Outlook and Policy

Potential Output of the Malaysian Economy

Potential output is the level of output that is consistent with the aggregate productive capacity of the
economy. It provides an indication of the sustainable pace of economic growth, given the available
productive inputs. The growth in potential output is determined by the expansion and non-inflationary
utilisation of physical capital and labour, as well as growth of total factor productivity (TFP), which
captures productivity gains from improvements in factor inputs as well as overall economic efficiency.

The latest estimate indicates that the potential output of the Malaysian economy was close to
5.1% in 2008, with the output gap' of positive 0.5% of potential output. The small positive output
gap suggests that the Malaysian economy was performing close to its potential with minimal
demand-driven inflationary pressure. Overall, since the year 2000, the Malaysian economy has been
experiencing this trend of relatively balanced growth as shown by the output gap, which was on
average less than +1% of potential output.
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! The output gap is the difference between the levels of actual and potential output and the gap is measured as a percentage of potential
output. A positive output gap indicates that actual output is above potential output, while a negative output gap indicates the reverse.
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