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INTRODUCTION
Macroeconomic development can be analyzed from different perspectives. The most often used in-
dicator is gross domestic product and further analysis of its expenditure items. Much less attention  
is paid to gross national income or real gross domestic income. Almost none is paid to aggregate demand  
and supply, their development in time or their mutual relations.
The aim of this paper is to analyze the way of formation of aggregate demand and aggregate supply with 
respect to their structure in the economy of the Czech Republic since 1990 till 2011.2 Thus, the aspect  
of domestic and foreign demand/supply, their decomposition into individual items and their develop-
ment in time – all with respect to factors standing behind, were subject to discussion.

1 METHODOLOGY  
On the site of GDP use – the purposes of use of GDP generated in a certain time period are analyzed. Specifically, 
European system of accounts ESA 1995 (CZSO, 2000) distinguishes final consumption expenditure, gross capital 
formation and the difference between export and import. According to Hronová et al. (2009), we are able to de-
scribe the GDP use in the form of:

1	�	 Czech Statistical Office, Na padesátém 81, Prague, Czech Republic; University of Economics, W. Churchill Sq. 4, Prague, 
Czech Republic. E-mail: kucera-lukas@email.cz, phone: (+420)274052254.

2	�	 Data for 2012 were not available at the time of completion of this paper (export and import; annual national accounts).
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GDP = FCE + GCF + EX – IM,                 						�       (1)

where:
FCE		  final consumption expenditure,
GCF		  gross capital formation,
EX		  export,
IM		  import.

Final consumption expenditure can be decomposed into final consumption expenditure of households, 
government and non-profit institutions serving to households (NPISH). Gross capital formation can  
be decomposed into gross fixed capital formation (investment), change in inventories and net acquisition 
of valuables. So, equation (1) can be rewritten in the form of:

GDP = FCEH + FCEG + FCENPISH + GFCF + CHII + NAoV + EX – IM,        		�   (2)

where:
FCEH		  final consumption expenditure of households,
FCEG		  final consumption expenditure of government,
FCENPISH	 final consumption expenditure of NPISH,
GFCF		 gross fixed capital formation,
CHII		  change in inventories,
NAoV		 net acquisition of valuables.

Domestic demand is formed according to Spěváček (2006) by the sum of final consumption expen-
diture and gross capital formation. Mandel and Tomšík (2006) call this sum an absorption. Therefore, 
domestic demand equals to:

D = FCEH + FCEG + FCENPISH + GFCF + CHII + NAoV.               			�    (3)

CZSO (2006) defines so-called domestic realized demand – it is domestic demand without  change 
in inventories and net acquisition of valuables:

D = FCEH + FCEG + FCENPISH + GFCF.              			�    (4)

Counterpart of domestic demand is domestic supply. Spěváček (2006) defines this supply as GDP. 
CZSO (2006) adjusts GDP by change in inventories and calls it domestic effective supply. When net acqui-
sition of valuables is not included in domestic realized demand, we have to incorporate it into domestic 
effective supply. Therefore, domestic effective supply can be expressed as follows:

S = GDP – CHII – NAoV.              			�    (5)

We identify domestic demand in this paper according to equation (4), domestic realized demand. 
Domestic supply is identified according to equation (5), domestic effective supply. We consider, there-
fore, that the negative change in inventories increases volume of offered value with respect to GDP  
and, therefore, it increases domestic  supply. On the contrary, when change in inventories is positive, 
there is a decline of offered value with respect to GDP – created value is partly allocated into inventories.
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So, foreign demand equals to export of goods and services, foreign supply to import of goods  
and services. “The difference between domestic demand and domestic supply equals to the balance of foreign 
demand and foreign supply with the opposite sign“ (CZSO, 2006, pp. 15). If domestic demand is higher than 
domestic supply, foreign demand will be lower than foreign supply. And vice versa. If we sum domestic 
and foreign demand, we will get so called aggregate demand; if we sum domestic and foreign supply,  
we will get so called aggregate supply (CZSO, 2006).

Individual segments of aggregate demand and supply are analyzed between 1990 and 2011. We have 
two options of analysis – to use data at current prices or data at constant prices. Due to the intertempo-
ral comparability we use constant prices (prices of year 2005).3 However, we have to solve the problem  
of non-aditivity of equation (2) – this non-aditivity appears when chaining aggregates at current prices into 
aggregates at constant prices. Because every aggregate is chained by its relevant index (deflator), the equality 
at constant prices is not ensured according to equation (2) (see for example Fischer, 2005a or Široký, 2004).

For example Sixta et al. (2011) use data at constant prices to calculate an investment ratio – yet, ac-
cording to them “the information capability should not be negatively affected“ (Sixta et al., 2011, pp. 603). 
For this paper, there has been made a slight approximation of values at constant prices which eliminates 
the non-aditivity problem (similarly to Kučera, 2012).

At first, volume of change in inventories in every year is calculated using GCF, GFCF and NAoV. 
One can expect that using this approach, residuum originating from chaining of GCF, GFCF and NAoV 
is contained in CHII. Nevertheless, CHII value obtained in this way is more accurate, than in the case 
when it would be calculated as it is made at current prices – it partly balances GDP acquired by produc-
tion approach and expenditure approach (Fischer, 2005b) – in this case, full residuum originating from 
chaining aggregates presented in equation (2) would be contained in CHII.

To establish aditivity in terms of equation (2), residuum between left side of the equation and right 
side of the equation in every particular year is calculated. Finally, this residuum is distributed into indi-
vidual aggregates according to their weights. Obtained values using this approach are aditive according 
to equation (2) whereas mutual volume position of adjusted aggregates is not distorted.

2 RESULTS  
Data of national accounts are used (CZSO, 2013b). Original volumes of GDP expenditure items  
and their balanced volumes are attached in the Annex (Table 1 and 2). Acquired data of aggregate demand  
and supply including domestic demand/supply and foreign demand/supply are attached in the Annex (Table 3). 
In follow-up analysis, exclusively balanced volumes are discussed, if not stated otherwise.

The trend of aggregate demand and supply was growing in 1990–2011. Average annual growth rate 
reached 3.8%. Volume of aggregate demand and supply increased from CZK 2,919 bil. in 1990 to CZK 
6,341 bil. in 2011. Specific formation of aggregate demand (hereinafter only “AD“) and aggregate supply 
(hereinafter only “AS“) was influenced by domestic and foreign demand/supply development.

2.1 Long-term development
2.1.1 Aggregate demand 
Domestic demand represented 79.3% of AD in 1990. The most significant part of AD was made up  
of the final consumption expenditure of households (42.2%); almost the same part was formed by final 

3	�	 Singer (2013) proposes an alternative method, which is appropriate for an analysis of long-term performance of transfor-
mation and post-transformation economies. He suggests to switch an aggregate at current prices in domestic currency 
into an aggregate in currency of base economy (he suggests EUR) and than to adjust data for growth of prices in this area 
(thus, growth of prices in euro area). Singer (2013) uses this method to adjust GDP, calls it as “comparable real GDP“ 
(Singer, 2013, pp. 9) and states, that performance of transformation or post-transformation economies is much higher 
using this “comparable real GDP“ growth than in the case when one uses GDP growth at constant prices.
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consumption expenditure of government (18.6%) and gross fixed capital formation (18.1%).4 Remain-
ing part of AD was formed by foreign demand (20.7%). It is obvious, that AD has been very vulnerable  
to changes of domestic demand in the beginning of the 90´s.

Domestic demand equaled to CZK 2,315 bil. in 1990 and CZK 3,333 bil. in 2011. This increase equaled 
to 44%. Foreign demand grew up from CZK 604 bil. in 1990 to CZK 3,008 bil. in 2011. This growth 
equaled to 397.9%. So, gradual increase in AD in the Czech Republic was determined by enormous 
growth of foreign demand due to the involvement of Czech producers-exporters on the foreign market.

In 2011, significant 47.4% of AD was formed by foreign demand while share of domestic demand 
fell to 52.6% only. Vulnerability of AD to changes of domestic demand rapidly decreased. On the other 
hand, the vulnerability of AD to external factors increased significantly. An example may be the financial 
recession in 2009, which broadly (and negativelly) affected AD through foreign demand.

As we decompose domestic demand further, we find out, that share of final consumption expendi-
ture of households and government dropped the most – to 27.1% and 10.8%. Share of gross fixed capital 
formation decreased as well, but only to 14.3%.

In 1990, final consumption expenditure of government formed greater part of AD than gross fixed 
capital formation. In 2011, however, it was vice versa. The break happened already in 1995, the change 
was affected by gradual transformation of Czech economy – due to the privatisation influencing growth 
of the investment activity.

With respect to the fact, that in this paper there are used balanced data at constant prices (due  
to the intertemporal comparability), the view of the AD structure development can be distorted. Thus, 
it is appropriate to mention, what was the AD structure development at current prices.

In 1990, AD was formed by 68.3% of domestic demand and by 31.7% of foreign demand. Therefore  
it is obvious, that foreign demand at current prices played more significant role in determining AD.  
In 2011, domestic demand formed 56.4% of AD, foreign demand formed the rest. In this year,  

4	�	 Final consumption expenditure of non-profit institutions serving to households formed since 1990 till 2011 only 0.4%  
of AD on average. So, this item is not considered in follow-up text.

Figure 1  Aggregate demand and its components (constant prices, balanced, in bil. CZK)

Source: CZSO (2013b), own calculations

0 

1 000 

2 000 

3 000 

4 000 

5 000 

6 000 

7 000 

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

 

 

 

Aggregate demand
Domestic demand

Foreign demand



2014

9

94 (1)STATISTIKA

on the contrary, balanced data at constant prices overestimate effect of foreign demand in forming AD. 
It is important, however, that in both approaches – balanced constant prices/current prices – there was 
apparent long-term increase of foreign demand significance at the expence of domestic demand.

2.1.2 Aggregate supply
Domestic supply made 80.8% of AS in 1990 – 80.7% consisted of GDP produced, 0.1% of inventories 
decline.5 Foreign supply formed 19.2% of AS. A short-term blip occured in 1991 – share of domestic 
supply increased to 84.7%, share of foreign supply dropped to 15.3%. However, the long-term develop-
ment was the opposite.

Domestic supply was in 2011 only 53.7% higher compared to 1990, while foreign supply had grown 
in this time period by 383.8%. In 2011, domestic supply formed 57.1% of AS, foreign supply formed 
42.9% of AS.

Due to this, we can say, that gradual growth of AS in the Czech Republic was driven primarily  
by foreign supply. The increase of foreign supply share was caused by higher demand for foreign prod-
ucts consumption and investment as well as by usage of imported products as inputs for production 
process of domestic producers-exporters. Regarding to AD, AS was getting more and more vulnerable 
to foreign changes as well.

Even in case of AS structure development, it is necessary to evaluate the structure development  
at balanced constant prices to the structure development at current prices.

AS at current prices in 1990 was formed by 70% of domestic supply and by 30% of foreign supply. 
Even in this case applies, that foreign supply at current prices played more significant role in forming AS  
in this year. Till 2011, the significance of domestic supply had fell to 58.9%, the significance of foreign 
supply had increased to 41.1%. Thus, data at balanced constant prices slightly overestimate the effect  
of foreign supply in 2011.

The fact, that there was apparent long-term increase of foreign demand share on AD and long-term 
increase of foreign supply share on AS as well, was not accidental. Gradual increase of foreign demand 
was connected to foreign direct investment flow in the Czech economy which led to production of goods 

Figure 2  Structure of aggregate demand (constant prices, balanced, in %)

Source: CZSO (2013b), own calculations
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5	�	 Net acquisition of valuables formed since 1990 till 2011 approximately –0.1% of AS on average. So, this item is not con-
sidered in follow-up text.
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with higher value added – these goods were highly demanded from abroad. However, producers-exporters 
needed (and still need) inputs for production, which cannot have been fully satisfied by Czech economy 
– therefore, a growth of foreign supply and an increase of foreign supply share on AS were monitored.  
It can be summarized, that one of the main reason of long-term increase of foreign demand share on AD 
and foreign supply share on AS was strong orientation of Czech economy on product transformation.

2.2 Structural changes in the economy from the perpective of aggregate demand and supply
2.2.1 Shock of the transition to a market economy
Significant drop of AD in 1991 was mostly affected by reduction of domestic demand. AD decreased  
by 14.5%. Domestic demand contributed by –12.2 percentage points, foreign demand by remaining  
–2.3 percentage points.

Figure 3  Aggregate supply and its components (constant prices, balanced, in bil. CZK)

Source: CZSO (2013b), own calculations
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Figure 4  Structure of aggregate supply (constant prices, balanced, in %)

Source: CZSO (2013b), own calculations
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All parts of domestic demand contributed to decline of AD. The most significant items were final 
consumption expenditure of households (–7.1 percentage points) and gross fixed capital formation  
(–4.3 percentage points). Causes of this negative development may be found in devaluation of CZK  
in 1990 as well as in liberalization of prices6 due to the transition to a market economy. This brought 
about very high annual inflation in the amount of 56.6% in 1991 (CZSO, 2013a).

The inflation caused devaluation of savings of households but also increase in the cost of living. There-
fore, households were forced to reduce their consumption. Enormous growth of prices had an impact  
on the investment activity as well. The activity was tampered by devaluation of national savings – there-
fore by lack of domestic resources for investment. But there may be found another reason – substantial 
growth of prices made impossible to plan future costs, sales, own prices as well as price relations between 
individual products by producers – these difficulties reduced their investment too.

AS equals to AD – due to the balance equilibrium which is valid always. So, AS faced the same  
decline as AD.

The drop of AS was caused mainly by reduction of domestic supply. This contributed to decrease  
of AS by –8.3 percentage points. Very deep fall affected GDP – it decreased by CZK 264 bil. (–11.2%) 
and contributed to reduction of AS by –9 percentage points. Only a slight compensation was a decline 
of CHII – it contributed by 0.7 percentage points.

Source of domestic supply drop can be found in considerable reduction of domestic demand, which 
decreased by CZK 355 bil. Domestic producers lowered their production due to weaker domestic de-
mand for their products. Nevertheless, domestic supply decrease was less pronounced – it was reduced 
by CZK 243 bil. only. Thus, Czech economy increased surplus of domestic supply over domestic demand 
and allocated it on the foreign market – even despite the negative development of foreign trade in the Czech 
Republic in this year.

The role of foreign factor in forming AD/AS in 1991 was stronger with respect to AS. Foreign supply 
decreased by 31.9%, foreign demand by 11.1%. Despite the fact that both foreign demand/supply dropped, 
decline of foreign demand was shallower. This was highly influenced by mentioned devaluation of CZK 
in 1990 which increased the price competitiveness of domestic exporters in the foreign market. Never-
theless, competitiveness of domestic producers was still considered as weak – firms still used old ma-
chinery and production technology which limited them in producing products with higher added value. 

2.2.2 Gradual transformation of the economy (till 1996)
AD was growing till 1996 very fast – by 6% annualy on average. The highest growth-rate was achieved 
in 1995 (growth in the amount of 10.4%, the highest growth over the whole time period 1990–2011). 
Major role in rapid growth of AD till 1996 may be accounted for domestic demand (it contributed  
by 3.8 percentage points on average).

Households´ resources were growing so households may have increased their consumption. Growth 
of final consumption expenditure of households was driven by not saturated consumption due to un-
availability of many products in previous period of centrally planned economy (see for example Dubská, 
2013). Increase in domestic demand was attributed to a significant growth of investment activity as well, 
which was probably supported by the privatisation – private entrepreneurs were interested in renewal 
of old machinery and other production equipment – the highest growth of investment was observed 
in 1995 (by almost one quarter). Finally, foreign demand contributed to AD growth by 2.3 percentage 
points on average.

Growth of AS till 1996 was caused mainly by the increase in foreign supply – contribution of for-
eign supply was higher than contribution of domestic supply in every particular year. The highest con-

6	�	 Liberalization did not affect administered prices, electricity, rent, medical service etc. (Singer, 2007).
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tribution of foreign supply was observed in 1995 (+5.5 percentage points) – moreover, the amount  
of this contribution was, except year 2010 (due to low comparative base in 2009), the highest contribution  
of this part of AS over the whole time period 1990–2011. It seems, that domestic producers were not able 
to satisfy consumption and investment requirements forming domestic demand yet (due to persistent 
underdeveloped production technology and low ability to produce products with high added value)  
– so, domestic requirements had to be satisfied mainly by foreign supply.

2.2.3 Monetary policy disturbances
Years 1997 and 1998 brought about significant changes in the economy. External imbalance (in terms  
of current account) was deepening and exchange rate of CZK was no longer sustainable. Czech National 
Bank was forced to abandon fixed rate regime and started to use managed floating. The inflation target-
ing was chosen as the transmission mechanism of monetary policy, which subsequently led to reduction 
of inflation rate.

However, realized changes adversely affected investment activity (gross fixed capital formation de-
creased in the amount of 6.5% in 1997) – entrepreneurs were probably not capable to assess future eco-
nomic development and due to uncertainty they cut down their investment. Drop in investment activ-
ity reduced domestic demand by 0.4%. However, foreign demand continued in positive development  
and inflicted AD growth even in this year by +2.2%.

The fall in domestic demand in 1998 deepened and reached 1.4%. Decline in investment activity 
continued. However, in 1998, even consumption of households weakened – this fall was influenced  
by significant growth of rate of unemployment from 4.8% in 1997 to 6.5% in 1998 (CZSO, 2013c; meth-
odology of Labour Force Survey) resulting in lower households´s revenue.7 It is worth mentioning, that 
the decline of final consumption expenditure of households appeared only twice since 1991 till 2011  
(in already mentioned 1991 – by dramatic 16.8%, and in 1998 by 1.2%).

Final consumption expenditure of government lowered in 1998 by 2.8%. It seems, that cut in planned 
government expenditure in 1997 (Páral, 2001) took effect a year later.

So, in 1998 all major items of domestic demand contributed to its decline. However, even in this year 
foreign demand growth was capable to compensate decline of domesic demand – AD increased the same 
rate as in 1997.

Alhough neither domestic/foreign supply in those years declined, growth-rates of both were much lower 
with respect to previous years – due to reduced domestic demand. GDP fell in both years, only decline 
of CHII slightly increased domestic supply. It seems, that large part of stored products were sold abroad.

If AS growth till 1996 was driven mainly by foreign supply growth, this fact was even deepened  
in 1997 and 1998 – foreign supply affected growth of AS by 86% and 94%.

2.2.4 Growth of foreign trade importance (till 2008)
Since 1999 (including), growth of AD was mainly a result of growth in foreign demand. Contributions 
of foreign demand outweighted contributions of domestic demand in every particular year except 
2002 and 2003. In strong years 2004–2006 (after joining the European Union), contributions of foreign  
demand were several times higher.

Although it should be noted, that even domestic demand contributed to growth positively – house-
holds increased their final consumption expenditure annualy due to still not saturated consumption. 
Gradual flow of foreign direct investment in the Czech Republic initiated another investment growth. 
Even households contributed significantly to growth of investment in years 2005–2007 – they highly 
purchased own housing.

7	�	 In real terms – nominal values were deflated by CPI.
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Growth of AS was still initiated primarily by increasing foreign supply. Only exceptions were years 
2002, 2005 and 2008.

According to data of Czech National Bank (2013), there was a very high flow of foreign direct invest-
ment in the Czech Republic in years 1998 till 2002. This may have been partly accounted for the introduc-
tion of incentives in 1998. As Říman (2008) states, however, the effect of incentives was not that strong 
as one may expect – he argues, that foreign direct investment flow was mostly affected by political sta-
bility, good infrastructure, cheap and well-educated labor force and other; not by incentives themselves.

While Tomšík (2008) states that this inflow of foreign direct investment did not bring only pos-
itives – which we agree – it helped the Czech Republic in turning into a more open economy – due 
to these investment, Czech producers were able to produce products with higher added value which 
could be sold abroad. This has been increasing foreign demand. However, Czech producers were forced 
to produce these products using foreign inputs - this resulted in foreign supply growth.8 As a whole,  
in the Czech Republic, the relationship between foreign demand/supply, which is a typical atribute for 
small open economies, had been depening.

2.2.5 Impact of  financial crisis
AD faced second significant drop in 2009 (after decline in 1991). It fell by 6% compared to 2008. Despite 
the decline of AD in 1991, drop in 2009 was affected mostly by reduction of foreign demand (it con-
tributed by –4.7 percentage points). Negative development of foreign demand was primarily influenced 
by lower performance of main foreign partners of the Czech Republic9 due to financial crisis impacts. 
These countries among others reduced imports which negatively affected foreign demand for goods  
and services in the CR.

Domestic demand contributed to decline of AD by –1.3 percentage points. The reason may be found 
in decreasing investment activity. Domestic producers were afraid of future development of foreign 
demand (whether it will recover or not), households cut down expenditure for purchasing a housing 
(mainly due to a strong demand in previous years). Limited investment activity contributed to decline 
of AD by –1.8 percentage points. While final consumption expenditure of government tampered drop 
of AD by 0.5 percentage point (government acted countercyclically), final consumption expenditure  
of households nearly stagnated.

Drop of AS was primarily affected by foreign supply which contributed by –5 percentage points.  
As one can note, almost the same contribution was found out regarding the effect of foreign demand 
on AD (–4.7 percentage points). This was done by significant connection of foreign demand and sup-
ply, when domestic producers-exporters used imported products as inputs for another production. 
This phenomenon, however, could not be observed in the case of AD/AS drop in 1991 – at that time  
the Czech Republic formed a part of the international market only for a short time period with signif-
icant restrictions – full convertibility of CZK did not exist, economy almost did not possess of foreign 
direct investment from abroad which may have participated in higher production of products with high 
added value demanded from abroad (increasing demand for foreign inputs). Thus, connection between 
export and import in 1991 was not created yet.

Remaining share of AS decline in 2009 fell to domestic supply (–1 percentage point). Specifically,  
it was the decline of GDP (–2.8 percentage point). As in 1991, drop in CHII tampered reduction of AS 
(it contributed by 1.7 percentage points) – the volume the economy did not produce was partly provid-
ed from inventories again.

8	�	 Foreign supply was growing due to relatively strong domestic demand as well (products were imported for consumption 
and investment). However, we can deduce, that the weight of inputs for production in import volume gradually increased.

9	�	 Main foreign partners of the Czech Republic regarding export are Germany, Slovakia and Poland (CZSO, 2012).
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2.2.6 Recovery of  foreign trade in 2010 and 2011
Growth of AD after 2009 was influenced almost exclusively by foreign demand. AD increased  
in the amount of 6.9% in 2010 and by 4% in 2011. Contribution from the site of foreign demand reached 
6.5 and 4.2 percentage points, respectively. Contribution from the site of domestic demand equaled only 
0.4 percentage point in 2010, in 2011 it was even negative (–0.2 percentage point).

It is obvious, that domestic demand was very weak in these years. It was caused primarily by fiscal  
restrictions – according to Vintrová (2012), the government did not distinguish between current  
and capital expenditure. Therefore, fiscal restrictions did not reduce final consumption expenditure  
of government only, but it also tampered their investment activity. However, austerity measures nega-
tively affected even final consumption expenditure of households – on the site of revenue, households 
faced decline.10 On the site of expenditure, there was a decrease of savings, however, not deep enough  
to enable growth of consumption of households as before 2009. According to Zamrazilová (2012,  
pp. 11) “weakening of consumption of households was a combination of worse revenue situation and more 
significant risk perception“.

Growth of AS after 2009 was also mostly affected by foreign factor. Foreign supply contributed  
to growth of AS by 6 percentage points in 2010 and 3 points in 2011. So, even in these years one could 
have observed significant connection between export and import (foreign demand and supply).

Domestic supply contributed to AS by 0.9 percentage point only in 2010 and by 1.1 point in the next 
year. Czech producers adapted to weak domestic demand. As the main driver for a slight increase in do-
mestic supply remained relatively strong foreign demand.

2.3 Domestic demand coverage
As mentioned before, AD equals AS and together make always the equilibrium. The difference, however, 
can be found between domestic demand and supply and foreign demand and supply. In this part, struc-
ture of AD and AS, but also difference between domestic supply and domestic demand, was discussed. 
Due to this fact, there are used data at current prices.

10	�	In real terms – nominal values were deflated by CPI.

Source: CZSO (2013b), own calculations
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Figure 5  Domestic demand and domestic supply (current prices, in bil. CZK, left axis), surplus of domestic supply
(current prices, in bil. CZK, right axis)
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Since 1990 till 1993 there was a surplus of domestic supply over domestic demand. The most sig-
nificant difference was observed in 1991, when domestic demand was covered by domestic supply  
in the amount of 107.6%. Reasons may be found especially in the weak purchasing power of households 
and firms which did not have resources to buy foreign goods and services. Surplus of domestic supply 
was than allocated abroad.

Domestic demand coverage was decreasing with gradually enhancing economic situation of domestic 
subjects in later years. It dropped below 100% value in 1994 and reached 98.7%. Till 2003 (including), 
it did not exceed 100% threshold. Domestic supply was not able to satisfy the needs of Czech economy. 
Hunt for consumption and investment oppurtunities exceeded domestic supply capacity.

In 2004, domestic supply exceeded domestic demand in the amount of 0.9%. Domestic demand cov-
erage has dropped below 100% threshold never again since this year. On the contrary, there was a grad-
ual increase in the difference between domestic supply and domestic demand. In 2011, coverage reached 
104.3%. Positive difference between domestic supply and domestic demand iniciated surplus of foreign 
demand over foreign supply – positive balance of goods and services.

However, the roots of surplus of domestic supply over domestic demand in these years where much 
different compared to the beginning of the 90´s. Households and firms could have purchased variety 
of goods and services for consumption or purchased investment on the foreign market for global pric-
es – they had resoures to do so. This was the first difference in these years compared to the beginning  
of the 90´s. On the other hand, the economy passed during last twenty years considerable development 
and had a lot to offer on the foreign market. This was the second difference compared to the beginning 
of the 90´s. What is important, this factor prevailed and domestic supply had been exceeding domestic 
demand. The economy is producing surpluses.

CONCLUSION
Aggregate demand and supply describe macroeconomic development from a different perspective. While 
the method of gross domestic product use analyzes for what purposes GDP generated in a certain time 
period is used, theorem of aggregate demand and supply discusses a mutual interaction of forces of do-
mestic and foreign environment in shaping the aggregate equilibrium.

This equilibrium was changing a lot in the Czech Republic. While the aggregate demand/supply was 
formed in the beginning of the 90´s (at balanced constant prices) by 79.3%/80.8% of domestic demand/
supply, in 2011 it was only by 52.6%/57.1%. Vulnerability to the impact of foreign shocks of the economy 
increased significantly (more in the case of aggregate demand).

While aggregate demand equals aggregate supply always, domestic demand and supply does not. 
Their mutual position is determined by the dynamics of their components. In the beginning of the 90´s, 
domestic demand was fully covered by domestic supply (at current prices). This relation was gradually 
weakening and between 1994 and 2003 there was observed a surplus of domestic demand over supply. 
This was caused by a high growth of overall consumption and investment combined with an insufficient 
increase in domestic economy performance. This trend was interrupted in 2004 – domestic demand was 
fully covered by domestic supply since this year again. Performance of the economy surpassed domestic 
demand and created surpluses could have been situated on the foreign market.
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