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Trade Performance of Selected Food Sub-sectors in Malaysia 

Mohd Mansor Ismail, Alias Radom and Zainal Abidin Mohamed 

Introduction 
Competitiveness of manufacturing industry has become an extremely important topic in 
Malaysia. It is particularly important for Malaysia's food processing industry because 
Malaysian food processors have yet to identify competitive food sub-sectors for import 
substitution and/or export promotion. Since Malaysia has been a net importer of food products 
since 1985, any cost effective means of reducing imports and increasing exports of food 
products would be recommended to reduce the outflow of foreign exchange. 

The food deficits have been growing steadily over the years (Table 19.1), from a little over 
one billion ringgit in 1990 to more than four billion ringgit in 2000 ( all in current prices), an 
increase of almost 400 per cent. The major components of food imports are fish, vegetables, 
fruit and milk products whereas the main components of food exports are palm oil, cocoa, 
pineapple and pepper products. Porter ( 1990) points out that each developed country possesses 
its own competitive advantage or competitiveness in specific sectors of manufacturing 
industry. Similarly, there should be sectors in Malaysia that could be developed and exploited 
to improve competitive advantage. While Malaysian food producers would appear to have 
achieved comparative advantage in the production of exportable primary commodities, they 
still need to make greater efforts to enhance competitiveness in processed food products. 

The Agriculture Canada's definition of competitiveness for assessing the competitiveness 
of food sub-sectors: profit and market share, can be used. In this study, we only consider the 
latter because the share of a country's exports is a common determinant used in assessing 
competitiveness. 1 

1 Several market share indicators were used as proxies for competitiveness: Constant Market Share, Net Export 
Orientation ratios, Export Penetration ratios and Revealed Comparative Advantage ratios (See, for example, 
Haji Alias and Abdul Rahman., 1991; Martin et al., 1991; Van Duren et al., 1991; Winklemann et al., 1995). 



254 Mohd Monsor Ismail, Alias Radom ond Zoinol Abidin Mohomed 

Table 19.1: Processed Food Exports and Imports in Current Prices (Million Ringgits) 

1990 1995 1996 1997 1998 1999 2000 

Food Exports 3486 4915 5299 6052 7118 7276 7692 
Food Imports 4844 8443 9587 10745 11110 11555 12145 
Food Deficit -1358 -3528 -4288 -4693 -3992 -4279 -4453 

Notes: 
I. Includes food, beverages and tobacco. 
2. Food only (SITC 0) 
Source: Ministry of Finance, 2001. 

In addition to the market share, Porter (1990) includes another quantifiable component in 
the measurement of competitiveness, that is, positive trade balance. He concludes that an 
industry can be labelled as competitive if its share of world exports exceeded the nation's 
average share of world exports and the industry had a positive trade balance. In searching 
for competitive advantage sub-sectors, this study will explore the competitive performance 
of Malaysian food exports. 

Food Processing Industry in Malaysia 
Malaysia did not become substantially involved in other food processing for final products 
until after the I 985-87 recession. The recession hit the agricultural commodities sector the 
hardest. Commodity prices were low, making certain sectors like palm oil unprofitable. 
New measures were needed in order not to repeat the mistake of relying on a narrow range 
of exportable commodities. Such measures were proposed in many studies, for instance, 
Mustapha's paper on Evolution of Malaysian Agricultural Development Policies came to 
the following conclusion: 

"production orientation in Agriculture should continuously involve a combination of existing 
and new exportable commodities, particularly food and the development of downstream 
activities through agro or resource-based industries and rural industrialization." ( Mustapha, 
1989: 75) 

The chosen strategy was to go "downstream". The task of developing new higher value 
added food products and researching for new processing technology in the food-based 
agricultural commodities is entrusted to the Malaysian Agricultural Research and 
Development Institute (MARDI) and several other parastatal organisations. The establishment 
of parastatals by commodity ensures continuous research in new technologies for processing 
final products. For instance, the Palm Oil Research Institute of Malaysia (PORIM) is 
responsible for conducting research into end products derived from palm oil. As a result, 
Malaysia has gradually reduced the export of unprocessed commodities and has focused 
more on exporting processed products derived from food-based agricultural commodities. 

Instead of relying on primary commodity export as a source of foreign exchange earning, 
Malaysia has entered a new era of exporting finished food products. The strategy of 
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encouraging the export of processed primary commodities not only increases foreign 
exchange inflow but also increases capital inflow into the country and, in turn, increases 
employment (MITI, 1993).This was evident from the 8 percent increase in exports of 
processed food in 1992. Investment by foreign companies also increased. The number of 
approved projects in the food processing industry totalled 27 in 1990, 28 in 1991 and 32 in 
1992. Investment in the respective years was valued at 263 million ringgit, 381 million 
ringgit and 261 million ringgit. Foreign investments as a percentage of total investments 
accounted for 55.1 percent, 44.9 percent, and 60.5 percent, respectively, for the years 1990, 
1991 and 1992. With this inflow of foreign and local investments, many jobs were created. 
New investments in the food processing industry created 4,078 jobs in 1991 and 3,198 jobs 
in 1992. 

However, prior to creating, developing and enhancing competitive advantage in the food 
processing industry, one needs to identify the potential food sub-sectors that could capture 
the market share domestically and internationally. For this reason, a lot of time and money 
have been spent by government agencies and private sectors to identify food products based 
upon existing comparative advantage, exports diversification and new market penetration 
but the question of which food processing sub-sectors Malaysia should concentrate on is 
still debated. With the research methods specified in the next section, we hope to enlighten 
the policy makers on initial identification of potential food processing sub-sectors that possess 
competitive advantage or competitiveness. 

Methodology 
Pitts et al., ( 1995) review four indicators that could measure competitive performance, namely 
Revealed Comparative Advantage (RCA), Net Export Index (NEI), Boston Consulting Group 
Technique (BCG) and Foreign Direct Investment Index (FDI). As suggested by Buckley et 
al. (1988), competitive performance is one of the measures of competitiveness. The 
competitive performance measures look at how well a country, sector or firm has done 
relative to its rivals. In this study, we adopt the first two techniques, Revealed Comparative 
Advantage (RCA) and Net Export Index (NEI), of measuring competitive performance. 

Revealed Comparative Advantage (RCA) 
Revealed comparative advantage (RCA) is a useful indicator of competitive performance. 
It identifies sectors in which an individual country has a comparative advantage. Following 
Balassa (1965), Winkelmann et al., (1995) have adopted the same computation in their 
assessment of competitiveness in the European food industry. However, in this chapter we 
use the normalised global RCA as presented by Vollrath (1991) to evaluate the 
competitiveness position of Malaysian food industry. The RCA is defined as the share of a 
particular food product from one country in the international market as a ratio of the share 
of total food products from that country in international market and it can be written a: 

(1) 
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where X; is value of exports of food i from the country in question, X;w is value of exports of 
food i from all countries in the world, Xm is value of exports of all food from the country in 
question, and Xmw is value of exports of all food from all countries in the world. 

A ratio of greater than I 00 is taken as an indication of revealed comparative advantage. A 
rise in the ratio suggests a strengthening of competitive advantage. As an example, a score 
of 115 for a particular industry would mean that its share of the world market was 15 per 
cent higher than the country's share of total exports and that the country had a relatively 
small comparative advantage in that industry. 

In this study, we divided the analysis into two stages to examine the changes in the 
comparative advantage of Malaysian exports and the impact of government policies in 
encouraging the production and export of higher value added food products. The first stage 
of the analysis was at sectoral level while the second was at product level. By analysing 
both stages separately, the variations in the trend at sectoral level may be explained in terms 
of the variation in the trend at product level. For example, the cocoa sub-sector might 
experience a downward trend because all cocoa products such as cocoa paste, cocoa butter 
and chocolate have downward trends or it may be that the net effect of positive and negative 
changes in the trend of cocoa products tends to be downward. 

Apart from estimating changes in comparative advantage, we can also scrutinise the impact 
of previous policy on encouragement of downstream activities. For instance, the gradual 
shift away from exporting unprocessed agricultural commodities towards exporting higher 
value added food products could be unveiled from comparative advantage analysis at product 
level. Thus, by splitting the analysis into two stages, it was hoped to explain the causes of 
trend variations in both stages and the impact of government policy on export diversification. 
The formula for sector RCA and product RCA are as follows: 

(2) 

where, RCA,1 is sector level RCA, X,; is value of exports of food sub-sector i from Malaysia, 
X,;w is value of exports of food sub-sector i from the world, Xm is value of exports of all food 
from Malaysia, and Xmw is value of exports of all food from the world. 

[
x ./x ] RCA 

1 
= pi piw X 100 

p xmf xmw (3) 

where RCAP1 = product level RCA, Xp; is value of exports of food product i from Malaysia, 
Xp;w is value of exports of food product i from the world, Xm is value of exports of all food 
from Malaysia, and Xmw is value of exports of all food from the world. 



Trade Perlormonce of Selected Food Sub-Sectors in Molaysia 257 

Net Export Index 
The index (NX-j) expresses net exports of commodity j as a percentage of total trade in 
commodity j, for a particular country; 

NX = [XjX;]x 100 
I X;/Mi (4) 

where Xi is value of exports of commodity j, and Mi is value of imports of commodity j. 

The measure yields ratios ranging from + 100, where a product is exported but not imported, 
to -100 where a product is imported but not exported. From the ratios, a positive sign does 
not necessarily indicate comparative advantage, nor does a negative sign necessarily suggest 
comparative disadvantage. However, an increase in the ratio may be taken as a likely 
indication of some strengthening of competitive advantage. The Net Export Index analysis 
can also be interpreted in the light of Porter's suggestion on the importance of the trade 
balance in explaining competitive advantage. A negative NEI ratio is unfavourable because 
the country is incurring a trade deficit in that particular product while a positive NEI ratio is 
favourable because the country is experiencing a trade surplus in the product in question. 

Results and Discussions 
Sector RCA Indices 
At this stage, we divided several food products into separate sub-sectors, namely beef, 
cocoa, palm oil, milk, wheat, pepper, pineapple, rice, and coconut. These sub-$ectors were, 
then, regrouped into different categories according to their possible trade clusters. First, the 
import substitution category includes beef, wheat and rice. Second, the traditional export 
category consists of cocoa, palm oil, pepper, pineapple and coconut. Third, the emerging 
export category includes only milk because other food sub-sectors, which are not included 
here, are not exported or the amount exported is negligible. 

RCA indices were computed using trade data collected from the Malaysia External Trade 
Development Corporations (MATRADE) and the Food and Agricultural Organisation (FAO). 
The results are presented in Table 19.2 and RCA indices show mixed results of comparative 
advantage between food sub-sectors. An index of greater than one hundred reflects 
comparative advantage while less than one hundred suggests comparative disadvantage. 
Apart from looking at absolute figures, it seems appropriate to compare the trends over the 
period as an indicator of what is happening to competitive performance in each food sub
sector. It is apparent from the table that the magnitude of RCA could indeed be quite enormous 
for several food products (palm oil, pepper, cocoa, pineapple and coconuts). According to 
Winkelmann et al. ( 1995), for a small country like Malaysia, it is normal to have huge RCA 
ratios for major exports. 
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Table 19.2: Sector RCA in the Food Processing Industry, 1990-1995 

Food Sub-Sectors 1990 1991 1992 1993 1994 1995 Trends 

Import Substitutes 
Beef 3.9 4.9 2.5 1.2 0.8 0.7 Declining 
Rice 0.5 1.7 1.5 3.3 2.2 5.4 Increasing 
Wheat 2.9 4.5 3.3 3.2 3.8 3.3 Increasing 
Traditional Exports 
Cocoa 495.9 473.2 433.5 398.2 299.7 230.8 Declining 
Palm oil 4938.0 4633.5 4482.0 3906.0 3256.0 3180.0 Declining 
Pepper 913.4 761 761.0 506.3 537.3 351.0 Declining 
Pineapple 260.5 240.6 219.0 193.9 139.8 119.8 Declining 
Coconuts 230.4 201.7 283.8 232.6 194.5 150.0 Declining 
Emerging Exports 
Mille 36.7 51.5 43.0 75.7 64.0 65.7 Increasing 

The sector RCA ratios imply that the beef sub-sector is not competitive and the trend indicates 
competitive advantage is declining. Malaysia imported almost 70 per cent of its beef 
consumption in 1990 and the figure increased to 80 per cent in 1995 (Government of 
Malaysia, 1996). Research on local breeds has been going on for decades but the success 
rate is minimal. Even though imported studs were introduced, the beef industry is still 
sluggish. The more recent cattle production systems involved the plantation crop-livestock 
integration and intensive feedlotting. Currently, local consumption is largely satisfied by 
cattle and beef imported from Australia, Thailand and India. There is potential for the 
production of processed beef products for the domestic and export markets, especially in 
the area of Halal2 and convenience foods. 

Surprisingly, the rice sub-sector has improved competitiveness even though the sub-sector 
as a whole is not competitive. Rice is a staple food for Malaysians. Domestic production 
satisfies almost 75 per cent of local consumption and the gap is filled by imports. In order to 
take advantage of available capacity in rice processing, Malaysia has increased the production 
of high value added rice products for export. 

In contrast to the rice sub-sector, there appears to be an improvement of RCA in wheat and 
milk sub-sectors. The indices suggest that wheat and milk sub-sectors have not been 
competitive throughout this period relative to the milk and wheat market of the world but 
the trend indicates that their competitive disadvantage is declining. Malaysia is exporting 
more processed milk each year. Although Malaysia imported all its wheat requirements, 
the country converted the wheat into higher value added products for export. 

The results also show that the cocoa sub-sector is competitive but the declining RCA indices 
indicate Malaysian producers are losing compared to other producers, and the sector's 

' Halal means animals slaughtered according to the Islamic rites. 
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competitiveness is deteriorating. The declining competitive advantage is probably associated 
with the reductions in the export of cocoa, possibly because of intense competition from 
other low cost producing countries. 

The acreage planted has also declined over time, and thus reduced the production of cocoa 
beans. In addition, Malaysia is confronted with labour shortages in the agricultural sector 
which adversely affected the production of all agricultural commodities including cocoa. 
Assuming that domestic cocoa consumption and cocoa imports stayed the same, the decline 
in cocoa production might reduce the volume of cocoa exported from Malaysia. 

The palm oil sub-sector was also facing the same problems as in the cocoa sub-sector. The 
difficulties in getting workers in the plantation industry have reduced the output from estates 
and consequently, the cost of production increased. Even though the sector is competitive, 
the trend indicates the competitiveness of palm oil sector is declining because other low 
cost producing countries have entered the world market. 

Pepper is one of the major commodities exported from Malaysia. The indices suggest the 
sector is competitive but the trend suggests the competitive advantage is declining. Malaysia 
has reduced production of pepper because of low world prices, and thus, making the sub
sector unattractive to smallholders. However, recent improvement in world pepper prices 
may attract potential producers to invest in the production of this commodity. 

Like other major exports, pineapple and coconut sub-sectors are also facing shortages of 
labour and decline of production. Even though the pineapple sub-sector is competitive, it 
cannot sustain its competitiveness. Pineapple is a labour intensive crop since pineapple fruit 
has to be hand picked individually during harvesting. Because many smallholders were 
losing labour to the manufacturing sector, some planters have to cut back on production and 
some have to stop planting pineapples. The decline in the production of pineapples reduced 
the raw materials supplied for downstream industries, and this adversely affected the 
pineapple processing industry. Ceteris paribus, the decline in the production of pineapples 
might contribute to the reduction in exports which is reflected in the downward trend of 
RCA indices for the pineapple sub-sector. 

On the other hand, the coconut sub-sector has suffered a serious price problem. During the 
recession, the price paid to farmers was not even enough to cover the cost of harvesting. 
Many smallholders and plantations abandoned their holdings. Again fewer coconuts meant 
less coconut oil, and assuming other things to be constant, the low production of coconut 
reduced exports of coconut oil. These adverse factors were underlying the downward trend 
of RCA indices in the coconut sub-sector. 

Sector NEI Indices 
The net export index of food products at the sectoral level is presented in Table I 9.3. The 
results, in general, demonstrate a similar changing pattern in the competitive advantage as 
shown by the trend in RCA indices. Beef, cocoa, palm oil, pepper, pineapple, coconut and 
milk sub-sectors exhibit a declining trend which, in turn, indicates declining comparative 
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Table 19.3: Sector Net Export Index in the Food Processing Industry, 1990-1995 

Food Sub-Sectors 1990 1991 1992 1993 1994 1995 Trends 

Import Substitutes 
Beef -77.5 -74.8 -83.3 -92.2 -94.3 -94.8 Declining 
Wheat -91.1 -90.1 -89.6 -91.3 -90.5 -90.1 Increasing 
Rice -96.1 -95.8 -91.8 -68.7 -65.1 -52.9 Increasing 
Traditional Exports 
Cocoa 99.6 98.6 97.9 96.9 88.9 63.3 Declining 
Palm oil 99.2 91.2 94.1 92.1 94.0 98.5 Declining 
Pepper 93.4 79.l 79.8 82.7 92.8 83.0 Declining 
Pineapple 99.6 99.6 99.4 99.2 97.5 97.5 Declining 
Coconut 51.8 24.0 23.8 11.4 16.7 11.7 Declining 
Emerging Exports 
Mille 92.9 93.4 93.2 98.0 88.1 89.5 Declining 

advantage. From Table 19.2, absolute figures indicate the wheat and rice sub-sectors are not 
competitive but the trend in the net export index as reflected in Table 19.3, which is similar 
to the trend in RCA indices, revealed that their competitive advantage is strengthening. 

In contrast to the RCA results, the milk sub-sector indicates a slight decline in net export 
index over the period which could be interpreted as more milk is being imported at home. 
While RCA indices indicate that the market share of milk exports is moving up, the net 
export index reflects increased imports. Over the period milk exports increased by 53.6 per 
cent while milk imports increased by 101 .7 percent. The higher growth rate of milk imports 
generates a slight decline in the net export index. This means that the downward trend in net 
export index is created by a declining domestic net trade balance. The differences in the 
direction of trends in RCA and NEI indices over time could also arise from the extent of the 
two indices covering different data set. The export data on condensed and evaporated milk 
used in RCA computations are in disaggregated form while the import data for condensed 
and evaporated milk used in NEI computations are in aggregated form. 

Product RCA Indices 
In order to investigate further the reasons for declining or improving RCA levels in food 
sub-sectors, we computed RCA indices at the product level. An interesting result appeared 
as we compared the magnitude of the indices and the trend of the indices at both levels. 
RCA indices at product level for the year 1990 through 1995 are shown in Table 19.4. For 
certain sub-sectors that showed a decline at sectoral level, the RCA at certain product level 
sometimes increased. This occurred in rice, wheat, cocoa, pineapples and milk. 

Rice and wheat products are not competitive at sectoral level or at product level. However, 
the RCA indices in rice and wheat flour indicate increasing trends. Thus, the major 
contribution of trend improvement in rice and wheat sub-sectors comes from flour exports. 
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Table 19.4: Product RCA in the Food Processing Industry, 1990-1995 

Import Substitutes Products 1990 1991 1992 1993 1994 1995 

Beef and Veal 0.1 0.5 0.1 0.1 0.1 0.0 
Beef and Veal, Boneless 7.6 9.2 4.4 1.7 1.1 1.0 
Beef Dried Salt Smoked 0.3 0.4 0.1 0.0 4.5 4.0 
Beef Preparation 4.7 2.1 2.1 2.8 1.7 1.4 
Wheat 0.3 0.4 0.1 0.3 0.3 0.2 
Wheat+ Aour, Wheat Equiv. 5.3 8.0 6.1 5.8 6.8 6.1 
Rice, Husked 0.5 1.3 1.3 1.1 0.6 0.7 
Rice, Broken 0.0 2.4 0.2 0.0 1.7 5.5 
RiceAour 3.8 1.6 6.8 27.2 15.3 31.5 
Rice fermented Beverages 0.1 0.2 0.2 0.3 0.0 3.8 
Traditional Exports 
Cocoa Beans 570.4 539.1 462.5 375.1 237.2 i33.5 
Cocoa Paste 40.7 20.2 19.6 25.1 35.0 57.8 
Cocoa Husks+Shell 89.5 329.3 124.5 518.6 763.1 612.9 
Cocoa Powder and Cake 273.2 219.1 286.0 308.8 267.1 249.5 
Palm Kernels 915.3 806.8 1642.6 940.9 140.3 0.0 
Palm Oil 4955.0 4648.0 4491.0 3917.0 3264.0 3186.0 
Pepper 913.4 761.0 761.0 506.3 537.3 351.0 
Pineapples 54.5 40.8 45.2 78.5 53.2 42.4 
Pineapples, Canned 403.7 384.9 315.2 266.9 213.4 198.3 
Pineapple Juice Sing-Stre 6.2 3.9 30.1 51.3 27.8 20.8 
Coconut Oil 274.8 252.1 316.2 267.6 217.9 165.0 
Coconut Cake 13.4 0.1 27.0 19.8 20.4 4.4 
Emerging Exports 
Whole Milk,Condensed 106.3 162.2 114.5 283.2 300.9 284.8 
Whole Milk, Evaporated 24.6 27.4 26.9 26.1 17.4 13.6 

As shown in Table 19.2, the cocoa sub-sector is competitive but the trend indicates declining 
competitiveness. When we compute product level RCA in Table 19.4, we discover only 
cocoa paste is not competitive while other products maintain ratios in excess of 100. The 
RCA indices for cocoa beans and cocoa products, except cocoa paste and cocoa husk and 
shell, exhibit a declining trend. The indices suggest cocoa beans have a declining competitive 
advantage, while cocoa products, except cocoa butter and cocoa powder, have a rising 
competitive advantage. 

Among pineapple products, canned pineapple is competitive but its competitiveness is 
declining. Pineapple juice, however, has improved competitive advantage even though the 
indices are less than one hundred. The upward trend represents an increasing preference by 
the rest of the world for Malaysian pineapple juice. 

While examining Malaysia's milk sub-sector relative to the whole world, we found that the 
Malaysian milk producer is not competitive. However, when we look at individual product 
level, condensed milk is competitive and it becomes more competitive each year whereas 
evaporated milk in Malaysia becomes less competitive. 
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Table 19.5: Product Net Export Index in the Food Processing Industry, I 990- I 995 

Products 1990 1991 1992 1993 1994 1995 

Import Substitutes 
Beef and Veal -98.0 -87.7 -90.5 -97.0 -97.0 -99.3 
Beef and Veal, Boneless -76.0 -73.7 -83.5 -93.0 -95.0 -95.1 
Beef Dried Salt Smoked I I.I -56.5 -50.0 -100.0 53.4 -29.6 
Beef Preparation -50.0 --64.7 --65.6 --60.0 --67.0 -76.1 
Wheat -99.0 -98.9 -99.4 -99.0 -99.0 -99.3 
WheatFiour, Wheat Equiv. -84.0 -82.0 -80.7 -84.0 -83.0 -81.8 
Rice, Husked 100.0 100.0 100.0 100.0 58.8 100.0 
Rice Flour -98.0 -99.0 -94.7.0 --62.0 --61.0 -41.2 
Traditional Exports 
Cocoa Beans 99.9 98.6 97.4 96 76.4 16.3 
Cocoa Paste 96.4 77.1 85.2 79.1 81.7 89.4 
Cocoa Butter 99.9 99.7 99.9 98.8 99.0 98.9 
Cocoa Powder and Cake 95.4 92.3 92.6 93.6 96.2 94.7 
Palm Kernels 51.6 29.5 -34.7 -15.0 -78.0 -100.0 
Palm Oil 99.2 91.2 94.5 92.3 94.2 98.7 
Pepper 93.4 79.1 79.8 82.7 92.8 83.0 
Pineapples 98.4 95.9 99.6 98.4 83.7 84.6 
Pineapples, Canned 99.8 99.9 99.8 99.9 99.8 99.7 
Pineapple Juice 65.6 65.1 83.4 85.5 83.0 84.5 
Coconut Oil 51.7 24.8 23.6 10.9 16.0 11.9 
Coconut Cake 60.7 -96.9 40.6 92.8 97.4 -33.3 
Emerging Exports 
Whole Milk, Cond.+Evap. 92.9 93.4 93.2 98.0 88.1 89.5 

Product NEI Indices 
The net export indices of food products are presented in Table 19.5. The results indicate a 
changing pattern in the export-mix of food products. Similar to RCA indices, beef products 
exhibit declining competitive advantage. On the other hand, rice and wheat products indicate 
strengthening competitive advantage especially in wheat and rice flour. 

The NEI ratios for cocoa beans and cocoa paste declined in the 1990-1995 period indicating 
that competitive advantage is weakening. In this analysis, cocoa husks and shell seem to 
have improved competitive advantage as reflected in RCA indices. The declining trend in 
the net export index of cocoa beans indicates that imports are getting bigger each year. 
Owing to the increasing demand for cocoa beans to support the expanding downstream 
activities, the import of cocoa beans has increased from 101 tonnes in 1990, valued at 
123,000 ringgit, to 39,704 tonnes in 1995, valued at 124 million ringgit. To fulfil the local 
processors' requirement, Malaysia imported cocoa beans from low cost producing countries 
and re-exported it in the form of higher value added products. 

In contrast to cocoa beans, the indices for other cocoa products, notably, cocoa butter, and 
cocoa powder and cake remained strong. The erosion of Malaysia's market share in the 
export of cocoa beans, however, is not necessarily due wholly to the decline in 
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competitiveness. According to Shamsudin et al., (1995) supply factors probably dominate 
in this case. The production figure in 1990 was 247,000 tonnes, and declined to 200,000 
tonnes in 1993. Depressed cocoa prices and the availability of alternative investment 
opportunities like oil palm, together with the boom in the manufacturing sector has diverted 
resources away from cocoa production. Another factor is the rapid increase in the domestic 
grinding of cocoa beans. Domestic grinding rose rapidly from 27,000 tonnes in 1985 (25% 
of production) to 100,000 tonnes in 1995 (79% of production). 

The Product NEI ratios show that the competitive advantage of palm oil still remained 
strong but, similar to RCA analysis, that palm kernel oil is getting weaker with imports 
increased from 1992 onwards. Palm kernel oil is used in manufacturing of many local 
products. When domestic production of palm kernel oil cannot satisfy local demand, the 
government encourages imports and discourages exports. Regular increases in export tax 
for palm oil were seen as one of the possible steps taken by the government to encourage 
down-stream activities. 

Similar to palm oil products, pepper, pineapples and coconut products exhibit declining 
competitive advantage as indicated also by the RCA analysis. Net export indices for canned 
pineapple indicate competitive advantage remained strong while that of the pineapple juice 
suggests strengthening of competitive advantage. 

Malaysia became a net exporter of milk products throughout the period. Milk products 
exhibit similar results as reported in RCA analysis. Because of import data aggregation, we 
cannot analyse condensed and evaporated milk separately as in RCA analysis. 

Competitive Performance Rankings 
The ranking of competitive performance is based on comparative advantage as reflected in 
the RCA coefficients. Tables 19.6 and 19.7 present the ranking of food sub-sectors and food 
products based on their RCA indices. It seems that, between 1990 and 1995, the top three 
sub-sectors of palm oil, pepper and cocoa remain unchanged (Table 19.6). Pineapple and 
coconut have switched places because the drop in RCA level is greater in pineapple than in 
coconut. The beef, rice, wheat, and milk sub-sectors are not included in the ranking because 
their RCA indices are less than one hundred. The Product RCA ranking is presented in Table 
19.7. It indicates the top five products derived from major exports of Malaysia except 
condensed milk in 1995. The top five products in Table 19.7 display declining RCA except 
for the condensed milk. 

Table 19.6: Ranking of Food Sub-sectors with RCA Greater than 100 

RCA Index 1990 Food Sub-Sectors RCA Index 1995 Food Sub-Sectors 

4938.0 1 Palm oil 3180.0 I Palm oil 

913.4 2 Pepper 351.0 2 Pepper 

495.9 3 Cocoa 230.8 3 Cocoa 

260.5 4 Pineapple 150.0 4 Coconuts 

230.4 5 Coconuts 119.8 5 Pineapple 
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RCA Index 

4955.4 
915.3 
913.4 
570.4 
539.3 
403.7 
274.8 
273.2 
106.3 

Conclusions 
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Table 19. 7: Ranking of Product with RCA Greater than 100 

1990 Products RCA Index 1995 Products 

Palm Oil 3186.4 Palm Oil 
2 Palm Kernels 612.9 2 Cocoa Husks+Shell 
3 Pepper 438.2 3 Cocoa Butter 
4 Cocoa Beans 351.0 4 Pepper 
5 Cocoa Butter 284.8 5 Whole Milk, Condensed 
6 Pineapples, Canned 249.5 6 Cocoa Powder and Cake 
7 Coconut Oil 198.3 7 Pineapples, Canned 
8 Cocoa Powder and Cake 165.0 8 Coconut Oil 
9 Whole Milk, Condensed 133.5 9 Cocoa Beans 

Revealed Comparative Advantage (RCA) and Net Export Index (NEI) are useful measures 
of competitive performance. This paper computes RCA and NEI ratios for different food 
sub-sectors and food products for the period 1990 to 1995, a period over which the indices 
varied significantly. 

On the whole, the two approaches agree that major exports from Malaysia show declining 
competitive advantage even though they are competitive at the sectoral level. It can be 
deduced that Malaysia has competitive advantage in the traditional export category (cocoa, 
palm oil, pepper, pineapple, and coconut) but competitive disadvantage in the import 
substitute and the emerging export categories (beef, rice, wheat, and milk). These results 
confirm the fact that Malaysia is a major exporter of cocoa, palm oil, pepper, pineapple, and 
coconut and a net importer of beef, milk, wheat, and rice. 

Further investigation at the product level based on Product RCA and NEI ratios revealed 
that higher value added products in the traditional export category such as cocoa paste and 
pineapple juice became more competitive throughout the period. The results also indicate 
that products in the import substitute and emerging export categories such as rice and wheat 
flour, and condensed milk become more competitive even though it was not competitive at 
sectoral level. 

From product level analysis, it can be concluded that some final processed food products 
(wheat flour, rice flour, cocoa paste, pineapple juice and condensed milk) from Malaysia 
are becoming more competitive relative to processed food market of the world. This implies 
that the objective of government policy in encouraging downstream activities in the food 
processing industry has shown results. At present, the food processing industry is capable 
of extending its influence in the world market. 
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