The micro-finance and self-employment
environment for the socially excluded

Country report Czech Republic
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The Czech Republic is a parliamentary democracy with approximately ten million inhabitants. It
consists of thirteen regions (kraje).

Who are the socially excluded?

In the Czech Republic approximately 8 per cent of the population lives under the poverty line. This is
relatively low compared to the EU average of 15 per cent.

The groups of people who are most at risk of classification as poor (quantification in accordance with
the research survey referred to above) are:
= Unemployed people (36 per cent)
=  Other economically inactive people (13 per cent)
=  Single-parent families with at least one dependent child (30 per cent of all people living in these
households, mostly lone, divorced and single women with children)
® Households with three and more children (20 per cent)

Employment has a decisive impact on poverty. In respect of the group of employed and self-employed
people over 16 years of age, only 2 per cent of the salaried/waged employees and 7 per cent of the
self-employed are at risk of poverty. In contrast to this, a high proportion of poor people are found
among the unemployed (36 per cent), and other economically inactive people, with the exception of
those who have retired (13 per cent).

As for individual types of households, poor households are prevalent among those with children: 15
per cent of children under 15 years of age live in at-risk-of-poverty households. ‘Child poverty’ is
mostly to be found in single-parent families with one or more dependent children. In 2002, a full 30
per cent of people living in these households, mostly headed by single mothers, were poor.



The biggest source of social exclusion is an increasing unemployment rate among school leavers and
young people in general. Abuse and maltreatment of children is marginal from a quantitative viewpoint,
but nevertheless represents a significant problem. Another marginal group is that of young people with
behavioural disorders, comprising children in dysfunctional families and drug addicts. Roma children
and teenagers, children in institutions and young adults leaving these institutions are also at risk of
social exclusion. The Roma constitute an ethnic minority, which is more frequently at risk of social
exclusion. Their real number is estimated at around 160,000-200,000 people. Contributing factors for
social exclusion of the Roma are: unemployment, dependence on social benefits and allowances,
worsening housing situation, and educational barriers.

Entrepreneurial context Rate: 2.0

The Czech Republic has experienced strong economic growth over the last three years. While the net
number of new businesses is increasing, the total churn of businesses is low: 17.1 per cent of the
Czech workforce is self-employed with 10.5 per cent of the total workforce operating as solo
entrepreneurs. The Czech Republic has a sizeable informal economy at 19.1 per cent of GDP. While
subjects like entrepreneurial skills are now being promoted in secondary and vocational schools,
entrepreneurship seems to be mainly driven out of necessity rather than opportunity. Overall the
Czech Republic has a slightly less favourable than average entrepreneurial context.

Rate: 1.5

Policy for micro-enterprises

While there has been some interest from the Ministry of Industry and Trade in the financing and
support of SMEs, there doesn’t appear to be any policy to promote self-employment, in particular with
regard to socially excluded individuals. A number of financial schemes exist to support and finance
SMEs. A couple of these programmes have been used to support micro- businesses, such as the
Small Loans, Start and Credit programmes of the Ministry of Industry and Trade which are
administered through the Czech Development Bank. However, the reach of these programmes has
been severely limited with only 34 loans on record going to micro-enterprises in 2002. There are a
number of business support initiatives that exist emanating from both the Government and the private
(NGO) sector. These usually take the form of fee-based business advice and consulting services for
SMEs. The business registration process in the Czech Republic appears to be slow by European
standards. Overall the Czech Republic policy-makers do not seem focused on encouraging the
unemployed into self-employment through supporting micro-enterprises.

Welfare bridge Rate: 1.5

The Czech Government has recognised the need for better co-ordination between tax and benefits
systems in order to provide greater incentives for people to work. Historically the minimum wage had
been at such low levels that it was a disincentive for low skilled workers to work, as the minimum
social benefits level was higher for a family of three or more than the minimum wage. Levels of
unemployment have eased from their high in 2003, but long-term unemployment is still at 48 per cent
of the unemployed. Certain socially excluded groups like the Roma suffer disproportionately from
unemployment with estimates as high as 70 per cent for this group. While some schemes exist to help
the registered unemployed move into self-employment, uptake is very low at 0.8 per cent. Overall, it
appears that the Czech Republic suffers from both disincentives to move from benefits to employment
and a lack of programmes to help the transition into self-employment.

Rate: 4.5

Legal framework for micro-finance providers

There is no usury rate in the Czech Republic. The civil code prohibits disproportionately high rates of
interest but law does not fix the height of the interest rate. Non-banks can lend money. For example,
the Provident Financial has been operating in the Czech Republic since 1998 offering personal cash
loans.

Financial bridge for the socially excluded Rate: 1.0




The banking sector in the Czech Republic has been completely privatised and is now predominantly
foreign owned. The product and service range is large and focuses on households with regular income
as well as on large and medium enterprises. A few State-sponsored programmes for SMEs mainly
target well-performing enterprises that have been rejected by the commercial banks owing to risk
factors and/or missing collateral or guarantees. Financing of micro-enterprises, start-ups and new
project seem too risky for commercial banks and there doesn’t seem to be any provision of micro-
loans to the self-employed.

Funding for micro-credit providers Rate: 1.0

There doesn’t appear to be any micro-credit providers in the Czech Republic. A spokesperson from
the Ministry of Trade and Industry claims that NGOs limit themselves to business support/consulting
services because of lack of funds. An NGO worker said that: “The Czech Republic is a wasteland in
regards to microfinance opportunities.” More research is needed to ascertain why this is. It is unclear
whether this is primarily driven from a lack of enabling policy environment or a lack of funds.
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Lessons learned

Here, we make the distinction between:
" The tools, practical examples and dimensions that the Czech Republic can bring in as an
example for the other European countries; and
® The tools, practical examples and dimensions from other European countries that might be
useful for the Czech Republic.

The lessons learned from the Czech Republic are:

® In the Czech Republic at secondary and vocational schools, subjects like Entrepreneurial Skills,
Small Business Entrepreneurship and Management are being taught. Entrepreneurship is being
promoted amongst young people through the ‘fictitious company’ project in which both
vocational schools and economically oriented universities are engaged. For example, young
people practice the business registration process. There are also a number of entrepreneurship
awards that are handed out by business associations.

Policy-makers in the Czech Republic might consider using some of the following practices inspired by
other European countries:

e Search for scale and impact of policy instruments. Currently there is a variety of very small
loan schemes with different conditions and rules, which make efficiency gains and promotion
difficult. France might be an interesting country to visit because it has a large, nationwide
single instrument (e.g. PCE: small credit for entrepreneurs) that allows for scale and impact.

* Conduct more research and collect relevant data for development of a micro-enterprise or
self-employment strategy. Currently the focus is mostly on small enterprises. We had
difficulties finding relevant sources of information on micro-finance and self-employment in the
Czech Republic.
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