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Mohamad Khaled, University of Paris I Pantehéon-Sorbonne.

SUMMARY. We propose the use of penalized splines as a new methodology for the estimation of
potential output.

We begin by presenting two frequently used approaches for the estimation of potential output,
namely the HP filter on hand and the normal linear state-space approach on the other hand. We com-
pare these two methods to the penalized spline approach on Bulgarian data.

We argue for the advantages of penalized splines routine use over the approaches commonly used
in central banks.

Key words: potential output, output gap, scatterplot smoothing, state-space models, mixed models.
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