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Executive  Summary 

Introduction 

Economic theory indicates that there are gains to be made from free trade. This view 
goes back a long way and it is supported by numerous empirical studies attempting to estimate 
the magnitude of such gains. Despite the evidence for the benefits of freer trade, all 
governments without exception intervene to varying degrees in the workings of natural market-
forces. The main reasons for trade protection include the need to protect infant industries, to 
ensure food security, to redistribute income by protecting specific agricultural industries, and to 
enhance incomes of small producers. However, the burden of protection increases over the 
years and many governments realize that it is not sustainable in the long run to continue to 
protect inefficient industries; hence the global move towards trade liberalization including 
agricultural trade.  

The liberalization initiatives culminated in the signing of the Uruguay Round (UR) 
Agreement and the establishment of the World Trade Organization (WTO) on January 1, 1995. 
The main elements of the UR Agreement include market access commitments, concessions on 
trade in goods and services, and dismantling of quantitative restrictions and subsidies as well as 
other non-tariff barriers by both developed and developing countries. Apart from being a 
signatory to the Uruguay Agreement and a member of the WTO, Malaysia, which is also a 
member of ASEAN, is additionally committed to the implementation of the ASEAN Free Trade 
Area (AFTA). The AFTA is a commitment by ASEAN to enhance intra-ASEAN trade and to 
building up competitiveness through increased regional economic cooperation. The members 
signed the CEPT Agreement (Common Effective Preferential Tariffs Agreement) which is the 
main mechanism towards implementing the AFTA. The agreement now covers agricultural 
products. 

However, many of the areas under the UR Agreement such as anti-dumping, safeguards, 
handling of subsidies and dispute settlement are new to developing countries, and the effects of 
the liberalization itself at both global and regional levels are not well understood by many 
countries including Malaysia. It is, therefore, the objective of this study to examine the actual 
effects and extent of benefits and losses to be gained by Malaysia as a result of trade 
liberalization in agriculture, with special focus on the subsectors that are important to Malaysia, 
such as palm oil, rice and tobacco and CGPRT related crops. The specific objectives are: 

• to review policies affecting trade including financial, fiscal and other related policies, 
• to analyze trends in Malaysian agricultural trade and assess the overall impacts of 

liberalization measures on Malaysia, and 
• to make recommendations pertaining to trade liberalization in Malaysia. 

The Malaysian economy 
 
Malaysian economic growth has consistently been above the 8% level for the past ten 

years (1987–1996). In 1995, its per capita GNP was US$4,023, which is ranked third after 
Singapore and Brunei in South East Asia. When the country gained its independence from the 
British in 1957, the economy was predominantly based on primary commodities such as rubber, 
timber and tin. Together they contributed to more than 50% of the country’s GDP. The 
contribution from the manufacturing sector was only 9%. By 1995, the manufacturing sector 
contributed 33.1% to GDP while the contribution of agriculture declined to just 13.5%. 



 

 xxii

Between 1982 and 1996, the manufacturing sector registered double digit growth, averaging 
12.5% per annum. Agriculture, on the on other hand, grew at only 2.7%. Growth in the service 
sector was also strong. The changes in the structural composition of the Malaysian economy 
were also reflected in other major macroeconomic parameters such as composition of exports 
and employment. 

Nevertheless, despite the declining relative contribution of the agricultural sector to the 
national economy, the role of agriculture is viewed as strategically important. Apart from its 
critical role of providing food for the nation, the sector is still an important source of 
employment. Agriculture is also important to support agrobased industrial development and in 
terms of its linkages with other industries. More importantly for Malaysia, however, is that the 
agricultural sector is seen as vital sector for the attainment of national unity. The underlying 
issue concerns the relatively high incidence of poverty in the sector as compared to the other 
sectors. Policies and programmes in the agricultural sector focussed on enhancement of income 
of agricultural producers in order to reduce the incidence of poverty and to minimize the 
intersectoral disparity and inequity between agriculture and non-agriculture. These policies are 
considered crucial in maintaining and enhancing the social and economic stability of this multi-
racial country. 

The Malaysian agricultural sector can be primarily grouped into the agro-industrial 
subsector comprising oil palm, rubber, cocoa and timber, the food subsector comprising paddy, 
fruits and vegetables, livestock and fishery and the miscellaneous group consisting of tobacco, 
pepper, coconuts, sugarcane, cassava, sweet potato, maize, tea and coffee. Another subsector 
consists of the newly-emerging agro-industries such as floriculture, sago and aquarium fish and 
aquatic plants. The structural composition of the agricultural sector has not changed very much 
in the last ten years with the agro-industrial subsector, which mainly serves the export market, 
dominating the agricultural scenario. This composition can be reflected in Malaysia’s 
agricultural land use data for the 1985-1995 period. In 1995, oil palm, rubber and cocoa 
accounted for more than 77% of the total agricultural land use in Malaysia. In terms of value 
added, these three crops contributed to about 57% of agricultural GDP in 1995. Composition of 
exports also showed identical patterns with palm oil accounting for almost 30% of total export 
earnings in agriculture in 1995 and rubber accounting for 11%. 

Malaysia’s domestic and trade policies 
Malaysia’s policy planning can be divided into three phases. The first phase ran from 

1956–70, the second from 1971-1990 and a third from 1991 – 2000. During the first phase, the 
main thrust was in the provision of social and industrial infrastructure to lay the foundation for 
a free market economy for growth. The second phase of development planning was influenced 
by efforts to narrow income gaps along racial and regional lines towards establishing political 
and economic stability. Built on the success of the second phase, the new era maintains the 
ultimate goal of achieving a united society and of becoming a developed nation by the year 
2020. This new phase, referred to as the New Development Policy era, has set the stage for 
increased opening of the economy including the agricultural sector to external competition. 
Malaysia’s signing of various agreements on trade liberalization is a testimony to Malaysia’s 
stand as a strong proponent of trade liberalization, consistent with the country’s development 
plans. 

 

Policies in the agricultural sector  
Agricultural development strategies in the 1960s and 1970s mainly focused on providing 

employment, as well earning and saving foreign exchange. Strategies and programs during the 
period were also designed to raise farm incomes to reduce poverty in agriculture. Export crops 
such as rubber, oil palm and cocoa were actively promoted. Many subsectors in agriculture 
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were protected through tariffs and nontariff barriers such as quotas and other import barriers to 
protect producers and save foreign exchange in line with the import substitution strategy during 
this period. High emphasis was given to food security where a 100% self-sufficiency target was 
set for domestic rice production. The launching of the National Agricultural Policy (NAP, 
1984) marks the actual beginning of liberalization of the agricultural sector. Productivity, 
efficiency and competitiveness were the main focus of the policy. Self-sufficiency for rice was 
rationalized to 85% of domestic consumption. 

The period of 1984 - 1990 marks an important threshold in the transformation and 
development of the Malaysian economy. This era saw rapid expansion of the manufacturing 
sector and altered the relative importance of the agricultural sector. The overall development of 
the agricultural sector was beset with problems including more favorable policies towards 
manufacturing, labor shortages and increasing wages, increasing competition for land for other 
uses and others. A second NAP was introduced in 1992. Greater emphasis was given to 
productivity, efficiency and competitiveness issues in the context of sustainable development 
and linkages with other sectors of the economy, in particular, the manufacturing sector. The 
development effort was geared towards modernization and commercialization of the sector and 
tariffs on many agricultural products were dismantled to prepare the sector for increased 
competitiveness. The food security issue was further rationalized and the self-sufficiency level 
for rice was further revised downwards to 65%. Exports were further encouraged. The 
government also introduced new and additional incentives to attract investments in the 
agricultural sector.  

Trade policy 
 
Malaysia has a fairly liberal trade regime with low tariffs for most products. In 1993, the 

simple average and ad volorem tariff was 14%. The average was lower for agriculture at 10.4% 
while for industry it was 14.4%. The level of tariff protection is regularly revised to harmonize 
the tariff structure and reduce excessive protection. In most cases, tariffs on products are 
revised downwards except for products that are luxurious and unhealthy such as luxury cars, 
cigarettes and alcohol where increases on tariffs were imposed on the importation of these 
products. With respect to nontariff measures, Malaysia also practices import quotas and 
licensing (automatic and nonautomatic) on a fairly wide range of products. This is used both for 
restricting imports to protect certain industries, to ensure adherence to sanitary, phytosanitary, 
safety, environmental protection as well as copyright requirements and also for the purpose of 
monitoring. For rice, an import monopoly is held by BERNAS, the privatized state enterprise of 
the National Paddy and Rice Board. Export duties are levied on a number of primary 
commodities for revenue and to encourage domestic processing. Malaysia does not have any 
export subsidies but provides incentives such as tax rebates for certain promoted export-
oriented industries. 

The trade regime for agriculture 
 
The effective duty rates on imported agricultural products are low by international 

standards and protection afforded to the industrial sector is still considerably higher than that of 
agriculture. Over the years, and more so in the 1990s, tariffs have been reduced on a broad 
range of products to meet Malaysia’s obligations to international and regional trade agreements. 
In addition voluntary cuts have been made to ensure competitiveness of agricultural subsectors 
in the long term. For agricultural products under chapters 1-24 of the Malaysian Customs Trade 
Classifications and Customs Duty Order, the number of tariff lines under the 0-5% category has 
increased from 318 lines to 866 lines from 1978-1997 or from 50.9% to almost 70% of all tariff 
lines in the 24 chapters. The reduction has been more rigorous for the 1988 - 1997 period, 
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where the number of tariff lines under the 0-5% group has increased from 52% to almost 70%. 
Similarly, the number of tariff lines that fall under the 6-15% group has also increased from 21 
lines in 1978 to 95 lines in 1988 or from 3.4% to 7.6% of the total tariff lines. Out of the 866 
tariff lines that are in the 0-5% category, about 850 lines or 61% are actually duty free. 

Policy measures in palm oil, rice, tobacco and CGPRT-related crops 
In general, the government maintains a non-interventionist policy for palm oil and the 

CGPRT crops such as maize, tapioca and sweet potato. In palm oil, direct policy measures that 
distort trade flows in the edible oil and fats market can be considered as insignificant. However, 
institutional support from the government for production, marketing, promotion and R&D of 
palm oil is strong. This includes direct involvement of government owned agencies in 
production, processing and marketing, the provision of incentives and export credit financing. 
Maize, tapioca and sweet potato, being important raw materials for other agricultural industries 
have always enjoyed a free market status. On the other hand, rice and tobacco, being important 
socio-economic crops have been subjected to heavy intervention by the government in the 
market place. In the rice industry, a host of interventions are in place, including monopoly on 
imports, GMP for paddy, controlled prices at milling, wholesaling and retailing, fertilizer 
subsidy and price support. In addition, the government also provides drainage and irrigation 
facilities and undertakes R&D for rice. For tobacco, apart from being protected by high tariffs, 
the Malaysian tobacco industry also received other forms of support from the government. The 
major interventions include licensing of curers and cigarette manufactures and registering of 
growers, implementing production quotas to balance production with demand, setting proper 
grading and pricing of green and cured leaves and control and regulating the marketing of green 
and cured leaves. 

Performance in international trade 
The growing significance of Malaysia in international trade is reflected in the expansion 

of imports and exports. Total imports and exports increased 5.75 fold during the 1985-1996 
period from RM 68.5 billion to RM 394.0 billion. In 1994, it ranked 19th in the world in terms 
of exports and 18th in terms of imports. Malaysia is increasingly becoming a trade-oriented 
economy with the ratio of exports and imports to GDP increasing form 0.49 to 0.78 and 0.39 to 
0.79 respectively between 1985 and 1996. The trade balance was most of the time positive for 
the period under study, except in recent years. The agricultural balance has always been 
positive and increasing. Agricultural trade grew at a rate of 10% per annum, from RM 19 
billion to RM 52 billion during the same period. Agricultural exports mainly consisted of 
primary commodities while imports were mainly food items. The agricultural sector is also 
becoming more trade-oriented with the ratio of exports and imports to agricultural GDP 
increasing form 0.86 to 1.2 and 0.32 to 0.58 respectively between 1985 and 1995. 

Direction of trade 
 
At the aggregate level, ASEAN particularly Singapore, Japan, the USA and the EU 

continued to be major markets for Malaysia products. Together they accounted for more than 
75% of Malaysian exports for the last 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. Trade in agriculture, on the other hand, is more successful 
in terms of diversification. The ten major export destinations for Malaysian agricultural 
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products were Japan, Singapore, USA, China, Hong Kong, Korea, the Netherlands, Thailand, 
Taiwan and Pakistan. There is 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 is becomingly increasingly important with China and Pakistan displacing USA in the top 
five export destinations. The sources of agricultural imports were also becoming less 
concentrated. 

 
Imports of selected agricultural and agricultural related products such agricultural inputs 

and machinery, fish products, feed grains and livestock products have shown tremendous 
increases over the years. Ratios of the value of these imports to agricultural GDP have also been 
continuously increasing for the 1985-1996 period, from 0.016 to 0.034 for fish and fishery 
products, 0.012 to 0.025 for feed grains and 0.011 to 0.018 for livestock and livestock products. 
For food crops the ratio increased from 0.11 to 0.15 for the period. These subsectors as a whole 
have become more import-oriented.     

Competitiveness of commodities 
Analyses of ratios of f.o.b. and wholesale prices to world prices of major export 

commodities showed that Malaysia is still competitive in the production and export of palm oil, 
cocoa beans, saw logs and pepper. Both the f.o.b. and wholesale prices to world price ratios 
were less than 1. The situation is not so true for rubber where these ratios were consistently 
above 1 for the 1994-1996 period. For palm oil, the average f.o.b. to world price ratio for the 
1985-1990 was 0.66 compared to 0.84 for the 1991-1996 period. This indicates that although 
Malaysian palm oil can still be considered efficient and competitive, its competitiveness over 
the years seems to be lower in recent times. In general, although the ratios indicated that 
Malaysian cocoa beans and pepper were still competitive, labour problems and better economic 
returns from other crops, especially palm oil, saw many investors and producers exiting the 
industry for more lucrative ventures.  

As expected, Malaysia is not competitive in rice and tobacco production. The ratios of 
wholesale price to world price of these commodities were consistently more than 1. For rice, the 
average ratio increased from 1.17 for the 1985-1990 period to 1.51 for the 1991-1996 period, 
indicating increasing economic efficiencies and decreasing competitiveness. 

Effects of liberalization  
 
Past literature indicated that most countries including the developing ones would benefit 

from trade liberation. However, these studies also indicated that large net-importing food 
countries would lose due to increases in prices of food items resulting from liberalization. 
Nevertheless, they would lose more if they do not liberalize when others liberalized. 

For Malaysia, major gains are only expected from the exports of palm oil and wood 
products. Both the USA and EU that are major markets for Malaysian palm oil are expected to 
reduce their tariffs by 19% for unprocessed or semi-processed and 30% for processed oils and 
fats. Similarly, developing countries, which are becoming more important markets for 
Malaysian palm oil, are also reducing their tariffs on palm oil imports. Thailand and the 
Philippines, for example, are reducing them by 24% and 12%, respectively. For wood products, 
reduction in tariff escalation in developed countries would certainly benefit Malaysia. Other 
export crops including cocoa, rubber, and pepper are only expected to register modest gains 
since Malaysia’s competitiveness in exporting these products in the future is uncertain, and 
further declines in exports of these commodities are expected. 

In general, the Agricultural Agreement is not expected to bring radical changes in the 
import tax regime for Malaysian agricultural products since Malaysia’s import tariffs for 
agricultural products are already low. However, the Agreement can severely affect the rice 
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industry when all direct support including the price support are withdrawn from the industry. 
Many producers are expected to exit the industry as profit margins decrease. Unless the 
government undertakes massive infrastructural upgrading to increase current productivity 
levels, rice production is also expected to decline. Other protected subsectors such as tobacco, 
poultry and the swine subsectors are not expected to be significantly affected by the Agreement. 
However, the CEPT Agreement of ASEAN is expected to inflict significant impacts on these 
industries, especially on the local tobacco industry. At the pessimistic end, full implementation 
of the CEPT Agreement for agricultural products may see a total collapse of the industry as 
most ASEAN countries are more cost-effective producers of tobacco. Overall, the balance of 
gain and losses in agriculture for Malaysia will very much depend on the in-roads that will be 
made by Malaysian palm oil as Malaysia will lose in terms of higher import prices and imports 
of food. 

Issues and recommendations 
At the international level, there are increasing concerns on the use of non-tariff barriers 

such as sanitary and phytosanitary measures to protect domestic agriculture. At the same time 
there is increasing use of non-trade-related issues such as the environment and labour especially 
by developed countries to restrict imports from developing countries. The other concern is the 
emergence of a monopoly held by a few countries on food exports resulting from liberalization. 

For Malaysia some recommendations were put forward in pursuing the agricultural 
liberalization agenda. These include the need for a well planned strategy to prepare for 
adjustments in the protected and most affected subsectors, increasing the capacity for food 
production, expanding value added and downstream processing, and a quality enhancement 
program. It may also be necessary for Malaysia to join forces with other smaller countries to 
exert increased influence in the trade liberalization negotiating process.          
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