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This study examines the effectiveness of investment incentives in the Czech Republic in
reducing regional unemployment. Using correlation analysis, it investigates the relationship
between job creation and unemployment rates across various Czech regions. The results
reveal notable regional disparities: in the Central Bohemian Region, job creation is associated
with lower unemployment while, in structurally affected areas such as Moravia-Silesia
and Usti, high job creation does not translate into lower unemployment due to factors
such as skill mismatches and industrial decline. The Karlovy Vary Region shows particularly
deep-rooted labor market challenges. The main contribution of this paper lies in
demonstrating that investment incentives have inconsistent impacts and that their
effectiveness is highly context dependent. These findings underscore the need for
region-specific policy approaches that go beyond general job creation and directly address
structural labor market weaknesses.
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1. INTRODUCTION

Investment incentives are a key tool in economic policy, aimed at attracting domestic
and foreign investment, fostering economic growth, and enhancing regional development.
In the Czech Republic, investment incentives play a crucial role in shaping the business
environment and stimulating innovation. Over the years, the government has implemented
various forms of incentives, including tax relief, subsidies, and grants, to support both local
and international investors.

Despite their widespread use, the effectiveness of investment incentives remains
a subject of debate. While some argue that they contribute significantly to economic
expansion, others question their long-term sustainability and fiscal impact. This study
examines the role of investment incentives in the Czech Republic, analyzing their influence
on foreign direct investment (FDI), job creation, and technological advancement. By
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assessing their strengths and limitations, this research seeks to provide recommendations
for optimizing incentive policies to ensure a balanced and sustainable economic strategy.

2. LITERATURE REVIEW

Investment incentives, as instruments of public policy, are primarily designed to
mitigate the concentration of investments in economically developed regions and to
promote growth in lagging or underdeveloped areas. Numerous scholars have explored this
topic, revealing both the strengths and shortcomings of such incentives.

Damborsky (2023) found that the structure of investment incentives in place was
insufficient to effectively support weaker regions. Belkhodja et al. (2017) emphasized that
the impact of incentives varies depending on the investor’s background and the
surrounding environment. Similarly, Schalk & Untiedt (2000) observed that while
incentives may generate short-term benefits, they do not significantly enhance long-term
productivity or regional competitiveness—an assessment echoed by Garibaldi et al. (2001).
The timing of incentive implementation is also crucial for determining effectiveness.

In Central and Eastern Europe, various determinants of investment have been widely
studied. These include production costs, market size, and trade openness, as well as broader
macroeconomic conditions (Bobeni¢-HintoSova et al., 2018). Another branch of literature
focuses on institutional factors like infrastructure, government spending, corruption, and
the rule of law (Chanegriha et al., 2017; Bilan et al., 2019).

In Slovakia, investment incentives are considered a foundational tool for attracting
foreign capital (Fabus, Csabay, 2018). In the Czech Republic, incentives are generally
deemed effective but only in certain regions (Cedidlova, 2013; Hlavacek, Janacek, 2019).
Johnson & Toledano (2022) point out that within the EU, some incentives qualify as “State
Aid”, which is defined by specific legal criteria and may risk distorting competition and
affecting trade between member states.

Musil & Hedija (2020) argue that investment incentives are procyclical, responding to
economic conditions. Hlavacek & Janacek (2019) examined their impact in the Czech
Republic, concluding that incentives influence firm location decisions, albeit with uneven
geographical outcomes. TéancoSova (2019) highlighted the persistent issue of
disproportionate investment in already strong regions.

Fabu§ & Csabay (2018) still regard incentives as a necessary means for job creation.
However, Bolcha & Zemplinerova (2012) pointed to their low efficiency, and Dinga (2011)
found that despite more incentives being allocated to high-unemployment districts, their
actual impact was marginal. Viturka (2007) noted the strongest benefit of investment
incentives lies in employment growth, especially when linked to job creation conditions.

Blaschke (2022) concluded that the influence of incentives on economic development
is positive, though not statistically significant. Johnson & Toledano (2022) emphasized the
difficulty in quantifying their economic effects. Yanikkaya & Karaboga (2017) even found
negative macroeconomic implications. Yet, the positive impact on employment has been
affirmed by Schalk & Untiedt (2000) which confirm incentives’ role in supporting
underdeveloped regions through foreign investment.

Schwarz et al. (2007) determined that the maturity of a region does not significantly
influence the distribution of incentives, indicating a lack of targeted support for less
developed areas. Moreover, the volume of incentives often does not match the number of
jobs promised. This suggests that incentives tend to support specific economic segments
rather than driving comprehensive regional development.
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Many studies argue that incentives have limited influence on location decisions,
particularly when investment environments are unattractive. The World Bank's investment
climate surveys show that investors rarely rank incentives among their top decision-making
factors (Jensen, 2018; Johnson, Toledano, 2022). Similar conclusions were drawn by
Antaloczy & Sass (2001), Bevan & Estrin (2000), and others. Morisset (2003), studying
investment promotion agencies, even found that incentives can sometimes have negative
consequences in transitional and developing countries.

3. METHODOLOGY

This study analyzes investment incentives at the territorial level, focusing on the
districts and regions of NUTS III in the Czech Republic. Prague was excluded from the
dataset due to its unique economic structure, which significantly differs from other regions.
The dataset comprises information on regions that received investment incentives between
2000 and 2022, including the number of supported projects and the number of newly
created jobs. These data were sourced from project databases maintained by the Ministry
of Industry and Trade of the Czech Republic, in collaboration with the Agency for Business
and Investment Support — CzechInvest. These variables represent the independent factors
in the analysis. For dependent variables, macroeconomic data at the regional level were
obtained from the Czech Statistical Office. The primary statistical method employed was
correlation analysis to examine the relationships between investment incentives and
unemployment trends. Correlation analysis is a statistical technique used to assess the
strength and direction of the relationship between variables. In this study, we performed
a correlation analysis to identify the degree of association between unemployment (U) and
Job created (J). To determine the strength and direction of the relationships, we used the
Pearson correlation coefficient, which ranges from -1 to 1. A coefficient close to 1 indicates
a strong positive relationship, while a value close to -1 suggests a strong negative
relationship. A value around 0 suggests no linear correlation.

The study aimed to answer the central research question: Does the development of
unemployment depend on the number of newly created jobs?

In order to investigate this question, the following hypotheses were tested:
HI: An increase in the number of newly created jobs leads to a decrease in the
unemployment rate.

The findings of this study contribute to understanding the impact of investment
incentives on regional labor markets, providing valuable insights for policymakers and
economic strategists.

4. RESULTS

The data presented in the table (Table 1) reveals regional variations in the number of
new jobs created and unemployment rates across different regions. Central Bohemia leads
with the highest number of new jobs created (7,904) and maintains a relatively low
unemployment rate of 4%. South Bohemia, while contributing fewer jobs (2,224), shares
the same unemployment rate of 4%. On the other hand, regions such as Usti and Moravia-
-Silesia experience both high unemployment rates (9.1%) and significant job creation
(6,502 and 9,524, respectively), indicating potential challenges in job absorption despite
the creation of employment opportunities. Karlovy Vary stands out with the highest
unemployment rate (7.5%) despite having only 819 new jobs created, suggesting
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difficulties in the region's labor market. Most regions have an unemployment rate below
5%, reflecting overall positive employment trends, with the exception of some regions like
Usti, Olomouc, and MoraviaSilesia, where higher unemployment levels persist. This
regional disparity in both job creation and unemployment rates indicates a need for targeted
interventions to address labor market challenges in certain areas.

Table 1. New Job Creation and Labor Market Dynamics

UNEMPLOYMENT
NEW JOBS CREATED RATE (%)
CENTRAL BOHEMIA 7904 4.0
SOUTH BOHEMIA 2224 4.0
PLZEN 6576 42
KARLOVY VARY 819 75
USTi 6502 9.1
LIBEREC 3482 55
HRADEC KRALOVE 7356 49
PARDUBICE 6133 5.1
VYSOCINA 4742 4.7
SOUTH MORAVIA 4576 5.8
OLOMOUC 4500 7.0
ZLIN 3283 5.7
MORAVIA-SILESIA 9524 9.1

Source: Own processing based on data from Czechlnvest and the Czech Statistical Office.

The graph (Figure 1) illustrates significant fluctuations and regional variation in job
creation across the Czech Republic from 2000 to 2022. There is a notable peak in job
creation in 2014, particularly in regions like Central Bohemia and Moravia-Silesia, while
other regions show comparatively lower levels. The overall trend indicates lower job
creation in the early 2000s, a rise and peak around 2014, and a decline in recent years,
possibly influenced by economic events such as the 2008 financial crisis and the
COVID-19 pandemic. This pattern highlights the uneven impact of factors influencing job
creation and suggests the need for policies that address regional disparities and promote
economic resilience.

The analysis reveals a complex and geographically varied relationship between
unemployment rates and the creation of new jobs across the regions (Table 2). Overall,
when considering all regions together, there is a moderately strong positive correlation
(0.6126). In the Karlovy Vary region (0.7286) shows a very strong positive link. Moderate
positive correlations also exist in Central Bohemia (0.2342) and Hradec Kralové (0.2046).
Conversely, many regions, including South Bohemia, Liberec, Pardubice, Vysoc€ina, South
Moravia, Olomouc, and Zlin, show virtually no linear relationship (coefficients near zero),
indicating that changes in unemployment and new job creation are largely independent
there. The Usti region (-0.1805) displays a weak negative correlation, aligning slightly
more with the conventional expectation that higher unemployment might correspond with
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fewer new job openings, though the link is tenuous. This highlights that the dynamic
between job losses/unemployment and job creation is not uniform and exhibits significant
regional specificities, with some areas possibly experiencing economic restructuring where
job losses and gains occur concurrently.
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Figure 1. Jobs created from 2000 to 2022

Source: Own processing based on data from Czechlnvest.
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Table 2. Correlation Analysis of Unemployment rate and Newly Created Jobs

REGION CORRELATION COEFFICIENTS
CENTRAL BOHEMIA 0.2342
SOUTH BOHEMIA -0.0144
PLZEN -0.1099
KARLOVY VARY 0.7286
USTi -0.1805
LIBEREC -0.0424
HRADEC KRALOVE 0.2046
PARDUBICE -0.0253
VYSOCINA -0.0396
SOUTH MORAVIA 0.0833
OLOMOUC 0.0649
ZLIN -0.0332
MORAVIA-SILESIA -0.0819
ALL REGIONS 0.6126

Source: Own processing.

5. DISCUSSION

The results of this study underscore the regional disparities in the relationship between
job creation and unemployment rates across the Czech Republic. While the general
expectation is that an increase in newly created jobs should lead to a decrease in
unemployment, the findings reveal a more nuanced and region-specific dynamic. Central
Bohemia, which has the highest number of newly created jobs, maintains a relatively low
unemployment rate, supporting the hypothesis that job creation contributes to employment
growth. However, the situation in Moravia-Silesia and Usti presents a more complex
picture. Despite high numbers of newly created jobs, these regions continue to experience
elevated unemployment rates, suggesting that job absorption in these areas may be
hindered by structural economic factors such as skill mismatches, industrial decline, or
demographic challenges. The Karlovy Vary region, in particular, stands out with
a significantly high unemployment rate despite a low number of newly created jobs,
indicating deeper labor market issues that require targeted policy interventions.

The correlation analysis further supports the notion that the relationship between job
creation and unemployment is not uniform across regions. At a broad level, regions with
more job creation tend to have higher unemployment, potentially reflecting economic
restructuring rather than a straightforward causal link. The strong positive correlation in
Karlovy Vary suggests that new jobs have not significantly reduced unemployment,
possibly due to local labor market inefficiencies or a higher prevalence of long-term
unemployment. Conversely, some regions such as South Bohemia, Liberec, and South
Moravia exhibit little to no correlation, implying that job creation and unemployment
trends operate independently in these areas. This could be due to factors such as labor
mobility, commuting patterns, or variations in local economic structures. The Usti region
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shows a weak negative correlation, aligning slightly with conventional economic theory,
suggesting that in this area, job creation may have a small but discernible effect on reducing
unemployment.

Overall, the findings suggest that while investment incentives play a role in job
creation, their effectiveness in reducing unemployment varies significantly by region. This
underscores the importance of region-specific policies that address local economic
structures, workforce skills, and industrial composition rather than a one-size-fits-all
approach. Future research should further explore causal relationships by incorporating
additional economic indicators, labor market mobility data, and qualitative insights from
policymakers and businesses.

6. CONCLUSSION

This study highlights the complex and regionally diverse relationship between job
creation and unemployment in the Czech Republic. While investment incentives have
contributed to employment growth in some regions, their impact on reducing
unemployment is inconsistent. Structural factors such as industrial composition, workforce
mobility, and skill mismatches play a crucial role in shaping these dynamics. The findings
indicate that policies aimed at reducing unemployment should not rely solely on job
creation initiatives but should also address underlying labor market challenges unique to
each region. In areas where job creation does not correspond to lower unemployment,
targeted strategies such as workforce training, education reforms, and infrastructure
improvements may be necessary to enhance labor market efficiency.

Our findings align with previous research (Damborsky, 2023; Yanikkaya, Karaboga,
2017), which also highlighted the limited efficiency of investment incentives in reducing
unemployment in targeted regions. The study by Damborsky (2023) particularly supports
the argument that the current system of investment incentives in the Czech Republic does
not sufficiently protect or uplift economically weaker regions.

Ultimately, a more tailored approach to investment incentives and employment policies
is needed to ensure balanced economic development across all regions. Future studies
should incorporate additional socioeconomic variables and longitudinal data to provide
a deeper understanding of the causal mechanisms behind these trends.
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