
2.21. CZECHIA 

Economic growth in Czechia reversed sharply in 2020 as the pandemic brought significant disruptions, 

particularly to the country’s large export-oriented manufacturing industry. According to the latest figures 

available, real GDP declined by 5.6% in 2020. The recovery is expected to take hold in spring 2021 and GDP is 

forecast to reach its pre-crisis level by the end of this year.  

Czechia has been severely hit by the second wave of the pandemic. Restrictions introduced in October 2020 

likely impacted domestic demand and investment, but due to strong foreign demand, economic activity is 

estimated to have increased in 2020-Q4 by 0.3% compared to the previous quarter, according to the latest 

figures available. Except for a short relaxation over the Christmas period, strict measures have been kept in 

place. Czechia is thus expected to see at least six weeks of lockdown in the first quarter of 2021, when GDP is 

expected to contract. The economy should gradually recover from the second quarter onwards, leading to an 

annual growth rate of around 3.2% in 2021, recovering the GDP losses sustained last year. Measures expected to 

be funded under the Recovery and Resilience Facility amounting to 0.2% of GDP are factored into this forecast. 

Private consumption is likely to be the main driver of the economic recovery, reflecting a stable situation on the 

labour market, pent-up demand, and a decline in the high households saving rate. Cuts in personal income tax 

rates that came into effect at the start of 2021 will also be supportive of private consumption. Due to persisting 

disruptions in supply chains, including bottlenecks in the labour market, investment is expected to recover at a 

slower rate.  

The trade balance is likely to be slightly positive in both 2021 and 2022, reflecting also the ongoing rebound in 

Czechia’s key trading partners. However, the negative impact of the pandemic on client-facing services such as 

hospitality, tourism and transport may last longer.  GDP is forecast to increase by 5% in 2022.  

HICP inflation is forecast to slow to 2.5% in 2021 and to 2.2% in 2022. Price pressures are expected to ease due 

to anti-inflationary demand effects from the second wave of the pandemic amid subdued domestic economic 

activity. At the same time, muted wage growth is forecast to dampen increases in domestic labour costs. The 

slowdown in inflation rates is projected to be driven by falling core inflation and by slowing growth in food 

prices. Administered price inflation is also expected to decrease due to slower growth in electricity prices and a 

decline in gas prices. Overall, over the forecast horizon, inflation is projected to slow towards the central bank’s 

monetary policy target of 2%. 
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Graph 2.21: Czechia - Real GDP growth and contributions
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