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Growth of Selected Agricultural Exports after the 1997 Financial Crisis 

Nik Hashim Mustapha and Nik Mohd Hazrul Hashim 

Introduction 
The world economy expanded from $10.8 trillion to $30.2 trillion during the period 1980 
to1999, with an annual rate of 5.6 per cent during the last two decades. The world trade 
expanded from $5. 7 trillion in 1988 to about $10.6 trillion in 1998, growing at a rate of 6.4 
percent per annum ( computed from World Development Report, 1996 and 2000/2001, see 
also Pang and Halim, 2001). These figures show that about one-third of the world output in 
1998/99 was channelled to world trade or entered trade globalization. It is observable that 
growth in world trade surpassed that of the growth in world output. Trade globalization is 
becoming a common phenomenon and is fast spreading with the help of e-commerce. 

Malaysia is not an exception; its GDP quadrupled during this same period from RM44514 
(1980) to RM190138 (1999) showing an annual growth rate of7.9 per cent. Its total export 
earnings had gone up from RM28201.3 in 1980 to RM321 l 78 in 1999 (Ministry of Primary 
Industries Malaysia, 1996 & 2000). Export earnings grew at a faster rate than the GDP, 
which was estimated at 13.6 per cent per annum. The export component of the agricultural 
sector will continue to contribute and perhaps sustain for an infinite time period even under 
critical economic circumstances. Agriculture earns foreign currency from export growth 
and in tum industrializes the economy by enhancing further export expansion within and 
outside the agriculture itself. Since Malaysia's export of primary commodities amount to a 
sizable portion it is the objective of this paper to investigate their prospective and direction 
especially after the 1997 financial crisis. 

The agricultural primary export has always been a significant contributor to the development 
of the Malaysian economy. Since the implementation of the First National Agriculture Policy 
(NAPl) in 1984 and the Second National Agricultural Policy (NAP2) in 1992, the agricultural 
sector grew at 3.2 per cent annually. Growth of agricultural export value averaged 9.8 per 
cent during this period rising from RM 13.9 billion in 1985 to RM 35.4 billion in 1995. 
According to the Department of Statistics, the export earning of commodity-based products 
was RM 49.8 billion in 1998 in comparison to RM 38.1 billion in 1997. This large increase 
was due to the improvement of commodity prices and higher export volumes. In 1998 the 
primary agricultural commodities accounted for 17.4 per cent of total export earnings and 
contributed about 9.7 per cent to the country's GDP. However, during the first quarter of 
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2002, the agricultural sector registered a slower growth of 0.8 per cent, mainly due to the 
decline in production of palm oil, rubber and sawn logs, which profoundly affected export 
of primary commodities. 

Impediments to World Trade 
Despite the interest and achievements of world trade there are growing concerns about its 
current performance. It is obvious that the increasing volume of world trade as a measure 
of success has been achieved but its distribution among rich and poor nations remains to be 
questioned. During the period 1994 to 1998 world trade had gone up by 25 per cent but less 
developed countries (LDC), which constitute 20 per cent of the world's population and 
some 74 per cent of the World Trade Organisation (WTO) 132 members, only generated 
0.03 per cent of the trade flows (Aileen Kwa, 1998). Another version of world trade worsening 
inequality was evident from the United Nations Development Program reports, which certifies 
that 20 per cent of the world's richest population consumed 86 per cent of the world's 
resources while the poorest 80 per cent consume just 14 percent (Global Exchange 
Organization, 1998). The WTO that replaced General Agreement on Tariffs and Trade 
(GATT) in 1995 is supposedly democratic. In reality the leading industrial countries remain 
the major players in world trade. 

The principle of reciprocity of trade negotiations, that is, mutual agreement on conditions 
such as lowering of tariffs in exchange for commodities traded between countries normally 
benefited the large and diversified economies. This implies that developed countries with 
many commodities to offer to the Least Developed Countries (LDC) would be in a better 
position to get more benefits. Allegation has gone to the extent of blaming the superpower, 
the United States, for too concerned of expending its own markets. Impediments to LDC 
still exist especially for exports that do not meet developed countries (DC) standards and 
requirements such as on eco-labelling. 

The WTO agricultural policy on food purportedly led by the US will not work toward 
meeting the needs of the world food supply. The policies were intended to promote world 
food trade instead of encouraging food for self-sufficiency. The Agreement on Agriculture 
was geared to reduce domestic protections by opening up markets for free trade. In exchange 
for US complying with the WTO commitments, the agreement institutionalizes subsidies to 
the US agro-exporters while prohibiting the LDC to support and protect their farmers. The 
WTO "green Box" policies provide direct income subsidies to agro-exporters of the developed 
countries, which increase further their relative competitiveness in world trade. The amount 
of $280 billion provided annually in subsidies to the DC under free trade would squeeze out 
small farmers of the LDC, especially so when these countries are not allowed to protect 
their markets and interests. 

The Trade Related Intellectual Property Rights Agreement (TRIPS) protects the rights of 
the DC's corporations such as in research but permits sharing of the indigenous communities 
of the LDC newly found research innovations of economic value to be registered as DC 
patent rights. With advanced research capabilities and experiences of the rich nations the 
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agreement on Intellectual Property Rights is beneficial to the DC. Rents transfer from the 
exploitation of natural resources of LDC to DC is expected to occur in enormous value. 

There are pros and cons on the development and adoption of new technologies in agriculture 
such as that of biotechnology and the input package and practices needed to succeed their 
adoption. Genetically modified seeds and plants (GMO) raise cost of production when more 
insecticide and pesticide are used. The adoption of GMO is totally relying on chemical 
fertilizer; while damaging the environment through chemicals use may increase the possibility 
of jeopardizing the health of farmers. The adoption of GMO promotes mono cropping and 
allows for large-scale farming that encourages intensive use of chemicals. These practices 
are not environmentally benign and are conflicting to the ultimate objective of sustainable 
agricultural development of the LDC. 

Exports of Selected Primary Commodities 

Oil Palm Production and Export 
The oil palm production increased remarkably during 1975 to 1985 from 1.3 million to 4.1 
million tons. Over the same period, Malaysia was marked as the world leading producer 
and exporter of palm oil which was the country's second largest export revenue earner. 
Malaysia played an important role in fulfilling the global needs of palm oil. In 1998, oil 
palm plantation sites covered about one third of all the agricultural cultivated areas in 
Malaysia, amounting to a total of 1.95 million hectares. Today, oil palm is the leading export 
commodity in Malaysia surpassing rubber. In fact, most areas previously cultivated with 
rubber trees are being replaced by oil palm plantation. The industry provides a source of 
living for more than 200,000 rural families in various land development schemes and 
individual smallholdings. 

In 1998, Malaysia remained as the world's largest producer of palm oil with approximately 
8 million tons or 52 per cent of the world's production and 63 per cent of the world export. 
Malaysian palm oil accounted for 13.6 per cent of the world's production of oils and fats in 
the same year. Palm oil has become the second world's most important vegetable oil after 
soybean oil since 1982. 

According to the Malaysian External Trade Statistics for the period from January to March 
2002, palm oil and its based products maintained the status of the second largest export 
revenue earner with a value of RM 4.1 billion and contributed 5 per cent to total exports. 
Palm oil, the major product (67. 7%) between the two categories, had increased by 22.5 per 
cent from RM2.8 billion to RM 3.4 billion within the time frame. This increase was main!y 
due to better prices ( +RM 345 per ton) since its export volume was lowered by 11.2 per cent 
or 296,000 tons. Export volume of palm oil is expected to grow slightly by 19 .6 per cent 
this year due to anticipated increase of prices of palm oil for the remaining year. The export 
earnings from palm oil in 2002 are expected to increase to 6.4 per cent after a drift of 31.3 
per cent in 2000. Figure 17.1 shows the export values of Malaysia's oil palm by major 
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Figure 17.1: Export Value of Palm Oil (RM mn) 

Table 17.1: World Exports of Palm Oil (000 metric tons) 

Malaysia Indonesia Singapore Others Total 

5727 1163 679 626 8195 
5573 1628 599 622 8422 
5565 1304 573 712 8154 
6117 1719 448 1057 9341 
6750 2173 328 1509 10760 
6513 1856 399 1427 10195 
7212 1851 289 1411 10763 
7490 2982 298 1403 12173 
7425 2002 241 1143 10811 
8802 3319 270 1293 13684 

Annual Growth Rate(%) 4.39 11.06 -8.81 7.52 7.52 

Mff (%) 

69.88 
66.17 
68.25 
65.49 
62.73 
63.88 
67.01 
61.53 
68.68 
64.32 

Note: Others include EU- (I 5), Cote d'Ivoire, Papua New Guinea, Hong Kong, Colombia etc. 

I/M(%) 

20.31 
129.21 
23.43 
28.10 
32.19 
28.50 
25.67 
39.81 
26.96 
37.71 

importers. India, Pakistan, the Netherlands and China are the major importers of this 
commodity in recent years. 

The volume and the annual growth rate of palm oil exports by its world exporters are shown 
in Table 17 .1. Evidently Malaysia is currently the leading exporter of palm oil, closely 
followed by Indonesia and Singapore. Looking at the annual growth rate for the last decade, 
Malaysia's effort to increase the production and planted area was diverted to the East 
Malaysia; Sabah and Sarawak. Apparently other countries, particularly Indonesia are doubling 
their effort to devote their land to the cultivation of oil palm. Annual growth rate of palm oil 
export was higher in Indonesia (11.0%) compared to Malaysia (4.4%) and others (7.5%) for 
the period 1990-99. The declining share of the world palm oil export volume for Malaysia 
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Source: MPOB in Statistics on Commodities 2000, Ministry of Primary Industries Malaysia 14th Edition. 

Figure 17.2: Palm Oil versus Soybean Oil 

is discerned from a gradual fall in its total contribution to the world export which was 
around 69.9 per cent in 1990 to 64.3 per cent in 1999. The decline in Malaysia's export is 
taken up by the increase in its counterpart, Indonesia. The percentage of Indonesia to Malaysia 
palm oil export volume, which was 20.3 per cent in 1990, had gone up to some 37 .7 per cent 
in 1999. 

Malaysia's strength in the palm oil industry is perhaps directed towards diversifying and 
development of end products such as that of palm oil diesel for automobiles and several 
food items. This success had come a long way through research and development that need 
to be perfected from time to time. 

Indonesia had rapidly advanced in profitable agricultural crops like oil palm and natural 
rubber because of lower production cost by virtue of surplus labour but its lack of technology 
might slow down further progress. However, through collaboration and movement of skilled 
workers and experienced researchers especially by the private investors' transfer of 
technologies might not be impossible to happen as is the case in natural rubber. Another 
problem encountered by Malaysia's export of palm oil is competition from its rival the 
soybean oil, but the United States is not the major exporter of this product. 

Figure 17 .2 shows the relationship between the average prices of palm oil and soybeans oil. 
The figure seems to support the fact that these commodities are directly competing one 
another implying that an increase in the average price of palm oil will necessitate a 
corresponding increase in the average price of soybeans oil and vice versa. This means if 
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the price of palm oil were to fall the soybeans association of the United States would most 
probably double up their production thus pushing down soybeans oil price to make soybeans 
oil more competitive in the market. In reality average prices of these commodities are 
evidently moving in the same direction, which seems to imply they are highly competitive 
and this is further supported by the fact that these prices are highly correlated with R2 = 
0.836. We have also included the price of coconut oil in the multiple regression equation to 
see if similar relationship exists between soybeans oil and coconut oil but the result apparently 
suggests that there oils are not correlated statistically. Rapeseeds oil was also fitted against 
soybeans oil, which we found to be highly correlated. 

Natural Rubber and ifs Industry 
Natural rubber is another primary commodity with a long history of economic backgrounds 
and its upstream prospect had been deteriorating during l 980's. This crop, however, is 
gaining economic momentum downstream particularly with the growth of the rubber wood 
furniture industry. Even though prospect for downstream activities for natural rubber has 
improved, the industry continues to lose its economic significance to the country. As a 
result of this Malaysia not only produce and export natural rubber but it also imports natural 
rubber from abroad to cater for its growing rubber products industry such as tyres, inner 
tubes, gloves, footwear and industrial rubber goods. Natural rubber faces competition from 
synthetic rubber, which is its close substitute. In term of natural rubber, Malaysia had lost 
its domination to Thailand and Indonesia, which it led for a long period of time (Table 
17.2). In the early 1980s, Malaysia was still the major exporter of natural rubber while 
Indonesia's export was more than double that of Thailand. By 1990 Indonesia was almost at 
par with Malaysia while Thailand's export levelled that of Malaysia and was catching up 
with Indonesia. A decade later, in 1999 Malaysia's volume of natural rubber export decreased 
to only 27.4 per cent of Thailand and 29.7 per cent of Indonesia. Now, Thailand is the 
leading exporter of the world natural rubber. 

Natural rubber was once the leading export commodity in Malaysia but unfortunately in the 
1980's, the natural rubber production had undergone a dramatic change. The area for rubber 
plantation had been declining largely due to the conversion to oil palm and other commercial 
crops such as cocoa and fruits that provided better returns. During the period 1980 and 
1984, rubber output remained stagnant with an average production of 1.5 million tones. The 
same phenomenon continued in the proceeding years and up until 1993, the average 
production declined to only 937,092 tons. 

The Monthly Rubber Statistics reported that the production of natural rubber in May 2002 
had reached 38,853 tons, of which, 86.5 per cent came from the smallholders while 13.5 per 
cent came from the estate sector. There was a reduction in the number of employees in 
rubber estates from 21,729 in May 2001 to 16,872 persons in May 2002. Despite of the 
reduction of labour workforce, rubber production managed to pick up in the first quarter of 
2002 with a growth rate of 2.4 per cent after a long period of declining production that 
started in the middle of 1999. Exports of natural rubber also showed improvement during 
the first five months of 2002 amounting to about 357,920 tons. From January until May 
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Table 17.2: Natural Rubber Exports of Major Producing Countries 

Malaysia Indonesia Thailand Others Total Mil(%) M/f(%) 1/f (%) 

1980 1525.7 976.1 456.8 311.4 3270 156.31 334.0 213.68 
1987 1578.5 1092.8 873.2 415.5 3960 144.45 80.78 125.15 
1988 1563.6 1132.0 906.4 78.0 4080 138.13 72.51 124.89 
1989 1364.8 1151.8 1100.6 542.8 4160 118.49 24.01 104.65 
1990 1185.6 1077.3 1150.8 596.3 4010 110.05 03.02 93.61 
1991 1041.2 1220.0 1231.9 396.9 3890 85.34 84.52 99.03 
1992 939.1 1268.1 1412.9 411.8 4032 74.06 66.47 89.75 
1993 769.8 1214.3 1396.8 489.1 3870 63.39 55.11 86.93 
1994 782.1 1244.8 1605.0 87.0 4219 62.83 48.73 77.56 
1995 777.5 1323.8 1635.5 574.6 4311 58.73 47.54 80.94 
1996 709.8 1434.3 1763.0 646.4 4554 49.49 40.26 81.36 
1997 586.8 1403.8 1837.1 665.5 4493 41.80 31.94 76.41 
1998 424.9 1641.2 1839.4 674.5 4580 25.89 23.10 89.22 
1999 453.5 1525.1 1657.0 754.4 4390 29.74 27.37 92.04 
Annual Growth -9.16 2.85 4.18 3.35 0.54 
89-99(%) Rate 

Note: Others include Sri Lanka, Vietnam, Cambodia, Nigeria etc. 
Source: IRGS (computed from 'Statistics on Commodities 2000', Ministry of Primary Industries Malaysia 14th. 
Edition). Web site: www.kpu.gov.my 

Table 17.3: Destinations of Natural Rubber Export (January- May 2002) 

Country Export (MT) per cent 

Germany 51,635 14.4 
China 42,312 11.8 
U.S.A. 33,731 9.4 
Korea 22,074 6.1 
France 19,303 5.4 
Italy 13,478 3.8 
South Africa 13,220 3.7 
Total 195,753 54.6 

Source: Department of Statistics Malaysia 

2002, more than half (54.6%) of natural rubber exports was shipped to seven major importing 
countries (Table 17.3 ). 

With the focus on industrialization, a larger portion of natural rubber has been channelled to 
produce and export rubber value-added products such as tyres, latex products, industrial 
rubber products, toys and sport goods. In 1995, the rubber product industry contributed 
RM 3.2 billion to total export earnings (RM 185 billion) of Malaysia. Kong Ping Yee, the 
Malaysian Rubber Products Manufacturers' association (MRPMA) executive director cited 
that, "while the export sector has continued to perform well despite difficult times, production 
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has suffered badly". He also mentioned that tyre exports recorded a significant growth with 
a 96 per cent jump in the first five month of 1998 compared to the same period the previous 
year. In 1997, tyre exports dropped 7. 8 per cent compared to 1996 and so did the footwear 
sector which recorded a 14 per cent decline form 1996. 

Rubber wood is another source of export earnings in the Malaysian rubber product industry. 
This industry has grown since 1998 and until now Malaysia is the market leader in South 
East Asia. Currently there are relatively large numbers of furniture manufacturers and export 
companies in Malaysia. As estimated, there are 750 companies in the related area and in 
June 2000, the government has identified that furniture industry as "target industry" for 
new growth sectors. A total of 21 wood investment projects worth RM356.5 million were 
given by the Industrial Development Authority in 2000 to build up the industry. Wooden 
furniture products can be divided into three main categories namely; rubber wood furniture 
(65%), panel based furniture (20%) and hardwood furniture (15%). 

Due to the solidness and durability of rubber wood after treatment, its export demand is 
increasing and in March 2002 rubber wood contributed up to 80 per cent of wood furniture 
exports. The furniture industry has long used western designs to produce well-made furniture. 
Skills and knowledge of local manufacturers in producing western-style furniture have 
enhanced demand from foreign countries. Despite impressive downstream development 
the industry's upstream activities yet it remained unattractive. 

The continuing decline of natural rubber industry in Malaysia is discerned from its annual 
rate of growth for the last ten years or so. As observed from Table 17.2 Malaysia's export of 
natural rubber was down by 9 .2 per cent per annum during the period 1989-99 and is stipulated 
to further decrease in the near future. This falling export trend is probably caused by uncertain 
future of the natural rubber industry owing to the instability of natural rubber prices in 
world market, competition from the other exporting countries that could produce natural 
rubber at lower cost, consistent pressure on land utilization from non-agricultural prospective 
investments and the national economic policy, which was unfavourable to the development 
of the industry. 

It would be hard to sustain the natural rubber industry without oulside sourcing since land is 
becoming scarce to numerous perspective investments especially with the spread of 
urbanization. Conversion of agricultural land to housing estate, industrial sites, and 
recreational grounds becomes a common phenomenon because land belongs to private entities 
that consider immediate rather than the long range social benefits. 

Cocoa 
The cocoa industry in Malaysia experienced a phenomenal growth from 1970s to 1980s as 
a result of accelerating price of cocoa. Prices of cocoa started to increase rapidly in 1972 
mainly because of the shortage of world's cocoa stocks. Cocoa prices resumed a sharp 
increase reaching a staggering RM 13,000 per metric ton in 1977. In 1989, cocoa cultivation 
in Malaysia became attractive and lucrative crop to farmers as such its planted area began to 
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Table 17. 4: Export of Cocoa and Cocoa Products, 2000 

Cocoa Type Value Quantity Number of 
(RM million) (metric tons) Importing Countries 

Cocoa beans 33 5,027 6 
Cocoa paste 6 15,117 27 
Cocoa butter 319 31,800 39 
Cocoa powder 98 6,872 39 

Source: Malaysian Cocoa Board 

increase covering an area of 414,236 hectares. However, the growth of cocoa came to a 
slowdown due to declining prices. In I 992 the price was only RM 1,800 per metric ton. 
Many farmers started to switch productions from cocoa to oil palm following the con!'ecutive 
price declines. By the year 2000, the area planted with cocoa declined to 77,769 hectares. 
Fortunately, the prices have recovered and remained in the range of RM3,200 to RM4,700 
per metric ton up to 2001. 

The production of cocoa beans coincides with the plantation growth trends, reaching a peak 
in 1990 with 247,000 metric ton. In 2000, production further declined to 70,262 metric 
tons, where Sabah constituted 73.4 per cent of the total production followed by Peninsular 
Malaysia (22.1 % ) and Sarawak ( 4.5% ). 

Malaysia's export earnings from cocoa and cocoa based products accumulated up to RM595 
million in 2000. Statistics on cocoa export, which include categories of cocoa, their values, 
quantities and number of importing countries, are shown in Table I 7.4. 

Currently, cocoa production is dominated by the developing countries in the tropical regions. 
Africa is the leading producer of cocoa, contributing about 60 per cent of the world supply. 
Other major producers are Brazil, Ghana, Indonesia, Malaysia, Cameroon and Nigeria. 
Global production is estimated to grow at a rate of 1.7 per cent per year until 2005. The 
output on the other hand is anticipated to reach 3.08 million metric tons with Africa holding 
65 per cent of the world's market supply. Indonesia has obtained a respectable position in 
the cocoa production and now is the world's third largest producer and is projected to reach 
375,000 metric tons by 2005. Meanwhile, Malaysia is expected to experience a slight 
increase in cocoa production due to the improvement in yield of maturing trees. In 2005 
cocoa production is expected to increase to 125,000 metric tons. 

Timber Products 
Malaysia is the world's leading exporter for hardwood and sawn timber and a major exporter 
of other timer products such as plywood, furniture, and moulding (see Table 17.5). In 1998, 
Malaysia's export earning from timber was RM14.2 billion and in 2000, it increased to 
RM 17. 7 billion. The timber industry has been increasing steadily over the last 40 years and 
currently it supports about 250,000 workers, which is 2.6 per cent of the total labour 
workforce. 
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Figure 17.3: Export Value of Sawn Timber (RM mn) 

Table 17.5: Exports of Timber Products, 2000 

Volume (m3) Value (RM) Exporting Country 
(according to importance) 

6,803,751 2,518,3 3 I ,566 Japan, China India, Tai wan 
and Hong Kong 

2,901,220 3,067,146,066 EU, Japan, Thailand, Middle East, 
Taiwan and China 

3,354,974 3,842,451,985 USA, South Korea, Hong Kong, 
China, EU, Singapore Taiwan 

902,125 805,293,394 China, Taiwan, South Korea 
n.a. 894,871,592 Japan, EU, USA, Hong Kong, 

Taiwan 

926,597 823,042,306 Japan, Hong Kong, 
Taiwan, China, UAE 

n.a. 4,418,991,372 USA, Japan, UK, Singapore, 
Australia UAE 

n.a. 69,694,036 USA, Japan, UK, Singapore, 
Australia UAE 

Source: Country Report of Malaysia 

There has been a structural change in the context of export volume and timber product 
range. For instance, the dominance of logs in 1990 which contributed 46 per cent of export 
earnings has reduced to only 14 per cent in 2000. On the other hand, the Malaysian furniture 
sector (wood and rattan) increased to the first rank in timber export earnings in 2000 
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amounting up to RM5.6 billion. This growth continued in 2002 and reached RM 7 billion 
in exports. The Malaysian government has been giving significant attention to downstream 
wood processing industries such as moulding, joinery and furniture because of its potentials 
to contribute to the economic development. Figures 17.3 shows the export values of sawn 
timber by major importers. The Netherlands was reported as the biggest importers of 
Malaysia's sawn timber in 1999. Other major importers of sawn timber in recent years 
include Japan, West Asia, Belgiuµi and the United Kingdom. 

Export Scenario after the 1997 Financial Crisis 
This section presents the results of the analysis of the quarterly data of five selected export 
commodities, four of which are primary products starting from the first to the fourth quarter 
covering the period 1996 to 2000. The selected export commodities of economic importance 
are palm oil, natural rubber, cocoa, fresh prawn and swan timber. Exports of these major 
commodities are hypothesized to be significantly influenced by the financial policy of the 
government when it fixed its fluctuating exchange rate of RM2.50 (2nd Quarter, 1996) to 
RM4.10 (3rd quarter, 1998) at RM3.80 to US$1.00 during the fourth quarter of 1998 (more 
specifically, on 2nd September 1998) until now. This pegged exchange rate regime is expected 
to profoundly reduce the value of our export commodities to the potential importing countries. 
However, since the major primary commodities exporters like Thailand and Indonesia were 
similarly affected by the last financial crisis we are doubtful as to their impacts. By virtue of 
its development status as an upper-middle income country, Malaysia might have some 
competitive edge in terms of the quality of products that it produces compared to the middle
income countries. 

The endogenous variables used in these analyses are the export prices and export quantities 
of the respective commodities and exogenous variables included are the exchange rate, a 
dummy variable to indicate situation before and after the pegged exchange regime was 
implemented with O=before and ]=after (otherwise), and interest rate of the commercial 
bank. For a linear regression analysis the system of equations estimated are presented as 
follows: 
1. EPO = ao + a1PO + £Xi ER + a, DMY + tx.i IR 

A ER + /J-J DMY + /34 IR 
µ2 ER + µ3 DMY + ~IR 
<f>i ER + ((>3 DMY + <p4 IR 
P2 ER + p3 DMY + p4 IR 
cr2 ER + cr 3 DMY + 0"4 IR 
ECO + EFP + EST 

2. ERU /Jo + /Ji PR+ 
3. ECO = l'o + µI PC+ 
4. EFP ({Jo + <p1PP + 

Po + P1PT + 5. 
6. 
7. 

EST 
ETO 
ETO 

= cro + cr1PO + 
EPO+ ERU + 

where, 
EPO is per capita quarterly export value of palm oil in ringgit 
ERU is per capita quarterly export value of natural rubber in ringgit 
ECO is per capita quarterly export value of cocoa in ringgit 
EFP is per capita quarterly export value of fresh prawn in ringgit 
EST is per capita quarterly export value of sawn timber in ringgit 
ETO is per capita quarterly total export value of selected commodities in ringgit 
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PO is average price of palm oil per every quarter of the year 
PR is average price of natural rubber per every quarter of the year 
PC is average price of cocoa per every quarter of the year 
PP is average price of prawn per every quarter of the year 
PT is the price of sawn timber for every quarter 
ER is the exchange rate of Malaysian ringgit to US dollar 
DMY is the dummy variable l=after financial crisis and O=otherwise 
IR is interest rate of the commercial bank. 

Equation (7) is an identity and most of the estimated equations are over-identified. Four 
double logarithmic regression alternative growth estimates of policy variables can be 
performed. Assuming that the constant term of regression equation is not a function of time 
and that the dummy variable finally reduces to be a part of the constant term growth of the 
policy variables is defined as, 
(8) Gy = and Gi = 

where Vis the selected policy variable evaluated at time t and the initial time Oas denoted 
by the subscripts, and n is the number of years. Gy represents growth rate of the selected 
policy variable, E; is the elasticity of the ith exogenous variables and G; is growth rate of the 
exogenous ith variables included in the equation. This alternative method of estimating 
growth provides a way to compare the respective exogenous effects on the policy variables 
analyzed. Certain text includes a residual effect 'a' in the RHS of equation (8) to indicate 
the time effect on the whole function such as the shift in the production function due to the 
improvement of the technological adoption in agriculture. 

The results of 2SLS regression analysis using Shazam econometric package are shown in 
Tables l 7.6Aand 17.6B. With the exception of prices of fresh prawn all primary commodity 
export prices were found to be directly related to the quantities of export and statistically 
significant either at 0.01, 0.05 or 0.10 probability levels. Apparently this seems to indicate 
that the variation in the export of primary commodities was associated with the variation in 
their export prices offered by the importing countries. But for fresh prawn price seems to 
exert little influence on the quantity of export since the production of this commodity is not 
always related to price. In other words, high prices would not assure of bumper harvest 
because of the probability of catches. It may also means that fresh prawn from aquaculture 
activities in the country was not sufficient to meet demand for export. For most commodities 
the ratio of exchange rate of the ringgit to the US dollar would necessitate a higher volume 
of export of the primary commodities. This does not hold for the export of cocoa, which 
exhibits a negative association between the variables analyzed. Malaysia is not a major 
exporter of cocoa. The decline in exchange rate makes it cheaper for the foreign industries 
in Malaysia to obtain outside sourcing from less developed countries, particularly Indonesia. 

Interest rate of the commercial bank was found significant for some commodities analyzed 
and their associations with the export quantity were normally negative. The negative 
relationship shown between these economic variables seems to suggest that an increase in 
the interest rate of the commercial bank would reduce commodity export as the cost of 
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Table 17.6A: Results of the Log Linear Regression Analysis of Export Commodities 1996-2000 

Ex11ort Commodit)'. Total 
Palm Natural Cocoa Fresh Sawn Exported 
Oil Rubber Prawn Timber Commodities 

(LEPO) (LERU) (LECO) (LEFP) (LEST) (LETE) 

Constant (e*) 6.8377 1.8177 -10.327 8.8633 -1.1319 8.7000 
(12,840) (0.988)NS (-1.621) (1.551) (-0.358) (19.270) 

Price of Palm 0.92691 0.74270 
Oil (LPO) (10,350) (9.787) 
Price of Natural 1.2117 
Rubber (LPR) (6,298) 

Price of Cocoa 2.8483 
(LPC) (3.128) 
Price Fresh 0.03745 
Prawn (LPP) (0.069)NS 
Sawn Timber 1.4282 
(LPT) (3,633) 
Exchange Rate 0.29439 0.18646 -4.6203 1.7580 0.17339 0. 19739 
(LER) (2.573) (1.463) (-3.827) (3.522) (0.5005)NS (2,036) 
Dummy -0.09709 0.00504 0.14603 -0.0442 0.08376 -0.11001 
(DMY) (-1.780) (0.0819)NS (0.31]8)NS (-0.213ts (0.4227)NS (-2.380) 
Interest Rate -0.26653 0.03647 -0.85693 -0.16439 -0.46565 -0.21880 
(LIR) (-2.870) (0.433ts (-l.063ts (-0.719ts (-2.200) (-2.780) 
Durbin-Watson 2.316 1.931 2.168 1.118 2.039 2.562 
R2 p 0.974 0.875 0.642 0.819 0.816 0.968 

Figures in parentheses denote I-values of the regression coefficients 
NS denotes not significant 

borrowing for export investment in production and transportation would be higher. The 
inclusion of dummy variable was intended to detect whether or not the given situation 
before (0) and after (1) the financial crisis would increase or decrease the volume of 
commodities exported. For most commodities the impacts were statistically not significant 
with the exception of palm oil and the total export but the magnitudes were small. For those 
with a negative sign it means export quantity of the commodities analyzed would be somewhat 
smaller after the 1997 crisis relative to the situation before this. 

We presented both linear and logarithmic linear estimations for comparison and their results 
are acceptable with perhaps the logarithmic functions provide ease for interpretations since 
they directly yield estimates of elasticity for the respective variables used in the analysis. 
The last point that needs to be notified is relating to the total commodity export function 
that seems to satisfactorily meet the theoretical formulation and the statistical requirements 
both for the linear and double-log estimations of the model. 

The overall results indicated that the Malaysia's selected commodity exports, after the 1997 
financial crisis in comparison to the situation before this, was significantly reduced. The 
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Tablet 7. 6B: Results of the Linear Regression Analysis of Export Commodities 1996-2000 

Export Commodity Total 
Palm Natural Cocoa Fresh Sawn Exported 
Oil Rubber Prawn Timber Commodities 

(LEPO) (LERU) (LECO) (LEFP) (LEST) (LETE) 

Constant 0.5 l 735E+06 -0.21E+06 55649 -38756 13956 0.1163E+07 
(1.957) (-1.416) (3.048) (-1.47) (0.9031)NS (4.018) 

Price of Palm 444.20 440.07 
Oil (PO) (12.790) (11.57) 
Price of Natural 67.748 
Rubber(PR) (6.497) 
Price of Cocoa 2.3507 
(PC) (2.214) 
Price Fresh 0.557 
Prawn (PP) (l.262)NS 
Sawn Timber 6.0305 
(PT) (1.723) 
Exchange Rate 0.15284E+06 32826 -17598 24031 3568.7 0.159E+06 
(ER) (2.201) (1.555) (-3.144) (2.47) (0.91)NS (2.091) 
Dummy -0.35553E+06 -10495 2596.6 872.4 406.76 0.4993E+06 
(MY) (-3.227) (-0.25)NS (0.36Q3)NS (0.0647)NS (0.0587)NS (-3.725) 
Interest Rate -O. l 6368E+06 341.51 -1806.5 -2313.4 -3797.0 -0.164E+06 
(IR) (-4.247) (0.0358)NS (-0.718l)NS (-0.74)NS (-2.371) (-3.888) 
Durbin-Watson 2.085 1.971 1.945 0.919 2.268 2.316 
R2 

p 0.978 0.869 0.522 0.820 0.757 0.975 

Figures in Parentheses denote t-values of the regression coefficients 

NS denotes not significant. 

coefficient of dummy variable of -0. l l will be multiplied by one that is after exchange rate 
was pegged at RM3.8 per US$!, instead of zero to represent the case before the fixing of 
exchange rate. The pegging of exchange rate itself had, in fact, contributed to an increase in 
our agricultural commodity exports by the magnitude of the elasticity, which was estimated 
to be around 0.197. This implies for one percent increase in exchange rate (quarterly data 
on exchange rate cover the period prior to 1997) would raise total export by approximately 
0.20 percent for every quarter of the year. Similarly for one percent increase in the interest 
rate of the commercial bank offered for investment total commodity exports apparently 
affected by a reduction of 0.23 percent quarterly. These effects seem to work the opposite 
way though their impacts were fairly small. Although all prices of commodity exports were 
included, the final analysis shows that the price of palm oil is highly and directly related to 
the total commodity export, meaning that an increase in the price of palm oil export will 
drag along total commodity export of the country. This may be possible since export of 
palm oil constituted a significant portion of the whole export of primary agricultural 
commodity. 
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Similar interpretations could be extended and elaborated for the analysis of individual export 
commodities growth but only for those significantly correlated variables of the model. For 
duration of 20 quarters starting with the first quarter of 1996 up to the fourth quarter of 2000 
we found that palm oil exports grew at 1.38 per cent per quarter, natural rubber grew at 
much slower rate of only 0.83 per cent per quarter. A sharp decline of quarterly export 
growth was observed in the exports of cocoa, which was estimated at 23.6 per cent per 
quarter. The exports of other selected commodities fresh prawn and sawn timber have 
registered satisfactory results, which were 4.82 per cent and 8.87 per cent per quarter, 
respectively. The overall analysis of the selected primary export data shows that the 
Malaysia's total exports, in general, grew at a much slower rate as it had been predicted to 
be around 1.04 per cent per quarter only. This means that although our exports of the primary 
selected commodities have increased after fixed exchange regime the impact is found to be 
marginal. 

Conclusion 
We believe that although the impact of 1997 economic crisis on individual commodities 
varies across commodity exported, its effect is felt throughout all sectors of the economy. 
This paper is intended to identify the likely effect of the crisis specifically on the export of 
selected primary commodities and agriculture-based products. In short, we investigated 
whether or not the macroeconomic policy of adopting a fixed exchange rate regime affects 
the agricultural export sector of the economy. We also identified specific export commodity 
or commodities that enhanced or otherwise following the adoption of the above monetary 
measure and moreover what would be the volume of export prior to and after this financial 
CTISIS. 

In summary, different export commodities responded in general quite predictable to the 
impact of the financial crisis. Pegging of ringgit lower than situation prior to the crisis had 
somewhat attracted importers of our export commodities, in that more are being exported 
compared to the situation if such steps were not adopted. However, the impact was considered 
small and the overall commodity export had somewhat been reduced after the crisis compared 
to the situation before this. Prices of the export commodities still exert major impact on the 
volume of the per capita commodity export investigated since they are significantly correlated 
to the export quantities while price elasticity of export for most cases was elastic. 

Further analysis on the growth of major primary export coqimodities especially after the 
financial crisis reveals that the situation in general did not seem to improve significantly for 
several commodities. Palm oil prices, which could, apparently, withstand the crisis were 
encountering a continuous decline during 2000 and thereafter. The downturn in prices affected 
palm oil export growth and prospect profoundly. Individual export commodities showing 
prospective direction of growth based on the information provided from the regression 
analysis were exports of fresh prawn and sawn timber. In general, the impact 1997 financial 
crisis trade on the trade of selected Malaysian export commodities investigated in this study 
was positive yet considered to be trivial. 
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