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CZECH REPUBLIC : ASSETS - WEAKNESSES - RISK OUTLOOK - 
MAJOR MACRO ECONOMIC INDICATORS 
	US$ billion
	1998
	1999
	2000
	2001
	2002(e)
	2003(f)

	Economic growth (%)
	-1.3
	0.5
	3.3
	3.3
	2.4
	3.3

	Inflation (%)
	10.7
	2.1
	3.9
	4.7
	1.9
	0.9

	Public-sector balance/GDP (%)
	-2.9
	-3.4
	-4.6
	-5.4
	-10.2
	-9.0

	Unemployment (%)
	6.1
	8.6
	9.0
	8.5
	9.0
	n/a

	Exports
	26.4
	26.3
	29.1
	33.4
	35.3
	40.1

	Imports
	28.9
	28.2
	32.2
	36.5
	37.4
	42.8

	Trade balance
	-2.6
	-1.9
	-3.1
	-3.1
	-2.1
	-2.7

	Current account balance
	-1.3
	-1.6
	-2.7
	-2.6
	-2.6
	-3.6

	Current account balance/GDP (%)
	-2.3
	-2.9
	-5.4
	-4.7
	-3.8
	-4.5

	Foreign debt 
	24.0
	22.6
	21.4
	21.7
	25.3
	26.2

	Debt service/Export (%)
	16.6
	13.7
	13.2
	9.3
	9.5
	6.4

	Reserves in months of imports
	4.1
	4.2
	3.8
	3.8
	5.4
	6.2


	ASSETS


· Strong manufacturing potential. 

· Export competitiveness enhanced by modernisation, restructuring and rising investment. 

· Moderate foreign debt. 

· Political and economic continuity and stability bolstered by EU membership in 2004.
	WEAKNESSES


· Public sector deficit, widened by banking sector restructuring programme and likely to worsen with welfare spending, could become unsustainable. 

· Economy highly dependent on economic situation of main trading partners, in particular Germany. 

· Reform, especially of country's public finances, hampered by dissensions within Social Democrat-led coalition.
	RISK ASSESSMENT


The international economic downturn and the floods in August 2002 dampened growth, which should pick up in 2003 on the back of growing investment and foreign demand. While EU membership opens up big opportunities, the strength of the koruna and the worsening state of the country's finances are likely to hamper growth in the medium term.

The country's external solvency gives little cause for concern due to its moderate external financing needs and manageable burden of foreign debt. The needs are largely covered by foreign direct investment, while foreign exchange reserves are sharply up.

Finally, given the fragility of the coalition government, there is little likelihood of major progress in structural reforms.
Source : http://www.cofacerating.com
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Letecke Zavody awaits orders, contemplates layoffs

by Vladimir Kuchar
[image: image16.jpg]


The worldwide stagnation on the civil aircraft market is hurting one of the largest Czech aircraft producers, Kunovice-based Letecke Zavody. 
Management of the aircraft manufacturer is currently weighing whether it will lay off up to 350 employees, about one-third of its 1,085–strong work force. 
CEO and board chairman Libor Soska said the recession on the civil aircraft market is, among other things, a result of worries about a potential war in Iraq that could raise fuel prices as much as three times over. "A number of carriers are reducing their operations drastically … for example, canceling routes and postponing the replacement of their aircraft," Soska said. "The steady firming of the Czech crown vis-a-vis the U.S. dollar has also had a significant influence on the planned reduction of the work force." 
Letecke Zavody develops, produces and provides maintenance and repair on the L 410 and L 610 airplanes and the L 23 Super Blanik and L 33 Solo gliders. 
The possible savings in labor costs come from the new production plan for 2003, said deputy board chairman Tomas Stefanek, but he added that 350 is the maximum number of workers that could be forced to leave. Changes to the plan are possible in the course of the year if, for example, some orders are confirmed, he added. 
Trade unions expressed concern over the situation. "It's very bad news," said Karel Sabrsula, the regional head of KOVO, the metal working and engineering union. "We will negotiate and want to at least delay the discharge of those people who could have serious problems."
The dismissal of more than 300 people will raise unemployment in the district to over 7,000 or just over 10 percent of the local labor force, said director of the Uherske Hradiste employment office Richard Janicek. 
Management is now trying to defuse the tense situation. "We haven't made any final list [of layoffs] yet. It means that we may lay off much less than 350 people," Soska said. He pointed out that the company announced the dismissal of 150 people last year but ended up releasing only 40 in the end. 

Hope on the horizon
The planned production program should include a new 40-seater, twin-engine L 610 regional airliner with a pressurized cabin. Letecke Zavody claims that within six months it will sign a contract for the supply of 20 L 610 aircraft to Korea, with the price per aircraft ranging from Kc 9 million to Kc 13 million, Stefanek said. This contract would tide the company over until other models could be prepared for the U.S. market. 
The L 610 project was developed at the turn of the 1980s and 1990s and has cost nearly Kc 10 billion. Another Kc 700 million is needed for its completion, which will take about a year, Stefanek added. Indonesia, Malaysia, South America, Africa, Russia and other countries have shown interest in buying L 610 aircraft. 
The company is mostly producing spare parts for the L 410 and repairing them for clients. Over 1,000 units of L 410 aircraft have been delivered to Europe, Africa, Asia and the Americas. 
Letecke Zavody also provides support services for airplane operators and provides non-scheduled flights. 
Letecke Zavody emerged in 2001 when it took over bankrupt LET Kunovice. The majority owner is Moravan-Airplanes, a subsidiary of Moravan in Otrokovice. In 2002 Letecke Zavody reported a Kc 650 million turnover and a Kc 38 million operating profit.

REASONS TO INVEST (source : http://www.czechinvest.cz)
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The Czech Republic, which attracted almost US$ 5 billion in foreign investment in 2001, can more competitively satisfy your production, services and R&D needs than any other country in Europe. 

The following sections will explain why.
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The Czech Republic _ Number one in Europe

	 
	Here we outline three compelling reasons why the Czech Republic should be the preferred location for your next investment compared to our rivals in Europe. Find out what makes the Czech Republic the best location for your investment.
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Cost Driver Analysis

	 
	We have identified two key cost drivers that make the Czech Republic stand out above its regional competitors: the benefits created by investment incentives and the total cost of labour. Find out how you can reduce your costs by investing in the Czech Republic.


Facts sheets / FAQ
One of the main ways in which CzechInvest helps firms in their decision - making process by collecting and summarising hard-to-find background information on basic investment-related activities and statistics. Our FAQ section contains our latest data arranged by topic.
The Czech Republic – Number One in Europe

The Czech Republic is increasingly popular as an investment location for greenfield investments both in high-tech manufacturing and services. For several years it has been sustaining its position as number one in FDI attraction on a per capita basis within the Central and Eastern Europe. The value of CzechInvest’s completed projects increased 40% in 2001 compared to 2000 to over USD 2 billion, and the agency’s annual survey shows that 91% of established foreign-backed manufacturers are planning to expand.
FDI stock per capita as of 2001 (in USD)
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Sources: WIIW – WIFO, Wiener Institut für internationale Wirtschaftsvergleiche, 2002


Here we outline three compelling reasons why the Czech Republic should be the preferred location for your next investment compared to our rivals in Europe: our education system, our industrious workforce, and our IT spending record.
Education, education, education ... 

The "knowledge pipeline" in the Czech Republic is of a higher quality than most western European countries, boosted by a stronger enrolment pattern at secondary level and revealed in higher performances in mathematical tests at secondary level and a proportionately higher number of tertiary-level scientist and technologist graduates.
According to the OECD, the Czech Republic has an extremely high secondary level completion rate that is second only to the USA. 88% of the Czech labour force aged 24-64 have completed their higher secondary education compared to an OECD average of 65% and 89% in the USA. 
The strong position of the Czech Republic looks even better at younger age cohorts. 92% of the Czech population now aged 20-29 years completed higher secondary education compared with an EU average of around 69%.
The Czech education system pays particular attention to language skills. The proportion of secondary-level students studying English is as great in the vocational stream as in the academic stream, and high by European levels at 95-96%. Many school students also learn German. 

% of secondary school students (aged 15-19) learning at least one foreign language 
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Source: Key data on Education in Europe, Eurostat, 2000

Tertiary level data also indicate strong benefits to investors from the Czech workforce. The Czech Republic produces more graduate scientists and technologists every year relative to Hungary, Poland & Portugal and is close to the levels of Holland, Ireland and the UK. Around 14,000 university graduates in technical and scientific subjects enter the workforce every year of whom more than 9,000 studied primarily engineering or informatics/IT.
Student award in science and Engineering to all student awards
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Source: Key Data on Education in Europe: European Commission, 2000
An industrious workforce… 

The skilled and disciplined Czech workforce is in a good position to help your company achieve higher productivity levels. According to the survey conducted by International Institute for Management Development, a leading international business school based in Switzerland, the Czechs are one of the most diligent workforces in the world. A typical Czech worker worked 1,976 hours in 2000, more than one week more equivalent work time than his American counterpart and nearly 300 hours more than a German worker. 


Average Number of Working Hours per Year 2000
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Source: IMD, the World Competitiveness Yearbook 2002

High spending on information technologies… 

The Czech Republic spends more on information technologies as a percentage of GDP than other countries in the region and is on par with EU countries. The upgrade and expansion of telecommunication networks and IT are part of the government’s commitment to creating an excellent physical infrastructure to enable business to perform more efficiently. Well-established communication links and a workforce with strong T-skills will help you to lower your production costs thanks to better communication and co-ordination of your manufacturing and service activities. 

You can learn more about telecommunications, skills and property issues for knowledge-based industries in the Strategic Services section. 
Spending on IT as a percentage of GDP, 2001 
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Source: European Information Technology Observatory, 2002

Pizza Go Home: delivering satisfaction
Written by: Kateřina Zapletňuková
Photo by: Jan Vágner
In 1993 when Pizza Go Home opened its first outlet in Prague 7, the firm had to win over its first customers. From one branch, the company grew into eight outlets covering the entire city and turning out CZK 50 million in revenue in 2002.
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WHEN CZECH Miloš Burkhardt (40) and his German friend Kurt Winkels (53), both of whom had experience as owners of restaurant and fast food chains in Germany, decided to start a business in post-socialist Prague, their idea was to create a gastronomic center that would introduce to Prague a new service - non-stop food delivery. According to Burkhardt the initial plan was to eventually cover all of Prague, so that at any time from any place one could call and have pizza (or chicken and beverages, including Italian wines) delivered to his or her door. "Such services existed everywhere in the West but not in the Czech Republic," recalls Burkhardt. 
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	Pavel Šustek


The partners invested their initial capital into purchasing and reconstructing a building in Holešovice, as well as buying technologies for producing original Italian pizza. "The beginning was very interesting and even funny," remembers Pavel Šustek, the company's director since the time of its foundation. The most frequent questions that came from customers were: "Why is the pizza so thin?"; "Why does it contain so little dough?"; "Why does it cost 100 crowns?"; "Why don't you deliver dumplings with pork for 40 crowns?" The firm survived mainly thanks to foreign companies that started doing business in the Czech Republic and were already familiar with the concept of food delivery. Gradually people started coming in from the street. "They saw that this works, and sometimes when they came home after a weekend and saw that they have nothing to eat, they would pick up the phone and call us," says Šustek. He explains that from the very beginning the idea was not to be in the very center, in some popular places where mainly tourists go. It was meant as a service for customers in particular Prague districts. The owners wanted to educate the Czech clientele.

Building a chain
With the growing awareness of Pizza Go Home, the company expanded as well. Every year a new subsidiary was opened. By 1997 there were already four; the business was getting more spread out and required unification. So far each outlet had a separate telephone number and the company did not have any central operator. The idea was to unify preparation of ingredients thus making supply logistics easier. "We wanted to have mozzarella grated in the same way and the same quality of tomato sauce at all outlets," says Šustek. A subsidiary opened in Modřany in 1997 was the first step in this direction, as part of it serves as a central workshop.

	 
	Benchmark
- introduced a novel concept
- emphasis on high quality of product
- aimed at covering all districts of Prague
- central dispatching to reduce delivery time
- franchising used to expand and stabilize chain


And the changes continued. In 1999 Pizza Go Home invested over CZK 6 million into improving the quality of service and organization. It bought new technical equipment, including computers and sales-support software, in order to set up dispatching. The same year the company bought Škoda Felicias and motorcycles, as well as communications technologies. Drivers received radio transmitters, and the improved dispatching made it possible for the company to have just one telephone number for customers to remember. After an order is received, an operator transfers it to the closest subsidiary so that a customer can be served as quickly as possible. According to Šustek, delivery time ranges from 20 to 50 minutes depending on the customer's location. Pizza is always prepared fresh and delivered still warm. It is also possible to place an order electronically through the company's web site. Šustek says that about ten percent of all orders come electronically. 
Currently Pizza Go Home's eight subsidiaries produce 30,000 pizzas per month. The service is out here for customers 24 hours a day, but naturally it is busiest during lunch and dinner time. In a standard stove it is possible to cook four large pizzas at one time. Pizza Go Home has even larger stoves that can contain eight or 10 large pizzas and is able to divide even larger orders among its several restaurants.

Mapping out the future
Šustek estimates that by now about 45% of their initial investment has already returned. In 1999 Pizza Go Home was contacted by a company that had monitored the Czech firm and its activity. The negotiation did not lead to any specific financial offers, but Šustek does not rule out the possibility of buy-out in the future. The Czech Republic's entrance to the European Union is imminent, which makes companies think about how new market conditions will affect their business. Šustek is aware that multinational companies doing what Pizza Go Home does may enter the market. However he also points out that the more subsidiaries a company opens the more stable it becomes, which seems to fit in with the firms' game plan. So far the company is keeping up with Burkhardt's vision to cover Prague by 2005, which means operating a total of 12 subsidiaries, so that outlets would be not much more than three kilometers apart from each other. 
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	Franchising feats
In 2001 Pizza Go Home started franchising - five out of the company's eight subsidiaries are now franchises. "Their task is to maintain the company tradition and even make it better with their individual approach," says Pavel Šustek, Pizza Go Home's director. When the company reached 100 employees and had a central management, checking became a problem, he explains. "It is easier to check the store's quality and staff performance managing 10 people than 100 people," Šustek adds. He also says that the firm never franchises newly open subsidiaries, but operates them itself for one or two years. Some subsidiaries need three months to become self-sufficient while some need a year or more.
All franchisees are former employees. "Usually these are people who don't have great initial capital, but they know our operations and how it works." Franchisees are not required to make a lump-sum payment when they take over a subsidiary. An agreement may be reached whereby they pay the main company up to CZK 200,000 in monthly installments for a given period of time, depending on the branch's turnover. After the sum is paid off, all revenues go to the franchisee.


	Promo strategy
Pizza Go Home invests up to three percent of annual turnover into advertising - mainly for radio commercials. When the company started, it effectively cooperated with city authorities advertising in their informational monthlies. "We got in touch with them and told them that we are introducing this service for citizens. They wrote an article about us and afterwards we followed with some advertising," says Pavel Šustek, company director. In addition, Pizza Go Home participated in events organized by authorities in kindergartens and schools. The company managed to increase sales by up to 20% thanks to radio consumer contests, like the "Biggest Eater of Pizza" contest held on Zlatá Praha in 2001, where the main prize was a Škoda Fabia.
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