic upon graduation, the insufficient supply of college education
may result in a brain drain.
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Reducing the expensive and extensive
Czech system of social support is essential for
achieving stability of public finance (see Sec-
tion IV.3 where we discuss the recent fiscal
reform plans in this area) as well as for low-
ering unemployment. The latter effect is pos-
sible because of the work disincentive effects
of the current welfare system.

While Czech unemployment benefits are
not particularly generous, unemployment
registry is the pre-requisite for collecting a
wide array of social benefits. The government
guarantees all families the so-called minimum
subsistence level of income (minimum living
standard), which depends on the number of
adults and the number and age of children
living in a household. These social assistance
benefits are likely to discourage work among
low-education high-fertility households. 

To illustrate the work disincentive effect of
these support schemes, consider the situation
as of 2002, when the average gross monthly
wage was about 15,000 CZK and the pre-tax
minimum wage was 5,700 (4,715 after tax)
CZK. At that time, the minimum living stan-
dard for a single individual was 4,100 CZK
and a family of two adults and two children
aged 11–15 was guaranteed an income of
approximately 12,000 CZK, which is above the
after-tax average monthly salary. Furthermore,
in some cases, other forms of social support
(child and parental allowances) are available
on top of the guaranteed minimum subsis-
tence level. The negative dependence of ben-
efits on earnings amounts to implicit taxation
of labor income. The current system therefore
levies a 100% implicit tax on earnings up to
about a half of the minimum living standard.

VI.4  Welfare
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Earnings and Social Welfare

Unemployment Benefits Rules 50%(40%) of previous wage during
first(second) 3 months of unemployment

Sickness Insurance Rule 50% of wage during first 3 days, 69%
for next days up to cca 460 CZK per day
including weekends; not taxed; paid
from state budget revenues.

Sickness Expenditures (expected 2002, CZK) 31 bil. CZK

Guaranteed Minimum Living Standard

a) household 1 adult, 1 child (11–15 years of age) 6,870 CZK

b) household 2 adults, 2 children (11–15 years of age) 11,980 CZK

Minimum Wage (monthly, effective January 2003) 6,200 CZK

Average Wage (1st Q.2002, gross) 14,749 CZK in enterprises,
12,047 CZK in public sector.

Average Eldery Pension (June 2002) 7,033 CZK, not subject to taxation.

Source: Sociální politika, No. 11/2002, MPSV

Slovak Reform of Social Assistance

Until recently, the Slovak social assistance system was largely similar to the Czech one.
However, starting 2004, Slovak unemployed will face a fully overhauled system of social
support, which makes even low-wage employment financially more attractive than collection
of benefits.

While the level of traditional social assistance benefits is drastically reduced, various new
“activation” and/or “protection” bonuses are being introduced. The “activation” bonus is
offered to those actively seeking a job, retraining, or in short-term public works. Further, for
long-term unemployed who find a job, an “activation” bonus of 1000 SKK is provided for the
first 6 months of the job and as much as 25 percent of a worker’s salary can be deducted for
the purpose of determining whether a household is below the minimum subsistence level. To
remain in the unemployment registry, workers are required to visit the Labor Office at least
once every two weeks and the frequency of visits rises to one per week for long-term unem-
ployed. There is also a new benefit of up to 10 thousand SKK available for those moving at
least 30 kilometers in order to acquire a job. Finally, starting 2004 Slovak child allowances do
not depend on income level and are not means tested. They consist of a universal SKK 500
payment amended with a SKK 400 labor-income tax deduction.



The territorial labor mobility in the Czech
Republic is consistently extremely low in spite
of large and growing regional disparity of
unemployment rates. Even unemployment-
rate differences of more than 15 percentage
points between the highest- and lowest-
unemployment districts are not enough to
motivate labor mobility in a small densely
populated country. Statistical data indicate
20 cases of internal migration per 1000
inhabitants, and this low migration rate did
not substantially change over the last thirty
years. Furthermore, about 40% of all migra-
tion occurs within the small 76 districts as
opposed to across districts. During 2002, only
6% of those moving reported change of work
as their main migration motivation. In fact,
the main recent migration flows has been
the flight of urban households to suburban
municipalities.

One of the main culprits of low mobility is
the continuing system of rent control, which
benefits primarily those tenants who resided
in their apartments at the time of the break-
down of communism and which affects both
public and private landlords. The major prob-
lem with the scheme of rent deregulation
adopted in the 1990s is the idea of uniform
percentage increases, since the original rents
did not differentiate based on locality. Not
surprisingly, the gap between market and
rent-control rents is largest in the capital of
Prague. (For instance, the monthly rent for a
regulated one-bedroom apartment is in the
region of 2,000 CZK while market rents for
the same apartment in good neighborhoods
range around 10,000 CZK.) Rent control leads

to disrepair of the housing stock and fosters
a shadow market, which is estimated in bil-
lions of CZK in Prague alone; this money does
not enter GDP, nor is it taxed or used for the
improvement of the housing. The govern-
ment has not been able to agree on effective
deregulation and used ruthless tactics to
avoid constitutional court rulings declaring
the existing rent control a violation of pro-
prietors’ rights. Controlled rents were frozen
for a major part of 2003. At the end of the
year, the government coalition was again
not able to agree on opening the housing
market. Instead, the coalition agreed on yet
another small across-the-board rent increase
of 10% for 2004. One of the factors behind
this decision is the fiscal squeeze the govern-
ment faces. Any opening up of the housing
market would have to be supported by gov-
ernment transfers to households that would
not be able to pay the market rent. Instead,
the current government forces the landlords
to incur the difference between market and
controlled rents.
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VI.5  Internal Migration and the Housing Market
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Owned
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Source: CSO and MMR


