
The COVID-19 pandemic hit the 
world unexpectedly and caused 
what is expected to be one of 

the biggest global economic crises in 
history. One of the hardest hit branches 
is the automotive industry, a crucial 
sector for many national economies, 
including the Czech Republic, a small 
country of 10.6 million where more than 
1.4 million cars were produced in 2019.1 

With a history that spans more than 120 
years, auto production in this home 
of the well-known producer Skoda 
Auto accounts for more than 9% of 
Czech GDP, while the industry employs 
approximately 180,000 direct and more 
than 400,000 indirect employees. Each 
year, about 80% of the Czech Republic’s 
auto production is exported, mostly to 
Germany and other western European 

countries, which corresponds to 
21% of the nation’s total exports.2 

Aside from Skoda Auto, other car 
producers in the Czech Republic 
are Toyota, Peugeot, and Citroën, 
within the joint-venture TPCA, and 
Hyundai. But it is not only OEMs that 
are important for the Czech economy 
and international trade. Hundreds of 
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suppliers, mostly small and medium-
size enterprises, form an essential part 
of the automotive supply chain. To be 
more specific, more than half of the 
total turnover of the entire automotive 
industry in the Czech Republic comes 
from suppliers. Also, suppliers employ 
about 75% of all employees within 
the Czech automotive industry.3

Pre-Pandemic Struggles 
The suspension of most European car 
production (including the Czech-based 
Skoda, Hyundai, and TPCA and other 
German producers that are crucial to 
the Czech market) and the consequent 
closure of most suppliers' factories 
were unexpected and unprecedented 
steps, leaving the industry in chaos and 

fear. However, prior to the measures 
taken in response to COVID-19, the 
industry had already begun to struggle, 
exhibiting significant signs that the 
good days might, in fact, be over. 

At the end of 2019, the first news 
regarding stagnation or even 
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decreasing numbers came from 
Germany.4 The industry also 
needed to deal with old sins, such 
as Volkswagen’s Dieselgate fiasco, 
and face new challenges, especially 
with respect to environmental 

issues and e-mobility. One of the 
biggest challenges has been the 
new European emission standards 
that became effective in January 
2020 and required an enormous 
investment into the development 
and testing of new technology. 
Last but not least, the unsettled 

U.S. trade war and proposed tariffs 
on automobiles caused additional 
uncertainty within the whole industry. 

Besides these global issues, there 
were further specific local troubles of 
Czech manufactures and suppliers that 
became even more significant after 
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the COVID-19-related restrictions hit. 
Although the Czech Republic has been 
a member of the European Union since 
2004 and is a strong export country, it 
has yet to adopt the EU currency, the 
euro, relying instead on its own Czech 
crown (floating between 25 CZK to 
27 CZK for 1 EUR). Therefore, Czech 
producers must constantly deal with 
the risk of a volatile currency market.

Moreover, the Czech Republic has the 
lowest unemployment rate amongst all 
European Union members, reaching 
only 2%.5 This means that Czech 
production is heavily dependent 
on cross-border workers, mostly 
from Poland, Slovakia, Ukraine, and 
other eastern European countries.

Also, the Czech Republic used to be called 
the "assembly shop" of Europe, since most 
Czech-based manufacturing facilities are 
simple production plants, whereas any 
research and development mostly occur 
in foreign mother or sister companies. 
After all, the owner structure and the 
fact that foreign holdings often use the 
Czech Republic as a cheap place for their 
production also leads to significant capital 
outflow leaving the country without 
further major necessary investments.

All of these issues became even more 
problematic with the arrival of the 
pandemic. The value of the Czech 
crown dropped; its national borders 
were closed, preventing cross-border 
workers from entering the Czech 
Republic; and with the lack of sufficient 
capital, many suppliers are already 
facing the threat of insolvency. 

Management Miscues
However, even before COVID-19 
made its devastating entrance 
on the scene, there were other 
circumstances that caused tension and 
instability in the Czech automotive 
market. In conjunction with those 
listed earlier, these circumstances 
have mostly originated in (mis)
management and the lack of strategic 
and long-term planning.

Above all, many Czech suppliers 
produce only a limited range of 
products focused on a limited 
number of customers. Suppliers 
with only one big customer, most 
often one of the VW brands, are 
no exception. Given the growing 
economy during the past decade, 
this has not been much of a problem 
so far. However, the lack of customer 

and product diversity turns highly 
problematic during times of crisis. 

Furthermore, in many Czech 
companies and facilities, telltale signs 
of mismanagement or insufficient 
control mechanisms in place have 
led to three distinct solutions. 
First of all, there are still plenty of 
traditional long-term facilities that 
often originated as traditional state 
facilities which came into private 
hands after the Velvet Revolution 
in 1989. These are typically limited 
liability companies with a limited 
number of shareholders, often only 
a sole shareholder who is also the 
executive manager of the company.

However, with the growing economy 
and increasing exports, over time 
these companies often developed 
into bigger entities with hundreds of 
employees and significant turnover. 
Despite this growth, the original 
owners and managers continue to 
lead their business as if it were still 
the small family firm it once was. 
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At the other end of the spectrum, 
two types of problems can occur in 
companies with foreign shareholders, 
which is, as stated earlier, often the case 
in the Czech Republic. On one hand, 
some foreign shareholders tend to have 
no faith at all in local management. This 
is especially true of German companies. 
Instead, German mother companies 
often appoint German managers as 
CEOs of Czech companies even though 
those managers are not physically 
present in the Czech Republic. This slows 
communication within the company 
significantly and also complicates 
day-to-day decision making. This 
arrangement of power sometimes sparks 
a certain amount of resentment among 
Czech employees of the company.

On the other hand, there is another 
extreme form of management in which 
a foreign investor shuns almost all 
control of its Czech affiliate, preferring 
instead to leave the Czech management 
with a free hand. As long as the business 
runs well, this might be satisfactory 
for both parties. However, difficult 
economic times may bring to the 

surface management issues that can 
quickly shatter the mutual trust that 
both sides had previously enjoyed. 

COVID-19:  
Villain or Change Agent?  
It is indisputable that the impact of the 
COVID-19 pandemic on the automotive 
industry will be massive and recovery 
will take a long time. However, keeping 
in mind the issues and struggles that 
already troubled it, the industry would 
have required a certain amount of 
recovery and restructuring measures 
even without the additional problems 
created by the coronavirus. The rising 
number of insolvency and restructuring 
proceedings of suppliers opened in 
Germany in 2019 was the first hint 
that the industry was slowly leaving 
the prosperous times and discovering 
that certain changes were necessary. 

In this respect, the COVID-19 pandemic 
might actually provide a good chance 
for the industry to rethink its previous 
business strategy and structures, 
however impudent that sounds. 
National governments have already 
started to implement various support 
and rescue measures. For instance, 

in many countries (Germany and the 
Czech Republic included), the obligation 
to file an insolvency petition without 
undue delay has been suspended.

Also, the industry has already 
begun to call for a postponement 
of the deadlines regarding the 
European emissions standards set 
for 2020 and 2021. In an open letter 
to the president of the European 
Commission, Ursula von der Leyen, 
the presidents of the main European 
automotive manufacturers' and 
suppliers' associations (ACEA, CLEPA, 
ETRMA, and CECRA), stated that 
"some adjustment would need to be 
made to the timing of these laws."6

However, it would be a huge mistake 
to rely solely on state or European 
support and expect massive support 
from local government or international 
governmental organizations. In the 
end, it will be the manufacturers and 
suppliers that will have to deal with 
the consequences of this worldwide 
crisis on their own. Therefore, now 
is the time for them to examine 
the flaws of their businesses and 
determine how to correct them.
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Business owners and managers should 
focus on more product and customer 
diversity and broaden the range of 
their own suppliers so that the outage 
of suppliers in one country does not 
endanger their own production. The 
implementation of preventive measures 
and control mechanisms regarding their 
own as well as their business partners' 
insolvency is more important than ever. 
Also, extensive investment into research 
and development will be necessary. 

As the state or the EU cannot 
compensate for lost profits and turnover 
forever, certain legislative measures 
and governmental actions would be 
more than welcome. The national 
government must help entrepreneurs 
receive enough distress financing, 
either by providing state securities for 
commercial credits or simplifying the 
investment rules. Finally, the insolvency 
and restructuring laws should be 
reviewed and amended accordingly 
so that entrepreneurs may use the 
given restructuring tools to save their 
businesses as much as possible.

In this respect, the EU has already 
enacted the Restructuring Directive,7 
which is similar to Chapter 11 of the 
U.S. Bankruptcy Code. However, many 
member states, including the Czech 
Republic, have not yet implemented 
this directive. So instead of focusing on 
one-time-only solutions and individual 
measures taken in connection with 
the COVID-19 pandemic, it is also 
time to take action and implement 
some general and long-lasting rules 
to support and rescue all businesses, 
not only the automotive industry. J

 1 Statistics of the Czech Association of the 
Automotive Industry (AutoSAP), available here: 
autosap.cz/wp-content/uploads/2020/01/
vyroba-a-odbyt_1-12_2019_final.pdf

 2 Czech Invest, czechinvest.org/en/
Key-sectors/Automotive, and Czech 
Association of the Automotive Industry. 

 3 Based on data from 2018, available 
on the website of the Czech Ministry 
of Industry and Trade: mpo.cz/cz/
panorama-interaktivni-tabulka.html

 4 See detailed statistics published by the 
German Association of Automobile Industry 
(Verband der Automobilindustrie): vda.de/de

 5 Data of the European Commission for February 
2020: ec.europa.eu/eurostat/statistics-
explained/index.php/Unemployment_statistics

 6 The open letter available on: acea.be/
uploads/news_documents/COVID19_
auto_sector_letter_Von_der_Leyen.pdf

 7 The Directive (EU) 2019/1023. 


