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Czech pension policy: A paradox of Russian roulette
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Summary

The Czech Republic, like many advanced OECD countries, is facing significant demographic
challenges. Over the coming decades, public pension spending as a share of GDP is
projected to rise—though not to an extreme level by EU standards. Retirees rely heavily
on income from public funds, while earnings from personal savings remain minimal, even
by international comparison. To ensure the long-term sustainability of the pension
system, revitalizing the third pillar of retirement savings will be essential.

Key Takeaways
e By 2060, public pension spending is projected to rise by 3 percentage points of GDP—

bringing it to a level that some countries are already spending today.
e Just 2.4% of the income of Czech households with members over 65 comes

from private, non-work sources—one of the lowest proportions in the OECD.
e Policymakers are therefore encouraged to take steps to reinvigorate the third-pillar
pension system, boosting both participation rates and the value of individual savings.



Reviving the Third Pillar

One of the key priorities of Prime Minister Petr Fiala’s outgoing government was pension system
reform. Over the past four years, a number of changes were introduced, focusing primarily on raising
the retirement age and adjusting the pension indexation mechanism. However, these measures faced
criticism from the opposition, which argued that:

e Healthy life expectancy in the Czech Republic is not increasing at the same pace as overall life
expectancy,

e The adopted measures will drive up social and healthcare spending, reducing the projected
fiscal benefits,

e The labour market does not offer enough suitable jobs for people over the age of 60.

At present, the debate on pension reform appears to have stalled. While the parametric changes have
been passed, the opposition has repeatedly stated that it would repeal them if it came to power. This
makes it clear that the reform was adopted without broad societal consensus.

Yet the demographic pressures that prompted these changes remain. Like most advanced economies,
the Czech Republic faces an ageing population, with a shrinking share of working-age citizens
and a growing share of retirees. Demographic projections based on low fertility rates indicate that by
2062, the working-age population (20-64) across OECD countries will fall by an average of 11%,
equivalent to an annual decline of 0.28%. The steepest drops are expected in South Korea, Lithuania,
Poland, and Italy.

From this perspective, the Czech Republic’s demographic outlook is challenging but less severe than
in many other OECD countries. By 2062, its working-age population is projected to decline by 6.2%—
regardless of changes to the statutory retirement age.

Graph 1: Change in the Working-Age Population (20-64), 2022—-2062, in Percent
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Source: OECD, 2024, adapted by the author.



The ongoing trend of population ageing is also reflected in projections of public pension spending
for the coming decades. By 2050, this share of GDP is expected to rise in 22 OECD member states,
with the sharpest increases forecast for Slovenia, Luxembourg, and Slovakia.

In the Czech Republic, OECD data show that public spending on pensions currently amounts to 8.8%
of GDP. According to the latest report from the National Budget Council, the share spent solely on old-
age pensions is slightly lower—just under 8% of GDP. Driven by continuing demographic shifts, these
expenditures are projected to reach 11.8% of GDP by 2060, an increase of 3 percentage points.

While significant, this rise should be viewed in context: several European countries, including Italy,
France, Austria, Greece, Finland, Portugal, Belgium, and Spain, already spend more than 12% of GDP
on pensions today. This suggests that the projected increase for the Czech Republic, though important,
is neither unprecedented nor unmanageable. Many countries successfully sustain higher pension-to-
GDP ratios than those expected for the Czech Republic in the decades ahead.

From this perspective, it is essential not to underestimate demographic trends, to prepare for them
systematically, and to maintain a factual, measured debate —avoiding unnecessary alarmism. Rising
expenditures do not automatically signal the collapse of the system, but rather the need to adapt it
to changing conditions.

An important factor in international comparison is the differing tax treatment of pensions across
countries. Many EU member states tax pension benefits, and in some, such as Belgium, France,
the Netherlands, and Germany, pensions are also subject to mandatory social insurance contributions.
For this reason, international comparisons must carefully distinguish between gross and net pension
expenditures.

Tabel 1: Projections of Public Pension Expenditures, 2020—-2060, as a Percentage of GDP

2020-2023 | 2025 | 2030 | 2035 | 2040 | 2045 | 2050 | 2055 | 2060

Australia 2,3 2,5 2,4 | 2,3 2,2 2,1 2,1 2 2
Austria 13,3 14,6 | 15,1 | 15,4 | 15,1 | 14,9 | 14,7 | 14,7 | 14,6
Belgium 12,2 13,2 | 14 | 14,6 | 14,9 | 151 | 15,2 | 15,2 | 15,2
Canada 6,5 7,2 | 7,8 8 81| 81 |81 | 81| 83
Chile 3,4 38 |38 37|37 38|39 41| 42
Czech Republic 8 88 | 88 | 91| 98 | 10,7 | 11,4 | 11,8 | 11,8
Denmark 9,3 8,9 8,5 8,3 8,1 7,8 | 7,6 7,4 | 7,2
Estonia 7,8 71169 |66 | 65]|63]61 6 5,8
Finland 13 13,6 | 13,7 | 13,4 | 12,8 | 12,6 | 12,7 | 13 | 13,5
France 14,8 15,4 | 15,6 | 15,5 | 15,2 | 14,6 | 14,3 | 13,8 | 13,4




Germany 10,3 10,9 | 11,5 12 12 | 12,1 | 12,2 | 12,4 | 12,5
Greece 15,7 14,2 | 13,8 | 13,7 | 14 | 13,7 | 13,6 | 12,7 | 12
Hungary 8,3 86 | 83 | 88 | 97 (108 | 11,2 |11,5]| 11,9
Ireland 4,6 53 |59 |64 |69|72)|75)| 75|75
Italy 15,4 16,2 | 17,3 179|178 | 17,3 | 16,2 | 15 | 14,1
Japan 9 87 |84 |84 |86 |88 |91 93] 95
Korea 1,3 2 2,5 3,2 4,2 5,1 5,9 6,5 7,5
Latvia 7,1 711696866 63|63 64|62
Lithuania 7,1 7517982848382 82|81
Luxembourg 9,2 10,3 | 11,4 | 12,3 | 13 | 13,9 | 14,8 | 15,8 | 16,7
Netherlands 6,8 73 1818891 9 89 | 88 | 8°9
New Zealand 4,9 52 |57 |61|65)|66 |68 | 72| 77
Norway 11 11,7 | 12,3 | 12,6 | 12,6 | 12,6 | 12,7 | 13 | 13,2
Poland 10,6 11,4 | 11 | 10,6 | 10,5 | 10,6 | 10,7 | 10,8 | 10,8
Portugal 12,7 13,3 | 14,2 | 14,6 | 14,4 | 13,7 | 12,6 | 11,4 | 10,5
Slovakia 8,3 97 (10,2 10,7 | 11,6 | 12,5 | 13,4 | 14,2 | 14,5
Slovenia 10 10,1 | 10,8 | 12,1 | 13,6 | 14,8 | 15,7 | 16,1 | 16,1
Spain 12,3 12,7 | 12,3 | 12,5 12,8 | 13,2 | 13 | 12,5 11,7
Sweden 7,6 77 | 7,4 | 7,2 7 7 7 73 | 74
Switzerland 6,5 6,4 6,8
United Kingdom 7,2 7,3 7 7,4 | 7,5 7,7 | 8,1 8,7 9,3
USA 5,2 55 | 5,8 6 6 6 6,1 | 6,1 | 6,2
OECD31 8,9 9319598 | 10 (101|102 | 10,2 | 10,3
Brazil 8,5 85| 88 | 94 |10,2| 11,3 | 12,3 | 13,2 | 13,9




EU27 ‘ 9,9 ‘ 10,5 ‘ 10,7 ‘ 10,9 ‘ 11,1 ‘ 11,2 ‘ 11,3 ‘ 11,3 ‘ 11,3 ‘

Source: OECD, 2024, adapted by the author.

However, an international comparison reveals a different challenge facing the Czech Republic—one
that has virtually disappeared from public debate and receives far too little attention. The OECD
identifies four main sources of income for households with at least one member over the age of 65.
On one side are public transfers —simplified as funds provided by the state—and on the other, private
household resources.

The following chart shows the percentage share of each income source in the total gross income
of households across different countries. In most countries, public transfers form the largest
component. The highest shares are found in Belgium, followed by Luxembourg, Austria, Finland,
and France. In the Czech Republic, 76% of household income for those aged 65+ comes from public
sources, placing the country sixth among the observed states.

By contrast, only 2.4% of Czech household income comes from private sources (excluding earnings
from work). For comparison: in Denmark, the figure is 38%; in Mexico, 39%; in both Canada
and Australia, 41%; and in the United Kingdom, as much as 44%. This highlights one of the most
pressing weaknesses of the Czech pension system and a major threat to its long-term sustainability.

When discussing the challenges of pension reform, it is clear that increasing the share of the population
with income from the third pillar is absolutely critical for the future. Unfortunately, this issue has
received little attention in recent years.

Graph 2: Sources of income for households with a member of retirement age

Lusemiouyg

Bagum

Austria
Porugal
Caenh Rnpubic

Taky
Showenia
Unitiad Kingrom

Swftzedand L ———

Ewesdn

Lithuania

Daznimrark

® public ransfers privale employmen ranshers ® capial FETH
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Current State of the Third Pillar of the Pension System

Households in the Czech Republic can prepare financially for retirement through the third pillar
of the pension system, which primarily consists of supplementary pension savings and a long-term
investment product. The supplementary pension savings scheme was introduced in the 1990s,
with a major reform in 2013 that added participant funds alongside the traditional transformed funds.

The original transformed funds guarantee a non-negative annual return and are available exclusively
to participants who joined the system before the end of 2012. Over time, however, this guarantee has
proven limiting, as the statutory obligation to deliver a non-negative yield forces these funds into
an extremely risk-averse investment strategy. Such investments often fail to keep pace with inflation
and cannot fully exploit the potential of capital markets.

New participants can only join participant funds, which no longer guarantee a non-negative annual
return. This allows for a wider range of investment strategies with varying degrees of risk, potentially
generating higher returns over the medium term. As of 31 December 2024, there were 3.27 million
participants in transformed funds compared to roughly 1.78 million active contracts in participant
funds. While the latter are growing—adding around 200,000 savers year-on-year—most participants
remain in the original, highly conservative funds (Association of Pension Companies of the Czech
Republic, 2025).

A key feature of the third pillar is the state contribution, which often serves as the main incentive
for a broad segment of the population. State support takes two forms. The first is a direct state
contribution: CZK 90 per month for a monthly deposit of CZK 300, increasing linearly to a maximum
of CZK 230 per month for a deposit of CZK 1,000. This means participants can receive up to CZK 2,760
per year from the state. The second incentive is a tax deduction: contributions exceeding CZK 1,000
per month (or CZK 12,000 per year) can be deducted from the tax base up to CZK 24,000 per year —
equivalent to a maximum tax saving of roughly CZK 3,600 at a 15% rate. Since 2017, it has also been
possible to deduct employer contributions of up to CZK 50,000 per year if they are paid directly
into a pension product (Ministry of Finance of the Czech Republic, 2025).

In terms of assets under management, transformed funds held CZK 465 billion as of 31 December 2024,
while participant funds managed approximately CZK 139 billion. Due to the requirement for a non-
negative yield, transformed funds invest primarily in domestic government bonds. Participant funds
enjoy greater investment flexibility, though conservative strategies still dominate.

The majority of participants remain in mandatory conservative funds, where returns barely exceed
those of term deposits. More dynamic, higher-risk funds—which can deliver better long-term
performance—are used by only a small share of savers, predominantly those under 40. Reluctance
to take on investment risk is often compounded by low financial literacy or negative experiences,
particularly from the 1990s, limiting the full potential of participant funds. As a result, the system still
falls short of its purpose, as for most participants it does not represent a significant supplementary
income inretirement. Furthermore, a large proportion of participants withdraw their savings as a lump
sum upon entering retirement, undermining the core aim of pension savings—to provide an additional,
regular income throughout the retirement period.



Graph 3: Growth in Assets Under Management by Participants, 1995 — Q1 2025
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Graph 4: Number of Participants, 1995 — Q1 2025 (in Thousands)
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The long-term investment product is a new state-supported retirement savings tool introduced
in the Czech Republic in 2024 as an alternative to supplementary pension savings. Unlike
the supplementary scheme, it is not tied to the specific institutional framework of pension companies
but allows individuals to invest through standard investment platforms and instruments such
as mutual funds, ETFs, stocks, or bonds.

Its main advantage lies in tax incentives: contributions to the product are tax-deductible up to CZK
48,000 per year for voluntary, long-term individual investments. However, unlike supplementary
pension savings, the long-term investment product does not provide a state contribution, meaning
returns depend entirely on the chosen investment strategy and the cost structure of the selected
products.

The product is designed for financially literate individuals who want greater control over their
investments and are willing to accept higher volatility in exchange for potentially greater long-term
returns. With greater flexibility, a choice of different investment providers, and no transformation
rules, it can be especially attractive to younger generations and higher-income earners looking
to optimise their tax burden. At the same time, it requires a more active investment approach
and a corresponding level of financial literacy.



As of 30 June 2025, according to the Czech Capital Market Association, the product had around 171,000
participants, with total assets under management reaching CZK 4.5 billion (Ministry of Finance, 2025;
AKAT, 2025).

From the perspective of long-term system sustainability—and to maintain social cohesion—it is critical
to revitalise the third pillar, significantly increasing both the number of participants and the volume
of funds in the system. Encouragingly, this part of the pension reform appears to enjoy broad political
support, making it a measure that could be backed by both governing and opposition parties.

Options for Revitalising the System

The current figures are stark: around 60% of the Czech population is not currently saving for retirement
through state-supported products—either supplementary pension savings (DPS) or the long-term
investment product (DIP). If pension savings are to become an effective nationwide tool for securing
additional income in retirement, it is not enough to simply make saving possible. The state must
actively encourage participation through tangible benefits, tax incentives, and improvements
in financial literacy. There are multiple ways to do this, and valuable lessons can be drawn
from international experience.

One approach is to increase the financial incentives for joining the system, though this would inevitably
raise the state budget deficit. Another is to adjust legislation and expand the paternalistic role
of the state—actively requiring workers, to varying degrees, to build additional retirement savings.

A potential model for restarting the third pillar/DIP could be a one-off, time-limited incentive for new
participants. For example, the state could double the monthly contribution for new entrants up to CZK
500 per month for the first year. This increased support could be targeted at specific age groups
to encourage long-term saving throughout the majority of their working lives. If 250,000 new
participants joined under such a scheme, the fiscal cost would be a one-time expenditure
of approximately CZK 1.5 billion. An added advantage is that such a programme would likely be
accompanied by a major promotional campaign by pension providers, making the third pillar a widely
discussed public topic—much like the debate over raising the retirement age in 2024-2025.

Another strong fiscal stimulus could involve enrolling selected state employees into the DPS/DIP
system or increasing state contributions for this group. Employees would receive contributions
from funds allocated exclusively for this purpose. Such a measure could have a significant impact
on the labour market, positioning the state as a trendsetter and encouraging uptake among lower-
income groups who often postpone saving. It could also serve as part of recruitment campaigns
for the Czech Armed Forces, firefighters, police officers, or healthcare workers. However, from a fiscal
sustainability perspective, this is the most challenging proposal, as the state is the largest employer
in the country and the budgetary impact would be permanent.

A less fiscally demanding option would be to raise the tax-deduction limit for employer contributions
to employees’ pension products. While most companies do not currently use the full limit, the main
goal here would be to spark a broader public debate.

The second set of measures to revitalise the third pillar would focus on legislative changes
that influence citizens through means other than financial incentives. One option would be to create
a unified framework for managing children’s investments within DPS/DIP, with additional tax
deductions serving as a strong motivator for many middle-income households. Such products could



follow the example of the widely used building savings scheme. Given the long investment horizon
for children, even modest regular contributions could yield substantial returns. The product could also
be adapted to allow partial withdrawals for major life events—such as higher education (e.g., up to
25% of savings without losing state support) or the purchase of a first home (e.g., up to 50% of savings
without losing state support).

Behavioural incentives could also be introduced. For example, employers could be required to offer
DPS/DIP participation when signing new employment contracts, similar to the system in the United
Kingdom. Employers would not be obliged to make contributions under this model, but it would raise
awareness of the long-term benefits of saving, improve financial literacy, and encourage participation
across different age groups.

Another behavioural tool could be personalised letters sent to individuals upon reaching certain life
milestones—such as a specific age, a job change, or at regular 10-year intervals. These letters could
clearly outline projected retirement savings under the third pillar, available contributions and tax
incentives, and the potential for increasing future pensions. Inspiration for such an approach can be
found in the Netherlands and the United Kingdom.

Conclusion

Given demographic trends, the cost of pensions, the need for long-term public finance stability,
and the currently low participation rate, citizen enrolment in the public savings system is not only
beneficial for individuals but also critical for the future of the Czech Republic. Voluntary, state-
supported retirement savings offer an effective way to increase financial security in old age while
reducing pressure on the pay-as-you-go pension system.

The state plays a pivotal role in encouraging citizens to take a responsible approach to their financial
future. The earlier people join the system, the greater its effectiveness, sustainability, and contribution
to safeguarding public finances in the years ahead. The state should therefore take the initiative
and actively motivate citizens to participate.

From an individual’s perspective, joining a pension savings scheme is a personal choice.
From the state’s perspective, however, it is a strategic macroeconomic decision —shaped not only by
the number of participants and the volume of funds saved, but also by the timing of when people enter
the system.
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