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Abstract  
 

 Pension policy and issues relating to the life of the elderly in an ageing 
Europe is one of the major areas that cannot be ignored. The severity of the 
pension issues is enhanced by the long-term demographic development and the 
associated question of financing the pension system. The paper is aimed at tax 
allowances, which are intended to support the old-age security in the form 
of voluntary and individual savings. In addition to their description, the ways 
of how these options are used by tax entities are clarified, too. The aim of the 
research is to assess the use of legislative tax tools leading to the increase in the 
effectiveness of the given measures. Methodically the research is based on the 
evaluation of secondary statistical data of the Czech Statistical Office and Fi-
nancial Administration of the Czech Republic. The data are statistically backed 
up by primary research, which was carried out in 2016. 
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Introduction  
 

 Retirement policy and securing a dignified life for the elderly in an ageing 
Europe is a significant challenge. The severity of the retirement issues is en-
hanced by the long-term adverse demographic development and the associated 
question of the financing of the retirement system (Tophoven and Tisch, 2016). 
The threat of instability of the retirement system is current also for the Czech 
Republic. Earlier retirement systems were based on the social solidarity of society. 
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Currently, these systems are inadequate and significantly burden state budgets. 
Attention is focused on other kinds of retirement security, e.g. voluntary and 
individual supplementary retirement schemes (Kantarcı, Smeets and van Soest, 
2013; Garcia, 2017). Many countries use tax incentives to support this saving 
for retirement within the construction of personal income tax. The aim is to      
influence the behavior of taxpayers in a desirable direction in the context of 
the objectives of the Government policy (MF ČR, 2016). Mostly they are applied 
in the form of deductible items from the tax base, i.e. tax allowances in Czech 
tax law or a direct reduction of tax liability i.e. tax credits. They can motivate 
both taxpayers (citizens) and the employers in the form of employee benefits 
(Dulebohn et al., 2009). 
 The tax incentives mean lower tax revenues of the state, it may constitute 
a hidden subsidy in the tax system and also carries higher administrative costs 
(Pechman, 2001). It is necessary to pay attention to tax reliefs and to perform 
their analysis, which is apparent from the request of the European Commission 
(EUR-Lex, 2011). However, Fookes (2009) perceives tax reliefs as a higher tar-
get rather than the fulfillment of the state budget. James and Nobes (1999) dis-
cuss the substitutability of tax reliefs for the direct expenditure. Altshuler and 
Dietz (2011) regard tax reliefs as only those which reduce the tax base. Jareš 
(2010) identified tax reliefs in the Czech Republic and draws attention to the 
equivalent expenditure programs of the state, in particular the supplementary 
retirement insurance, when in addition to tax reliefs, there is also a direct ex-
penditure support directed to the account of the supplementary retirement insur-
ance of the taxpayer. The Ministry of Finance of the Czech Republic published 
a Report on tax reliefs for the first time in 2014 (MF ČR, 2014).  
 Fiscal support for savings in old age in the context of tax incentives and their 
forms is an often-discussed topic. Criteria for identifying tax relief was first set 
out by Surrey (1973), and a number of authors follow up on his research. Ac-
cording to Burman (2013), tax reliefs differ in distributional effects. Support for 
savings on pensions in the form of tax relief generally increases the disposable 
income of taxpayers with higher incomes more than taxpayers with lower in-
come, so their net effect is regressive. If the aid was provided as a direct social 
expenditure, it would be better for lower income groups. Faricy and Ellis (2014) 
point to the interdependence between public support for social programs and tax 
relief programs. The current provisions of the Act are intended to support retire-
ment security. The magnitude of estimated tax deductions for pension savings 
suggests that these provisions can achieve this social goal. Focusing only on 
estimating the magnitude of tax deduction amounts, however, ignores the overall 
benefit of pension savings system (Xanthopoulos and Schmitt, 2016). Tax relief 
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estimates used by i.e. Polackova Brixi, Valenduc and Swift (2004) are not com-
parable to estimates of government revenues that do not take into account changes 
in taxpayer behavior that would occur. Tax reliefs also do not measure or address 
the issues of fairness Walker (2006).  
 The World Bank (1994) deals with the financing of retirement systems. Based 
on the research of demographic tendencies it came with a three-pillar system in 
1994 (retirement funding to diversify risks): 

• the first pillar – mandatory, the state retirement insurance scheme with con-
tinuous funding, 

• the second pillar – the fund system, based on the obligations of the retire-
ment insurance parties to contribute to selected retirement funds; it requires 
a commercial private fund management network, 

• the third pillar represents an individual activity and citizens’ initiative in 
the form of commercial insurance, investment or capital life insurance, various 
forms of savings, etc. 
 Savings for old age ensure economic security of retirees, when their own 
income decreases and cost increases, such as health care (Dulebohn et al., 2009). 
In the Czech Republic, the support for the retirement insurance is required and 
therefore there is a constant search for ways to make the support system more 
attractive, both in terms of products on the part of the companies concerned, and 
from the perspective of the participants and the interested parties. It is also an 
effort made by the state to open and offer products to the widest possible range 
of interested parties (MF ČR, 2016). 
 
 
Tax Relief and the Support of Individual Saving for Retirement  
in the Czech Republic 
 
 The retirement system of the Czech Republic is currently based on a two-      
-pillar principle of financing. The first pillar is the mandatory basic pension  
institution and is funded on a running basis (pay-as-you-go). It is made up of 
the retirement insurance, which involves the mandatory levies of employees, 
employers and self-employed persons. But this pillar goes into deficit (Fig. 1) 
and this fact is associated with the aging of the population. The second pillar 
was introduced in 2013, and ended in 2015. It was based on the fund savings; 
however, it did not fulfill its function. The main problem was a lack of interest 
on the part of citizens (MPSV ČR, 2016). Employers’ retirement schemes, which 
are quite common in EU member states, are not represented in the Czech Repub-
lic. The third pillar is a voluntary system of individual savings for old age in 
the retirement funds (Molek, 2014). It also includes products of commercial 
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insurance companies – in particular life insurance. Tax support is used to make 
the third pillar more attractive. The tax system of the Czech Republic provides 
retirement insurance support to citizens in the form of deductible items from 
the tax base, i.e. tax allowances in the Czech tax law and the state contributions 
for the individual retirement insurance. The state contribution is exempt from 
taxation. Its amount is based on the sum of money that a taxpayer pays to the 
retirement fund. 
 
F i g u r e  1  

Development of the Balance of the Pension Insurance System  

 
Source: MF ČR (2016); own calculation. 

 
 The state also encourages employers who contribute to their employees’   
retirement insurance and on the part of the employer, the contributions to em-
ployees are an expenditure, which reduces the income tax base. In this case, it 
is mandatory to participate in the fund until the specified period of time passes 
if employees want to enjoy tax reliefs and the state contributions. 
 The system of tax incentives to promote savings for old age has been stable 
for many years. In connection with the cancellation of the second pillar of the 
retirement insurance, the state has increased tax deductions since 2017 on the 
side of the citizens, as well as on the part of employers, who contribute to the 
retirement funds for their employees.  
 The employer can deduct from taxes contributions to funds intended for indi-
vidual saving for retirement of his/her employee up to USD 2,046.6 per year, 
and for the employee it is an exempt income. The limit is so newly increased by 
USD 818.6. Citizens themselves can reach the higher tax deductions. By 2016, 
they could deduct from the tax base a maximum of USD 491.2 per year. Income 
tax savings are so up to USD 73.7. From 2017 onwards, savings may be double 
due to the increase of the maximum limit. From the tax base for 2017 it will be 
possible to deduct the contribution to the retirement insurance max. in the 
amount of USD 982.4. However, only the annual contributions over USD 491.2 
reduce the tax base. 
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Objective and Methodology 
 
 The aim of the paper is to evaluate the effect of a non-standard tax relief in 
the form of non-taxable part of the tax base (tax allowance) for individuals, 
which is primarily established in support of saving for retirement (3rd pillar of 
the retirement system) in the Czech Republic. In addition to the description of 
tax allowances, the article clarifies whether tax allowances can be considered as 
one of the important elements of the retirement policy support by the state and 
also what factors influence it if from the side of taxpayers.  
 Methodically the research relies on the evaluation of secondary statistical 
data of the Czech Statistical Office and the Financial Administration of the 
Czech Republic available for the period 2005 – 2015, moreover the primary 
research was carried out in the framework of the project SGS No. 20/16 in the 
autumn of 2016 in the form of an interview survey on the topic „The impact of 
tax reliefs on the tax payers in the Czech Republic”. 
 In the Czech Republic employees do not have to submit a tax return and they 
can claim tax deductions directly with their employers. For this reason, the tax 
administration does not have the specific data and tax statistics have limited expla-
natory power. However, it can be assumed that the behavior of taxpayers who sub-
mit the tax return and the taxpayers, who do not submit the tax return, is the same.  
 Data of the Financial Administration in the observed period include an aver-
age of 1.94 mil. taxpayers a year who submit a tax return. A more detailed analy-
sis of the available data has revealed the composition of this file of taxpayers. 
On average, there are 1.28 mil. entrepreneurs conducting business on the basis 
of trade license with the obligation to submit the tax return, which accounts for 
66.1% of the total file. Non-entrepreneurs, who also submitted the tax return, are 
represented by the remaining 33.9% (FS ČR, 2017).  
 The economically active population was determined as a basic sample in the 
context of the primary research, due to the elimination of the respondents with 
incomes not allowing a deduction for the tax allowances. Using random sample 
survey 1,372 respondents were addressed and 1,050 (76.5%) of the relevant answers 
were obtained. The resulting composition of respondents was made up of mostly 
employees (87%), for which it can be presumed that they do not submit separate 
tax returns and with 13% of individuals doing business. The composition of the 
analyzed file is different in this case, as opposed to the file used for the data 
analysis of the FS ČR (2017), as the basic unit is primarily an employee here.  
 To demonstrate the relationships between the qualitative characteristics ob-
tained from the interview survey, the Pearson chi-square test was selected for 
nominal variables. Based on contingency tables of absolute and hypothetical 
frequencies, the test criterion is calculated, which is expressed by:  
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.(r – 1) is selected at significance level α = 0.05.  
 
 The intensity rate of dependency for nominal variables is determined by 
Cramér’s V contingency coefficient, which is given by: 
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where n is the number of observations, and h is smaller of the pair of numbers    
r – 1, s – 1, where r is the number of rows in a contingency table, and s is the 
number of columns in the contingency table. Cramér’s V coefficient increases 
the value <0; 1>, and the closer to one, the stronger the dependency is. 
 For ordinal variables the statistical dependency is tracked using the correla-
tion coefficient. Given that, it is possible to distinguish dependent and indepen-
dent variables, Somers’d asymmetric rate is used, which is given by: 
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where C is the number of concordant pairs, D is the number of discordant pairs 
and YT  is the number of pairs that contain the same value for the variable Y, 

yet with a different value X. What applies to Somers’d coefficient is that 
1;  1Yd ∈< − > . If the resulting value is close to 0, it indicates independence. The 

more value 1 it acquires (positive correlation) or –1 (negative correlation), the 
stronger the dependency between variables exists (Řezanková, 2011). In the case 
of clustering techniques hierarchical agglomerative clustering is used. Each 
object is first considered to be a separate cluster and then there are objects or 
clusters gradually associated on the basis of the calculated distance between 
them. In the final stage of clustering all objects form a single cluster. The dis-
tance between the clusters is determined by the Median clustering method. The 



894 

 

distance between the g-th cluster and by unifying the clusters h and h’ for a given 
algorithm, it can be written: 
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 The clustering procedure is illustrated using the dendrogram, which shows 
a gradual clustering of individual clusters and clusters that were created in the 
previous steps (Řezanková, Húsek and Snášel, 2007). All analyses are performed 
using the IBM SPSS Statistics software system. The Czech currency is recalcu-
lated by daily average exchange rates of CZK/USD, which was 24.43 (ČSÚ, 
2017a) for 2016.  
 
 
Results and Discussion  
 
 The rate of use of tax allowances for the retirement insurance (Table 1) is 
based on the FS ČR (2017) data. It is given by the average amount of the deduc-
tion of tax allowances per one tax return and the percentage use of tax allowances 
claimed for all submitted tax returns. 
 
T a b l e  1 

Tax Allowances Claimed for Retirement Insurance (2005 – 2015) 

  2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Supplementary 
retirement 
insurance 

Average deduction for the taxpayer (USD) 

370.7 369.7 372.8 380.7 375.4 375.0 373.6 346.4 379.5 375.8 347.2 

Use of the deduction for supplementary retirement insurance (%) 

  10.5   11.5   12.6   13.9   13.5   13.1   12.6   14.2   10.3     9.4     9.6 

Source: FS ČR (2017) Analyzes and statistics; own calculation. 

 
 From 2005 to 2008 the percentage use of tax allowances for the retirement 
insurance is increasing every year. In addition, the average amount of the deduc-
tion per one tax return is growing. In 2008, however, there is a significant reduc-
tion in the total amount of tax returns with the tax allowances claimed (Fig. 2), 
and the bar graph processing shows the total sum of tax returns during the refe-
rence period, in which tax allowances are claimed for the retirement insurance 
and an embedded line graph shows the average amount of the deduction for the 
retirement insurance per a single tax return. A high percentage of the utilization 
of tax allowances in 2008 is due to the reduction in the total number of the sub-
mitted tax returns. 24.8% of tax returns were submitted less than in 2007 due to 
the global economic crisis and at the same time the tax reform, which took place 
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in 2008 in the Czech Republic. Among other things, a progressive tax rate was 
abolished and a uniform tax rate of 15% was introduced. Concurrently there 
is a radical increase in tax credits, which relates to the taxpayer and dependents. 
As a result, the effect of the non-taxable parts of the tax base was reduced. The 
minimum tax base was also abolished (Janoušková and Kirschnerová, 2017). 
These changes led to a reduction in the overall tax burden on individuals, espe-
cially in case of higher income population. For these reasons, taxpayers did not 
need to claim deductions for the retirement insurance and thus optimize the 
amount of tax liability using the non-taxable parts of taxes and up to 2011 the 
percentage use of tax allowances decreases. 
 
F i g u r e  2  

The Number of Tax Returns Claiming the Deduction for the Supplementary  
Retirement Insurance and the Average Amount of this Deduction 

 
Source: FS ČR (2017) Analyzes and statistics; own calculation. 

 
 In 2012, the first phase of the retirement reform (the so-called small retire-
ment reform) was initiated in the Czech Republic. Particularly for the younger 
population it brought an increase in the retirement age, as well as the future re-
duction of the amounts of the disbursed amounts to old-age retirement benefits 
for people with average incomes (ČSSZ, 2017). In the response to these changes, 
there was an increase in new retirement insurance contracts, and thus a higher 
number of tax returns claiming the deduction for the retirement insurance. There 
is an increase in claiming the tax allowances by 1.6 percentage points compared 
to 2011. Although the retirement reform had effect on the increased interest in 
retirement insurance, deposits of taxpayers were low (Fig. 2). This was reflected 
in the significant reduction in the average amount of the deduction per one 
tax return in 2012. In 2013, the second phase of the retirement reform follows 
(the so-called big retirement reform), in which changes to the supplementary 
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retirement insurance occurred (the establishment of the 2nd pillar of the retire-
ment system), along with changes of the tax law. The number of tax returns 
claiming the tax allowance for the retirement insurance significantly decline. Tax 
allowances for the retirement insurance of up to the amount exceeding USD 
491.16 (originally USD 245.58) can be claimed from this year onward. For 
a good part of taxpayers, this change represents the impossibility of claiming the 
deduction for the retirement insurance in a tax return, as it represents own depo-
sits of more than USD 40.93 per month.  
 Although the percentage use as well as the total number of tax returns submit-
ted claiming tax allowances for the retirement insurance decline due to the re-
tirement reform, in contrast, in 2013, there is a significant increase in the average 
deductions per one tax return. It may be noted that part of the taxpayers is aware 
of the need to be secured by their own savings for old age. In the following 
years, according to data from tax returns, the interest in the retirement insurance 
declines in connection with the Government’s announcement of a change to the 
retirement reform to abolish the second pillar. In addition, the increased parame-
ters for the possibility of claiming tax allowances for the retirement insurance 
play an important role.  
 The median of gross wages according to the Czech Statistical Office in 2016 
(ČSÚ, 2017b) was in the amount of USD 1,025.8. That’s USD 791.4 in net wages. 
For 50% of the population it is costly to increase their own deposits for the 
retirement insurance and tax allowances for the retirement insurance lose the 
motivational aspect for them.  
 Yet, the goal of the state is to make the population partly responsible for their 
personal standard of living in old age. In terms of increasing support for moti-
vation, it increases the maximum amount of the tax deduction for the retirement 
insurance in the amount of USD 982.32 with effect from 2017. The question of 
whether this legislation can be of benefit and reach out to taxpayers is partially 
matched by the distribution of monthly contributions to the supplementary re-
tirement insurance, as determined by the primary research conducted.  
 The results of the interview survey revealed the ownership of supplementary 
retirement insurance contracts for 65.7% of the respondents. Figure 3 shows how 
much these respondents contribute to their retirement insurance per month. Most 
of the respondents (20.76%) merely contribute a sum of USD 12.3, which is also 
the minimum amount to obtain state contributions. Respondents, who save in 
the range of USD 12.31 – USD 40.89, obtain higher state contributions and re-
present 18.48%. It is necessary to save at least USD 40.9 per month for achiev  
ing the highest state contributions in the amount of USD 9.4 per month, which 
accounts for 8.95% of the respondents. The cumulative relative frequency of 
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respondents, who save at least the amount required for obtaining the state contri-
butions, yet without the possibility of a tax advantage, is 48.19% of the total 
number of respondents.  
 
F i g u r e  3  

The Amount of the Monthly Contributions to the Retirement Insurance 

 
Source: Own calculation. 

 
 4.95% of the respondents use higher monthly contributions in the range of 
USD 40.91 – USD 81.89, which allow claiming the deduction of the tax base. 
Savings of USD 81.9 enabling the maximum tax advantage by 2016, was reported 
by 3.24% of the respondents. Only 0.76% of the respondents then save higher 
amounts. For these respondents, starting with 2017, the change in tax legislation 
creates a new possibility of increasing tax deductions. 
 The cumulative relative frequency of respondents claiming the tax deduction 
of the tax base is 8.95%. The result of the interview survey corresponds to the 
facts obtained from tax returns, where the number of tax returns with the use of 
the deduction of the retirement insurance amounted to 9.6% of the total number 
of submitted tax returns in 2015. 
 From the results it can be concluded that this tax allowance does not have 
a strong incentive effect. An increase in the maximum amount of the deduction 
will be advantage for only 0.76% of taxpayers who have a premium income and 
have more financial room for increasing their monthly deposits for their retire-
ment insurance. For other taxpayers, the amounts of monthly savings are rather 
influenced by obtaining the state contribution.  
 The approach to taking over responsibility for one’s standard of living in old 
age and orientation to create one’s own savings can be affected by many factors. 
As the primary in the following analyses are regarded: the age of the taxpayer, 
the amount of the gross income and education.  
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 By cluster analysis similarities of a size of contributions to pension savings 
was sought. It was sought according to the age, education, and income of re-
spondents (Table 2).  
 
T a b l e  2  

The Procedure for Linking the Variable Categories – the Amount of Pension  
Savings Contributions 

Agglomeration schedule 

Stage 

Cluster combined 

Coefficients 

Stage cluster first appears 

Next stage Cluster 1 Cluster 2 Cluster 1 Cluster 2 

1 7 8 3.534 0 0 2 
2 6 7 3.669 0 1 3 
3 5 6 3.085 0 2 8 
4 1 9 4.426 0 0 5 
5 1 2 4.522 4 0 6 
6 1 3 4.163 5 0 7 
7 1 4 3.469 6 0 8 
8 1 5 3.447 7 3 0 

Source: Own calculation. 

 
 Three groups were created (Fig. 4), two of which are four-element and one-    
-element clusters. In the first cluster are contributions to pension savings of USD 
81.9; more than USD 81.9; USD 40.91 – USD 81.89 and USD 40.9. The second 
cluster represents the similarity of respondents with the contributions of USD 
4.1; USD 4.11 – USD 12.29; USD 12.3; USD 12.31 – USD 40.89 and includes 
also the respondents with no retirement insurance. The third one-element cluster 
involves respondents with contributions of USD 12.31 – USD 40.89 only. 
 
F i g u r e  4  

Dendrogram Linking Categories of the Variable to the Amount of Contributions  
to Pension Savings 

 
Source: Own calculation. 
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 Individual clusters contain the following characteristics of the respondents 
(Fig. 5). The first cluster is predominantly high school educated citizens with the 
income of USD 1,228.1 – USD 2,046.5 at the age of 53 – 60. The second cluster 
is characterized by apprenticeship and secondary education respondents with 
low incomes, predominantly in the 27 – 35 age group, and the third cluster is 
characterized by respondents with apprenticeship education, with incomes of 
USD 818.61 – USD 1,228, aged 36 – 43.  
 
F i g u r e  5  

The Properties of Individual Clusters 

 
Source: Own calculation. 

 
 From the tax point of view, the first cluster corresponds to the higher amounts 
of pension savings contributions for which a tax allowance may be applied and 
at the same time allows to obtain maximum support in the form of state contribu-
tions. Contributions to pension savings that are assigned to the second and third 
clusters cannot benefit from a tax allowance. However, the amounts of contribu-
tions in the third cluster can at least obtain a contribution from the state. From 
the resulting analysis it is possible to derive the assumption of dependence based 
on the amount of contributions for the retirement insurance in the stated variables. 
 The distribution of the monthly contributions to the retirement insurance of 
the respondents depending on their gross income is graphically illustrated in 
Figure 6. Respondents with a monthly gross income of up to USD 613.9 report 
deposits for the retirement insurance up to a maximum amount of USD 81.89, 
with 50.4% of the respondents saving up to the amount of USD 40.89 (they 
do not benefit from tax advantages) and most they save the monthly amount of 
USD 12.3 (23.2%). These respondents mentioned the most that they had not 
opened their retirement insurance (44%).  
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F i g u r e  6  

The Level of Contributions to the Retirement Insurance, According to the Level  
of Income of Respondents 

 
Source: Own calculation. 

 
 For respondents with a gross income of over USD 2,046.5 only 11.1% of 
respondents said that they had no retirement insurance. The amount of their 
monthly contributions is USD 40.9 and more for 44.4% of them. This income 
group also has the biggest possibility of claiming tax deductions for the supple-
mentary retirement insurance (33.3%). Due to ordinal variables, the Somers’d 
dependency rate was used to measure the predicted dependence. 
 
T a b l e  3  

Rates of Unilateral Dependence between the Level of Income and the Level of Savings  

Directional measures 

Ordinal  

by ordinal 

 
Value Asymp. 

std. error 
Approx. t Approx. sig. 

Somers’d 

Symmetric –.033 .026 –1.293 .196 
Income dependent –.032 .025 –1.293 .196 
O5_Amount of_savings_on_RI   
dependent 

 
–.034 

 
.026 

 
–1.293 

 
.196 

Note: Spearman correlation (value = –0.041; sig. = 0.189). 

Source: Own calculation. 

 
 Table 3 shows the value of Somers’d correlation coefficient of the dependent 
variable. The value is –0.03 and is statistically insignificant (sig. = 0.196). Based 
on these results we cannot accept the assumption about the statistical dependen-
cies of the level of savings on the amount of the gross wages of the respondents. 
 The distribution analysis of contributions to the retirement insurance by age 
of respondents (Fig. 7) showed the highest percentage of respondents with no 
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retirement insurance (55.1%) for the category of 18 – 26 years of age, which is 
due to the age of the respondents understandable. Until the age of 60 years, then 
the percentage of respondents with no retirement insurance decreases and at the 
same time with an increasing age, monthly amounts of deposits go up. In the age 
category of 53 – 60 years the highest percentage involves respondents saving 
a sum of USD 81.9, however that is the final amount of the contributions, as 
respondents do not disclose higher amounts. Respondents in the category over 60 
years contribute most with the amount over USD 81.9 to the retirement insurance 
(2.5%). Owing to the tax allowances, respondents over the age of 60 years (20%) 
and further respondents in the age category of 53 – 60 years can claim most deduc-
tions from the tax base according to the amount of their contributions to the retire-
ment insurance. Tax benefits are at least used by respondents aged 27 – 35 years.  
 
F i g u r e  7  

The Level of Contributions to the Retirement Insurance by Age of Respondents 

 
Source: Own calculation. 

 
 The main purpose of the retirement insurance should be the creation of finan-
cial reserves for the period when we are not active, and our standard of living 
lowers. As it is evident from the above graphic processing, this savings product 
is not attractive for the youngest generation. The reason may be its low liquidity 
and low appreciation of the long-term saved funds in the retirement funds.  
 Also in this situation, the Somers’d measure was used to measure expected 
dependencies due to ordinal variables which were tested. Based on the results 
stated in Table 4 is the correlation coefficient Somers’d of the dependent varia-
ble –0.007. Statistical significance of the coefficient is 0.779. Based on these 
results, it is not possible to accept the assumption of the statistical dependence 
of the amount of savings on the respondents’ age. 
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T a b l e  4  

Rates of Unilateral Dependence between the Age of Respondents and the Level  
of Savings 

Directional measures 

Ordinal  

by ordinal 

 
Value Asymp. 

std. error 
Approx. t Approx. sig. 

Somers’d 

Symmetric –.007 .025 –.281 .779 
Income dependent –.007 .026 –.281 .779 
O5_Amount of_savings_on_RI   
dependent 

 
–.007 

 
.025 

 
–.281 

 
.779 

Note: Spearman correlation (value = –0.016; sig. = 0.593). 

Source: Own calculation. 
 

 The last indicator monitored is the education of respondents (Fig. 8). From 
the interview survey, the smallest interest in the retirement insurance followed 
for respondents with a basic education. In this category 42.2% of respondents 
save, of which half contribute monthly in the amount of USD 12.3. In this cate-
gory the most represented contribution is the monthly contribution in the mini-
mum amount of USD 4.1. These respondents don’t use monthly contributions, 
which allow claiming the deduction of the tax base.  
 
F i g u r e  8  

The Level of Contributions to the Retirement Insurance, According to the Education  
of Respondents 

 
Source: Own calculation. 
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insurance in amounts allowing deductions from the tax base. Even in this case, 
the assumption of a statistical dependence of the amount of savings on the re-
spondent’s education cannot be accepted. The value of Somers’d correlation 
coefficient of the dependent variable (Tab. 5) is 0.02 and the statistical signifi-
cance of the coefficient is 0.436.  
 
T a b l e  5  

Rates of Unilateral Dependence between the Education of Respondents  
and the Level of Savings 

Directional measures 

Ordinal  

by ordinal 

 
Value Asymp. 

std. error 
Approx. t Approx. sig. 

Somers’d 

Symmetric –.020 .026 –.778 436 
Income dependent –.019 .024 –.778 .436 
O5_Amount of_savings_on_RI   
dependent 

 
–.022 

 
.028 

 
–.778 

 
.436 

Note: Spearman correlation (value = –0.026; sig. = 0.407). 

Source: Own calculation. 
 

 The tax legislation in terms of support of savings for old age, in addition to 
the deduction of one’s own contributions to the retirement insurance as the non-   
-taxable parts of the tax, also favors the contributions to the retirement insurance 
provided to employees by their employer. Under favorable tax regime employers 
can contribute their employees to the financial products designed for saving for 
retirement, up to an annual limit of USD 1,228 per year.  
 
F i g u r e  9  

Employers’ Contributions  

 
Source: Own calculation. 
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employer. 59.4% of respondents replied in the negative to the question, whether 
and to what extent the respondents were provided contributions to the retirement 
insurance or life insurance by their employer (Fig. 9). If an employer provides 
these contributions, then he/she contributes primarily up to the monthly amount 
of USD 102.3, which is the monthly limit for the use of the tax benefits.  
 Of these contributions, 20.9% of employers contribute just to the retirement 
insurance, overall, only 9.7% contribute to the retirement insurance and life in-
surance and 6.9% of employers contribute to life insurance. Contributions above 
the tax-benefit limit are provided only by a very small percentage of employers 
(3%). 
 Big companies provide contributions to the retirement or life insurance to the 
highest degree. As evidenced by Figure 10, 60.2% of the companies with more 
than 250 employees provide contributions for life and retirement insurance. Con-
tributes for the retirement insurance are 34.3%. 17.5% of these large companies 
contribute to both financial products, i.e. the retirement and life insurance, and 
only 5% of them to life insurance. These monthly contributions are up to a maxi-
mum amount, allowing tax benefits. 4.1% of companies with more than 250 
employees contribute over the limit.  
 Businesses with 10 to 19 employees contribute the least, according to the 
responses of the respondents either only to the retirement insurance (10%), or 
only to life insurance (7.5%), always up to the amount using tax allowances. 
 
F i g u r e  10  

Employers’ Contributions by Business Size 

 
Source: Own calculation. 
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 In terms of the optimal creation of financial savings taxpayers working for 
larger firms have an advantage. Big companies are more willing to provide em-
ployee benefits in the form of contributions to savings. The dependency between 
the provision of contributions to savings, and the size of the company were sta-
tistically proven by the test. Cramer’s V contingency coefficient, given in Table 6, 
is 0.31. A dependency is moderately strong. 
 
T a b l e  6  

Chi-square Test 

Symmetric measures Chi-square tests 

  Value Approx. sig.   Value df Asymp. sig. 
(2-sided) 

Nominal by 
nominal 

Phi  .310 .000 Pearson Chi-square 100.807 6 .000 
Cramer’s V  .310 .000 Likelihood ratio 103.203 6 .000 

  
  

Linear-by-linear 
association 

 
  65.699 

 
1 

 
.000 

N of valid cases 1 050 
 

N of valid cases     1 050 
  

Source: Own calculation. 

 
 
Conclusion 
 
 The mandatory basic retirement insurance (1st pillar) is based on the principle 
of continuous funding, social solidarity and the obligatory participation for all 
economically active persons in the Czech Republic. Demographic forecast con-
firms the trend of Czech population ageing. On one hand, it’s positive news, 
which confirms the economic and social advancement of the state, along with 
the high-quality health system, creating conditions for a good quality of life. On 
the other hand, there is a need for a solution to the financing of the retirement 
system. Efforts to implement the 2nd pillar definitively ended in failure at the turn 
of 2015 and 2016. Due to the cancellation of the 2nd pillar, an effort to increase 
the attractiveness of the 3rd pillar of retirement and life insurance products has 
stepped up since 2017. There is an increase in tax allowances and state contribu-
tions related to savings for old age. 
 In the Czech Republic the progressive rates of personal income tax were 
abandoned and a flat tax rate of 15% was introduced. This also reduced the 
effect of deductible items, used predominantly by middle class. Tax reliefs in the 
context of savings for old age in its present form are not particularly interesting 
for the younger generation and people with low or moderate incomes. For the 
younger generation, the attractiveness decreases for its low liquidity and low 
appreciation of the long-term saved funds in the retirement funds. Furthermore, 
for citizens with low or middle incomes tax reliefs in the form of a deduction 
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from the tax base are of no importance, as this group of the population does not 
pay any tax due to high tax credits for the taxpayer, spouse or children. 
 In the Czech Republic there is no long-term strategy in terms of the solution 
to the retirement system. Non-conceptual approaches (e.g. introducing the 2nd 
pillar) only bring considerable and unnecessary administrative costs on the part 
of the state (Parlament ČR, 2015). It is in the interest of the state to create favor-
able conditions for the formation of long-term financially sustainable and socially 
adequate retirement benefits and motivate participants in the retirement scheme 
entering into the system by providing the prerequisites for the appreciation of 
their savings. 
 As a result of research, citizens’ approaches to individual savings are differ-
ent and do not depend directly on age, income, or education. It also revealed low 
tax literacy in the area of tax reliefs, including their impact on the net income of 
the taxpayer. A more interesting motivation element is the provision of the state 
contributions for one’s own deposits. Most of them do not have the sufficient 
capital that would allow them to increase their contributions to the retirement 
insurance, in order to financially secure their old age and benefit from tax reliefs. 
If the state wishes to achieve the longevity and sustainability of the motivation 
of citizens to save for retirement along with the development and strengthening 
of the motivation in the required direction, it will have to choose other means, 
e.g. a larger form of public education, awareness and a more sophisticated policy 
of tax reliefs. The existing tax reliefs are a positive aspect in the tax law, however, 
as it emerged from the research, the possibility of deductions for old age as the 
non-taxable part of the tax is inadequate, and do not have a strong incentive effect 
and do not significantly affect taxpayers either. 
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