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Objectives

 To explain sectoral output performance.

 To determine contribution of components of final 
demand to output growth.

 To suggest policy directions that could help 
enhance Malaysia’s economic development going 
forward. 



Methodology

• Chenery (1960) first established the 
methodology for demand side decomposition of 
output growth  followed by Akita (1991) and 
Zakariah & Ahmad (1999)

• The approach attributes output growth to:  
a)  Domestic demand expansion
b)  Export demand expansion 
c) Intermediate demand expansion, or 

Technological change; and 
d) Import substitution 



Methodology

• Under equilibrium conditions, open input-
output relation can be postulated as:

X= D + W + E-M, 

where 

X  =  vector of gross output

D  = vector of domestic final demand

W = matrix of intermediate demand

E  = vector of export demand

M = vector of imports 



Methodology

• Let ∆X = Xi-X0 

⦁ Decomposed output can be expressed as:

∆X = R μ1 ∆D + R∆E + Rμ1∆AX0 + R∆μ(A0X0 + D0) 

In words, decomposed change in output =

∆ domestic demand

+  ∆ export demand

+  ∆ intermediate demand

+  ∆ import substitution demand 



Sources of Data 

• Malaysia’s input-output tables, published by 
Department of

• Statistics 

⦁ I-O Table, 1991 

⦁ I-O Table, 2005 

• deflate the 2005 table to make it consistent 
with the 1991 Table 



Results & Discussion 
• Output as characterized in 1991 I-O Tables compared with that 

in 2005 I-O Tables 
1) Total Output 

a) 1991 – Top 20 Highest
Table 1: Output of Top 20 Sector (1991, RM’000)



Results
b) 2005 – Top 20 Highest
Table 2: Output of Top 20 Sector (2005, RM’000)

Comparing the two tables, we see that the first 2 sectors are still the same position
But Building & construction sector has fallen from 3rd to 19th position.



Results
• To determine the growth rate of output over 1991-2005, in 

terms of compounded annual growth rate (CAGR) 

Table 3: Output CAGR – Top 20 Sector (1991-2005)

Overall Average = 7.17

a) Top 20 sectors Highest



a) Top 20 sectors Highest

Table 4: Output CAGR – Bottom 20 Sector (1991-2005)

Results



Sources of Output Growth

Export demand has shown the highest contribution to output 
growth, followed by Import substitution.

Table 5: Sources of Output Growth (1991-2005)

Results



Results
i) Top 20 sectoral contributors to output growth due to 

Export Demand expansion 

Table 6: Due to Export Demand Expansion - Top 20 sectors (1991-2005)

Overall Average= 50.87



Results
ii) Bottom 20 sectoral contributors to output growth due to 

Export Demand expansion  

Table 7: Due to Export Demand Expansion - Bottom 20 sectors (1991-2005)

Average= 50.87



Results
iii) Top 20 sectoral contributors to output growth due to 

Domestic Demand Expansion 
Table 8: Due to Domestic Demand Expansion - Top 20 sectors (1991-2005)



iv) Bottom 20 sectoral contributors to output growth due to 
Domestic Demand Expansion 

Table 9: Due to Domestic Demand Expansion - Bottom 20 Sectors (1991-2005)

Results



v) Top 20 sectoral contributors to output growth due to 
Intermediate Demand Expansion 

Table 10: Due to Domestic Demand Expansion - Bottom 20 Sectors (1991-2005)

Results



vi) Bottom 20 sectoral contributors to output growth due to 
Intermediate Demand Expansion - Bottom 20 Sectors 
Table 11: Due to Intermediate Demand Expansion – Bottom 20 
Sectors 

Results



Results
vii) Top 20 sectoral contributors to output growth due to 

Import Substitution Demand Expansion  
Table12: Due to Import Substitution Demand Expansion – Top 20 Sectors  



Results
viii) Bottom 20 sectoral contributors to output growth due to 

Import Substitution Demand Decrease  
Table12: Due to Import Substitution Demand Expansion – Bottom 20 
Sectors  



• During 1991-2005 Malaysia real GDP grew 
at 7.1 %

• Total output in 2005 = 2.83 times that of 1991 (RM558 
billion as against RM1,578.8 billion)

• 118 sectors experienced output growth 
• 12 sectors experienced output shrinkage 
• 16 sectors experienced double-digit rate in output 

growth
• 2 sectors grew more than 20% (chemical product and 

electrical machinery)
• 14 sectors grew 10-20% 

Conclusion and Policy Implication



Structural Changes in Malaysian 
Economy
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Economic Structural Change: 1978, 1991 and 
2005



• Total Intermediate Input Requirement, Import 
and Value Added for 1978, 1991 and 2005 have 
changed.

• Total Intermediate input coefficient fell from 
0.467 in 1978 to 0.447 in 1991 and then rose 
marginally to 0.455 in 2005

• Value-added coefficient fell from 0.398 in 1978 to 
0.372 in 1991 and further fell to 0.318 in 2005

Economic Structural Change:1978, 1991 and 
2005



Input Structure: Malaysia Compared to Poland, Japan 
and Korea

Sectors

Malaysia Poland Japan Korea

TOTAL 

INTERM

EDIATE

IMPORT

S

VALUE 

ADDED
OTHERS

TOTAL 

INTERMEDI

ATE

VALUE 

ADDED
OTHERS

TOTAL 

INTERMEDIA

TE

VALUE 

ADDED
OTHERS

TOTAL 

INTERMEDI

ATE

VALUE 

ADDED
OTHERS

Oil, Gas and 

Energy 0.437 0.004 0.423 0.136 0.626 0.365 0.009 0.607 0.393 0.00 0.648 0.352 0.000

Education 0.287 0.000 0.467 0.066 0.162 0.811 0.027 0.138 0.862 0.00 0.195 0.805 0.000

Tourism 0.625 0.001 0.288 0.086 0.559 0.388 0.053 0.456 0.544 0.00 0.583 0.417 0.000

Wholesale & 

Retail Trade 0.392 0.002 0.389 0.218 0.429 0.562 0.009 0.301 0.699 0.00 0.404 0.596 0.000

Electrics and 

Electronics 0.398 0.001 0.148 0.454 0.720 0.276 0.003 0.680 0.320 0.00 0.744 0.256 0.000

Healthcare 0.508 0.000 0.341 0.150 0.313 0.650 0.037 0.376 0.624 0.00 0.441 0.559 0.000

Palm Oil 0.657 0.000 0.275 0.068 - - - - - - - - 0.000

Communicat

ion 0.447 0.000 0.499 0.054 0.479 0.515 0.006 0.398 0.602 0.00 0.503 0.497 0.000

Agriculture 0.363 0.000 0.561 0.075 0.529 0.446 0.025 0.465 0.535 0.00 0.420 0.580 0.000

Business 

Services 0.330 0.000 0.579 0.091 0.497 0.500 0.003 0.372 0.628 0.00 0.000 0.000 0.000

Financial 

Services 0.524 0.002 0.457 0.017 0.381 0.580 0.039 0.313 0.687 0.00 0.373 0.627 0.000

Others 0.472 0.003 0.305 0.220 0.599 0.387 0.014 0.507 0.493 0.00 0.000 0.383 0.000

Intermediate 

Input 

(average) 0.455 0.002 0.318 0.225 0.481 0.498 0.020 0.419 0.581 0.00 0.392 0.461 0.000



• Poland’s total intermediate inputs coefficient almost equal to 
that of its value added. 

• Malaysia’s value-added coefficient lower than those of 
Poland, Japan and Korea. 

Economic Input Structure Malaysia Compared to 
Poland, Japan and Korea 2005



Malaysia Japan Poland Korea

Expected Total 
Output 
(RM ‘000)

1,603,906,680 1,777,007,265 2,058,696,475 2,217,640,689

% 100 110.79 128.36 138.26

Expected Malaysian Total Output Simulated if Poland, 
Japan and Korea Economic Structure is adopted
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Malaysia Japan Poland Korea

Expected Total 
Output 
(RM ‘000)

138,365,009 150,346,758 178,909,817 184,210,567

% 100 108.66 129.30 133.13

Expected Malaysian Household Income Simulated if 
Poland, Japan and Korea Economic Structure is adopted
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Malaysia Japan Poland Korea

Expected Total 
Output 
(RM ‘000)

9,784,000 10,250,733 13,658,230 12,293,942

% 100 104.76 139.59 125.64

Expected Malaysian Employment Creation Simulated if 
Poland, Japan and Korea Economic Structure is adopted
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Summary – Economic Impact

Malaysia Japan Poland Korea

Expected Total Output 
(Total - RM billion)

1.603 1.777 2.058 2.217

Expected Total Output (%) 100.00 110.79 128.36 138.26

Total Household Income 
(Total – RM million)

138.365 150.346 178.909 184.210

Total Household Income (%) 100.00 108.66 129.30 133.13

Expected Employment 
Creation (No. of jobs -
million)

9.784 10.25 13.658 12.293

Expected Employment 
Creation (%)

100.00 104.76 139.59 125.64



• Contribution to Output Growth due to 
expansion in 

Export Demand                            = 50.87%

Import Substitution Demand    = 28.48%

Domestic Demand                       = 13.33%

Intermediate Demand                 = 7.31% 

Conclusion and Policy Implication



• The economy was significantly relying on external 
sector for its output growth.

• A more conducive export environment is needed  for 
the country to be transformed into a high-income 
economy. 

• Technological change potential yet to be explored.  
Need in house new technology to tap the global 
market potential. 

• The new technology will embodied high skill labor 
that challenge the current human resource situation. 

• The new technology will enhance productivity and 
thus GDP growth. 

Conclusion and Policy Implication



Conclusion
 The present paper examines the country’s economic input 

structure then compare it with those of selected high-income 
countries

 The period 1978 – 2005 saw marginal improvement in value-
added generating capacity

The present paper also estimates additional output, household 
income and number of workers that can be generated from the 
2011-2020 ETP



Conclusion
 Based on the the country’s 2005 economic structure, total output

will be generated by 1.38 times and its associated multipliers for 
household income and employment

 Clear structural gap does exist between Malaysia and other 
selected countries in 2005

 This implies that if Malaysia is equipped with those countries 
structural outfits, it can generate bigger output, household 
income and employment, thus the probability of achieving high-
income economy is brighter



Conclusion

 Structural gap between Malaysia and other selected countries in 
2005.  Malaysia was:

 38% behind Korea

 28% behind Poland

 10& behind Japan




