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1. Introduction

The Czech business environment has significant strengths. Small and medium-sized enterprises
(SMEs) enjoy good access to traditional sources of funding and actively participate in the Czech e-
commerce sector — one of the strongest in Europe. On the other hand, Czech SMEs also face major
challenges, such as high administrative burden, high regulatory burden and very low rates of
internationalisation.

In 2020, SMEs in Czechia were significantly affected by the COVID-19 pandemic and by the policy
measures taken in response. SME value added and SME employment declined by 4.9% and 1.4%,
respectively!. The fall in SME value added and SME employment was particularly pronounced in:
i) the accommodation and food services sector, with drops of 34.9% and 8.0%, respectively; ii)
the administrative and support services sector, with drops of 15.4% and 4.6%, respectively; and
iii) the transportation and storage sector, with drops of 13.0% and 1.2%, respectively. The
construction sector performed comparatively well, with SME value added growing by 4.2% and
SME employment increasing by 1.2%.

For 2021, a partial recovery is expected, although it will not fully offset the downturn in 2020. SME
value is predicted to grow by 2.4%, whereas SME employment is forecast to decline further by
0.4%. Consequently, both SME value added and SME employment are forecast to remain below
their 2019 values, by 2.6% and 1.7%, respectively.

In 2020, SMEs generated 56.9% of overall value added and 67.6% of overall employment in
Czechia, slightly higher shares than the respective EU averages of 53.0% and 65.2%. However,
SME productivity, measured as value added per person employed, was only EUR 25 500, about
two thirds of the EU average of EUR 40 000. The average number of people employed in SMEs
was also around two thirds of the EU average: 2.4 compared to 3.7. In 2020, 96.2% of all firms
in Czechia were micro firms, exceeding the EU average of 93.3%.

The SME Performance Review monitors SME-related developments across the EU.
For more information: https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en



https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en

Figure 1: Number of enterprises, persons employed and value added in 2020
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Number of enterprises
Czechia Czechia EU-27 Czechia EU-27
Number ShEE Share Number SIEE ShEE € Billion SHEE ShEE
Micro 988 379 96.2% | 93.3% 1153 235 31.3% | 29.6% 23.2 20.8% | 18.7%
Ssmall 31075 3.0% | 5.7% 637 486 17.3% | 19.7% 16.9 15.2% | 17.0%
Medium-
sized 6 544 0.6% 0.9% 696 885 18.9% 15.8% 23.2 20.8% 17.3%

SMEs 1025998 99.9% | 99.8% 2 487 606
Large 1497 0.1% 0.2% 1192904 32.4% | 34.8% 48.0 43.1% | 47.0%
Total 1027495 100.0% | 100.0% 3680510 100.0% | 100.0% 111.4  100.0% | 100.0%

Source: These are estimates for 2020 produced by DIW Econ, based on 2008-2018 figures from the Structural Business
Statistics Database as well as provisional data for 2019-2020 from the National Accounts Database and the Short-Term
Business Statistics Database (Eurostat). The data cover the 'non-financial business economy’, which includes industry,
construction, trade, and services (NACE Rev. 2 sections B to J, L, M and N), but not enterprises in agriculture, forestry and
fisheries and the largely non-market service sectors such as education and health. The following size-class definitions are
applied: micro firms (0-9 persons employed), small firms (10-49 persons employed), medium-sized firms (50-249 persons
employed), and large firms (250+ persons employed).

2. Key strengths

Czech SMEs enjoy good access to traditional sources of funding

According to the European Commission's SAFE survey, the success rate of Czech SME applications
for a credit line or overdraft is the highest in the EU, with 88% of applicant SMEs receiving the full
amount they applied for in 20192,

The wide availability of traditional funding for SMEs is also highlighted by the very low number of
SME loan applications rejected by banks - significantly below the EU average3. In addition, the
borrowing costs for small loans are 22.5% higher than for large loans, but still almost seven points
less expensive than the EU average®. Additionally, perceptions among Czech people on the
willingness of banks to provide a loan are among the most optimistic in the EU>.

This relatively easy access to bank finance for SMEs is thanks to Czechia’s strong banking sector
and its high liquidity.

At the same time, Czech SMEs have access to other financial instruments, such as state guarantees
and favoured loans provided by the Czech-Moravian Guarantee and Development Bank, using state
budget and structural funds. The implementation of a number of grant schemes in the Operational
Programme Entrepreneurship and Innovation for Competitiveness also helps the country perform
well in this field®.

Czechia has developed one of the EU’s strongest e-commerce sectors

With the largest number of e-shops per capita in the EU, Czechia is a major e-commerce power.
E-commerce already accounts for 13.5% of total retail turnover’ and the year-on-year growth in
online retail sales is projected to be 25% higher than that of 20198,



Turnover from e-commerce is already the second highest in the EU and is projected to grow from
CZK 155 billion in 2019 to over CZK 190 billion in 2020°.

E-commerce activity has further increased since the COVID-19 pandemic started, as entrepreneurs
and companies are forced to take their business online due to lockdown measures?®,

Czech SMEs fully participate in the e-commerce sector. According to Eurostat, 58% of Czech SMEs
purchase online — more than double the EU average!! - and 28% are selling online, also far
surpassing the EU average??.

Figure 2: Share of SMEs selling online and turnover from e-commerce
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Source: Community survey on ICT usage and eCommerce in enterprises, 2019, 2018%3

In addition, Czech SMEs are quite active in promoting their company and products online!4, with
43.6% of small firms and 57.3% of medium-sized firms using at least one type of social media
for that purpose.

3. Key challenges

The internationalisation of SMEs has long been one of the country’s weakest areas,
performing significantly below the EU average

Czechia is considered a very open economy, ranking first in the World Bank’s Doing Business Index
for the ‘Trading Across Borders’ indicator'®.

However, most export activity is concentrated in large companies, with the number of exporting
small and micro firms being especially low'®, Less than 3% of SMEs export or import goods — one
of the weakest performances in the EU, both for intra and extra-EU exports. The lack of
improvement is noticeable, with these indicators showing barely any growth or even deteriorating
in the last decade?’.



Figure 3: SMEs intra and extra EU export/import indicators (% of SMEs in industry)
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Structural economic issues could be at the root of this issue, most significantly the focus of Czech
SMEs on activities that result in lower value added and lower profit margins, such as mass
assembly for the automotive industry?'®.

Czechia provides export support to SMEs via financial instruments such as preferential loans, and
insurance and guarantee for export activities, as well as by providing advisory services through
the Czech Invest Agency?°.

However, stakeholders demand that the government provide more measures that support the
creation of R&D-based start-ups and micro firms, as well as comprehensive export support that is
more tailored to the needs of these businesses.

The administrative burden and regulatory burden remain high in Czechia, despite long-
term government efforts

According to the World Bank's Doing Business report, the country’s performance in terms of ease
of doing business has steadily declined over the last 4 years, with Czechia performing the weakest
among EU Member States in the parameters 'ease of starting a business' and 'dealing with
construction permits’?t,

Indeed, the country performs poorly in several indicators related to the business environment. It
takes 24.50 days to start a business in Czechia - double the EU average — and 246 days to obtain
a construction permit. In addition, the number of procedures required to start a business is among
the highest in the EU?2,

Other indicators related to this area also leave significant room for improvement. Each year, Czech
SMEs spend 223 hours dealing with administrative burden?® and 230 hours paying taxes?* - both
relatively high figures. The cost of enforcing a contract in Czechia is the highest in the EU?°.

In 2020, a government proposal for a comprehensive amendment to the Building Act (Stavebn/
Zakon), to substantially reduce administrative burden and the time required to obtain a building
permit, was discussed in the Czech Parliament?®. It may be adopted in the future.
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4. Other key SME-related brief insights

The sectors most affected by the country's spring and autumn lockdowns
during 2020, and the related restrictions on their activities, were retail and
services, especially the hotel, restaurant and catering sector?’. Several
subsidy programmes to support businesses were launched, including the
provision of state guarantees for companies’ loans and several subsidy
programmes specifically targeting the culture, restaurants, tourism, bus,
sports and accommodation sectors.

Despite Czechia's relatively poor performance in entrepreneurship, some
Czech SMEs and start-ups are leading the scale-up ecosystem in the
Central Europe region. According to the results of the latest Deloitte
Technology Fast 50 — 2020 ranking, 21 SMEs from Czechia ranked among
the 50 fastest growing technology companies in the CEE region?®.

Czechia performs below the EU average in sustainability. According to
Eurobarometer, 86% of SMEs have taken resource-efficiency measures —
against an EU average of 89% — and 22% of SMEs offer green products
or services — also below the EU average?®. Czech SMEs have good access
to public support to implement resource-efficiency actions — 41% of them
have benefited from public support against an EU average of 38%3°.
There is substantial financial support from the ‘Operational Programme
Entrepreneurship and Innovation for Competitiveness 2014-2020" -
designed to support the development of sustainability and the green
transition®'.

The gender pay gap in Czechia remains one of the highest in the EU, with
the difference in earnings between woman and men being 20.1%3. Lack
of gender balance also affects entrepreneurship, as early-stage female
entrepreneurial activity is among the lowest among EU Member States.

Czechia’s start-up environment could be improved, as the country’s
education in entrepreneurship is one of the lowest-rated in the EU34
Substantial financial support is available for start-up projects through the
state agency Czechlnvest, which offers incubation and acceleration
programmes?>. Regional innovation centres also provide support to
SMEs.
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