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ABSTRACT
This paper evaluated the prospects of further agricultural trade liberalization for Malaysia
and the world in general. It traced agricultural trade trends and performance over the last
three decades and discussed their association with trade liberalization. Analyses showed that
in recent times, developing countries' agricultural trade had become more significant and
grew at a much faster rate as compared to the developed countries although the latter still
dominated global agricultural trade. Key agricultural trade indicators for Malaysia showed
relatively better performance as compared to regional and global performances. In
conclusion this paper recommended for Malaysia to continuously pursue for a more
liberalized global market while at the same time liberalized its own agricultural market
taking into considerations the sensitivities it faced and the flexibilities it needed.
Keywords: Malaysia, agricultural trade liberalization, trade performance, sensitivities
INTRODUCTION
Agricultural products are the most sensitive products across all global initiatives to liberalize
trade. It was not until the Uruguay Round (UR Round), which started in 1986 that
agricultural products were on the table for multilateral negotiations to be liberalized under
GATT. After eight years of negotiations (1986 - 1994), the UR Round was successfully
concluded. This led to the formation of the World Trade Organisation (WTO) to replace
GATT. One of the important agreements that the UR Round had successfully negotiated was
the "Agreement on Agriculture" (AoA). Under this Agreement, WTO member countries
agreed to reduce trade distorting support and protection in the three main "pillars" consisting
of domestic support, market access and export competition. However, post WTO analyses
showed that agricultural markets across the world remained highly distorted despite the cuts
in protective measures under the AoA. Subsidies in developed countries remain high and
market access from developing countries into developed country markets for important
agricultural products remain restricted. Developing countries in return are hesitant to further
lower the high tariffs and relax other borders measures to liberalize their import regimes. This
led to a stalemate in the current Doha Round Negotiations (launched by WTO Ministers in
2001), a around that is supposed to further liberalize world trade and improve the terms of
agreements for developing countries.
Despite the "less than expected" cuts in the trade distorting support resulting from the UR
Round Agreement and the stalemate of the Doha Round, analyses showed that, trade
performance, especially that of developing countries markedly improved in the 1990s and
2000s. Developing countries' total merchandize export shares increased from 30.3% in 1980
to 58.5% in year 2010, surging from a low of 24.1% in 1990 (Michalopoulos and Ng, 2013).
The same analysis also showed impressive gains in South-South trade and better integration
of the developing economies after the UR Round in world trade (as measured by the ratio of
total trade and GNP). It cannot be denied that trade liberalization initiatives significantly
contributed to better world trade performance. According to Taylor and Fairchild (2000), one
of the main factors that influenced trade in agriculture, especially that of fruits and vegetables
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was the "change in trade policies resulting from the AoA and regional preferential trading
arrangements". Although the Doha Round talks of the WTO had stalled, but the fact that it
had stalled, led to a proliferation of plurilateral and bilateral free trade agreements (FTAs).
Governments just cannot wait for a comprehensive multilateral trade deal anymore. As
reported by the WTO, currently there is a total of 575 FTAs that were notified to the WTO of
which 379 are in force. Many of these FTAs are signed after 1995. This in itself is evidence
of the bullish expectations by governments across the world on the benefits of freer trade. As
shall be shown in this paper, the overall scenario and prospects would be similar for Malaysia
which had from the early days depended on international trade for growth and prosperity.
Global Trends and the Role of Developing Countries in World Trade
World agricultural trade exhibited strong growth during the last decade, expanding from
US$488.4 billion in year 2000 to more than US$2181 billion in year 2010, registering an
annual growth rate of around 10%. This was a much higher rate as compared to 3.3% and
2.2% respectively for the 1980 - 1990 and 1990 - 2000 periods (FAOSTATS). One of the
important factors contributing to this growth had been the “acceleration of globalization"
which was characterized by a rapid decline in international trading costs, developments in
ICT and reductions in government distortions in agricultural trade (Anderson, 2010). World
agriculture before the reforms was typified by huge subsidies and protection by developed
countries as well as “market insulations” by developing countries. Though these remained
high today, significant cuts in subsidies and protection as a result of trade agreements had led
to relatively freer market. This freer market had in turn stimulated higher trade in agricultural
products and consequently resulted in better integration of the developing economies into the
international trading system.
Michalopoulos and Ng (2013) showed that overall export shares of developing economies
increased from 24.1% in 1990 to 41.2% in 2010, an increase of over 70 percentage points
over the 20-year period. Meanwhile the share of the developed countries dropped from 76.4%
to 58.5% during the same period (Table 1). Similar trends could also be observed or imports
albeit at lower rates as compared to exports.
It was also noted for the period that the share of developing countries' exports to other
developing countries had also been expanding significantly from 42.6% of total exports in
1995 to over 55% in 2010 (Table 2). Proportionately the share of developing countries
exports to developed countries has decreased.
Growth in trade for agricultural products for developing countries was also higher than the
overall global growth. The rate in growth was also highest for the 2000 - 2010 decade where
expansion in growth in agricultural products for developing countries grew at more than 12%
(Table 3). Corresponding with the faster rate of growth registered by developing countries,
the share of developing country trade in world agricultural products also rose by more than
11% from its low of about 26.5% in 1990 to more than almost 38% in 2010 (Table 3).
Analyses by Laipis (2010) also showed developing country markets were getting increasingly
diversified as compared to before. He also showed that trade among developing countries or
more popularly known as South-South was not only expanding and was increasingly SouthSouth. On the other hand, the share of North-North trade in agricultural products was getting
lower while that of North-South trade has almost stagnated (Figure 1).
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Table 22. Shares of exports desstined for deeveloping countries
From
World
Developping Countrries
East Assia
South A
Asia
Latin A
America
Middle East and North
N
Africaa
Sub Sahharan Africaa

1995
28.5
42.6
50.0
35.1
28.3
37.8
41.5

2000
28.3
40.4
45.8
50.0
22.9
39.8
33.6

5
2005
30.9
46.0
0
51.1
48.8
29.2
2
48.2
2
36.2
2

20011
57.2
55.2
59.0
58.6
41.1
644.4
48.0

Source:: Agarwal (2013)
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taken from Tengku Ariff (2010).
Table 3. Agricultural trade of developing countries, 1980 - 2010
(US$ million)
Year/Value
Total
Share of
developing
countries
Share of
developed
countries
Growth (%/yr)

1980

1985

1990

1995

2000

2005

2010

145525

134775

179133

277192

262835

416657

826033

29.8

30.5

26.5

30.7

31.1

31.3

37.9

70.2

69.5

73.5

69.3

68.9

68.7

62.1

5.7
('85- '90)

8.7
('90-'95)

-1.1
('95-'00)

9.22
('00-'05)

-1.54
('80-'85)

Growth (%/yr)
World
Developing country growth
(1980 - 2010)
World Growth
(1980 - 2010)

13.7
('05-'10)

2.1

3.91

12.1

1980-1990

1990-2000

2000-2010

3.3

2.2

10.0

6.0 %/year
5.1%/year

Source: Calculated from FAOSTATS
Earlier policies
The legacy of plantation crops such as rubber and oil palm started very early during the
British era before independence. Since then, this subsector has been the pillar of Malaysian
agriculture. Relative to other subsectors, plantation crops received more emphasis in terms of
budget allocation, development programs as well as other government support during the
early phases of agricultural development. The only other crop that received attention is rice.
Being the staple and a "poor man's crop" it has a unique status in society as a strategic crop
for food security with embedded programs to enhance farm income and alleviate poverty
among its producers.
Policies and programs in the early stages of development mainly addressed to enhance
income of agricultural producers in order to reduce the incidence of poverty in agriculture
and to minimize inter-sectoral disparity and inequity between agriculture and non-agriculture.
Hence, agricultural development strategies in the 1960s and 1970s mainly focused on the
objectives of reducing poverty, providing rural employment and enhancing agricultural
incomes. They were also export oriented to earn foreign exchange. Plantation crops for
exports mainly rubber, oil palm and cocoa were actively promoted while a number of the
food subsectors were protected to mainly insulate producers and save foreign exchange in
line with the import substitution strategy during this period. A few of these support and
protection are still in existence until this day though many of them had been dismantled in
line with liberalization. These liberalization initiatives mainly started with the introduction of
the first National Agricultural Policy (NAP, 1984). Productivity, efficiency and
competitiveness were the main focus of the policy. Development efforts in the sector were
consequently then geared towards modernization and commercialization. Downstream and
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Recent policy development
The Asian Financial Crisis (AFC) of 1998 was a wake-up call for the government on the
importance of not being too dependent on imports for food. Domestic food prices escalated
resulting from higher import costs as the domestic currency seriously depreciated. Riots in a
neighboring country due to food shortages and unaffordable prices led to the fall of the
Government. In Malaysia, social discontent was rising. This development led the Malaysian
Government to review the second National Agricultural Policy. This gave birth to the Third
National Agricultural Policy (1998 – 2010).
The Third National Agricultural Policy (1998 – 2010)
In the NAP3, as it is popularly known, policies, strategies and initiatives to transform and
revitalized the sector were specified. The importance of food production and SSL was reemphasized and “meeting national food requirements” was the first of the five strategic
thrusts of the NAP3. Another important strategy was to enhance and strengthen the requisite
foundation of agricultural development, especially for the food subsector. This include
among others, physical infrastructure, finance, human resource and technology.
Malaysia's trade policy
Trade policies in Malaysia follow closely the sectoral development policies where national
development agendas were embedded.
Main components of Malaysia’s agricultural trade policy
Being a trade oriented economy, external trade is of great importance to the development of
the Malaysian economy and Malaysia places high importance on a strong, open and viable
trading system (GATT, 1993).
The overall trade-related policy’s aim is to promote and safeguard Malaysia's interests in the
international trade arena, to spur the development of industrial activities, and to further
enhance Malaysian economic growth towards becoming a developed nation by year 2020
(Vision 2020). Specifically, Malaysia's trade policies are intended to: improve market access
for goods and services; promote the global competitiveness of its exports; expand and
diversify trade with existing trade partners; and explore new markets (WTO, 2010). At the
same time, as was earlier mentioned, Malaysia supported a number of agricultural industries
for strategic and socio-economic reasons including for food security, rural development and
alleviation of poverty. The “infant industry” argument was also used to justify some of this
support.
The trade regime for agriculture
Overall, Malaysia has a liberal trade regime with low
tariffs for most products. The simple average applied MFN tariff was 7.4% in 2009 while
more than 60% of the products are duty free. As early as 1985, FAO observed that even for
the so-called “protected subsectors” in Malaysian agriculture, such as the tropical fruit
industry, which attracted a tariff of RM661 per ton for many imported fruit types, the tariff
was still among the lowest in the region (FAO, 1985). Present tariffs on agricultural imports
are generally low, averaging at 2.8% in 2009 (WTO, 2010), down from 3.2 % in 2005 and
from 10.4 % in 1993. The lowering of the tariffs was in fact a necessity that benefits
downstream agricultural value adding activities through the imports of cheaper raw materials
and intermediate agricultural products.
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Other industries that are still accorded policy support are paddy and rice, specific livestock
subsectors, tobacco and tropical fruits, coffee and cabbages. It is in these sub-sectors that
most of the non-ad valorem tariffs are still maintained and non tariff measures still in place.
However, of late, many of these fixed tariffs had been done away with except for some of the
sensitive products such as alcoholic beverages. With the ASEAN Free Trade Area, the import
tariffs on most of these products are now down to only 5% within ASEAN, though TRQs are
still in place for a small number of products.
Malaysia's involvement in Free Trade Agreements
Malaysia joined GATT (General Agreement on Tariff and Trade) in 1957, the immediate
year it obtained independence from the British. It was one of the earlier members to join the
organization, underscoring the importance of international trade accorded by the founding
government of the country. This policy remains till this day. GATT itself was formed in 1948
to oversee the multilateral trading system. During GATT, governments that signed GATT
were called "GATT Contracting Parties". Upon conclusion of the UR Agreement these
Parties became members of the WTO which was formed in 1995 to replace GATT. Being a
GATT member, Malaysia became one of the 128 founding members when the WTO was
formed. Its membership had since increased to 159 countries while another 24 countries are
negotiating to accede and become members of the WTO.
While Malaysia continues to accord high priority to the rule-based multilateral trading system
under the WTO, the country also pursued plurilateral, regional and bilateral trading
arrangements to complement the multilateral approach to trade liberalization. Free Trade
Agreements (FTAs) are generally aimed at providing the means to achieve quicker and
higher levels of liberalization that would create effective market access between the
participants of the FTA. Table 4 below presents Malaysia’s involvement in FTAs (further
details can be seen in Appendix A).
The continued involvement and pursuance of Malaysia in free and preferential trade
agreements proved the commitment of the country for freer trade. It also underlined the belief
and importance of outward looking policies in achieving national, regional and global growth
and firmly supports the fact that international trade is a fundamental requisite that formed one
of the critical foundations of the economy.
Malaysia's overall agricultural trade performance
Malaysia has consistently maintained its position as one of the top 20 trading nations in the
world. Since 1998, Malaysia reported consistent trade surpluses. Total trade for 2012
surpassed the one trillion ringgit mark with a value of RM1.31 trillion compared with
RM1.27 trillion recorded in 2011.
The balance of trade as reported by the Malaysian Department of Statistics recorded a trade
surplus of RM5,080 million, as of March 2013. Historically, from 1970 until 2013,
Malaysia’s balance of trade averaged RM2,820 million, reaching the highest point of
RM15,767 million in May 2008 and the lowest point of a deficit of RM2,881 million in June
1997. The main exports consisted of electrical and electronic products, palm oil, petroleum
products, liquefied natural gas, timber and natural rubber. Malaysia also sends abroad
chemicals, machinery, appliances and manufactures metals. Meanwhile, the country’s main
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imports consist of machinery and transport equipment, manufactured goods, fuel and
chemicals.
Table 4. Malaysia’s involvement in FTAs
Status/Type

Regional

Bilateral/Plurilateral

Concluded

ASEAN Free Trade Area
ASEAN-China
ASEAN-ROK
ASEAN-Japan
Comprehensive
Economic Partnership (AJCEP)
ASEAN-India (Goods)
ASEAN-Australia-New Zealand
ASEAN-Japan
(Investment
and
Services)
ASEAN-India
(Investment
and
Services)
ASEAN-EU

Malaysia-Japan
Malaysia-Pakistan
Malaysia-New Zealand
Malaysia-Chile
Malaysia-India
Malaysia-Australia

Under negotiation

For consideration

Malaysia-Turkey
MEUFTA
TPP
TPS-OIC
D-8 PTA

ASEAN-3 (Japan, China and Korea)
Malaysia-Bangladesh
ASEAN-6 (Japan, China, Korea, Malaysia-South Korea
Australia, New Zealand and India)
Malaysia-ETFA

Source: MOA, MITI

Increased liberalization of the world trade environment, coupled with the increased opening
of the Malaysian market, had made international trade more important to the Malaysian
economy. Over the 1985-1995 period, the ratio of total exports to total GDP increased from
0.49 to 0.75 (Table 5). The ratio of imports to GDP also exhibited a similar trend, rising from
about 39% of GDP to 88% during the period. These ratios further increased in the 2000 2010 decade from 1.05 to 1.14, reaching a high of 1.25 in 2008 for exports and from 0.87 to
0.95 for imports. These increasing ratios showed how well integrated the economy is in the
international trading system as well as the growing importance of external trade to the
Malaysian economy.
Table 5. Ratio of exports and imports to GDP
Total
Year
Total
Total
Total
Exports/GDP Imports/GDP
Imports/GDP
Exports/GDP
1985
0.490
0.393
2004
1.128
0.937
1990
0.725
0.718
2005
1.194
0.964
1995
0.746
0.888
2006
1.239
1.006
2000
1.047
0.874
2007
1.193
0.992
2001
0.933
0.782
2008
1.249
0.980
2002
0.947
0.803
2009
1.058
0.833
2003
0.996
0.793
2010
1.142
0.945
Source: Calculated from External Trade Statistics, Department of Statistics, Malaysia;
various issues.
Year
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Agricultural trade
Total trade for Malaysian agricultural products showed steady growth for the past two
decades. Total agricultural trade grew at the rate of almost 9.8% per annum for the period
1991 - 2010. Both imports and exports grew the same rate of also 9.8% per annum during the
period. However, the 2001 - 2010 period saw a period of distinct growth in agricultural trade
for Malaysia. Exports of Malaysian agriculture grew at almost 19% per annum from US$5.5
billion to almost US$26.0 billion, edging imports which grew at 15% per annum, from
US$4.0 billion to US$14.0 billion (Table 6). This is despite the Global Financial Crisis
(GFC) of 2007 - 2008 that hit both Europe and America. The robustness of Malaysian
agricultural exports once again demonstrated the resilience of Malaysian agriculture to
external shocks as was the case during the Asian Financial Crisis (AFC) of 1997 - 1998.
This AFC witnessed the melt down of Asian currencies including the Malaysian Ringgit and
resulted in lower export earnings. This explained the slow growth in agricultural trade during
the 1991 - 2000 period, which only grew at the rate of only 3.9% per annum. Table 6 also
showed that exports slowed down to only 3.1% during the period. Lower value of the Ringgit
caused imports to grow faster than exports, at 5.2% per year. Both average imports and
exports between the two periods jumped by 2.2 times in trade value. This better performance
of international trade by Malaysia in the later decade is most likely a result of increased trade
liberalization between Malaysia's important trading partners such as the ASEAN FTAs and
its bilaterals (Table 6).
The increasing importance of agricultural trade to the Malaysian economy can be seen in
Table 7. The ratio of total agricultural trade to agricultural GDP had steadily increased form
1.19 in the year 2000 to 1.60 in 2010. This indicated that Malaysian agriculture has become
more trade oriented. If one was to separate the overall agricultural trade ratio into ratios of
exports and imports to agricultural GDP, it is shown that the ratio of agricultural exports to
agricultural GDP were consistently higher than the ratio of agricultural imports to agricultural
GDP. This indicated that the sector was more export oriented than import oriented. It export
orientation has also been increasing over the 2000s from a ratio of 0.72 in year 2000 to more
than 1 in 2010 (Table 8). Since 2003 the ratio of exports to GDP has always been above 0.9
while starting 2008 the ratio has been consistently at about 1.0. These stronger export GDP
ratios as compared to import GDP ratios could also indicate the competitiveness of Malaysian
agricultural exports and hence, overall should be able to continue to benefit from increased
agricultural trade liberalization world wide.
Direction of Agricultural Trade

A study by Tengku Ariff (1998) for the period of 1985-1996, observed that Japan, the USA
the EU and ASEAN, particularly Singapore, were among the major markets for Malaysia
products. Together they accounted for more than 75% of Malaysian exports for the previous
two decades. Singapore, USA and Japan together have consistently accounted for more than
50% of total exports. Thus, the Malaysian export market remained highly concentrated with
limited progress being made in market diversification. The direction of imports was also
similar, with Japan, Singapore, USA and the EU being the major source of Malaysia’s
imports. The trend showed that there was also an increased concentration in the sources of
Malaysia’s imports. The study, on the other hand, showed that trade in agriculture was more
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Table 6. Malaysian Agricultural Trade, 1991-2010
Unit: (US$1000)

Year

Import

Average
import

Export

1991 - 2000

Average
export

Total trade

1991 - 2010

1991 - 2000

1991

2,396,545

4,421,822

6,818,367

1992

2,596,885

4,958,100

7,554,985

1993

2,734,446

5,013,998

7,748,444

1994

3,182,435

6,564,815

9,747,250

1995

3,877,057

1996

4,383,020

7,824,225

12,207,245

1997

4,373,978

7,349,829

11,723,807

1998

3,534,528

7,756,400

11,290,928

1999

3,732,985

7,117,500

10,850,485

2000
Rate of
growth
('91 - '00)

3,792,049

5,820,951

9,613,000

5.2% /year

3.1%/year

3.9 %/year

3,460,393

8,227,642

12,104,699

2001

4,028,300

2002

4,299,220

7,373,520

11,672,740

2003

4,333,321

9,580,606

13,913,927

5,842,014

10,916,669

16,758,683

2005

5,982,090

10,778,968

16,761,058

2006

7,005,478

2007

8,932,312

17,672,650

26,604,962

2008

11,701,410

25,004,792

36,706,202

2009

10,792,766

18,433,792

29,226,558

2010
Rate of
growth
('01 - '10)
Rate of
growth
('91 - '10)

14,080,149

25,912,684

39,992,833

14.9% per year

18.7% per year

17.3% per year

9.8% per year

9.8% per year

9.8% per year

2004

2001 - 2010

7,699,706

5,521,453

6,505,528

12,867,457

2001 - 2010

14,406,259

Average
total trade

9,549,753

9,965,921

2001 - 2010

19,872,935
22,105,965

Source: Calculated from FAOSTATS
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successful in terms of diversification. The 10 major export destinations for Malaysian
agricultural products were Japan, Singapore, USA, China, Hong Kong, Korea, the
Netherlands, Thailand, Taiwan and Pakistan. There was a decrease in concentration of
exports to these countries from 64% of total agricultural exports in 1985 to 54% in 1995. For
agricultural products, the Asian market became increasingly important with China and
Pakistan displacing USA in the top five export destinations. The sources of agricultural
imports also became less concentrated.
Table 7. Ratio of total agricultural trade to agricultural GDP

Year

Total
agricultural
trade
(US$1000)

Agricultural
GDP
(US$)

Ratio of
agricultural
trade to
GDP

2000

9,613,000

8065917368

2001

9,549,753

2002
2003

2004

Year

Total
agricultural
trade
(US$1000)

Agricultural
GDP
(US$)

Ratio of
agricultural
trade to
GDP

1.19

2005

16,761,058

11855838366

1.41

7431994184

1.29

2006

19,872,935

14007821459

1.42

11,672,740

9066012816

1.29

2007

26,604,962

19335924999

1.38

13,913,927

10259840500

1.36

2008

36,706,202

23029495515

1.59

2009

29,226,558

18647577696

1.57

2010

39,992,833

25644866620

1.60

16,758,683

11564276211

1.45

Source: Calculated using data from the World Bank and FAOSTATS

Meanwhile, observing the more recent trend for the year 2000-2010 (Figure 2), the country’s
top 10 agricultural trading partners are China, Indonesia, Singapore, Thailand, the US,
Australia, India, Japan, the Netherlands, and Pakistan. Figure 3 exhibits the nation’s
agricultural import trend for the same period. Starting from 2003, Indonesia became a leading
source for Malaysian agricultural imports, and it continues to show tremendous increase until
recently. On the other hand, in the early years from 2000, Singapore was Malaysia’s leading
agricultural export destination (Figure 4). Eventually, China took over as Malaysia’s major
agricultural export destination from 2003 onwards, maintaining the increasing importance of
the Asian market in the top five export destinations. This trend again signifies the importance
of developing country market expansion, the South-South trade, for exports from developing
countries. Malaysian agricultural exports certainly benefited from their expanding import
demand.
Malaysia’s agricultural trade vis-à-vis ASEAN and the world
This section further analyzed the growth trends of Malaysia’s agricultural trade as compared
to ASEAN and the world for the 1986 – 2010 period. The period were divided into five-yearperiods as in Table 9. A simple comparative analysis was made to indicate the trends and
levels of trade that took place before and after WTO and AFTA came into force. For this
11

purpose, the periods were divided into two, pre-WTO and AFTA (1986-1995) and post-WTO
and AFTA (1996-2010).
Table 8. Ratio of Agricultural Imports and Exports to Agricultural GDP

Year

Ratio of ag
export/Ag GDP

Ratio of ag
import/Ag GDP

Year

Ratio of ag
export/Ag GDP

Ratio of ag
import/Ag GDP

2000

0.72

0.47

2005

0.91

0.51

2001

0.74

0.54

2006

0.92

0.50

2002

0.81

0.47

2007

0.91

0.46

2003

0.93

0.42

2008

1.09

0.51

2009

0.99

0.58

2010

1.01

0.55

2004

0.95

0.51

Source: Calculated using data from the World Bank and FAOSTATS
Malaysia’s total trade during the 1986-1990 periods averaged US$ 6.1 billion, with growth of
around 8.6% which is comparable to ASEAN and the world’s growth. However, the
following five-year periods (1991-1995) prior to coming into force of WTO/AFTA, its total
trade recorded a trade average of US$ 8.8 billion and growth of 14.4%. The nation’s trade
growth was slightly higher than ASEAN’s and well above the worlds’ average.
Conversely, in the early years after WTO and AFTA were in place, there was a major drop in
Malaysia’s trade growth rate, registering a negative growth of -5.97% per annum. ASEAN
and the worlds’ trade growth were also negative, albeit not as bad as Malaysia’s. This
demonstrated that being a trading nation, the years during global recession really affected our
economy. However, this period could be considered an “abnormal period”, a period of the
Asian Financial crisis, where as pointed earlier, the Malaysian Ringgit fell by as much 50%
during the peak of the crisis in 1998 before the government instituted the fixed exchange rate
of RM3.80 to the US dollar. Nevertheless, when the economy is thriving, Malaysia recovered
better in terms of its trade growth. Recent years saw a notable improvement in the country’s
total agricultural trade from about US$ 16.7 billion in 2005 to almost US$ 40.0 billion in
2010, registering a growth of 17.48%. Despite the short-term external shocks such as the
AFC and the GFC the Malaysian agricultural trade registered a robust long term growth of
more than 9.4 percent year for the 1986 – 2010 period. Also, during the period Malaysia’s
agricultural trade market share increased from 0.95% to 1.83% of world agricultural trade,
while its five-year average trade increased by almost 8.7 times for
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Figu
ure 2. Malayysia’s mainn agriculturaal trading paartners, 20000-2010

Figu
ure 3. Malayysia’s majoor agriculturral import partners, 20000-2010
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ure 4. Malayysia’s majoor agriculturral export paartners, 200
00-2010
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ASEAN
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Table 9. Malaysian agricultural trade vis-à-vis ASEAN and the World
Total Trade (E+I), USD'000
Year
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010

Malaysia

ASEAN

World

4,605,189
5,570,832
7,034,240
6,873,749
6,496,574
6,818,367
7,554,985
7,748,444
9,747,250
12,104,699
12,207,245
11,723,807
11,290,928
10,850,485
9,613,000
9,549,753
11,672,740
13,913,927
16,758,683
16,761,058
19,872,935
26,604,962
36,706,202
29,226,558
39,992,833

18,962,447
21,228,835
26,332,744
28,071,862
28,157,605
30,481,665
34,120,366
34,607,025
42,693,018
52,486,685
55,104,323
52,323,539
46,336,283
46,312,747
44,457,822
43,509,948
48,774,402
55,919,409
66,559,452
71,799,095
85,153,679
107,815,769
147,588,756
124,899,896
164,495,826

479,986,470
530,335,142
599,013,009
629,246,454
677,108,545
681,757,077
743,589,289
694,034,287
792,075,157
903,966,713
945,834,983
926,143,547
894,984,525
860,792,754
844,166,533
856,198,012
907,928,516
1,076,868,035
1,245,645,457
1,332,932,183
1,475,397,335
1,786,045,063
2,179,849,930
1,936,719,278
2,181,388,055

Malaysia
Average
AGR (%)

Average (USD'000) & Growth/Year
ASEAN
World
Average
AGR (%)
Average
AGR (%)

6,116,117

8.60

24,550,699

9.88

583,137,924

8.60

8,794,749

14.35

38,877,752

13.59

763,084,505

7.05

11,137,093

(5.97)

48,906,943

(5.37)

894,384,468

(2.84)

13,731,232

14.06

57,312,461

12.52

1,083,914,441

11.07

30,480,698

17.48

125,990,785

16.46

1,911,879,932

9.78

Source: FAOSTATS

rubber. Malaysia is still a net importer of food (discounting palm oil). Figures released by the
Department of Statistics, Malaysia showed that the deficit in food trade has increased from
RM5.3 billion in 2000 to RM7.5 billion in 2005 and further widened to more than RM12.0
billion in 2010. Major food group deficits in 2010 came from feedstuffs (RM3.70 billion),
cereals (RM2.80 billion), sugars and preparations (RM1.92 billion), vegetables (RM1.68
billion), meat and meat products (RM1.3 billion), fruits (RM722 million) and milk and milk
products (RM662 million). Hence while Malaysia has a strong offensive interests in its
commodity exports, it also has defensive interests in its food sector. Furthermore, producers
in the food sector in Malaysia are primarily smallholders where socio-economic
considerations such as income, poverty alleviation, food security as well as rural development
objectives need to be balanced with economic growth and trade. This is more so in the rice
subsector, where national food security considerations usually take priority.
Table 11 shows the import and export performances of five subsectors in agriculture with
three of them registering positive BOTs while two of the subsectors exhibiting negative
BOTs. Of the five selected agricultural products, it can be clearly seen that palm oil
constituted the largest BOT. During the 15 year period its BOT increased from RM3.6 billion
to more than RM11.3 billion. Obviously the dominance of palm oil exports is the main factor
that resulted in the overall positive BOT for agriculture.
The poultry and processed food subsector both reported a positive BOT during 1995 until
2010 (Table 11). However, comparing between 1995 and 2000, there was a slight decrease in
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Table 10. Balance of agricultural trade, Malaysia, 1989-2010

Year

Balance of
agricultural
trade
(US$1000)

Year

Balance of
agricultural
trade
(US$1000)

Year

Balance of
agricultural
trade
(US$1000)

1989

2,675,817

1997

2,975,851

2005

4,796,878

1990

2,223,366

1998

4,221,872

2006

5,861,979

1991

2,025,277

1999

3,384,515

2007

8,740,338

1992

2,361,215

2000

2,028,902

2008

1,330,3382

1993

2,279,552

2001

1,493,153

2009

7,641,026

1994

3,382,380

2002

3,074,300

2010

11,832,535

1995

4,350,585

2003

5,247,285

1996

3,441,205

2004

5,074,655

Source: Calculated from FAOSTATS

each of the respective total exports. Meanwhile, between 2005 and 2010, both subsectors saw
a commendable increase in its total trade, from US$ 145 million to US$ 264 million, and
from US$ 2416 million to US$ 5673 million, respectively. While Malaysia is moving rapidly
towards industrialization, processed food production will continue to become more important.
Processed food demand including for both domestic consumption and exports are expected to
expand as consumer preference changes and incomes and standard of living increases.
The exports of fruits and vegetables increased at a steady rate. However, it registered a
negative BOT throughout the observed period, due to the fact that Malaysia still depends
heavily on imported fruits and vegetables, especially for the temperate types. As the data
shows, the country’s dependency on imports of fruits and vegetables increased profoundly
from US$ 524 million in 2005 to almost double, valued at around US$ 1,010 million in 2010.
The imports of rice, the staple food also increased significantly, resulting in expanding trade
deficits from US$141 million to US$500 million during the same period. These higher
imports remained a sensitive public and political issue as Malaysia continues to grapple to
find an appropriate and feasible ratio balance of national self-sufficiency and imports for rice.
Producer prices are supported as part of the "small producer income enhancement" program
to allow them to stay in rice farming and face cheaper imports, which are also regulated by
the government.
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Table 11. Selected subsector trade performance of Malaysian agriculture
Items
Palm oil

Processed foods

Poultry

Fruits and vegetables

Rice

1995

2000

2005

2010

Export
Import

3588.66
25.85

2366.69
9.59

4294.50
157.87

12405.40
1084.45

Total Trade

3614.51

2376.29

4452.37

13489.85

BOT

3562.81

2357.10

4136.63

11320.95

Export

710.36

615.90

1305.64

3141.43

Import

442.56

497.46

1110.43

2531.99

Total Trade

1152.92

1113.36

2416.06

5673.42

BOT

267.80

118.45

195.21

609.44

Export
Import

112.47
22.34

97.65
52.51

108.02
37.07

180.90
83.35

Total Trade

134.81

150.16

145.09

264.25

BOT

90.14

45.14

70.95

97.55

Export
Import

130.45
398.67

156.15
351.09

187.59
524.03

241.20
1010.03

Total Trade

529.13

507.24

711.62

1251.23

BOT

-268.22

-194.94

-336.44

-768.83

.01

1.2

0.4

Export

0.8

Import

142.0

181.6

182.6

500.4

Total Trade

143.0

181.7

183.8

500.8

BOT

-141.2

-181.6

-181.4

-500.0

The future of agricultural trade
The conclusion of the UR Round of negotiations that led to the formation of the WTO in
1995 was welcomed all around the world. Expectations were high. This was more so for the
developing countries. For the first time in history, policy limits and ground rules for global
trade in agriculture were established. Trade distortions were to be reduced over eight
years for developing countries and six years for developed countries. There were huge cuts
expected in agricultural subsidies in developed countries which had for years displaced
farmers in the developing countries. At the same time, developing countries were also
committed to open new market opportunities for products from the developed countries by
reducing import tariffs, quantitative restrictions and other non-tariff barriers. Trade was then
to be the main vehicle for global growth and prosperity. However during the implementation
period of the WTO, developing country members realized that they were ill equipped in
many aspects to enjoy the benefits of the WTO and that protection, support and agricultural
subsidies remained high in the developed countries. The playing field remained unlevelled.
Return to protectionism?
As the above weaknesses were uncovered, the first post WTO multilateral negotiating round
was launched in 2001 to negotiate a new and improved terms for all members. The Doha
Round as it is known, was to be a "development round", a round to give better terms for the
developing countries, especially for agriculture. After 12 years, this Round is almost "dead"
with no conclusion foreseen in the near future. The stalemate of the Doha Round has placed
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doubts on the ability of the WTO and the multilateral trading system to enforce a truly fair
global trading based on the rules-based system. Many developing country governments and
even members of advance economies such as the G10 Group1/ in the WTO seemed to be
reverting back "protectionist positions" on the negotiating table. The failure of the Doha
Round can primarily be attributed to this hard stand on agriculture. Issues regarding food
security and poverty, rural development, the welfare of small farmers as well as the demands
of the big agricultural exporters for deeper access to markets of the developing economies
held back the progress of the Doha Round. The protectionist sentiments were further
exacerbated by the food and fuel crisis in 2008 that again fuelled riots and social discontent in
many developing countries. It will be unfortunate if the world would revert back to the
protectionist measures of the past that would negatively affect international trade and
agriculture and overall economic growth. This would a loss to global economic welfare
affecting both developing and developed countries.
Without concrete research, it is not known how much more liberalization of agricultural trade
have taken place as a result of the numerous FTAs that have been signed world-wide that is
over and above the WTO, the so called WTO plus measures. Nevertheless, our suspicion it
was not much. Most of these FTAs are not comprehensive and many agricultural lines were
still excluded to cater for individual sensitivities. Furthermore, in most FTAs, only border
measure issues were mainly addressed while domestic and export subsidies and other support
that badly distort trade were not negotiated. These issues could only be tackled at the
multilateral level.

A discussion on policy and trade prospects for Malaysian agricultural trade
Malaysia is a small trading nation that has depended on trade for its growth and prosperity. It
needs to continue to depend on trade to accelerate further economic growth and generate
higher incomes for society. It needs a viable and open global trading system which is
predictable. The Government need to realize that as we desire increased openness and
accessibility of markets from our trading partners, the same expectation is required of us.
However, despite the need for more open markets, no nation including Malaysia can brush
aside sensitivities be it socio-economics, religious and or political; or even just the sentiments
of the majority. These sensitivities need to be carefully managed with proper "buffers" and
safety nets, if appropriate. Longer adjustment periods and temporary exclusions that can be
renegotiated are some of the possible options.
For Malaysia, the defensive interests in the agricultural sector that have been described earlier
are important to be accorded some flexibility, some less and some more. In the rice subsector,
for example, which can be considered as the most sensitive crop in agriculture due to host of
sensitive elements, the most flexible liberalization process would be needed to provide
comfort to all stakeholders. During the food and fuel crisis of 2008 Malaysia faced
difficulties in sourcing its rice due to abrupt export bans and constrains imposed by
Malaysia's "traditional rice trading partners". This has reignited the scepticism that "nations
can depend on the international trading system at all times to deliver its need for food". It has
been proven otherwise.
___________________________________
1/

Group consisting of Chinese Taipei, Rep. Korea, Iceland, Israel, Japan, Liechtenstein, Mauritius, Norway,
Switzerland that call for agriculture to be treated as diverse and special because of non-trade concerns which
effectively translates to cautious liberalization in agricultural trade
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Other sensitivities including religious ones, such as liberalizing trade for wine and liquor as
well as tobacco products (viewed as "sin products") also need to be extensively considered
and understood by our policymakers as well as Malaysia's trading partners in designing future
initiatives for freer trade. It is within this framework that we think the future of Malaysia's
trade policies would continue to evolve. It would be beyond reason for Malaysia to fall back
to inward looking and further protectionist policies that would pull back economic progress
social prosperity that have been derived from international trade thus far.
CONCLUSION
The enthusiasm shown by governments towards freer trade as well as the come into force of
numerous plurilateral and bilateral FTAs across political ideologies around the world showed
the confidence they have in the benefits of freer trade. The WTO started with 128 founding
members. Today its membership is up to 159 countries, and even as the Doha Talks stalled,
there still more than 20 countries that are applying and awaiting accession to join the WTO.
Almost every nation seems to believe freer markets is the way forward for global prosperity.
The common issue that confronts them is how to get there as smooth as possible and to
minimize the "negative shocks" to those affected by the new rules and measures. For
Malaysia, there should be no looking back but to continue to promote and pursue fairer and
freer trade among nations. With a merchandize trade to GDP ratio of almost 140%,
Malaysia's capability to spur growth from within would be relatively more difficult and the
economic backlash of a slowdown in international trade would be deep. Even the big
domestic economies such as the USA and China with merchandize trade to GDP ratios of
around 25% and 50% respectively, would experience the consequences of a global slowdown
in international trade.
A more liberalized world trading environment is expected to be continuously sought by
nations in their search for better economic welfare for their people. Being a small nation,
Malaysia, more so, needs to persistently progress with this approach and outlook. To be
economically secured as the trading order becomes more liberalized, it has no other option
rather than to increase productivity and competitiveness of its industries, including
agriculture. No food security assurance can be more assured than the competitiveness to
produce and export one's own food. The importance of trade in assuring the liberty and selfsecurity of a nation cannot be more reflected in the belief of the liberals that, "nations that
trade do not go to war with each other".
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Appendix A:
Malaysia’s involvement in free trade agreements (FTAs) are briefly described d below:
a) Malaysia-European Union Free Trade Agreement (MEUFTA) - Malaysia and EU
commenced the first round of negotiations on 6 Dec 2010 in Brussels, Belgium. A
total of 13 Working Groups have been established to negotiate on various issues. In
2011, total trade between Malaysia and the EU amounted to RM132 billion, recording
an increase by 7.4 per cent with exports valued at RM72 billion (an increase by 4.7%)
and imports accounted for RM60 billion (an 11.0% increase).
b) Malaysia-Turkey Free Trade Agreement (MTFTA) - established on 8 November 2007
and came into force on 1 January 2008. The MPCEPA encompasses liberalisation in
trade in goods and services, investment, as well as bilateral technical cooperation and
capacity building in areas such as SPS measures, intellectual property protection,
construction, tourism, healthcare and telecommunications. Under MPCEPA, both
Malaysia and Pakistan will progressively reduce or eliminate tariffs on their
respective industrial and agricultural products.
c) Malaysia-New Zealand FTA (MNZFTA) - Malaysia and New Zealand commenced
negotiations on the bilateral FTA in May 2005. The MNZFTA negotiations were
concluded on 30 May 2009 at the 10th round of negotiations in Kuala Lumpur and
entered into force on 1 August 2010, with areas of cooperation in the sectors of
education, forestry, health, manufacturing and biotechnology.
d) Malaysia-Chile Free Trade Agreement (MCFTA) – negotiations were concluded in
May 2010, signed on 13 November 2010 and came into force on 25 February 2012.
This is Malaysia's fifth bilateral and the first FTA with a Latin American country. The
Agreement outlines commitments from both countries on liberalization of trade in
goods. Malaysia and Chile will progressively reduce or eliminate tariffs on their
respective industrial and agricultural products.
e) Malaysia-India Comprehensive Economic Cooperation Agreement (MICECA) –
established on 24 September 2010 and came into force on 1 July 2011. It is a
comprehensive agreement that value-adds to the benefits shared from ASEAN-India
Trade in Goods Agreement (AITIG). Under MICECA, both Malaysia and India will
progressively reduce or eliminate tariffs on their respective industrial and agricultural
products whereby the commitments by both countries are reflected in its Schedule of
Commitments.
f) Malaysia-Australia Free Trade Agreement (MAFTA) – concluded negotiations on
MAFTA on 30 March 2012, and entered into force on 1 January 2013. It is a
comprehensive agreement, which comprises 21 chapters encompassing trade in
goods, services and investment as well as economic cooperation. MAFTA marks
another important milestone in Malaysia – Australia economic relations,
complementing the already established ASEAN-Australia-New Zealand FTA
(AANZFTA).
g) Malaysia-Japan Economic Partnership Agreement (MJEPA) – established on 13
December 2005 and came into force on 13 July 2006. MJEPA is Malaysia's first
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comprehensive Agreement covering: trade in industrial and agricultural goods, trade
in services, investment, rules of origin, customs procedures, standards and
conformance, intellectual property, competition policy, enhancement of business
environment, safeguard measures and dispute settlement.
h) Developing Eight (D-8) Preferential Tariff Agreement (PTA) – comprises eight
Islamic countries, namely, Bangladesh, Indonesia, Iran, Malaysia, Egypt, Nigeria,
Pakistan and Turkey. All eight (8) member countries signed the D-8 PTA at the Fifth
D8 Summit on 13 May 2006 in Bali, Indonesia. Malaysia ratified the D-8 PTA on 20
July 2006. The PTA is designed to gradually reduce tariffs and other barriers to trade
on specific goods in order to promote intra-trade among D-8 members.
i) Trade Preferential System - Organisation of the Islamic Conference (TPS-OIC) implementation of TPS-OIC would enable Malaysian exporters to gain preferential
tariff treatment for selected products in the markets of the participating countries and
enable exporters to gain competitive advantage over similar products originating from
non-participating countries.
Submitted as a country paper for the FFTC.NACF International Seminar on Threats and
Opportunities of the Free Trade Agreements in the Asian Region, Sept. 29- Oct.3, 2013,
Seoul, Korea.
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