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To develop our recommendations we used a range of sources
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Analysis of the best practices
of successful countries

Overview of peers’ and winners’ performance in IMD and WEF key indicators

Analysis of historical growth, capitalization of the economy, investment flows and
industrial structure

Review of population structure according to reached education, comparison of
educational quality with peer countries

Comparison of unemployment and self-employment rates, and migration levels with peer
countries

Comparison of corruption levels, legal stability, regulatory efficiency and administrative
burden on private sector

Analysis and comparison of dependency on natural resources, structure of used energy
resources

Overview of strategies of states that demonstrated solid growth over past years
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FUTURE GLOBAL FORCES
Four disruptive forces changing the picture

Industrialization
and urbanization

. : 1 3 An aging world
in emerging

economies

Disruptive Greater global

technologies interconnections

SOURCE: McKinsey Global Institute 4



FUTURE GLOBAL FORCES
1 Per capita GDP rises in parallel with urbanization

Per capita GDP United States
1990 PPP USD (log scale) 2013
30,000 Japan
—® 2013
China
2013 South Korea
10,000 201:.3
India Brazil
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SOURCE: UN population Division; The Conference Board; McKinsey Global Institute analysis



FUTURE GLOBAL FORCES
2 Adoption of new technologies is also accelerating

Time to reach 50 million users

Years
38

13

1 9 months

Radio Television Pod Internet Facebook Twitter

m O @ f»

SOURCE: Press reports; McKinsey Global Institute analysis




FUTURE GLOBAL FORCES
3 The population of advanced economies is aging rapidly

Global population distribution

Percent of total population over 60 Advanced economies ! Emerging economies
35
29
20
15
12 13
7 | | .
1950 1975 2000 2025 2050

SOURCE: UN Population Division; McKinsey Global Institute analysis 7



FUTURE GLOBAL FORCES
4 Networks of global trade flows are expanding and becoming much

more interconnected

Lines show total trade flows between regions, figures in bubbles show
participation in world trade

— USD 50 - 100 billion
mmm= | JSD 100 — 500 billion
| JSD 500 billion or more

1990 2013
100% = USD 1.8 trillion 100% = USD 17.2 trillion

SOURCE: The Conference Board Total Economy Database; UN Population Division; McKinsey Global Institute analysis 8
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COMPETITIVENESS ACCORDING TO GLOBAL INDICES
Analysis of competitiveness ranking by WEF and IMD points towards

several themes

: . . Rank 2014: 33 . - . Rank 2014: 37
IMD - 10 worst ranking criteria for the Czech Republic Rank 2011 30 WEF - 10 worst ranking criteria for the Czech Republic Rank 2011 38
10 worst hard’ criteria by rank 10 worst hard’ criteria by index value

Country
Indicator rank Recommendations The most problematic factors for doing business Recommendations
. . . = Avoid introduction of - * Improve

Direct investment flows inward 56
................................................................................... excessive tax and reguiatory | "eMeient government bureaucracy | 188 technological
Employer’s social security 55 burden Corruption 16.3 readiness
CONtHIDULION rate et e
................................................................................... = Support the development of Policy instability 91 = Improve
Star[_up procedures 53 entrepreneurial CURUIE e e innovation and
----------------------------------------------------------------------------------- ) ) Restrictive labor regulations 9.0 busme;s .
Stock market capitalization 51 L [ 0] o] VY =Yoo q T o o1 To3 oTo] {3 2R Y S sophistication
................................................................................... COOI’dInatllon and Tax regu|ations 8.0 .
Fixed telephone tariffs 50 systematisms e * Improve higher
----------------------------------------------------------------------------------- Inadequately educated workforce 6.3 education system
Pupil-teacher ratio (primary " Fight against COMUPHON oo ssssisseeneeee e sssssisseseseee el e (10 lowest ranked)
education) 49 Tax rates 6.2
Start-up days 48 Insufficient capacity to innovate 5.9
Collected total tax revenues 47 Access to financing 5.8
Government subsidies 47 Poor work ethic in national labor force 3.9
Electricity costs 45 Crime and theft 3.5

= Education
= Capital inflows

1 Quantifiable

Identified themes for improvement:

= [nstitutional environment
Labor market and taxes

SOURCE: IMD, WEF
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ECONOMIC STRUCTURE — HISTORICAL DEVELOPMENT
GDP of the Czech Republic did not grow as fast as that of its CEE peers

and did not close much of the gap to leading Western European countries

GDP per capita PPP, annualized growth, percent Bl GDP growth higher
GDP growth than Czech Republic
[ Country 1993-2013 2003-13 2003-08 2008-13

Estonia

CEE Poland

Peers Slovakia
Lithuania
Germany : : : . (- 4 best CEE \
Netherlands peers grow

W systematically

v estern Ireland faster than the

ECRE Czech Republic
Norway
Finland * Even Germany
.............................................. reports h|gher
Australia growth since
2003

Israel 3.9 3.3 2.9 3.7 \_ )

More

dietant  Orea 56 B 45 6.1 2.9
New Zealand 4.1 3.9 4.2 3.5
Singapore - 5.3 - 5.6 - 6.7 4.5
Czech Republic 4.5 4.0 6.7 | 1.4

1 Growth rate calculated 1994-2013

SOURCE: World Bank; team analysis 12



ECONOMIC STRUCTURE
Czech GDP growth is mostly driven by foreign-owned companies and

increasing exports

GDP overview Exports overview
Ownership structure of GVA Czech exports Change in real GDP in the Czech Republic
CZK trillions, current prices CZK billions, 2003-2013 CZK billions, chain-linked volumes, 2008-2014
Foreign controlled Public Il Private national
55 247
4289
cagp 192 4,266
03-13 T
36 55 3.6 3.6 3.6 3.7 (4% - 3,569
3.5
3.2
2.9 7%
28 pm i E EEE EEEE Il 1 B BEBEeA4@02Z2
2.6
2.7x
3%
1,318 / /
200304 05 06 07 08 09 10 11 122013 2003 2013 2008 Private & Invest- Netexport 2014
Government ments
Consumption

= Qutput of foreign-owned companies grew by 7%, while domestically owned companies grew only by 2% and are flat since 2008
* Export has almost tripled between 2003 and 2013
= Growth in net exports prevented real GDP from falling between 2008 and 2014 since consumption grew very little and investments fell significantly

SOURCE: Czech Statistical Office; CNB 13



ECONOMIC STRUCTURE
Exports account for almost 84% of Czech GDP, a share higher than in case
of most Winners, but lower than in Ireland and Slovakia

GDP
expenditure
method, 2014
CZK billions

Percent

Czech Republic

|
I 1
I 3568 ! 3,276
I 1 4,266
1079 ! G .
s 1
2,055 835 ””””” : |
I I
I 1
I |
Private Government Investment 1| Exports : Imports Statistical GDP at
consumption  consumption :_ I discrepancy  market prices
Private Government j—————- I
consumption consumption Investment | Exports | Imports Trade balance
.............................................................. 48 22 8 T AT
50 22 27 I 84 I 83 +1
........................................................................................................................................................................ i v
______________________________________________________________ T - S -1 A AR - S TS - N— - I
______________________________________________________________ 4 14 7 b2 L 1428
______________________________________________________________ oo L U 1 T (LAY [ S—— W
______________________________________________________________ LA SR - S SIS .- S .
56 18 27 too2t 21 . A
95 19 19 L T . oo
64 17 19 I 82 I 82 0
45 26 18 ] 83 | 72 A1
57 18 23 I 29 I 27 +2
41 22 28 L 88 30 +8

SOURCE: EIU

Czech exports add up to 84%, more than majority of peers and winners
Yet, Czech Republic should still be able to generate more exports, like Slovakia and Ireland

14



ECONOMIC STRUCTURE
Czech Republic lost its leading position in CEE in labor productivity

Czech Republic = Poland
—  Slovakia Lithuania
Estonia

Labor productivity in Euro per hour worked' Key takeaways

= Despite much higher
14 starting position in labor
productivity compared to
13 ; :
its regional peers, the
Czech Republic did not
keep up and lost its lead

* Unless this trend is
reversed, the Czech
Republic cannot increase
its competitiveness and
speed up its economic
growth

5 L | | | | | | | | | | | |

200001 02 03 04 05 06 07 08 09 10 11 122013

1 Defined as total GDP over total numbers of hours worked in an economy in given year

SOURCE: Eurostat 15



ECONOMIC STRUCTURE

Czech Republic is undercapitalized when compared to

Western Europe

Aggregated invested capital,
EUR billion

— — - Western European average

Aggregated invested capital per full-time employee, 2005-2014

EUR thousands
467 352 1,387 5,673 445 50 172 70 688
156
142
139_____________13_8 ____________ —
120
EUR 64 thousands per FTE,
84% increase
75
- 69
62
43
35
Finland Ireland Nether-  Germany Czech Estonia Slovak Lithuania Poland
lands Republic Republic

SOURCE: Global insights, 2014

/' Czech Republic\

invested
significantly less
in comparison to
Western
European
winners in the
past ten years

To reach
average
Western
European
capitalization
levels, Czech
Republic would
need to invest
EUR 64,000 per
FTE more, or
EUR 376 billion
(i.e. more than

k twice its GDP) )

16



ECONOMIC STRUCTURE

Czech labor productivity is low in comparison to Western Europe, and is
directly correlated to capitalization levels

Labor productivity vs. aggregated invested capital

Labor productivity
Labor income per hour worked, EUR, 2014

24
Germany ()
22 1 — Netherlands/
20 + Above average productivity, likely due Ei I.
18 | to additional effects, e.g. education : inland
' @
16 ¢ Irelanad
14 - |
12 |
10 - |
8 - Eston.ia I ®
6 - Lithuania " @ >
4 Poland ® o Slovak Czech Republic
5 Republic
O | | | | | | |
0 20,000 40,000 60,000 80,000 100,000 120,000 140,000 160,000

Aggregated invested capital per FTE, EUR
2005-2014

SOURCE: World Bank; Eurostat

-

* There is strong
correlation
between
capital base
and labor
productivity

@ Czech
Republic is
significantly
under-
capitalized in
comparison to
Western
Europe

Czech

Republic also
lags in basic
economic pre-
dispositions to
efficiently
derive
productivity

from its capital
Ny /

17




ECONOMIC STRUCTURE
Foreign direct investment (FDI) levels to the Czech

Republic decreased by more than half since early 2000’s

Foreign direct investment as percentage of GDP, 1998-2014

10.4
9.8

8.5
g1 84

5.6 5.6
4.9

4.2
3.6 3.8 35

2.0 1.8

—AXX

Average FDI as

percentage of GDP

f- Foreign

investments
fell from over

over 3% in

98 99 2000 01 02 03 04 05 06 07 08 09 10 11 12 13 2014

SOURCE: EIA

K era

7% from early
2000’s to just

the post-2007

\

_/
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ECONOMIC STRUCTURE
FDI has historically been driven by equity inflows,

but those declined since early 2000’s

Reinvested earnings
Other capital (debt)
B Equity

FDI breakdown, CZK bi||i0nS - —< xx Average net equity investments, CZK billions

115

94
FDI 77 78

- 71
facilitated 62
56
by 55 47

Czechlnvest o9 36 28 34

219 215

212

24 8 195
192 185

148 76 144

78
123 141 101

----- <144 128

Total FDI

98 99 2000 O1 02 03 04 05 06 07 08 09 10 11 12 13 14

SOURCE: CNB, Czechlnvest

)

= Equity
inflows
played
significant
role until
early
2000’s, but
declined
since then

= Today,
FDl is
mostly
driven by
reinvested
earnings
of foreign-
owned
companies

= (Czech-
Invest
recently
reported
increased
attractive-
ness of the
Czech
Republic
which
should
show in
2015-17

19



ECONOMIC STRUCTURE
Czech banking sector exhibits the lowest loan-to-deposit ratio from the
reference group

Loan-to-deposit ratio, GDP growth

Percent, EUR billion x » GDP growth 2008-13,
percent
1.4 3.5 0.1 4.3 0.1 0.9 4.5 5.6 2.2 1.0 2.7
157 149
119 118 116 126 ,
107 102 89
77 87 85 +64%
Czech  New Finland Lithuania Nether- Ireland Singa- Poland Slovak Norway Germany Average
Republic Zealand lands pore Republic

v ¥ ¢ e O 0 @ ¢ o & 6

= (Czech Republic has the lowest loan-to-deposit ratio from the reference group, reflecting tight credit conditions, lack of
non-banking options for retail investors, and lack of attitude from companies to go for loans

= Apart from Finland and Netherlands, all Winners reported growth comparable or higher than the Czech Republic

* Even though high loan-to-deposit ratio created headache for many countries during crisis, they recovered and
demonstrated sizeable growth

SOURCE: World Bank, Eurostat, ECB 20




ECONOMIC STRUCTURE
Czech companies are not as leveraged as their counterparts

X Corporate deposits

from Other countries share of total deposits
Corporate loan'-to-GDP ratio
Percent, 2013

29% n/a 23% 32% 26% 19% n/a 25% 26% n/a 16% 24%

59 58 60
51
39 39
34 30 1
O,
22 21 18|/°
16

Czech  New Finland Lithuania Nether- Ireland Singa- Poland Slovak Norway Germany Average
Republic Zealand lands pore Republic

= g - PN - g

o @ @ o 00 9 ¢ © 6

4 )

= (Czech loan'-to-GDP ratio of 20% is the second lowest from the peer group, indicating that the Czech companies are
underinvesting

* (Czech companies and banks are jointly conservative

* On average Czech companies have more cash reserves than their Western peers, and those that don't, leverage
themselves much less than their peers

\. /

1 Bank loans only
SOURCE: ECB, CNB, KNF 21




ECONOMIC STRUCTURE
Sectorial analysis reveals manufacturing industries and transport as

highly exporting

2014 Reported GVA! Adjusted GVA? Exported GVA3
CZK billions CZK billions CZK billions
Machinery & electronics 285 327 325
Exporting Motor vehicles, other transport 210 336 252
T Ty — e
Intermediate materials  od, 838 22 169( Automotive is great
Food, textiles and wood 197 214 108 contributor to the
economy (more than
Telco, IT & media 190 166 43 official statistics
................................................................................................................................................................................................................................... suggest), however
| TSRO 220 e 208 22 ] CR has many more
“In : i trong sectors
»  Agriculture, forestry and fishing 104 108 30 S
0T 11T 3 o FONS= SSY ESSse Y St = 4 manufacturing
HES s 228 . 162 ) ] industries are the
Other 196 518 44 Iveadlng exporters
* CR already exports
Financial & other services 364 272 32 some services (part
s e e of Telco, IT.,
Wholesale & retail b 87 82 ) 6 Financial and other
Domestic - et & Education 329 366 20 services, as well as
[ Lo L0 = 1 g =X S oo SR Health and
Public & Office admin 257 286 15 Education), but
.......................... significantly less than
Construction & real estate* 549 586 | 14 )

\ manufacturing

1 GVA = Gross Value Added by sector, i.e. approximation of GDP of sector excluding taxes, but including subsidies (available only at economy level)
2 Adjsuted GVA - approximates GVA create by sector in other sectors (e.g. parts of car manufactured in Intermediate materials)

2 Estimated as exported value over production value (likely includes some re-export)
3 Construction and real estate is the largest sector as it includes estimated value of rent for self-owned houses

SOURCE: CZSO; Team analysis

22



INDUSTRY ANALYSIS

Six key sectors with high potential for value creation were Bl !ion potenta
identified based on analyses of labor and capital efficiency () Bubbiosie
Labor compensation/FTE .~ 7, Exporting gcrzggsof
CZK thousands \ _, industries the industry
700
650
600
(OMining & quarrying

250 1 Public & office admin
500
450 QUtiIities\Q
400 | Manufacturin

Machi &
350 QTransport e

300

250 | ® S Q /

X ’
~ . Manufacturing - ,

Wholesale & retail

200 Agriculture, forestry & fishing \Fgo\d, textiles §~Wood
~ -
150 1 Construction & real estate
100
50 1 1 1 1 1 1 1 1 1 1
15 20 25 30 35 40 45 50 55 60 65 70

Rep. GVA/Invested capital

Percent
Telco, IT & Media, Motor vehicles, machinery, intermediate materials, finance
& consulting and health sectors score well labor and capital efficiency analysis

SOURCE: CZSO; Team analysis 23



ECONOMIC STRUCTURE
Detailed analysis of manufacturing (i.e., exporting) sub-sectors reveals

three buckets based on their value creation potential

Labor compensation/FTE

Key areas of focus

Potentially interesting areas

CZK thousands
500 ® .
480 . Coke and refined petroleum products Tobacco products
460 1 Chemicals & chemical products
440 - Motor vehicles ® ° ® Basic metals
: ® Basic pharmaceutical products
Other transport equipment ® °p Htical procu
420 - ;
0 Machinery & equipment ® ® Beverages
400 - ® Repair & installation of machinery and equipment
® Computer, electronics & optical products
380 | Other non-met.alllc products ® e Rubber & plastic products
360 - Paper & paper products ® Electrical equipment
320 -
® Textiles
300 ® Fabricated metal products
[ )
280 - Food products
260 - ® Printing & reproduction of recorded media
220 ® | eather & related products
200 = ® Furniture
o ® Wood
160 | Wearing apparel
140 1 1 1 1 1 1 1
20 30 40 50 60 70 80 90

100

Rep. GVA/Invested capital
Percent

SOURCE: CZSO0; Team analysis

Low potential areas

~N

Significant
differences
exist between
labor and
capital
productivity of
sectors

Top (dark and
light blue)
industries
would be ideal
candidates for
future FDI as
well as local
investments (if
growth and
export
potential existy

24



ECONOMIC STRUCTURE
The overall ability to create value on invested capital as well as labor
compensation is higher in Germany than in the Czech Republic

Labor compensation/FTE
CZK thousands

2,400

O Health and education ‘ Intermediary materials B_ubble sizg represents GVA
size of the industry

O Telco, IT and media O Machinery and electronics O Czech Republic
‘ Financial & consulting services ' Food, clothing, wood

I ) Germany
N
. Motor vehicles, other transport

2,200
2,000 r

1,800

1,600

1,400 |

1,200
1,000 r
800 |

600 +

400 r
200 r

0

%

15 20 25

30 35 40

45 50 55 60 65 70 75 80 85 90 95 100 105 110 115

:

Germany has significantly higher labor costs than the Czech Republic
Production is more efficient in Germany — bigger value creation on invested capital

Rep. GVA/Invested capital
] Percent

SOURCE: CZSO0; Destatis; team analysis
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ECONOMIC STRUCTURE
Czech Republic and Germany have similar industry structure while that of

Germany is more capital intensive

Percent of total GVA

Invested capital/FTE

Percent CZK millions
Industry @ Czech Rep. @ Germany @ Czech Rep. @ Germany
Machinery and electronics 7 7 2.1 3.5
Manuf./ Motor vehicles, other transport 5 5 2.9 8.2
Exporting
industries Basic materials 9 7 1.6 3.6 \
Food, clothing, wood 5 4 1.1 1.9 = Structure of
................................................................................................................................................................................................................................................................................... Czech
Telco, IT and media 5 5 4.0 5.0 industries
with few
Transport 6 S 3.5 4.3 minor
«| exceptions
bnt ,» Agriculture, forestry and fishing | 3 1 1.7 7.1 mirrors
etween Germany
Utilities 5 3 8.0 11.3 = German
industries
Other 6 9 1.2 3.6 have more
........................................ e e capital per
Financial & consulting services 9 10 1.8 2.2 \ headcount )
Wholesale and retail 10 9 1.0 1.0
Service/
Domestic Health and education 9 12 0.8 1.7
industries
Public and office admin 7 8 2.5 2.1
Construction and real estate 14 16 4.1 18.2

SOURCE: CZS0O; Destatis; team analysis
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EDUCATION

Share of young Czech people attending tertiary education is above both
German and European average

Percent of 20-24 aged population studying tertiary level of education

Historical development European Winners — overview, 2012
Czech Republic Germany Lithuania 47 6
40 - — EU 28
Poland 42.5
35
Netherlands 37.5
30
Czech Republic [N 36.9
25
Finland 36.8
20
Estonia 33.0
15
Slovakia 32.6
10
EU 28 314
5 L
O | | | | | | | | | | | | | |re|and 29-7
1998 2001 2004 2007 2010 2012  Germany 28.0

* The number of current students in Czech tertiary education rose faster than European average
and Germany
* Only Lithuania, Poland and Netherlands have more students in tertiary education

SOURCE: Eurostat 28



EDUCATION

Czech primary school students outperform their peers in

IT-skills
2013

& Czech Republic

@ Australia
' Poland

ﬂ% Norway

(’3 South Korea

e Germany

@ Slovakia

ICILS results average

Distribution of skills

1 ICT stands for Information & Communication Technology

SOURCE: ICILS 2013

8th-grades, ICT-skills’ Percent

T
o e R
// 537 6 20 42

// 536 9 19 36 -H
// 523 7 22 45 m
//517 12 21 40 m

Below Level 1 [ Level 3

(Worst)

Level 1 B Level 4
(Best)

Level 2

Czech 8th-grade
students
outperform their
peers in
information &
communication
technology skills

Only 15% of
Czech students
score on skKill
level 1 or below
(i.e. the worst
skills), which is
the lowest share
from the group

29



EDUCATION
Czech secondary school students perform worse than their
Estonian, Polish and Finnish peers across all major subjects

Below level 2 (very bad)

(very good)

B Levels 5 and above

Percentage of 15-year-old students performing at PISA reading literacy proficiency levels 5 and above and below level 2, by

education system: 2012

Mathematics literacy

Science literacy

Reading literacy

OECD avg.
Singapore
Korea
Netherlands
Germany
Poland
Finland
New Zealand
Australia
Estonia
Czech Rep.
Slovakia
Ireland
Norway
Israel

Lithuania

SOURCE: PISA

23
8
9
15
18
14
12
23
20
11
21
27
17
22
34
26

r

aaaaHHEHH
oo BB B S B B

OECD avg.
Singapore
Finland
Australia
New Zealand
Estonia
Germany
Netherlands
Korea
Poland
Ireland
Czech Rep.
Norway
Israel
Lithuania
Slovakia

18
10
8
14
16
5
12
13
7
9
11
14
20
29
16
27

—
mmmmEEEEEEEEE!HE

OECD avg.
Singapore
Korea

New Zealand
Finland
Australia
Ireland
Norway
Poland
Netherlands
Israel
Germany
Estonia
Czech Rep.
Slovakia

Lithuania

18
10
8
16
11
14
10
16
11
14
24
14
9
17
0
TBD

\

Finland, Poland, Estonia and Ireland outperform Czech pupils in all main secondary school subjects ]

30



EDUCATION

Language skills of the Czech population do not reflect the needs of the

economy

Percentage of citizens able to speak
English language well enough to have a

conversation

Netherlands
Sweden

Finland
Germany
Estonia
Lithuania

Poland

Czech Republic

Slovak Republic

38

33

-

26

56

50

70

90

86

Percentage of employers ranking foreign
language skills in the top three most
important skills for higher education

graduates

Czech Republic _56

Slovak Republic 55 Gmployers
demand

: I f

Estonia 46 :r;g‘r"éi‘;‘:]ge o
language more

Poland 43 that in other
countries, but

Lithuania 38 Czech workers
do not possess

Finland 34 Qhe skills /

Germany 31

Sweden 18

Netherlands 13

SOURCE: EU skills panorama, 2014; Europeans and their languages (Special Eurobarometer 386), 2012 31



EDUCATION
Quality of Czech education deteriorated while workers’ salaries increased

between 1995 and 2011

Mathematics scores of 8th-graders compared to the cost of labor

Labor cost per hour Labor cost per hour Labor cost per hour
USD, 1995 USD, 2007 USD, 2011
23 33.5 46.5 °
° s = Australia o |grgel
22 Netherlands - Australia 15.0 -
12.0 F
21 - 145 +
® [srael
20 + 115 F 14.0
19 = Australia ® 11.0 - 135 1
T ® |srael 13.0 -
9 I 105 - 125 | ® Czech Republic
8 - 10.0 F : 120 -
7 L ® Czech Republic 115 -
9.5 | '
6 1.0 +
5 | 9.0 r 105 -
°
4 - Czech Republic 8.5 I Hungary 100 |
3 T e Lithuani °« ° 8.0 95 -
ithuania Hungary Uor 9.0 - ® Hungary
2 - .
al 7.5 85 |-
A ® | ithuania e ® | ithuania
0 1 1 1 1 0 - 1 1 1 1 0 - 1 1 1 1
460 480 500 520 540 560 460 480 500 520 540 560 460 480 500 520 540 560
TIMSS! TIMSS! TIMSS!
Avg mathematics scores of 8th-graders, 1995 Avg mathematics scores of 8th-graders, 2007 Avg mathematics scores of 8th-graders, 2011
+ Results of Czech 8"-graders worsened between 1995 and 2007, and likely worsened further
» Labor costs increased over the same period significantly
1 TIMSS = “Trends in international mathematics and science study”; number for Czech Rep. is estimated in 2011 as it did not participate 32

SOURCE: TIMSS, EIU, McKinsey analysis



INSTITUTIONAL FRAMEWORK
Czech Republic’s institutional framework is ranked by WEF lower than

those Of mOSt selected Wlnnel‘s |__-] Most urgent issues
Country rank, 2015  czech Winners
Indicator Rep. Estonia Finland Poland Ireland Slovakia Norway Germany Lithuania Australia Singapore USA
N EEELET I ey 34 26 1 65 10 56 17 20 55 13 4 15
protectlon
o | Stengthofauditing& g3 = o > 52 59 32 5 17 47 9 7 23
5 reporting standards
© .
2| B 77 55 72 32 6 88 12 50 74 69 3 25
7] protectlon
g e e e e e e e e e e e e e e e === == —
1 Burden_ of government 120 03 15 122 13 132 19 34 103 80 1 51
I regulation
|
=i =i i 90 39 3 70 24 138 7 16 67 22 1 25
I legal disputes
L o e o o e e a2
Judicial independence 50 21 2 54 8 125 3 17 68 13 23 28
o | [Irregular paymentsand SR 1 40 9 94 4 27 42 16 3 32
c bribes
Q| ——-— e -_—Y,e—__—__—_,—_—_—
g . ..
g | ! Favoritism in decisions JgE s 4 69 11 138 6 17 64 27 2 44
= | I of government officials
£,
c , ,
ui | ~Public trustin 107 34 5 100 18 113 4 15 67 25 1 44
: politicians
I - -
| e 77 28 1 55 18 117 5 21 39 13 4 27
! firms

Average of chosen 73 29 11 66 18 103 8 23 63 29 5 31
institutional criteria

Czech Republic lags behind the Winners in the quality of its institutional framework, especially in
government regulation, legal efficiency and trust in politicians

SOURCE: WEF GClI, Team analysis
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ENTREPRENEURSHIP, INNOVATION AND TECHNOLOGIES
We need entrepreneurial spirit and societal support for it

Global Entrepreneurship Index

Global Entrepreneurship Index
14 entrepreneurship pillars — peer comparison

Czech Republic’s key failings
Czech Republic Germany
Estonia Nizozemi Opportunity perception:
- Ability to identify and make use of
opportunities
Capital Skills
075
3. Risk
\mterr‘aﬂomahzanon Acceptance Ivgrv"‘: CUIturaI support .
\\ \///\ AV ¥ Support from society and positive
e ) \> . ' attitude to entrepreneurs
Growth Networking
‘ « /. Opportunity startup:
11. Process 5. Cultural i
Innovation \
10. Product k\

Innovation

Adequate state support to start-ups

6.
Opportunity
Startup
Tec nology
Absorption

Human capital:
Competion Adequate labor force skills

SOURCE: Thegedi.org
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ENTREPRENEURSHIP, INNOVATION AND TECHNOLOGIES

Czech citizens are open to new technologies Agree
No opinion
B Disagree
Share of consumers feeling comfortable with contactless payments
2014
() Romania 67% A 21% |
| T T T T T T T T T T T T T T T T T T T T T T T T T T T o e
1@ Czech Republic 62% A 26% K
& Netherlands 47% 21%
Oty 46% 20% /C I
zech population is
@ Poland 45% 18% pop
open to using new
@ Turkey 442% 229% payment
() Belgium 35% 29% technologies — more
Spair 31% [ 2T% than n other
countries
&  United Kingdom |  28% 21% \_ )
@  Germany 28% | 17%
< Austria 27%  [13% I
- Luxembourg 24% 23%
O France 22% | 21%

SOURCE: http://contactlessintelligence.com 35



ENTREPRENEURSHIP, INNOVATION AND TECHNOLOGIES
Czech Republic spends more on R&D than Poland and Slovakia, but much

less than Sweden, Germany and even Estonia

Funds invested in research & development!

% of GDP

&= Finland

(> Sweden

€3 Germany
& Estonia

& Netherlands
& Czech Republic
(Jlreland

& Norway

@ Lithuania
w Poland

@ Slovakia

3 Latvia

2012 1995 Change
3.55 2.26 1.29
3.41 3.26 0.15
2.98 219 0.79
2.18 0.57 1.61
2.16 1.97 0.19

B 158 B o.91
1.72 1.25 0.47

1.65 1.69 -0.04
0.90 0.43 0.47
0.90 0.63 0.27
0.82 0.92 -0.10
0.66 0.47 0.19

(Apart from Finland anh

Estonia, Czech
Republic increased its
R&D spend more than
its peer group

* To close the knowledge
gap and become
leading know-how
location, the Czech
Republic still needs to
invest much more to be
on par with the Western

kEurope

1 Research & development investments include government, higher-education institutions, businesses and private non-profit capital

SOURCE: McKinsey Global Institute
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ENTREPRENEURSHIP, INNOVATION AND TECHNOLOGIES
Czech Republic lags in mobilizing the private sector to fund R&D and

focusing on non-basic research

R&D spending by sector

Percent of total R&D spending, 2012
Business Other?

Government

I
|
|
I
54%' 57
LU B7%  69% 69%  70%
I
I
|
18%!1 9%
| 15% 9% 5% 40,

| ogoy! 33% . 12%
|E8% 18% 22% 26% qg9, o

l |
[ 1 >
(&)

| = [4v] = ko]

c o = © c ° @ —
I3 § S © S < ) Q

N O 7] ) < O n [e) =
10 @ Ll O] I = D X 0
|
|

1 Split for Germany, Finland and USA not available

2 Higher education and private non-profit organizations

3 No particular application or use in view

4 Directed primarily towards a specific practical aim or objective
5 Directed to producing new materials, products or devices

SOURCE: UNESCO Database

R&D spending by activity'

Percent of total R&D spending, 2011
Basic Research3
Applied* Other

19% 18% 17%

16% 20%
1 18%

29%

2 ©
3 g} ©
'g c c @ 2
o o o «
() [} 17 o [}
o o L X =

Czech

B Experimental®

12%
11%

Israel

* Funding from

k best-in-class peers/

~

private sector in the
Czech Republic is
higher than for
some CEE peers,
however, lags
behind Germany
and Estonia

There is disconnect
from business
funding as
substantial amount
of money is spent
on basic research —
more than for the
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LABOR MARKET

Czech Republic’s unemployment rate is around 4%, but another 9% of
population are not participating in the workforce

" Non-active

B Students not working

B Retired not working | Unemployed

Total population by employment!

Percent, older than 15 years of age

100 -
90 |
80 |
70 |
60 -
50 |
40 |
30 -
20 |
10 -

0 !

2001

2005

Contributing family workers

" Self-employed

2009

1 Breakdown of non-participants not available for years before 2011
2 CZSO0 reports unemployment of 6.9% - that is calculated of total labor force

SOURCE: World Bank

L _1 Focus areas

2013

[ S |

B Wage and salaried workers

Non-participants

.

G

While \

unemployment
stays at
around 4%,
almost 9% of
population is
not actively
participating in
the labor
market

Almost 10% of
total
population is
self-employed
at
questionable
level of

productivity /
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LABOR MARKET
Czech Republic has the highest share of self-employed inhabitants of total
workforce

Share of self-employed on total number of employees

2014 1993
Czech Republic _ 18 Ireland 23 / \
Ireland 17 Lithuania 20 " Czech economy
has more self-
Slovakia 16 Australia 17 employed people
_ _ than any other
Finland 13 Israel 15 selected group
Israel 13 Singapore 15 * The share of self-
employed on total
Lithuania 2 Czech Republic [ 13 mumbar of working
Australia 11 Germany 10 people has
increased from 13
Germany 11 Norway 10 to 18 percent since
Estonia 9 Estonia 7 \ 1993 /
Norway 7 Slovakia 6

SOURCE: World Bank 40



LABOR MARKET
Czech Republic is not attracting educated immigrants

Native
Foreign
Czech Republic

Percent of native vs. foreign born population with low Percent of native vs. foreign born population with

education tertiary education
. 21 33
Estonia 18 3 Israel 45 (312
38 : 30
Ireland 20 -18 Estonia 40 +10
: 29 . 27
Australia 00 -7 Australia 39 +12
Israel 24 Ireland e
r -
srae o3 1 rela 39 +12
, 18 26
Czech Republic 29 - New Zealand 38 +12
New Zealand o0 30 N 28 7
ew Zeala 30 orway 35 +
29 14
Norway 35 - Czech Republic 19 +5

« 29 percent of immigrants to the Czech Republic are low-skilled — that is 11 percent higher than Czech native
average, and more than in other selected Winners
« Only 19 percent of Czech immigrants are university educated — significantly less than the Winner’s group

Source: OECD (A New Profile of Migrants in the Aftermath of the Recent Economic Crisis, 2014), Table 5, http://www.oecd.org/els/mig/WP160.pdf 41




LABOR MARKET
Revenue in the Czech Republic is generated much less by small firms than

revenue in Poland "7 Small firms

Division of total turnover based on nhumber of employees in a firm

Percent ST T T I
I b 25%
I |
I |
! 17% 17%
|
! : 12% o
Czech : 9% : 1% 29, In Poland,
Republic | | ° 39, 36% of
: : ° revenue is
b ! : generated by
' 09 10-49 ! 50-249 250-499 500-999 1,000- 5,000-  Over small firms
. . 4999 19,999 20,000 (e., <50
.............................. P PR employees);
I : much more
I than in the
Oo | °o
: 1% , 20% Czech
I 15% | 15% Republic
| 5% : e
1 10% 9%
| o
PoIarTq ; | 6% 5%
I |
A 4 : ;
| 09 10-49 1 50-249 250-499 500-999 1,000- 5,000- Over
Lo e ! 4999 19,999 20,000

SOURCE: Cekia (Magnus database), Polish Central Statistical Office, EMIS, McKinsey Analysis 42



LABOR MARKET
Czech Republic ranks in the middle of the reference group in terms of
height of its manufacturing labor costs

Net income Social contributions [ Health contributions [l Tax

Average salary Net/gross Manufacturing/
Additional labor cost breakdown, percent EUR/year, 2012 salary average salary

/1 |
' Netherlands' 100 82 N 207 38,988 59% 88%

/
.............. /f/

Finland’ 100 a7 I 197 38,376 65% 98%

N

-

% ............ Lo oo e o585 5545555555855 5555858255255
- 1

ws Hungary 100 61 8,508 66% 83%
@

Germany? 100 39

Slovakia 100 45

ey Poland 100 48

L 4
Q Estonia’ 100 47

@ Lithuania’ 100 43

With the introduction of CZK 2,000 tax relief in 2012, the Czech Republic scores
in the middle of the reference group

1 Health contributions within social contributions 2 Complex system of tax deductible items and exemption, simplified case

SOURCE: OECD; Eurostat; Team analysis 43



LABOR MARKET
For higher IT-related salaries Czech additional labor costs are above all of
Eastern-European peers, apart from Hungary

Net income Social contributions [ Health contributions [l Tax
Average salary Net/gross IT/average
Additional labor cost breakdown, percent EUR/year, 2012 salary salary

" /i
e Netherlands' 1/90 57,180 56% 129%

s Finland'
e Germany?
2 Hungary

W Slovakia

& Latvia'

@ Lithuania'

& Estonia’

' Poland €
Czech tax progression, caused by the fixed CZK2,000 tax relief, is steeper that in Latvia, Slovakia
and Lithuania, making Czech IT workers more expensive than most of other local players

1 Health contributions within social contributions 2 Complex system of tax deductible items and exemption, simplified case

SOURCE: OECD; Eurostat; Team analysis 44



LABOR MARKET
Czech Republic ranks only in the bottom quartile in terms of women

participation _ - - - Czech Republic
Percentage of women employed of total women in the country
Bottom quartile GDP Top quartile GDP
|
USD 21,620 USD 54,260
72 73
56 g 67 69 69 70 /1
51 62 63 63 O°
51 52 B3 B3 ppu-- -5 m e e e e e e e e e e e e m—m——mm - - - o —m o m o s o
c
ke
= © £
Q » o O
g. 2 3 > 3 o
Q i w < c =
> «© o s " 8 c & 2 .= E e .
S @ X% ol = o> 5o £ 8 v @ 8 2 5 5 0 8 ¢ @
> 8 22§ 8 282 % v o E=§5 828 EN
_ = o —_ - — o —_ E E — — (e
NG -l O PSacecSEIES258a 3
OE Q0 0 ew U009 Sow0e T ® O w6 O &
[ Portion of employed women in the Czech Republic is 17 percentage points below Norway ]
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URBANIZATION

Czech Republic is the second least urbanized country in N/A
the reference group Rural area
Share of 15+ population by degree of urbanization B Towns and suburbs

(small urban area)

B Large urban area’

Nether-  Estonia  Finland ~ Sweden Germany Poland Ireland ECzech SSIovakia
lands : Republic :

Only Slovakia has lower number of its inhabitants living in the
large urban areas

1 Large urban area is defined as an area with density of at least 1,500 inhabitants per km? and total population of at least 50,000 inhabitants

SOURCE: Eurostat 47



URBANIZATION
Population of the Czech republic is less concentrated in large cities — hm
than that of Germany ==
Population living in cities sorted by size

Cumulative percent of population

100 e
Significantly more
90 Czechs live in cities
smaller than 10,000
80 - inhabitants
70 (While only 27%\
of Germans live
60 in cities smaller
than 10,000
50 inhabitants,
almost half of
40 Czech
30 population
resides in cities
of that size
20 \ Y,
10
O 1 1 ] 1 1 1 |

Above Above Above Above Above Above Above Above Above Below
500,000 200,000 100,000 50,000 10,000 5,000 2,000 1,000 500 500

Size of settlement,
number of inhabitants

SOURCE: GfK 48



URBANIZATION
Higher degree of urbanization in terms of population directly
translates into higher GDP per capita

Average GDP per capita in rural and metropolitan areas' by population

USD 2013 ] urban M Rural (x) % of population
58,183
( GDP per capita \

generated by the
biggest MSAs! is

43,214 96% higher than

40,628 that of the rural
areas
= Significant

differences occur
also between
MSAs of different
sizes — larger
population within
an area results
into higher GDP
per capita

\ )

<49,999 50,000<199,999  200,000- 0.5M - 1M 1M+
499,999

1 Metropolitan Statistical Units (381 cities and metro areas) represent urban areas in the US (at least one urban core area of at least 50,000 population,
plus adjacent territory with a high degree of social and economic integration with the core as measured by commuting ties)

SOURCE: Bureau of Economic Analysis 49



URBANIZATION
There are significant differences in GDP contribution between different

regions in the Czech Republic

8 lowest income regions

Number of # of workers (based on Workers/ % of GDP (FTE Avg. salary./

# Province inhabitants  paid months) inhabitants comp. only)! capita?

1 Hlavni mésto Praha 1,557,432 816,067 52% 24% 35,835
- Stfedoéeskykraj .............................. 101694648993348% ......................................... 11% ...................................... , 7744 .........
— J|ho(‘:eskykraj ...................................... 637300 ...................................... ; 4963639% .......................................... 5% ....................................... ; 4176 .........
4Plzeﬁskykra] ......................................... 575123 ...................................... , 5111544% .......................................... 5% ....................................... , 5739 .........
5Kar|ovarskykra] ................................. 299293 ...................................... 11762939% .......................................... 2%22129 .........
6Usteckykra] ............................................ 82397229803736% .......................................... 6%24274 .........
7leel‘eckykl’aj ....................................... 438851 ...................................... 16179637% .......................................... 3% ....................................... ; 4752 .........

8Kra|ovehradeckykra] ..................... 551590 ...................................... , 2409141% .......................................... 4% ....................................... , 4031 ..........

9Pardub|ckykra] ................................... 516372 ...................................... , 0819640% .......................................... 4% ....................................... , 4007 .........

10Kra|Vysoé|na ........................................ 509895 ...................................... 19750139% .......................................... 4%24070 .........

11 ..... J|homoravskykra] .......................... 1172853 ................................... 5 0668243% ......................................... 11% ...................................... , 6098 .........

120Iomouckykra| ................................... 635711 ...................................... ; 2991536% .......................................... 5% ....................................... ; 3802 .........

13Moravskoslezskykra] .................. 121767645666838% .......................................... 9% ....................................... , 4645 .........

14Z||nskykra| .............................................. 585261 ...................................... ; 3875941% .......................................... 5% ....................................... ; 3789 .........
Total/average 10,538,275 4,446,024 41% 100% 25,364
* There are significant differences in regions’ contribution to GDP — Prague contributes 26% while Karlovarsky kraj only 2%

If 10% of population from the 8 lowest income regions (i.e., 440,000 people) moved to Moravskoslezsky kraj, they would
generate approximately additional 1.5% of GDP3

1 Calculated on share of average salaries in the regions of total salaries in the Czech Republic
2 Monthly
3 We assume only 33% of those would move would get a job

SOURCE: CZSO0, Fond Pracovni doby, 2014
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LEARNINGS FROM SUCCESSFUL ECONOMIES
Winner strategies: overview of 6 successful countries and the key

elements of their success

Estonia

| Finland

+ Ireland

gapore

Sweden

| § ]
EEE Taiwan

1_ _! Detail on the next page

Young people in
government

Balanced budgets
Limited government
Open economy

Flat low taxes, no
exemptions, simple
system, 20% for all

Minimal regulation

95% Estonians fill taxes
online

Continuity — despite
frequent personal
changes governments
agree on many basic
goals and these are not
changing

Hi-tech investment from
Nordic countries

Tourism from Nordic
countries

Complete restructuring of
the economy after Soviet
Union collapse

Hi-tech innovation culture
— Finland’s innovation
policy is based on its
Science and Technology
Policy Council an
advisory body for the
government chaired
directly by PM

A large proportion of
economic production still
comes from traditional
industries (forestry,
chemicals, ships, etc.)
which learned how to
exploit new niches where
midsized companies can
win on global markets

Strong links between
universities and private
sector

SOURCE: Israel Strategy Definition document

Creating an extra-
attractive environment for
foreign investors

- The only English
speaking country in
the EURO zone

- Lowest corporate
taxes in EURO
zone

- Excellent education
system

- Lowest wages for
engineers in EURO
zone and highly
skilled technicians

- Low pressure for
unionization, lowest
healthcare and
pension benefits

- Best
telecommunication
infrastructure

- Most generous
investment
incentives

EU membership — huge
inflow of EU funds +
significant portion of
these funds went to R&D
(nearly 4% of GDP was
coming to Ireland in form
of EU funds)

Coordinated strategic
vision that was
implemented

IISin

Singapore funds its
strategies with enormous
compulsory national
savings

It accepts nothing less
than a world-class quality
in key areas such as

- Infrastructure
(Excellent
infrastructure —
Singapore’s ports,
airport and
communication
grids are
outstanding

- Education - ranks
top in PISA science
and math tests

- Productivity

Not attracting all MNCs
but only those that would
transfer technology and
training and constantly
upgrade their operations

Systematically targeted
the US business world —
the top priority of
Singapore’ s leaders over
40 years has been to
make Singapore
competitive first-class
world

After massive crisis in
1990s — 10% jobs lost,
dangerously high public
debt > Sweden
reinvented itself with a
new strategic direction
based on world class
human capital

45% Swedish students
go to university

- No tuition on
universities
(attracts also
foreign students)

- Students
systematically
attracted to choose
science and
engineering (# of
technical students
doubled between
94-04

Unique stress on adult
education

Professional and no-
corruption environment in
government agencies

National consensus

Build large corporations
rather than start-ups

Government picks
winners — public policies
play a huge role in

determining what types of

companies and what
business sectors will
prosper and grow

Economic philosophy =
state-controlled and
planned free economy
defined as “Whatsoever
could be done, is done”

Favorable colonial legacy
(education system by
Japanese)

Political stability and
predictability

Majority of government
top officials were trained
as engineers

Head of Taiwan’ s
government defines his
mandate as the
advancement of Taiwan’s
competitiveness and
GDP growth

Using new technologies
to still utilize the old ones
— to enhance and extend
the older and lower
technologies

Aggressively investing
into R&D — heavy
investment into new
technologies — govt.
sponsored institutes
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LEARNINGS FROM SUCCESSFUL ECONOMIES — DEEP-DIVE ON ESTONIA
Estonia started from a much lower starting point but managed to overtake

the Czech Republic over the past two decades

Estonia Czech Rep Education Industry performance
GDP per cap: 14,838 EUR 14,713 EUR = A nationwide project (financed by government = Hi-tech investment from Nordic countries
investment body Tiger Leap Foundation) = Estonian invention’ Skype was sold to eBay
GDP per cap PPP: 26,999 USD 29,925 USD equipped all classrooms with computers and by in 2005, for USD 2.6 billion and created a
1998 all schools were online new class of Estonian investors, who made
Population: 1.3 million 10.5 million = In 2011 in a public-private partnership, a tens of millions of euros from their
program called ProgeTiiger (“Programming shareholdings — and have been putting their
Area: 45,339 km? 78,866 km? Tiger”) was announced, to teach five-year-olds experience to good use. Today Tehnopol, a
the basics of coding business hub in Tallinn houses more than
Percentage of 15+ 44% 30% = According to 2012 PISA results, Estonia ranked 150 tech companies.

population living in
large urban area:

Digitalization & Infrastructure

Estonia took the opportunity of starting with only
very limited telco infrastructure and decided to
build completely new and most modern
infrastructure since then3

95% Estonians fill taxes online (online tax filling
introduced since 2000)

In 2007 it became the first country to allow online
voting in a general election

In 2012 Estonia ranked first worldwide in terms of
broadband Internet speeds

Health records and drug prescriptions stored in
the digital cloud and available through ID card
number (online available to any doctor or at any
pharmacy you go to buy medicine)

In 2000, its government deemed Internet access
a basic human right and free Wi-Fi became the
norm throughout the land

8t place worldwide in Science

Public governance

Limited government, minimalistic regulation
Young people in government!

Flat low taxes, no exemptions, simple system,
20% for all?

Balanced budgets

Continuity — despite frequent personal changes
governments agree on many basic goals and
these are not changing

Starting a business takes an average 4.5 days
and only 4 procedures while submitting the
registration application takes just minutes as it is
done online

Labor market

Estonia has witnessed a 5% population decline in

the last ten years — from 1.37 million in 2000 to

1.26 million in 2012 with following key reasons

= Low birth rate

= Negative net migration rate (The national
census of 2011, reported that about 25,000
Estonian inhabitants currently work in other
countries, constituting about 4.4% of the
whole work force. And only in 2012 net
emigration reduced the population number in
Estonia by 6,629 people)

1 The first post-communist government in 1992 had an average age 35 years. Current Prime Minister (since 2014) Taavi Rdivas is 36 years old

2 Estonia became the first country in Europe to introduce flat tax in 1994. As of January 2015, income tax is 20%

3 When Estonia regained its independence in 1991 only <50% of its population had a telephone line and its only independent link to the outside world was a Finnish mobile phone concealed in the
foreign minister's garden. Since then Estonia is a world leader in technology. When Finland decided to upgrade to digital phone connections, it offered its archaic 1970s analogue telephone-
exchange to Estonia for free. Estonia declined the proposal and built a digital system of its own.

SOURCE: Economist, EY, E-Estonia, Euraxess.ee, BusinessInsider, www.stat.ee 53



LEARNINGS FROM SUCCESSFUL ECONOMIES — DEEP-DIVE ON ISRAEL
Israel is able to attract high skilled workforce and more venture capital

than any other country thanks to creating a business friendly environment

Israel Czech Rep
GDP per cap: 27,864 EUR 14,713 EUR
GDP per cap PPP: 32 691 USD 29,925 USD
Population: 8.2 million 10.5 million
Area: 20,770 km2 78,866 km?

Percentage of 15+
population living in n.a. 30%
large urban area:

Enterpreneural and innovative ecosystem

= Israel attracts more venture capital than any other country in the
world (201 USD per capita in 2014)

The success of the VC industry in Israel grew with Yozma,
a $100 million “fund of funds” established in 1993

It offered attractive tax incentives to foreign venture-capital
investments and promised to double any investment with
funds from the government.

Yozma succeeded because it was embedded in an
emerging ecosystem that already included some two
dozen Israeli public technology ventures, two operating
venture capital funds, U.S. investment bankers with local
operations and professional support services helping new
entrepreneurs to start business

As a result of their efforts, Israel’s annual venture-capital
inflows rose nearly 60-fold, from $58 million to $3.3 billion,
between 1991 and 2000°

= Israel also has a special “Office of the Chief Scientist” (OCS)
which is in charge of fostering the development of industrial
R&D. It manages an Incubator Program — there are currently 24
incubators funded by grant by OCS, 22 in technology field?

1 In 2014 Israel attracted 1.65 bn USD (1.9% of global volume). Per capita it is the global leader (201 USD per capita in 2014, compared to 142 USD in United States)
2 Each Incubator lasts for up to two years. Grants are repayable to the Israeli government at a rate of 3-5% of royalties from revenue

SOURCE: OECD, ETF; WEForum; Press search

Strategic plans for economic growth and
development

In 2008 a country vision “Israel 2028” was
published — it is an extensive action plan to
achieve rapid and balanced growth and it
aims to position Israel among top 10-15
leading countries by 2028

The goal is to achieve a GDP exceeding 50
000 USD per capita

Israel also has an implementation team that
follows up on the vision, e.g. in 2010 an
implementation report for “Israel 2028”
called “Innovation in Israel” was published

Strong immigration - attracting global talent

Immigration — scientists with Jewish origin -
expelled by Nazi and Soviet regimes -
became an important part of Israeli success
story

In early 1990s 100 — 200 thousand
immigrants came every year

In the last 10 years the yearly immigration
inflow is 15 — 20 thousand people

Israel is able to attract highly educated
immigrants - 45% of foreign born population
has a tertiary education compared to 33%
native born (in comparison only 19% of the
Czech foreign born inhabitants are tertiary
educated)

Unique local history and culture

Strong military sector — Common
denominator for the most successful
Israeli start-ups (Outbrain, Stylit,
Nice, and Comverse) is that its
founders served in Unit 8200, an
Israeli Intelligence Corps unit
responsible for collecting signal
intelligence (SIGINT) and code
decryption. Unit 8200 is presumably
the most influential incubator in Israel
Self-reliance necessity — existing in
a turbulent region Israel cannot rely
on cross border trade, therefore it
has developed a self-preservation
mechanisms

Diversity - Israeli society is wildly
diverse. Companies looking to launch
international operations can easily
find skilled labor in various fields.
Israel is saturated with native
English, French and Russian
speakers, but more exotic languages
are also available

The lack of natural resources -
Israel has been struggling with
drought until it has developed into a
world leader in desalination. Booming
water security industry caused it to
become country's main export, selling
patents and technologies to even the
most developed countries

Culture that prizes frugality,
education, and unconventional
wisdom.

54



LEARNINGS FROM SUCCESSFUL ECONOMIES
What are the international lessons on improving competitiveness? (1/3)

Lessons Description Examples
Access to = Singapore, Ireland and Korea have all closely linked Ty "l"‘
talent z their education system to the development plans and ? -
1 bzflgisnon private sector needs 1 .
—— local taSI’ent Singapore, Ireland and Korea are the highest l e,
— performing nations on international education tests
(e.g., TIMSS)
Even countries with strong pool of local skills (e.g., Q‘ @3 5
o Attract top Singapore) have also focused on attracting global
global talent talent to help them develop A n
Create a Create To encourage foreign investment, countries must ‘N I l
“business- attractive create an attractive business environment, ensuring a '
friendly” 3 environment level playing field for firms and mechanisms for the %
environment fOI‘ foreign government to address key concerns (e.g., access to
Investment skilled labor)
- .
e Improve Countries have focused on ensuring the government ==
4 government processes and regulations are efficient, transparent,
efficiency and harmonized in regions within the country “
SOURCE: McKinsey, 2009 55




LEARNINGS FROM SUCCESSFUL ECONOMIES
What are the international lessons on improving competitiveness? (2/3)

Lessons

Policy
approach 5

Foster new
sectors

SOURCE: McKinsey, 2009

Build
momentum
through
quick wins

Ensure com-
petitiveness
is “top of
mind”

Ensure a
continual
shift to
higher value-
add activities

Promote
entrepre-
neurship

Description

Examples

* Saudi Arabia focused on addressing concerns in the

World Bank Doing Business survey in the short-run,
providing some initial success (improving 15 places in
2 years)

2

Key stakeholders (e.g., policymakers, business i)
leaders, community leaders) need to realize the

importance of competitiveness to create the

momentum for change

Countries such as Canada have been hampered as
competitiveness is not a key issue for policymakers

Countries must ensure they transition to higher value-
add activities where they compete on innovation,

not cost

Ireland failed to make this transition into high-end R&D
activities and its growth has faltered

t4d
(G (Y

The US has been highly successful at promoting
entrepreneurship through mechanisms such as venture
capital programs and entrepreneurship programs
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LEARNINGS FROM SUCCESSFUL ECONOMIES
What are the international lessons on improving competitiveness? (3/3)

Lessons Description Examples
Pay attention Focus = Countries with large regional differeqqeg ('e..g.. , Croatia, l.y.ll 1 1
to equity attention on Ireland, Canada) have focused specific initiatives on
issues regional addressing these competitiveness gaps
gaps
— = Competitiveness reforms will only successful if all ==
Ensure members of society feel its benefits
10 everyone = Equitable and competitive countries have ensured that
benefits they prioritize competitiveness measures that will also

SOURCE: McKinsey, 2009

have positive effects on equity (e.g., education)
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Additional growth comes mostly from capital mobilization, improvements
in education, innovation & entrepreneurship and public sector efficiency
Czech Republic real GDP; percent

Annual GDP
Impact on GDP 2025 vs. 2015 growth
(numbers non-additive, impact of levers overlaps) Source of impact contribution’
. : Additional capital/investments needed for most levers

Mobilize capital 20-30 to deliver 2.5

.............................................................................. - ......ﬁ.é.b.é.r.é.wa.r.%.r.éé...fa.r..H.ié.Hé..r.vél.ué..éa.a.éa..j.agé...6.)./............................................................
Improve education 4-6 improving primary, secondary and tertiary education 0.5

..................................................................................... and intensifying on the job training

N * Increase productivity by relocating work force from

Increase urbanization 2-5 rural to urban areas 0.4
" nrease loxbily of realng and edueng e o ¥
of Czech employees ©.g. 9 y ’

..................................................................................... O T Y e
Drive innovation 4-8 * Improve entrepreneurial mindset and encourage risk taking 0.6
and entrepreneurship * (Create an environment fostering innovations )
Improve public = Stabilize legal system, streamline administrative

L 4-8 , - . 0.6
sector efficiency burden and increase efficiency of public sector
Other 5.4 . Includeg e.g. mlgrat|on gnd energy efflqlency 0.4
* Evaluation of impact being calculated, likely to be
smaller than that of increasing labor market participation
20-35% 2.0-3.0

1 Simple average, mid-range
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POTENTIAL LEVERS FOR IMPROVEMENT
Czech Republic can increase annual GDP growth by 2-3% p.a. over the
next 10 years through a combination of capital, labor and institution levers

Czech Republic real GDP; percent

Organic growth: range
covers average of last
10 d lized

years and annualize o 3%

;-

2-4% p.a.

\

100

=

2015 Organic growth by 2025 Additional possible
GDP by 2025

\
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We will become more competitive by completing our homework, having a
new vision for the future, and focusing on growth industries

Improved institutional environment
,Homework" Better quality of education
More efficient labor market
Support of entrepreneurship, innovation, and technologies

o SO NErTIE Support of urbanization

future”
Mobilization of domestic and foreign sources of investment
Selected manufacturing sectors (machinery and electronics, motor vehicles,
intermediate materials)

SOUEES O Healthcare and pharmaceuticals, education

growth

Knowledge economy sectors (IT, finance, consulting)
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