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in the Czech Republic

At the Heart of Europe: The Czech Republic
and Economic Integration with the EU

Christopher A. Hartwell

Introduction

Situated at the heart of Europe, Czechs are fond of noting that Prague is
further west than Vienna. This geographic fact has been mirrored in the
policies of the post-communist Czech Republic, policies which have had been
consistently oriented towards European integration and towards the EU in
particular. The results of these policies, enabled by the approach the Czech
Republic took at the beginning of its transformation, have been remarkable:
since 1989 (the beginning of the transformation) and accelerating since 1993
(the Velvet Divorce with the Slovak Republic), the country has undergone an
impressive economic restructuring, embedding itself in regional and global
value chains, seeing a constant increase in living standards (Figure 1), and
placing itself firmly at the centre of European integration efforts. While the
country has suffered setbacks and crises (1998 and 2008 as the major shocks
experienced by the Republic), the Czech Republic has benefitted greatly from
its move to the west. By any metric, the Czech Republic’s transformation
from communism to capitalism, and from a Russian dependency to a vibrant
market economy at the heart of Europe, has been a success.
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Figure 1.
Growth in the Czech Republic

Source: WB's. a.

The road to this success has not been easy, however, and appears to be
more fragile from the vantage point of 2018 than in years past. While the
first post-communist governments were able to implement wide-reaching
macroeconomic and institutional reforms, the country has remained plagued
by some forms of institutional malaise and issues such as corruption and
a business environment which should be far easier. Moreover, despite
being a champion of European integration, Czechs are also uniformly
against adopting the euro and have remained a thorn in the side of France
and Germany in their drive to harmonise EU institutions with euro area
ones. Also, like their Polish neighbours, a strain of populism has recently
emerged in Czech politics, bringing some measure of Euroscepticism and
promises by incoming Prime Minister Andrej Babi$ for reform of the overall
legislative and institutional environment.

! 'WB: The World Bank.
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This chapter examines the economic development and integration of
the Czech Republic with the EU via an institutional lens, tracing out the
changes in major economic and political institutions in the country over
1989-2016 and how they contributed to economic success in the country. In
particular, the chapter examines the shifting role of Czech politics, property
rights and trade, and how these fundamental economic mechanisms evolved
both towards and after EU accession. Additionally, I also show how the
process of integration itself has impacted the institutional development of
the country, influencing policymakers in favour of some market-supporting
institutions and away from others. Using this framework as a basis, I also
show the changing nature of investment (both foreign and domestic) in the
country, trends in labour and demography, and an overall appraisal of
the process of European integration on the Republic in the recent past and
for the near future.

The result of this analysis is that the Czech Republic remains at the
heart of Europe in many ways, and European integration has aided its
post-communist transformation. However, the Czech Republic has remained
aloof on some aspects of institutional change and has gone against European
trends in others, leaving its economy still needing to overcome periodic
bouts of structural inaction to fully reap the benefits of integration. Recent
political trends do not bode well for these fundamental economic institutions,
as the populist wave in Central and Eastern Europe is, at its heart, inimical
to appropriate market-supporting institutional reforms. Succumbing to the
siren song of populism may, in turn, harm the country’s economic growth
in the long run as well as lead to some institutional de-coupling with the
European Union. While the Czech Republic remains an economic success
story, it appears that the achievements of the past quarter-century are still in
many ways not assured, especially with regard to its economic integration
with Europe.

The Start of Economic Integration

The transition of then-communist Czechoslovakia into the free-market
Czech Republic is one of the better-known and rightly celebrated success
stories of the transformation in Central and Eastern Europe. With the fall of
communism and the removal of the communist regime in 1989, the Czecho-
slovak Federal Republic (CSFR) undertook an ambitious and far-reaching
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set of reforms to bring the economy from plan to market. This program
has been amply documented elsewhere (see especially Svejnar [1995] for
a comprehensive early assessment) and need not be revisited here; suffice
it to say, authorities in Prague following restrictive fiscal and monetary
policies to break the back of inflationary pressures (including the institution
of a fixed exchange rate) while undertaking broad structural reforms such
as voucher privatisation and a phased elimination of the state’s monopoly
on foreign trade. (HANEL 1992) By 1992, a nascent economic recovery
could be seen as the pace of economic decline slowed, foreign trade began
to reorient away from the former Council for Mutual Economic Assistance
(CMEA or COMECON) countries, and unemployment started to fall.
Across the board, macroeconomic stabilisation resulted in an improvement
in economic and social conditions in the country, albeit from a fairly low
base (Table 1).

A key tenet of the reforms undertaken by the government of demo-
cratically-elected Prime Minister Petr Pithart (and driven heavily, if not
exclusively, by Finance Minister Vaclav Klaus) was an explicit focus on
achieving European integration, including (but not limited to) membership
in the European Union. Relations with the then-EC were incredibly poor in
the late communist period, as even the conclusion of a trade agreement
in 1988 fell far short of similar agreements with Poland and Hungary; perhaps
more obviously, the EC’s PHARE program, set up to provide technical
assistance to Central and Eastern Europe (CEE) countries transitioning
from communism, pointedly excluded the CSFR in 1989. (HANLEY 2002)
Despite these rocky beginnings, negotiations with the EU began in December
1990 (at the same time as they did between Poland, Hungary and the EU)
resulting in the CSFR’s inclusion in PHARE and, more importantly, a Europe
Agreement in December 1991 (which formed the legal basis and structure
for eventual EU accession—a revised Agreement was signed in December
1993 after the break-up of the CSFR). By 1997, the Czech Republic (along
with former countrymates Slovakia and fellow transition countries Poland
and Hungary) were invited to start negotiations for membership, focused on
the steps necessary in each country to ensure compliance with the adoption
of the acquis communautaire. (STAEHR 2011)
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Table 1.
Economic and Social Conditions in Czechoslovakia, 1990
(Cross-National Time-Series data set)

Index numbers 1990
GDP per capita, constant US 1990 dollars 3,100
Human Development Index 0.761
Number of cars per 1,000 people 206
Maximum decline in GDP during the transition —21.10%
Women as % of the labour force 44.30%
Inflation, annual % change 10.80%
Unemployment rate (1991, %) 6.60%
Net FDI (US$ millions) 207

Source: HARDT-KAUFMAN 1995

To achieve the overarching goal of European integration, a goal supported
(after a brief interlude) by all political actors in the country, (BAUN et al.
2006) nearly every reform which was undertaken in Czechoslovakia and then
the Czech Republic was oriented towards European models and institutions.
Starting from the push for macroeconomic stabilisation to the broader
structural and political reforms taken in subsequent waves in the country,
“the process of institutional alignment with the requirements of the acquis
served as a basis for domestic transition in [Central and Eastern European)]
countries towards a market-based economy”. (KAaminsk1 2001, 7.) However,
this did not mean that the EU served as the only vehicle for economic
integration, as the Czechs pursued a multi-pronged strategy that involved
enmeshing the country in various international organisations such as the
OECD and the General Agreement on Tariffs and Trade (GATT) as well as
pursuing EU accession. (HANLEY 2002) As Haughton (2007, 236) noted,
“the key motivation of the trail-blazing marketizers in the early 1990s in
CEE such as [...] Vaclav Klaus in Czechoslovakia/Czech Republic [...] [was
his] ideological beliefs and wish to replicate certain Western economic
models, rather than a more specific desire to prepare for membership of
the European club”.

Regardless of the initial divergence between the Czechs’ desire for
European integration and the more haphazard approach to EU accession
pursued in the 1990s, as EU accession came closer and more chapters of the
acquis were closed, Czech politicians became more “Europeanised” than
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they had initially been. (Baun et al. 2006) And from a practical standpoint,
there was already a substantial amount of overlap in terms of the institutional
structures pursued by Czech authorities as part of their desire to move West.
A prominent example was the drive for the development of private property
rights in the Czech Republic, moving away from the socialist communal
property system to one favouring and protecting individual rights. In 1989,
Czechoslovakia had one of the smallest private sectors across transition
economies, “employing only about 1.2% of the labour force and producing
a negligible fraction of national output”. (KOCENDA 1999, 6.) Despite not
having the same advantages as, say, Poland, (HARTWELL 2016) “the Czech
authorities have consistently pursued policies to create the market institutions
supporting the effectiveness of modern property rights”. (RAPACZYNSKI
1996, 100.)

Two major reforms supported this move towards property rights: first,
the development of a legal framework and independent judiciary to enforce
said rights along EU best practice, and second, the institution of a mass
privatisation scheme to remove ownership of state-owned enterprises from the
government and transfer it to a decentralised mass of private investors. With
regard to the reforms towards property rights, EU accession and the adoption
of a rules-based regime such as the acquis made a significant difference
in enshrining the principle of private property into Czech law. This was
complicated in the Czech case (as elsewhere in transition) by the communist
takeover of the 1940s, which expropriated private property and put it in
service of the state; understanding these historical property rights became
both a necessity for protecting rights going forward and creating a viable land
administration system sufficient for EU entry. (BOGAERTs et al. 2002) This
does not mean that the approach was non-controversial: as Appel (1994, 22)
wrote: “While the establishment of a liberal economic system constitutes
the end goal of Czech privatization, the present government’s means of
achieving this goal diverge from liberal economic logic and prevailing
property rights theories. In addition to economic considerations, moral and
political imperatives drive the process of redefining property rights in the
Czech Republic. Thus, contrary to dominant theories of property rights,
a particular notion of corrective justice not only legitimates new Czech
property rights but inspires their creation as well.” But with restitution for
previous claims a key part of the development of the property rights regime
in the country from a political and moral standpoint, the Czech authorities
worked hard to balance the possible delays or re-expropriations needed to
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redress previous injustice with the benefits of creating a rules-based rights
regime of EU quality. (KARADIOVA 2004)

The issue of restitution also became intimately entwined with the
second issue, that of privatisation, where sometimes conflicting claims to
assets arose. As amply detailed elsewhere, (BRADA 1996) the Czech Repub-
lic underwent voucher privatisation to sell off state “assets” as quickly as
possible. While, in the land sphere, this resulted in some ludicrous results,?
on the whole, this approach was successful, especially in privatising small
and medium-sized businesses. (BRADA 1996) Similarly, Gupta et al. (2008)
found that the firms which were privatised relatively quickly also ended
up being more profitable than those which remained in the government’s
hands; other firms, which had a “strategic” angle, saw their privatisation
delayed, and it took EU intervention and the prospect of delaying accession
to finally force privatisation.?

Similarly to its economic growth path, the reforms in property rights had
a substantial measure of success, especially given the low level of such rights
informally pre-transition. As Figure 2 shows, using the International Country
Risk Guide’s (ICRG) “investment profile” measure (a commonly-used metric
for property rights), the country saw constant improvement throughout the
1990s and early 2000s in its perceived protection of these rights, peaking at
the highest-ranking available just before accession in 2004. After accession,
as we will see, property rights protection did erode somewhat, following
a general pattern in Europe after the global financial crisis and (especially)
after the Eurozone sovereign debt debacle. (HARTWELL 2013) However, even
with this erosion, typical of a middle-income country, the Czech Republic
had made impressive progress in such a short amount of time. This can also
be seen in the share of GDP dedicated to the private sector which, starting
from a very low 10% in 1990 (the lowest amongst all transition economies
in Central and Eastern Europe), reached 80% by the time of EU accession,
equalled only by Slovakia and Estonia. (ESTRIN et al. 2009)

BOGAERTS et al. (2002) detail how privatisation of some land parcels in Czechoslovakia
resulted in each owner receiving the equivalent of a sheet of A4 paper’s worth of land.
The steel sector in the Czech Republic was the key sector in which EU intervention was
instrumental for privatisation, see SZNAJDER (2006).
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Figure 2.

ICRG Measure of Property Rights in the Czech Republic

Note: The scale is from 0 to 12, with a higher number signifying higher levels of property
rights. An index comprised of three sub-components: contract viability, profit repatriation
and payment delays.

Source: PRS*s. a.

In other institutional arenas, the process of EU accession played a much
more explicit role in institutional reform, with the example of the Czech
Republic’s foreign trade institutions being most relevant. In reality, EU
accession helped to pry open the foreign trade regime of then-Czecho-
Slovakia in the first instance, allowing it to reorient towards Western
Europe and its “natural” trading partners as a second-order effect. As noted
above, Czechoslovakia had a much slower liberalisation of its foreign trade
regime than either Poland or Hungary, keeping its state monopoly and
licensing system for longer. With the signing of the Europe Agreement in
1991, however, a process was put in place for liberalising trade with the EU
over a ten-year period, comprising elimination of tariffs and quantitative
restrictions but with a more gradual phasing-out of restrictions on “sensitive”
industries. (MASTROPASQUA—ROLLI 1994) The EU’s insistence on full trade
liberalisation helped to disrupt the domestic interests which were dead-set
against liberalisation, while the fig leaf of gradualism was enough of
a concession to enable the reforms to be carried out successfully. Such an
approach was crucial for the Czech Republic, which did not have the same

4 PRS: The PRS Group, Inc.
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“big bang” in trade liberalisation as had occurred in Poland (HARTWELL
2016) and, as noted, still had heavy state involvement in the steel sector.

Interdependence and Economic Penetration

The reorientation towards European integration and away from the forced
exchange of the CMEA group led not only to a boom in trade and concomitant
rise in economic growth, but it also occasioned a massive restructuring of
the Czech Republic’s economic base.’ The move towards the CMEA bloc
in 1949 had created a major disruption in traditional Czech exports, as
the Soviet Union required an “extensive retooling of factories, increased
consumption of scarce iron and non-ferrous metals, and recruitment of
adolescents, housewives, and farmers into the work force”. (METCALF 1993,
1073) With the removal of planned trade, the Czech economy reverted to
its transitional strengths in trade and, more dramatically, to its traditional
trade patterns with neighbours, above all Germany (Figure 3).
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Figure 3.

Value of Czech Trade with Germany (USD), 1993-2016

Note: No data are available for Czech exports to Germany in 1997.
Source: Based on UN Comtrade s. a.

> Econometric evidence has also shown that this turn towards openness and especially
in the direction of the EU has caused growth in the Czech Republic that was absent during
the closed years of late communism. (AWOKUSE 2007)
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Moreover, the pattern of industrial production within the country shifted, as
the Czech Republic was now making goods in which it had a comparative
advantage for markets that were willing (rather than being told what to
do): this has resulted in the motor vehicle industry becoming the reigning
champion of Czech exports, ahead of industrial and electrical machinery.
More impressively, accession to the EU may have done wonders for the
demand for the Czech automotive industry, as, by 2011, manufacturers (pre-
dominantly Skoda Auto, with 60% of the Czech car market) were producing
double the number of cars they were in the first full year of EU accession
(2005). While some have noted that the automotive industry has had little
spillover effects in the country, due to the weak position of Czech suppliers
vis a vis multinational suppliers to the car industry, (RUGRAFF 2010) other
firm-level data has confirmed the importance of foreign companies in the
restructuring of the economy of the Czech Republic, including knowledge
spillovers. (Kosova 2010)

European integration has also driven a process of convergence in growth
and production between the Czech Republic and EU members (in particular
with the euro area countries), with cycles (if not necessarily magnitude)
becoming more aligned (Figure 4). Indeed, an analysis from the Czech
National Bank (2015) notes that only Germany displays a higher correlation
with the broader euro area than the Czech Republic, while the country also
has some correlation with euro area trends but (as Figure 3 shows) has far
outpaced the performance in the EU. This cyclical convergence has been
driven mainly by design, as the accession of the country to the EU in
2004 created a natural synchronisation of business cycles, while the Czech
flirtation with the euro area and original plans to enter the euro in 2007
(then 2010, then 2012 and now to be determined) meant the country pursued
macroeconomic policies designed to meet the Maastricht criteria (although
not budget deficits). The intense correlation of activity with Germany has
also driven this cyclical convergence.
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Figure 4.
Convergence between the Czech Republic and the euro area in Industrial
Production Trends

Note: The figure shows the industrial production change year on year.

Source: Author’s calculations based on Eurostat 2019

Indeed, the most dramatic indicator of interdependence between the Czech
Republic and the EU was the massive influx of foreign direct investment
which accompanied transition, peaking around the time of EU accession,
and, to a large extent, never going away (Figure 5). The Foreign Direct
Investments (FDI) which arrived in the transition period played a major role
in restructuring the economies of the CEE region and in particular the Czech
Republic, as foreign investors did not invest in favoured industries from the
communist era but in industries which had perceived medium-term benefits.
(HoekMaN—DiaNkov 1997) This selection of new industries for investment
eventually also drove the reorientation of trade flows within the Czech
Republic, with new products coming on-line, new links with international
supply chains forged, and beneficial effects from competition pushing Czech
producers to improve their own processes. (DJANKOV—HOEKMAN 2000;
KosovA 2010) In addition, these results hold not only in traditional goods
markets, but there is substantial evidence that investment in services and
the concomitant liberalisation in services markets in the Czech Republic
also drove productivity gains. (ARNOLD et al. 2011)
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As can be expected, given the advanced reforms of the Czech Republic
and its proximity to Germany, the Czech Republic was a natural candidate
for an influx of investment from its neighbour. By 1999 (according to United
Nations Conference of Trade and Development data), Germany was already
responsible for 29.6% of all FDI inflows into the country (the Czech Republic
made up 19.55% of all German FDI to the CEE region from 1993 to 2001).
Moreover, the linkages between German firms and their investment in the
Czech Republic have extended throughout the country and are not just
concentrated in major population centres. (SCHAFFLER et al. 2017) While
such an eventuality was likely to occur even if the Czech Republic had
remained outside the EU, the volumes would most likely have been much
smaller; indeed, the performance of German FDI since EU accession shows
just how important joining the EU has been to Czech investment flows, as
Germany has slipped to third in the rankings of top investors in the Czech
Republic, behind the Netherlands and Austria. Such an eventuality would
have been patently unlikely in the absence of the Czech Republic joining
the EU.
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Net FDI flows into the Czech Republic, 1993-2016
Source: WB s. a.
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EU Funds: A Double-Edged Sword

Like many of the EU accession countries of the CEE region, the Czech
Republic has benefited mightily in terms of the volumes of EU financial and
technical assistance, as well as in its effects on growth. (BECKER et al. 2010)
Even before accession, the country received a total of EUR 1.062 billion
pre-accession financial assistance under the PHARE technical assistance
program from 1990 to approximately 2006, an amount far below that of Poland
(EUR 3.99 billion) or Romania (EUR 3.67 billion) but ahead of Slovakia
(EUR 805 million), according to data provided by Europeaid (2015).° After
accession, these transfers increased substantially and across a broad range of
projects, rising from EUR 2.6 billion from the years 2004 to 2006 to EUR
26.7 billion from 2007 to 2013 and falling slightly to EUR 24.2 billion in
the current program (2014 to 2020). The number is projected to fall even
more in the coming program, mainly due to the Czech Republic being
a victim of its own success, but also due to the lingering effects of Brexit,
which will change the calculation of the EU average used in determining
the allocation of funds.

While the volume of funds flowing to the Czech Republic has been
impressive, a salient question is whether or not the funds have been used
to further development (and, by extension, integration with the rest of
Europe). Concerns were raised as early as 2002-2003 about the absorptive
capacity of the country and the quality of its administration to handle these
funds, with the Czech Republic looking better-situated than other accession
countries but still underprepared. (HORVAT 2005) More recent data, looking
at the funding disbursed during 2004-2006 in the new member states,
found that countries such as the Czech Republic actually did rather well,
outperforming higher-income countries in their absorption. (Tosun 2013)
There have been difficulties, however, as, in particular, regional policies
were more likely to be small-scale due to the unprepared nature of local
administration, meaning that monies were focused on large population centres
and highly visible infrastructure projects rather than regional development.’
(BACHTLER—MCMASTER 2008) While Becker et al. (2010) shows that, on

Data runs through 2006 due to projects starting pre-accession and completing post-accession.
7 Evidence from Mohl and Hagen (2010) shows that some EU funding could be linked to
higher growth in regions of the new EU members, but on the whole, growth was uncorrelated
with total amounts spent.
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average, structural funds have increased growth in EU accession countries,
and especially in the Czech case, they also have had little effect on labour
markets or employment.

A somewhat underexplored facet of EU structural funds is how they
have impacted the institutional structure of the recipient countries. Of course,
it was hoped that the funds would have a beneficial effect, “Europeanis-
ing” the institutions of new EU members via conditionality (HAUGHTON
2007) and helping them along with their institutional transformations.
(SCHIMMELFENNIG—SEDELMEIER 2005) The channels in which the funds
operated were not always apparent, however, and the aforementioned use
of funds for regional development is an instructive case. As Debus et al.
(2011) notes, a solution was found at the sub-national level in the Czech
Republic for accessing structural funds, with political coalitions forming at
the regional level precisely to better obtain funding (put another way, regional
political parties often created coalitions based on the need to cooperate with
neighbouring regions and thus obtain structural funds). In this manner,
not only did EU funding contribute to some measure of development, they
also influenced government formation precisely to obtain this funding, an
institutional side-effect which was likely unforeseen in the EU’s decision
to allocate monies.

Beyond this subtle measure of influence on Czech politics, an
additional issue regarding the use of structural funds and their institu-
tional impact has been their contribution to corruption, especially in
underdeveloped administrative structures such as prevailed in 2004.
In particular, a well-developed theme in the foreign aid literature has
been the possible deleterious effects of large amounts of aid targeted
at sectors where there is cronyism or lingering state involvement; with
increasing amounts of public discretion on how and where funds are
spent, it is more likely that rents will be extracted and interest groups
will pressure for accessing these funds. (MuNGIU-PippiDI 2013) In the
Czech Republic, there is some evidence that public procurement processes
were “bent” in order to advantage favoured clients with EU structural
funds, while EU funding faced more incidences of corruption than even
nationally-generated procurement. (FAZEKAS et al. 2014) Moreover, there
was a limit to what European integration could do for internal institutions
in this realm, as the country’s vaunted anti-corruption unit, founded
in the run-up to accession, was shuttered immediately upon accession.
(MunaGru-PrppipI 2014) In sum, it is easy to see how EU funding may
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have actually retarded the fight against corruption in the Czech Republic
rather than enabling it, a by-product of structural funding which has
a lingering effect in Czech politics today.

The Socioeconomic Effects of Integration

Unlike other countries further east or countries which have faced the prospect
of EU accession post-Eurozone crisis, there has been both a political and
popular consensus for European integration, manifested in support of formal
accession to the EU and for stronger Euro-Atlantic ties in the security
and political spheres. As Hanley (2004) noted, despite the presence of two
prominent Eurosceptic parties in the referendum on EU accession, the “yes”
crowd won the day due to longstanding positive association with the idea
of “Europe”, with EU accession seen as a logical next step in the country’s
post-communist transformation.

Ironically, this support of Europe has blossomed even as the country
has not availed itself of one of the key tenets of the EU (or at least has not
utilised it as much as its neighbour Poland): free movement of people. The
Czech Republic, unlike many other countries in the CEE region (or, for that
matter, Western Europe) has a fairly stable population, projected to grow
slightly (0.1%, according to the OECD) in coming years before falling near
the end of the century. A driving force behind the country’s population
stability has been generally muted migration; according to UNICEEF, in 2013
the Czech Republic had lost a mere 2.9% of its population to migration,
with the vast majority (62%) of emigrants heading to either Germany or
Slovakia. Moreover, out-migration has been almost entirely exactly balanced
by inward migration from Ukraine, Slovakia, Russia, Poland, and (somewhat
surprisingly) Vietnam, as immigrants in 2013 numbered 314,029 while
emigrants totalled 315,148.% By 2017, according to Eurostat data, the number
of immigrants had increased to approximately 4.3% of the Czech population
(approximately 465,000), a number which surpassed by 20,100 the number
of out-migrants.’

8 For more data see the UNICEF’s “Migration Profile” of the Czech Republic. (UNICEF s. a.)

° Data obtained from Eurostat tables “Population change—Demographic balance and crude
rates at national level” (demo_gind) and “Foreign-born population by country of birth”
(migr pop3ctb) (Eurostat s. a.)
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While some Czechs have gone into the EU neighbourhood to seck
their fortune, the Czech experience is wholly different from that of CEE
countries such as Poland and Romania, which have seen a much larger
brain drain. In fact, the Czechs have seen more “brain circulation”, with
those going abroad returning home in much larger numbers than other CEE
countries. This does not mean that there have not been localised shortages of
workers in particular sectors, however, and it is has been noted for some time
(Wiskow 2006) that doctors are becoming in short supply in the country.
According to the President of the Czech Medical Chamber, in 2015, 20%
of doctors granted degrees promptly left to take up positions in foreign
countries, with some of the vacancies (but not all) being filled by Slovak,
Ukrainian and Russian doctors.!” Similarly, IT firms have also faced labour
shortages due to migration, (VAVRECKOVA—BASTYR 2009) but, as Bernard et
al. (2014) details, the Czech Republic has been very successful in attracting
skilled professionals to its “islands of innovation”. In sum, it remains the
medical profession which is under stress, as other facets of brain drain
appear to have passed the country by.

Conclusions: An Unavoidable Integration

This chapter has examined the integration processes of the Czech Republic
with an eye on its institutional development in the post-communist transition.
Despite recent political shifts, the Czechs remain firmly ensconced in Europe
geographically and economically, with intense relationships developed with
other European countries within the EU. Given these complex interrela-
tionships and benefits accruing to the country (and a generally favourable
attitude towards the EU as an economic union), it is unlikely that there will
be substantial changes in the Czech Republic’s relationship with Brussels
in the future. In fact, despite having less favourable initial conditions than
other CEE countries, the Republic has thrived and successfully integrated
into the European project [...] but only up to a point of Prague’s choosing.

10 Based on an interview with Czech Medical Chamber President Milan Kubek. (Radio Praha
2016)
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In reality, the gradual shift towards a more Eurosceptic orientation
in the Czech Republic regarding the political aspirations of the euro area
has occurred alongside changes in Central Europe more generally (i.e. in
Hungary and then Poland), but must also be seen in light of a longstanding
tradition in Czech politics. It has been a tenet of post-communist poli-
cymaking that the Czech polity has split in favour of the EU’s economic
benefits while against EU political aspirations and talk of closer political
union. (HavLik 2011) In part, this has been due to the tight economic
intertwining of the Czech Republic with Germany, meaning that economic
issues are seen as bound to the EU, coupled with the reality that Czech
security policy is not guaranteed by the EU but instead by NATO and the
transatlantic alliance. Such an approach has led to seemingly contradictory
policies: for example, the current Czech stance towards adopting the euro
appears to go against the economic interests of the country with regard
to its main trading partners. Indeed, while former countrymate Slovakia
adopted the euro as soon as it was able (2009), the Czech Republic and
its citizens have shifted from the optimism of the early 2000s to be stal-
wartly against the common currency. However, seen through the political/
economic prism, there is a widespread consensus in the Czech Republic
(one that is close to the truth) that the euro is not an economic project but
is a political one, and thus the country should maintain a degree of policy
independence rather than subordinate decision-making to Brussels and
Frankfurt. (PEcHOVA 2012)

The recent political successes of President Milo§ Zeman and Prime
Minister Andrej Babi$ can be seen in this larger context of Czech approaches
to European integration but, like their nationalist/populist counterparts
in Hungary and Poland, there is a possibility that such reflexive anti-EU
stances can go too far. As noted earlier, the Czech Republic has benefited
extensively from being an EU member, and while European integration
is not synonymous with the EU, there is a large amount of overlap. Even
though the European experiment has somewhat gone off the rails since the
global financial crisis (and recent policy proposals have attempted to make
“the euro area” synonymous with “the EU”), the Czech Republic must
keep its eyes focused on making the union a better economic vehicle. This
approach, remaining aloof from political diktats but playing a constructive
role in economic policymaking, will have continued benefits for the country
in the future.



106 ECONOMIC INTEGRATION AND INTERDEPENDENCE...

References

APPEL, Hilary (1994): Justice and the Reformulation of Property Rights in the
Czech Republic. East European Politics and Societies, Vol. 9, No. 1. 22—-40.
DOI: https://doi.org/10.1177/0888325495009001003

ARNOLD, Jens — Javorcik, Beata — MATTOO, Aadityia (2011): Does services
liberalization benefit manufacturing firms? Evidence from the Czech
Republic. Journal of International Economics, Vol. 85, No. 1. 136—146. DOLI:
https://doi.org/10.1016/;.jinteco.2011.05.002

AwOKUSE, Titus (2007): Causality between exports, imports, and economic
growth: Evidence from transition economies. Economics Letters, Vol. 94,
No. 3. 389-395. DOLI: https://doi.org/10.1016/j.econlet.2006.08.025

BACHTLER, John — McMASTER, Irene (2008): EU Cohesion Policy and the
Role of the Regions: Investigating the Influence of Structural Funds in
the New Member States. Environment and Planning C: Government and
Policy, Vol. 26, No. 2. 398—427. DOI: https://doi.org/10.1068/c0662

BAUN, Michael — DURR, Jakub — MAREK, Dan — SARADIN, Pavel (2006): The
Europeanization of Czech Politics: The Political Parties and the EU Referen-
dum. JCMS: Journal of Common Market Studies, Vol. 44, No. 2. 249-280.
DO https://doi.org/10.1111/j.1468-5965.2006.00622.x

BECKER, Sascha— EGGER, Peter — voN EHRLICH, Maximilian (2010): Going NUTS:
The effect of EU Structural Funds on regional performance. Journal of Pub-
lic Economics, Vol. 94, No. 9-10. 578-590. DOI: https://doi.org/10.1016/].
jpubeco.2010.06.006

BERNARD, Josef — KOSTELECKY, Tomas — PATOCKOVA, Véra (2014): The Innova-
tive Regions in the Czech Republic and their Position in the International
Labour Market of Highly Skilled Workers. Regional Studies, Vol. 48, No. 10.
1691-1705. DOI: https://doi.org/10.1080/00343404.2013.770138

BoGakgrTts, Theo — WILLIAMSON, lan P. — FENDEL, Elfriede M. (2002): The role of
land administration in the accession of Central European countries to the
European Union. Land Use Policy, Vol. 19, No. 1. 29-46. DOI: https://doi.
org/10.1016/s0264-8377(01)00041-2

BraADA, Josef C. (1996): Privatization Is Transition—Or Is It? Journal of Economic
Perspectives, Vol. 10, No. 2. 67-86. DOI: https://doi.org/10.1257/jep.10.2.67

Czech National Bank (2015): Analyses of the Czech Republic’s Current Econom-
ic Alignment with the Euro Area. Prague, Czech National Bank. Available:
www.cnb.cz/en/monetary policy/strategic_documents/download/analy-
ses_of alignment 2015.pdf (Accessed: 15.04.2018)


https://doi.org/10.1177/0888325495009001003
https://doi.org/10.1016/j.jinteco.2011.05.002
https://doi.org/10.1016/j.econlet.2006.08.025
https://doi.org/10.1068/c0662
https://doi.org/10.1111/j.1468-5965.2006.00622.x
https://doi.org/10.1016/j.jpubeco.2010.06.006
https://doi.org/10.1016/j.jpubeco.2010.06.006
https://doi.org/10.1080/00343404.2013.770138
https://doi.org/10.1016/s0264-8377(01)00041-2
https://doi.org/10.1016/s0264-8377(01)00041-2
https://doi.org/10.1257/jep.10.2.67
http://www.cnb.cz/en/monetary_policy/strategic_documents/download/analyses_of_alignment_2015.pdf
http://www.cnb.cz/en/monetary_policy/strategic_documents/download/analyses_of_alignment_2015.pdf

ECONOMIC INTEGRATION AND INTERDEPENDENCE IN THE... 107

DANDASHLY, Assem — VERDUN, Amy (2016): Euro adoption in the Czech Republic,
Hungary and Poland: Laggards by default and laggards by choice. Compara-
tive European Politics, Vol. 16, No. 3. 385—412. DOI: https://doi.org/10.1057/
cep.2015.46

DEeBus, Marc — MULLER, Jochen — OBERT, Peter (2011): Europeanization and
government formation in multi-level systems: Evidence from the Czech
Republic. European Union Politics, Vol. 12, No. 3. 381-403. DOI: https://
doi.org/10.1177/1465116511409961

Diankov, Simeon — HOEKMAN, Bernard (2000): Foreign Investment and Pro-
ductivity Growth in Czech Enterprises. The World Bank Economic
Review, Vol. 14, No. 1. 49-64. DOI: https://doi.org/10.1093/wber/14.1.49

EsTrIN, Saul — HANOUSEK, Jan — KOCENDA, Evzen — SVEINAR, Jan (2009): The
Effects of Privatization and Ownership in Transition Economies. Journal of’
Economic Literature, Vol. 47, No. 3. 699-728. DOI: https:/doi.org/10.1257/
jel.47.3.699

Eurostat (s. a.): Population change — Demographic balance and crude rates at
national level. Available: https://ec.europa.cu/knowledge4policy/dataset/ds
00028 en (Accessed: 10.03.2020)

Eurostat (2019): Industrial production index overview, Available: https://ec.cu-
ropa.eu/eurostat/statistics-explained/index.php/Industrial production_(vol-
ume) index overview (Accessed: 10.03.2020)

Europeaid (2015): Evaluation of PHARE financial assistance to Bulgaria (BG),
Cyprus (CY), Czech Republic(CZ), Estonia (EE), Hungary (HU), Latvia
(LV), Lithuania (LT), Malta (MT), Poland (PL), Romania (RO), Slovakia
(SK), Slovenia (S1): Final Report. Evaluation Report issued under Request
for Services No. 2013/324179 Version 1, January. Available: https://ec.europa.
eu/neighbourhood-enlargement/sites/near/files/pdf/financial assistance/
phare/evaluation/2015/20150806-phare-ex-post-evaluation-final-report.pdf
(Accessed: 09.03.2018)

Fazrkas, Mihaly — CHVALKOVSKA, Jana — SKUHROVEC, Jiri — TOTH, Istvan — KING,
Lawrence (2014): Are EU funds a corruption risk? The impact of EU funds
on grand corruption in Central and Eastern Europe. In MUNGIU-PIPPIDI,
Alina ed.: The Anticorruption Frontline. The Anticorruption Report. Vol. 2.
Berlin, Barbara Budrich Publishers. 68—89. DOI: https://doi.org/10.2307/j.
ctvddzrb6


https://doi.org/10.1057/cep.2015.46
https://doi.org/10.1057/cep.2015.46
https://doi.org/10.1177/1465116511409961
https://doi.org/10.1177/1465116511409961
https://doi.org/10.1093/wber/14.1.49
https://doi.org/10.1257/jel.47.3.699
https://doi.org/10.1257/jel.47.3.699
https://ec.europa.eu/knowledge4policy/dataset/ds00028_en
https://ec.europa.eu/knowledge4policy/dataset/ds00028_en
https://ec.europa.eu/eurostat/statistics-explained/index.php/Industrial_production_(volume)_index_overview
https://ec.europa.eu/eurostat/statistics-explained/index.php/Industrial_production_(volume)_index_overview
https://ec.europa.eu/eurostat/statistics-explained/index.php/Industrial_production_(volume)_index_overview
https://ec.europa.eu/neighbourhood-enlargement/sites/near/files/pdf/financial_assistance/phare/evaluation/2015/20150806-phare-ex-post-evaluation-final-report.pdf
https://ec.europa.eu/neighbourhood-enlargement/sites/near/files/pdf/financial_assistance/phare/evaluation/2015/20150806-phare-ex-post-evaluation-final-report.pdf
https://ec.europa.eu/neighbourhood-enlargement/sites/near/files/pdf/financial_assistance/phare/evaluation/2015/20150806-phare-ex-post-evaluation-final-report.pdf
https://doi.org/10.2307/j.ctvddzrb6
https://doi.org/10.2307/j.ctvddzrb6

108 ECONOMIC INTEGRATION AND INTERDEPENDENCE...

GuPpTA, Nandini — Hawm, John C. — SVEINAR, Jan (2008): Priorities and sequencing
in privatization: Evidence from Czech firm panel data. European Economic
Review, Vol. 52, No. 2. 183-208. DOI: https://doi.org/10.1016/j.curoecor-
¢v.2007.05.004

HANEL, Petr (1992): Trade Liberalization in Czechoslovakia, Hungary and Poland
through 1991: A Survey. Comparative Economic Studies, Vol. 34, No. 3—4.
34-53. DOL: https://doi.org/10.1057/ces.1992.23

HaNLEY, Sean (2002): The Political Context of EU Accession in the Czech
Republic. London, Royal Institute of International Affairs.

HANLEY, Sean (2004): A Nation of Sceptics? The Czech EU Accession Referen-
dum of 13—14 June 2003. West European Politics, Vol. 27, No. 4. 691-715.
DOI: https://doi.org/10.1080/0140238042000249867

HARDT, John P. — KaurMAN, Richard F. (1995): East-Central European Econo-
mies in Transition. New York, M. E. Sharpe.

HARTWELL, Cristopher A. (2013): Institutional Deterioration in Transition Econ-
omies: Playing Follow-the-Leader During the Global Financial Crisis?
Transition Studies Review, Vol. 20, No. 2. 131-147. DOI: https://doi.org/10.
1007/s11300-013-0275-5

HARTWELL, Cristopher A. (2016): Two Roads Diverge. The Transition Experi-
ence of Poland and Ukraine. Cambridge, Cambridge University Press. DOI:
https://doi.org/10.1017/cbo9781316282373

HauGHTON, Tim (2007): When does the EU Make a Difference? Conditionality
and the Accession Process in Central and Eastern Europe. Political Stud-
ies Review, Vol. 5, No. 2. 233-246. DOI: https://doi.org/10.1111/j.1478-
9299.2007.00130.x

HavLik, Vlastimil (2011): A breaking-up of a pro-European consensus: Attitudes of
Czech political parties towards the European integration (1998-2010). Com-
munist and Post-Communist Studies, Vol. 44, No. 2. 129-147. DOI: https://
doi.org/10.1016/j.postcomstud.2011.04.003

HoEekMmAN, Bernard — Diankov, Simeon (1997): Determinants of the Export Struc-
ture of Countries in Central and Eastern Europe. The World Bank Economic
Review, Vol. 11, No. 3. 471-487. DOI: https://doi.org/10.1093/wber/11.3.471

HorvaT, Andrej (2005): Why does Nobody Care About the Absorption? Some
Aspects Regarding Administrative Absorption Capacity for the EU Struc-
tural Funds in the Czech Republic, Estonia, Hungary, Slovakia and Slovenia
before Accession. WIFO Working Papers, No. 258.

PRS (s. a.): Historical Data. Syracuse, The PRS Group, Inc. Available: https:/
epub.prsgroup.com/products/icrg-historical-data (Accessed: 03.05.2018)


https://doi.org/10.1016/j.euroecorev.2007.05.004
https://doi.org/10.1016/j.euroecorev.2007.05.004
https://doi.org/10.1057/ces.1992.23
https://doi.org/10.1080/0140238042000249867
https://doi.org/10.1007/s11300-013-0275-5
https://doi.org/10.1007/s11300-013-0275-5
https://doi.org/10.1017/cbo9781316282373
https://doi.org/10.1111/j.1478-9299.2007.00130.x
https://doi.org/10.1111/j.1478-9299.2007.00130.x
https://doi.org/10.1016/j.postcomstud.2011.04.003
https://doi.org/10.1016/j.postcomstud.2011.04.003
https://doi.org/10.1093/wber/11.3.471
https://epub.prsgroup.com/products/icrg-historical-data
https://epub.prsgroup.com/products/icrg-historical-data

ECONOMIC INTEGRATION AND INTERDEPENDENCE IN THE... 109

Kaminski, Bartlomiej (2001): How Accession to the European Union Has Affected
External Trade and Foreign Direct Investment in Central European Econo-
mies. World Bank Policy Research Working Paper, No. 2578. DOI: https://
doi.org/10.1596/1813-9450-2578

KARrADIOVA, Mariana (2004): Property Restitution in Eastern Europe: Domestic
and International Human Rights Law Responses. Review of Central and
East European Law, Vol. 29, No. 3. 325-363. DOI: https:/doi.org/10.
1163/1573035042132932

KoCENDA, Evzen (1999): Residual State Property in the Czech Republic. Eastern
European Economics, Vol. 37, No. 5. 6-35. DOI: https://doi.org/10.1080/001
28775.1999.11648698

Kosova, Renata (2010): Do Foreign Firms Crowd Out Domestic Firms? Evidence
from the Czech Republic. The Review of Economics and Statistics, Vol. 92,
No. 4. 861-881. DOI: https://doi.org/10.1162/rest_a 00035

MASTROPASQUA, Cristina — RoLLI, Valeria (1994): Industrial Countries’ Protec-
tionism with Respect to Eastern Europe: The Impact of the Association
Agreements Concluded with the EC on the Exports of Poland, Czecho-
Slovakia and Hungary. The World Economy, Vol. 17, No. 2. 151-170. DOI:
https://doi.org/10.1111/§.1467-9701.1994.tb00816.x

METcALF, Lee Kendall (1993): The impact of foreign trade on the Czechoslovak
economic reforms of the 1960s. Europe-Asia Studies, Vol. 45, No. 6.
1071-1090. DOT: https://doi.org/10.1080/09668139308412141

MoHL, Philipp — HAGEN, Tobias (2010): Do EU structural funds promote region-
al growth? New evidence from various panel data approaches. Regional
Science and Urban Economics, Vol. 40, No. 5. 353-365. DOI: https://doi.
org/10.1016/j.regsciurbeco.2010.03.005

Munaru-Prepipr, Alina (2013): Controlling Corruption Through Collective
Action. Journal of Democracy, Vol. 24, No. 1. 101-115. DOI: https://doi.
org/10.1353/j0d.2013.0020

MunaGru-Prppipl, Alina (2014): The Legacies of 1989: The Transformative Power
of Europe Revisited. Journal of Democracy, Vol. 25, No. 1. 20-32. DOLI:
https://doi.org/10.1353/j0d.2014.0003

PECHOVA, Andrea (2012): Legitimising discourses in the framework of European
integration: The politics of Euro adoption in the Czech Republic and
Slovakia. Review of International Political Economy, Vol. 19, No. 5.
779-807. DOL: https://doi.org/10.1080/09692290.2011.633477


https://doi.org/10.1596/1813-9450-2578
https://doi.org/10.1596/1813-9450-2578
https://doi.org/10.1163/1573035042132932
https://doi.org/10.1163/1573035042132932
https://doi.org/10.1080/00128775.1999.11648698
https://doi.org/10.1080/00128775.1999.11648698
https://doi.org/10.1162/rest_a_00035
https://doi.org/10.1111/j.1467-9701.1994.tb00816.x
https://doi.org/10.1080/09668139308412141
https://doi.org/10.1016/j.regsciurbeco.2010.03.005
https://doi.org/10.1016/j.regsciurbeco.2010.03.005
https://doi.org/10.1353/jod.2013.0020
https://doi.org/10.1353/jod.2013.0020
https://doi.org/10.1353/jod.2014.0003
https://doi.org/10.1080/09692290.2011.633477

110 ECONOMIC INTEGRATION AND INTERDEPENDENCE...

Radio Praha (2016): Czech Medical Chamber Says Foreign Doctors Are not
enough to Stave off Westward Brain Drain. 15 March 2016. Available: www.
radio.cz/en/section/curraffrs/czech-medical-chamber-says-foreign-doctors-
are-not-enough-to-stave-off-westward-brain-drain (Accessed: 16.04.2018)

RaPaczyNskI, Andrzej (1996): The Roles of the State and the Market in Estab-
lishing Property Rights. Journal of Economic Perspectives, Vol. 10, No. 2.
87-103. DOL: https://doi.org/10.1257/jep.10.2.87

RUGRAFF, Eric (2010): Foreign Direct Investment (FDI) and Supplier-Oriented
Upgrading in the Czech Motor Vehicle Industry. Regional Studies, Vol. 44,
No. 5. 627-638. DOI: https://doi.org/10.1080/00343400903095253

SCHAFFLER, Johannes — HECHT, Veronika — MoriTz, Michael (2017): Regional
determinants of German FDI in the Czech Republic: new evidence on the
role of border regions. Regional Studies, Vol. 51, No. 9. 1399-1411. DOIL:
https://doi.org/10.1080/00343404.2016.1185516

SCHIMMELFENNIG, Frank — SEDELMEIER, Ulrich eds. (2005): The Europeanization
of Central and Eastern Europe. Ithaca, Cornell University Press.

SzNAJDER, Alexandra (2006): Effects of EU Accession on the Politics of Privati-
zation — The Steel Sector in Comparative Perspective. In KUTTER, Amelie —
TRAPPMANN, Vera eds.: Das Erbe des Beitritts: Europdisierung in Mittel- Und
Osteuropa. [Heritage of Accession: Europeanisation in Central and Eastern
Europe.] Baden-Baden, Nomos Publishers. 209-231.

STAEHR, Karsten (2011): Democratic and Market-Economic Reforms in the
Postcommunist Countries. The Impact of Enlargement of the European
Union. Eastern European Economics, Vol. 49, No. 5. 5-28. DOI: https://doi.
org/10.2753/eec0012-8775490501

SVEINAR, Jan (1995): The Czech Republic and Economic Transition in Eastern
Europe. Cambridge, Academic Press. DOI: https://doi.org/10.1016/c2009-0-
21152-4

Tosun, Jale (2014): Absorption of Regional Funds: A Comparative Analysis. JCMS:
Journal of Common Market Studies, Vol. 52, No. 2. 371-387. DOL: https://
doi.org/10.1111/jcms.12088

UN Comtrade (s. a.): Database. Available: https://comtrade.un.org/data/ (Accessed:
21.04.2018)

UNICEEF (5. a.): Migration Profile of the Czech Republic. Available: https://esa.un.org
/miggmgprofiles/indicators/files/CzechRepublic.pdf (Accessed: 23.04.2018)

VAVRECKOVA, Jana — BASTYR, Ivo (2009): The Effect of Brain Drain in the Czech
Republic and Earnings Motivation for Qualified Specialists to Work Abroad.
Prague, Research Institute for Labour and Social Affairs.


http://www.radio.cz/en/section/curraffrs/czech-medical-chamber-says-foreign-doctors-are-not-enough-to-stave-off-westward-brain-drain
http://www.radio.cz/en/section/curraffrs/czech-medical-chamber-says-foreign-doctors-are-not-enough-to-stave-off-westward-brain-drain
http://www.radio.cz/en/section/curraffrs/czech-medical-chamber-says-foreign-doctors-are-not-enough-to-stave-off-westward-brain-drain
https://doi.org/10.1257/jep.10.2.87
https://doi.org/10.1080/00343400903095253
https://doi.org/10.1080/00343404.2016.1185516
https://doi.org/10.2753/eee0012-8775490501
https://doi.org/10.2753/eee0012-8775490501
https://doi.org/10.1016/c2009-0-21152-4
https://doi.org/10.1016/c2009-0-21152-4
https://doi.org/10.1111/jcms.12088
https://doi.org/10.1111/jcms.12088
https://comtrade.un.org/data/
https://esa.un.org/miggmgprofiles/indicators/files/CzechRepublic.pdf
https://esa.un.org/miggmgprofiles/indicators/files/CzechRepublic.pdf

ECONOMIC INTEGRATION AND INTERDEPENDENCE IN THE... 111

Wiskow, Christiane (2006): Health worker migration flows in Europe: Overview
and case studies in selected CEE countries—Romania, Czech Republic,
Serbia and Croatia. Geneva, International Labour Office (ILO) Working
Paper. Available: https:/www.ilo.org/sector/Resources/publications/ WCMS
161162/lang—en/index.htm (Accessed: 02.04.2018)

WB (s. a.): World Development Indicators. Available: http://databank.worldbank.org/
data/reports.aspx?source=world-development-indicators (Accessed: 21.04.2018)


https://www.ilo.org/sector/Resources/publications/WCMS_161162/lang--en/index.htm
https://www.ilo.org/sector/Resources/publications/WCMS_161162/lang--en/index.htm
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators



