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Summary 
The Czech Republic has in recent years faced unprecedented challenges stemming from technological 
disruption, geopolitical realignment, and the structural transformation of global industries.  
This paper examines the multifaceted pressures confronting Czechia as it seeks to maintain 
competitiveness while navigating the complexities of European integration. Through an analysis of 
industrial policy, energy security, and political positioning, this study argues that Czechia's future 
relevance depends upon strategic diversification, enhanced technological capacity, and proactive 
engagement within multilateral frameworks. The research concludes that deliberate policy choices 
made in the present decade will fundamentally determine whether Czechia emerges as a dynamic 
player in the new global order or remains confined to its traditional role as a manufacturing periphery. 
 

Key Takeaways 

• The Czech Republic is undergoing a structural transformation driven by automation, 

electrification, and geopolitical tensions, which challenge its export-oriented, automotive-

dependent economic model and expose vulnerabilities in energy security and strategic 

autonomy. 

• Long-term competitiveness is constrained by limited innovation capacity, lower productivity, 

and weak links between research and industry, making diversification into sectors such as IT, 

aerospace, defense, and advanced manufacturing both necessary and challenging. 

• Czechia’s future will depend on proactive industrial, energy, and European policy choices: 

successful adaptation could strengthen its influence and prosperity, while failure to transform 

risks economic stagnation and political marginalization within the EU. 
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Introduction 

The Czech Republic enters the mid-2020s facing a confluence of challenges that threaten to reshape 

its economic foundations and geopolitical positioning. For three decades following the Velvet 

Revolution, Czechia successfully integrated into Western economic structures, becoming the assembly 

platform of Central Europe. This integration delivered substantial prosperity, with the country 

achieving the highest GDP per capita among post-communist states (World Bank, 2025)  

and establishing itself as an indispensable node within European manufacturing supply chains. 

However, the assumptions underpinning this success are now being fundamentally questioned. 

The transformation currently underway differs qualitatively from previous economic transitions.  

The combination of automation, artificial intelligence, and the reconfiguration of global value chains 

represents not merely a cyclical adjustment but a structural rupture. For Czechia, whose economy 

remains disproportionately dependent on automotive manufacturing and export-oriented industrial 

production, these shifts carry existential implications. The European automotive sector's transition 

toward electric vehicles threatens established competencies while requiring massive capital 

investment and workforce retraining (Pavlínek, 2020). Simultaneously, geopolitical tensions following 

Russia's invasion of Ukraine have exposed vulnerabilities in energy supply and refocused attention  

on questions of strategic autonomy that had previously received insufficient consideration. 

Transformation Imperatives and Competitive Pressures 

The Czech automotive sector exemplifies both the achievements and vulnerabilities of the post-

transition development model. Hosting production facilities for Škoda Auto, Hyundai, and Toyota, 

alongside an extensive network of component suppliers, Czechia produces approximately 1.4 million 

vehicles annually, making it one of Europe’s most intensive automotive manufacturing centers relative 

to its population (Czech Automotive Industry Association, 2024). This concentration has delivered 

significant benefits: the sector accounts for roughly nine percent of GDP and directly employs over 

180,000 workers, with substantially larger numbers engaged in supporting industries (Pavlínek, 2022).  

However, the transition to electric vehicles poses profound challenges to this industrial architecture. 

Traditional Czech competencies in internal combustion engine components, transmissions, and related 

systems face obsolescence, as electric drivetrains require fundamentally different technologies and 

fewer overall components. Pavlínek (2020) documents how battery production and electric motor 

manufacturing have concentrated in different locations, primarily in East Asia and, increasingly, in 

dedicated European facilities that may not align with existing Czech industrial geography. The 

implications extend beyond individual firms to encompass entire regional economies built around 

automotive supply chains. 

Addressing this challenge requires simultaneous action across multiple dimensions. First, substantial 

investment in battery technology and electric vehicle components must be attracted or developed 

domestically. The recent announcement of battery cell production facilities in neighboring countries 

highlights both opportunities and competitive pressures facing Czech policymakers (Bloomberg, 2024). 

Second, workforce transition programs must equip current automotive workers with skills relevant  

to emerging technologies—a process requiring coordination among government, educational 

institutions, and private employers. Third, diversification into adjacent sectors can reduce 

concentrated exposure while leveraging existing manufacturing capabilities. 
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Beyond Automotive 

Economic diversification represents the most frequently prescribed remedy for Czechia's concentrated 

industrial structure, yet the practical pathways toward diversification merit careful examination.  

The country possesses genuine strengths beyond automotive manufacturing that could serve  

as foundations for broader industrial development. The aerospace sector, centered on firms  

such as Aero Vodochody and various component manufacturers, represents an area where Czech 

capabilities intersect with growing global demand and strategic priorities. Similarly, precision 

engineering, medical devices, and advanced materials (e.g., nanofibers) offer opportunities compatible 

with existing skills and infrastructure. 

The information technology sector presents particularly significant diversification potential. Czechia 

has developed notable capabilities in software development, cybersecurity, and related fields,  

with Prague emerging as a regional technology hub attracting both domestic entrepreneurs  

and international firms. However, realizing this potential requires addressing persistent constraints, 

including the limited availability of technical talent, insufficient venture capital, and regulatory 

frameworks that sometimes impede rapid scaling. Comparison with neighboring Poland, which has 

successfully developed a substantially larger technology sector, suggests that targeted policy 

intervention could accelerate Czech progress in this domain. However, Prague remains comparatively 

less attractive for highly skilled foreign specialists, which may limit the country’s ability to compete  

for global talent. 

Defense manufacturing represents another diversification pathway with distinctive characteristics. 

Czech firms maintain capabilities in small arms, ammunition, military vehicles, and radar systems  

that have attracted heightened attention following the transformation of the European security 

environment after 2022. The intersection of industrial policy and security considerations creates 

complex dynamics that subsequent sections address in greater detail. 

Problem: Innovation Deficits 

Underlying discussions of specific sectors is a more fundamental challenge concerning productivity 

growth and innovation capacity. Czech labor productivity remains substantially below Western 

European levels—a gap that has proven remarkably persistent despite decades of integration  

and investment (European Commission, 2024). This productivity differential reflects multiple factors, 

including the predominance of foreign-owned firms engaged primarily in assembly operations, limited 

domestic research marked by uncertain financing, and educational system outputs that, while 

quantitatively adequate, do not always align with frontier technological requirements. 

The innovation deficit manifests particularly clearly in patent statistics and research intensity 

measures. Czech research and development expenditure as a percentage of GDP, while improving, 

remains below the European average and substantially below that of leading innovative economies 

(Eurostat, 2024). More consequentially, the translation of research into commercial applications 

appears constrained by weak linkages between universities and industry, limited availability of early-

stage financing, and cultural factors that may discourage entrepreneurial risk-taking. Czechia has 

achieved a form of dependent development that efficiently exploits existing technologies  

but generates limited indigenous innovation. 

Addressing these deficits requires patience and sustained effort across multiple policy domains rather 

than dramatic interventions. Enhanced support for research institutions, improved mechanisms  
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for technology transfer, reformed immigration policies to attract international talent, and educational 

reforms emphasizing creativity and problem-solving all merit consideration. However, a realistic 

assessment must acknowledge that transforming an economy's innovation profile requires 

generational timescales and that policy interventions face substantial implementation challenges. 

Energy Security and the Green Transition 

All transformation plans, however, confront the energy realities in which EU states now find 

themselves. Russia's full-scale invasion of Ukraine in February 2022 precipitated a fundamental 

reassessment of European energy security assumptions, with particularly acute implications  

for Central European states, including Czechia. Prior to the invasion, Czech energy policy operated 

within frameworks that, while acknowledging diversification objectives, tolerated substantial Russian 

gas imports and extensive nuclear fuel supply relationships with Russian providers (International 

Energy Agency, 2025). The geopolitical rupture rendered these arrangements untenable, demanding 

rapid adaptation under crisis conditions. 

The Czech response demonstrated both capabilities and limitations. Pipeline gas imports from Russia 

ceased and were replaced through a combination of increased liquefied natural gas imports transiting 

Western European terminals, enhanced interconnector utilization, and demand-reduction measures 

(Ministry of Industry and Trade of the Czech Republic, 2024). Nuclear fuel diversification proceeded 

more gradually but with a clear direction toward Western suppliers. These adaptations imposed 

economic costs through higher energy prices while revealing infrastructure constraints that had 

previously received insufficient attention. 

The experience illuminated a broader truth about Czech energy security: geographical position  

and inherited infrastructure create dependencies that cannot be eliminated rapidly but can be 

managed through deliberate policy. The country lacks direct access to liquefied natural gas terminals 

and depends on neighboring states for alternative supply routes. Simultaneously, its substantial 

nuclear generation capacity (supplying approximately one-third of electricity) provides baseline 

security unavailable to states more dependent on imported fossil fuels. 

Czech nuclear energy policy occupies a contested position within broader debates about 

decarbonization pathways and energy security. The existing fleet at Dukovany and Temelín provides 

reliable, low-carbon baseload generation that supports both climate objectives and energy 

independence (World Nuclear Association, 2024). Government plans for additional reactor 

construction reflect assessments that nuclear capacity should expand to maintain this contribution  

as electricity demand grows and coal generation phases out. 

However, nuclear expansion confronts multiple complications. The protracted procurement process 

for new units at Dukovany has encountered technical, financial, and political obstacles, with concerns 

about foreign state involvement in critical infrastructure adding complexity to vendor selection 

decisions (Osička, Černoch, 2022). Construction timelines for new nuclear projects typically extend 

over a decade or longer, meaning that decisions taken now will affect energy supply only in the mid-

2030s at the earliest. Cost considerations remain contentious, with proponents emphasizing long-term 

operational economics and critics highlighting construction cost overruns observed internationally. 

The relationship between nuclear ambitions and European energy policy introduces additional 

tensions. While the European Union has increasingly accommodated nuclear energy within its 

sustainable finance taxonomy and policy frameworks, significant member states remain opposed, 

creating political dynamics that affect Czech interests (European Commission, 2023). Czech advocacy 
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for nuclear recognition within European policy represents an arena where national interests intersect 

with collective strategy, illuminating broader questions about positioning within the Union. 

Beyond nuclear considerations, the Czech energy transition requires substantial renewable energy 

deployment and grid infrastructure modernization. Solar and wind capacity have expanded 

significantly from low bases, yet the country remains among the less advanced European states  

in renewable penetration (IRENA, 2024). Geographical factors partially explain this position: Czech 

wind resources are less favorable than those of coastal states, but policy and regulatory frameworks 

have also constrained development. 

Grid infrastructure represents a particularly critical area requiring investment. Questions related  

to network stability became even more prominent following the blackout last summer, which primarily 

affected central parts of the Czech Republic, including Prague. The existing transmission  

and distribution networks were designed for a system dominated by large, centralized generators, 

whereas future configurations will incorporate dispersed renewable sources, bidirectional flows,  

and substantially increased electricity demand from transport and heating electrification.  

The transmission system operator ČEPS has articulated investment requirements running into billions 

of euros over the coming decades (ČEPS, 2024). Financing these investments while maintaining 

affordability for consumers and industrial competitiveness creates tensions that policymakers must 

navigate. 

Energy storage technologies present both challenges and opportunities. Battery storage costs have 

declined dramatically, enabling applications that were previously uneconomic, while pumped hydro 

storage offers larger-scale options where geography permits. Czech capabilities in related 

manufacturing—particularly within the broader Central European battery value chain—could 

potentially capture some of the value created by storage deployment, converting expenditure into 

industrial opportunity. 

Czechia within European Institutional Dynamics 

Czech membership in the European Union, formalized in 2004, has delivered substantial economic 

benefits while creating political complexities that continue to evolve. The country occupies  

an intermediate position within Europe’s political geography, neither among the founding Western 

states nor aligned with the more recently acceded Eastern members that have at times pursued 

confrontational approaches toward Brussels (Haughton, 2011). This positioning creates both 

opportunities for bridge-building and risks of marginalization within coalitions where clearer 

alignments might yield greater influence. 

The historical trajectory of Czech European policy reveals oscillation between engagement  

and skepticism. The Klaus presidencies articulated Eurosceptic perspectives that limited Czech 

influence within integrationist initiatives, while subsequent governments adopted more constructive 

approaches without abandoning advocacy of national interests (Havlík, Hloušek, 2022). The Babiš 

government (2017–2021) combined pragmatic European engagement on some issues with resistance 

on others, particularly migration policy. The Fiala government, elected in 2021, pursued an explicitly 

pro-European stance, including active contributions during the Czech EU Council presidency  

in the second half of 2022. 

Understanding Czech influence within European institutions requires acknowledging structural factors 

that constrain the impact of small states. Voting weight in the Council, representation  

in the Parliament, and informal networks all favor larger member states. However, smaller states can 

achieve disproportionate influence through coalition-building, expertise in specific policy domains,  
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and diplomatic skill. The central strategic question for Czech policymakers concerns which combination 

of approaches best maximizes influence given available resources. 

Scenarios for Czech Development 

The intersection of forces analyzed throughout this paper generates multiple possible futures  

for Czechia, the realization of which depends upon both policy choices and exogenous developments 

beyond Czech control. Scenario analysis clarifies the range of possibilities while highlighting  

the decision points at which policy intervention can shape outcomes. 

An optimistic scenario envisions successful industrial transformation, wherein Czech manufacturing 

evolves from an assembly-oriented model toward higher-value activities, capturing positions within 

new technology value chains while effectively managing workforce transitions. Enhanced innovation 

capacity generates indigenous firms capable of competing internationally, diversifying the economic 

structure and reducing concentrated dependencies. European engagement yields influence exceeding 

Czechia’s demographic weight through skilled coalition-building and technical expertise. Security 

contributions earn recognition and strengthen alliance relationships. This trajectory leads toward  

a Czechia that punches above its weight—prosperous, secure, and internationally respected. 

A pessimistic scenario views industrial transformation as destructive rather than creative,  

with automotive sector decline not offset by alternative development. Foreign direct investment 

redirects toward locations offering lower costs or more attractive incentive packages, leaving Czech 

facilities stranded as production consolidates elsewhere. European marginalization results  

from an inability to form effective coalitions, with Czech interests overridden by larger states’ 

preferences. Security dependence on others limits autonomy while contributing neither capacity nor 

influence. This trajectory leads toward peripheral status—economically stagnant, politically marginal, 

and strategically dependent. 

Which scenario ultimately emerges in the Czech Republic will therefore depend not only  

on the reforms adopted domestically but also on broader developments in the global economy. 

Conclusion 

Czechia confronts a strategic environment characterized by profound uncertainty, accelerating 

change, and interacting challenges that resist simple solutions. The industrial transformation 

pressures, energy security requirements, and European positioning questions analyzed throughout 

this paper combine into a constellation of challenges that will define Czech prospects for decades  

to come. Yet amid these challenges lie genuine opportunities for a country that brings substantial 

assets to the present moment. 

The Czech industrial base, despite its concentration and exposure to transformation pressures, 

represents a real capability that can evolve rather than simply erode. The skilled workforce, 

sophisticated infrastructure, and central European location that attracted previous investment waves 

retain their relevance for future economic activities. Success requires proactive transformation rather 

than passive acceptance of decline, demanding policy interventions that steer market forces toward 

nationally beneficial outcomes while avoiding the pitfalls of excessive intervention. 

European integration has delivered enormous benefits to Czechia and will continue to define  

the framework within which Czech prosperity and security develop. Effective engagement requires 

neither uncritical acceptance of all European initiatives nor reflexive resistance that sacrifices influence 
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for symbolism. Building coalitions, developing expertise, and clearly communicating interests offer 

pathways to influence that small states can successfully pursue. 

The choices Czech policymakers and citizens make in the present decade will substantially determine 

which of the possible futures discussed in this paper materializes. Industrial policy decisions, energy 

investments, and European positioning all represent arenas in which deliberate choices can shape 

outcomes. The alternative to strategic choice is drift—allowing external forces to determine Czech 

trajectories by default rather than by design. 
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