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Foreword

Rapid expansion of the Malaysian economy over the past two decades has
resulted in changing food consumption patternsand agrowth in demand
foragricultural products. Domestic production, however, cannot keep pace
withrisingdemand. Demand for food, especially for wheat-based products,
livestock, dairy products, sugarand vegetables, is expected to continue to
increase.Importsare essential to meeting Malaysia’s food requirements.

Malaysiaisanetimporter of food products, with totalagriculturalimports
valuedat around US$6.6 billionin 2006. Australiais the leading agricultural
exporterto Malaysia. The key agriculturalimports from Australiaare wheat,
sugarand dairy products. Otheragriculturalimports from Australiainclude
wool, live cattle, vegetables, sheep meat, beef and fruits.

Thefood processingindustryisimportant in Malaysiaand growing signifi-
cantly, with many intermediate inputs being imported. For example, wheat
andsugarare used for further processing for bakery productsand confec-
tionaries,and meatinthe productionand export of halal products.

Because of its geographic proximity, Australia can play animportantrole
in meeting Malaysia’s food demand. This reportanalyses agricultural
consumption, productionandimportsin Malaysia. The current market
accessarrangementsand the implications for Australia’sagricultural
exports to Malaysiaare also discussed.

Phillip Glyde
Executive Director
July2008



Malaysia food consumptionandimports abare.gov.au 086

Contents

Summary
Introduction

Major trends in agricultural production

Crop production
Livestock production

Agricultural policies in Malaysia

Rice production policy
Self-sufficiency targets
The food processingindustry

Changing food consumption in Malaysia

Malaysia’s agricultural import trends

Keyagriculturalimports from Australia
Otheragriculturalimports

Barriers to agricultural imports

Tariffs

Tariff quotas

Import regulations in Malaysia
Malaysia’sinvolvement infree trade agreements

References



Malaysia food consumptionandimports abare.gov.au 086

Box
1 The Ninth Malaysia Plan 2006-2010 6
Figures
a Shares of gross domestic productin Malaysia,
1990 and 2006
b Selected crops productionindex 4
C Malaysia’s livestock productionindex 4
d Malaysia’s major agriculturalimportsin 2006 1
e Malaysia’simport trends of vegetables, maize, sugar and dairy
products 1
f Malaysia’s totalagriculturalimports by major sources 12
g Malaysia’s major agricultural imports from Australiain 2006 12
h Malaysia’s imports of cane sugar (raw) from major exporters 13
Tables
1 Food self-sufficiency in Malaysia
2 Malaysia’s food consumption per person
3 Consumption of food in Malaysiaand other selected countriesin
2005 9
4 Malaysia’s vegetable imports from Australiaand China1995
and 2006 14
5 Boundandapplied tariffs 17
Malaysia’s trading initiatives 20



Summary

*  Withrapidincome and population growth, food consumption in
Malaysia has shifted away from starchy staples and become more varied
with the inclusion of greater quantities of wheat-based products, meat,
dairy products, seafood, fruitand vegetables.

*  Because of Malaysia’s limited domestic agricultural productionanda
growing demand for many products (such as wheat-based products,
livestockand dairy products, sugarand vegetables),imports have beena
major source of Malaysia’s food supply. This provides market opportuni-
tiesfor Australia’s agricultural exportindustries.

* Australiais the leadingagricultural exporter to Malaysia. Malaysia’s key
imports from Australiaare wheat (valued at US$198 millionin 2006),
sugar (US$178 million) and dairy products (US$112 million). Others
include wool, live cattle, vegetables, sheep meat, beef and fruits.

* Thefood processingindustry in Malaysiais growing, with many inter-
mediate inputs beingimported. For example, wheat and sugar are used
for further processing for bakery productsand confectionaries and
meatis usedin the productionand export of halal products, providing
export opportunities for Australia.

©  TheMalaysiangovernment plans to develop its food processingindustry
with a particular emphasis on halal food products, which have the
potential to expandintointernational markets. This also provides an
opportunity for Australian exporters to cooperate with the Malaysian
food processingindustry and participate inits plan for global expansion.

*  Despite some very high bound tariffs,applied tariffs onagricultural
productsin Malaysiaare mostly low or zero. However, non-tariff proto-
cols constrain Australian exports to Malaysia, including the requirement
to obtain halal meat approvaland the allocation of importlicences for
someagricultural commodities suchas sugarand milk.

* InMalaysia, despite some recent reforms,arange of products continue
tobe subjected to price controls. These include sugar and wheat prod-
ucts. Unless significant pressures on domestic prices emerge, imports
willnot be allowed toincrease. Thisalso constrains Australia’s exports of
these commodities to Malaysia.

* Freerdomestic trade practices and elimination of price controls might
improve Australia’s prospects in exporting more commodities to
Malaysia.
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1 Introduction

The Malaysian economy has experienced strong economic growth over the
past few decades, with economic growth averagingaround 6 per centayear
since 2000. Income per person reached around US$5800 in 2006, ranking
the third highestin South East Asia (beneath Bruneiand Singapore). With
risingincomes,food consumption has shifted away from starchy staples
and moved toward wheat and livestock products, seafood, fruitand vegeta-
bles (Mitchelletal.1997; Leeand Kennedy 2006).

In Malaysia, industrialisation has led to strong competition for domestic
resourcessuchaslandandlabour. This hasresulted inadeclinein the share
ofagriculture in gross domestic product, fromaround s per centin199o to
9 percentin2006 (figure a).

Productionintheagricultural sector is dominated by palm oil, rubberand
forestry products (Wong 2007). Other major agricultural production
includes rice, poultry, fruitsand vegetables. Because of relatively limited
production of,and rising demand for,many agricultural products, such as
wheat, beef,sheep meatand dairy products,imports have beenamajor
source of Malaysia’s food supply. In 2005, for example,imports of beefand
dairy productsaccountedforaround 77and 98 per cent respectively of
domestic consumption.

Despite the significant reliance onimports for food supplies, the Malaysian
government remains committed to a high level of self-sufficiencyin some
food products, especially rice. Current government policies, as reflectedin
the Ninth Malaysia Plan,aim to revitalise agricultural production to become
one of the engines of economic growth. Currently, there are government
controls ondomestic prices for specific food products, including wheat
flourandsugar,and regulations onfood imports. Some of those regula-
tionsimpose additional costs to exportersand/or could restrict access to
Malaysia’s domestic market.

Malaysia’s continuingeconomic growth and industrialisation are likely to
place considerable pressure onits policy of increasing food self-sufficiency.
With competitive pressure for resources from non-agriculture sectors,
thereis likely to belimited capacity to increase agricultural production. In
broadterms,freertrade practices in Malaysia could lead to more efficient
allocation of domestic resources to sustain high economic growth.

Thisreportdiscusses the current conditions of agricultural consumption,
productionandimportsin Malaysia. It also analyses the current market
accessarrangementsand the implications for Australiaas a majoragricul-
turalexporting country to Malaysia.



2 Major trends in .
agricultural production

Growth inagricultural production has
weakened

Growthinagricultural production in Malaysia has been declining, froman
annualaverage of around 6.5 per centinthe 1960sto 3 per centin thefirst
half of the 2000s.

Limited availability of arable land has beenamajor contributor to this slow-
downingrowthinagricultural production. The increase in agricultural land
has slowed fromanannualaverage of around 2.7 per centinthe 1960stoan
estimated rate of 1.61 per cent in the first half of the 2000s.

Strong competition for resources from the manufacturing sector has led
toasignificant decline in the share of agriculture in total employment, from
around 26 per centin 1990 to 15 per centin 2006. Many male farmworkers
have migratedto urbanareasand,asaresult, women have become the
major source of labour supply in many ruralareas, providing around 75 per
centof the labourforce inareas suchas Sabah (Masudand Paim 2004).

Crop production

Cropping productivity has been lagging

Anotherreasonforthe declineinagricultural output growthisaweakening
inoverallagricultural productivity. This has especially been the caseinthe
croppingsector, with growth in productivity in the sector slowing froman
annual rate of around 3 per centin the period 1961-80 toa mere 0.67 per
centin1981-2001 (Avilaand Evenson 2003).

Overall, the key Malaysian agricultural commodities are palm oil, rubberand
forestry products,accounting foraround 60 per cent of the total agricul-
tural output. Paddy rice accounts for 3.4 per cent, while coconut, vegeta-
bles, fruit,tobacco and pepper have, inaggregate,a share of 15.2 per cent
(Wong2007).

Palm oilis the dominant Malaysian agricultural product. Malaysia is

the second largest producer of palm oil following Indonesia. Malaysia
accounted for 43 per cent of global palm oil productionin 2006 (USDA
2007). Toremaininternationally competitive, Malaysian palm oil producers



b Selected crops productionindex

90

60 S~

1999-
2001=100
e e A B

1981 1986 1991 1996 2001 2006

== paddy rice
= vegetables (inc.melons)
= fruits (excl. melons)

Malaysia’s livestock production
index

200

150 m

100

50 /
1999-2001=100

| O O O e B A I R A I B
1981 1986 1991 1996 2001 2006

= chickenmeat
- cattle meat
= pigmeat

Malaysia food consumptionandimports abare.gov.au 086

have beeninvestingin research and development, developing new varie-
ties for production and diversifying into other business activities such
as producing biofuels using palm oil. Malaysia is also seeking to increase
its market access by obtaining reductions in barriers to palm oilimports
imposed by other countries.

Despite asignificantincrease in the mid-1990s, production of vegetables
declinedinthelate 1990sandearly 2000s, before agradual recoveryin
recentyears (figure b). The significantincrease in production of vegetables
inthe mid-1990swas largely because of an expansion of the plantingarea
andthe efforts of the Malaysian government to consolidate the industry
into larger farms (SEARCA 2006). Slow growth inrecent years in the
production of food crops such as rice, vegetables and fruits mainly reflectsa
lack of productivity improvement.

Livestock production

Livestock production dominated by poultry

In contrast, productionincreasesinthe livestock sector have been relatively
strong, withannualaverage productivity growth of around 3.7 per cent
achievedsince the1960s. Theimprovement in breed genetics has been the
major contributor to productivity growth in the livestock sector, in which
poultryisthe dominantindustry (Chang2005).

Poultryis the most viable livestock industry in Malaysia. Its productivity is
the highestintheagricultural sectorin Malaysiaand close to international
standards (Chang2005). Production is mainly undertaken by large commer-
cial operations, which benefit from economies of scale and have strong links
withthe food processingindustry.

The pigindustry was one of the fastest growing industries prior to the Nipah
virus outbreakin 1998 and 1999, which resulted inamassive culling (figure
). Therecoveryinthe pigindustry has been slow since then. Domestically,
pig meat is mainly consumed by ethnic Chinese,whoaccountforaround2g
per cent of the population. The relatively small domestic market is insuf-
ficient to provide significant support for growthin the pigindustry, while
export opportunities have been limited by high production costs compared
withthose of neighbouring competing countries, such as Thailand (Moore
2007).

Thebeefand dairyindustriesare small in Malaysia. There are many factors
constraining growth in these industries. For example, the warm and humid
climatic conditions are unfavourable for beefand milk production, espe-
cially with limited farm land available for pasture. In addition, the beefand
dairy industries consist mainly of smallholders with relatively small herd
sizes. Asaresult, itis difficult for the industries to achieve productivity gains
and economies of scale,and to compete withimports.



3Agricu|tural policies
in Malaysia

Agricultural policies in Malaysia have emphasised supportinga higher level
of food self-sufficiency. Inrecent years, there hasalso beenarenewed focus
ondeveloping the food processingindustries.

Rice production policy

While rice accounts for onlyaround 3 per cent of agricultural output, itis the
mostimportant cropinsettingagricultural policy in Malaysia. Rice farming
isassociated with traditional living styles of the Malays,and incomes of rice
farmersarerelatively low.

The Malaysian government provides various programs to support rice
farmers, includingfertiliserand investment subsidies and aguaranteed
minimum domestic price. Among the different support measures, the guar-
anteed minimum price for rice hasincurredasignificant budgetary cost to
the Malaysian government, estimated at 186.7 million Malaysian ringgits (or
around US$57 million) in 2004. The guaranteed minimum price has been
implemented through a trading company, BERNAS, which buys paddy rice
from farmersat the current level of 65 ringgits (or US$18) per 100 kilograms.
Inaddition,all rice farmers receive a subsidy of 25 ringgits (or US$7) per 100
kilograms of padidelivered toalicensed mill or drying facility (Hoh 2006a).

Self-sufficiency targets

Malaysia’s food self-sufficiency rates are very low for milk, muttonand
beef (table 1).In contrast, self-sufficiency rates for fruit, poultry,eggs and
pig meatare high.Under the Ninth Malaysia Plan 2006-2010, the Malay-
sian governmentintends to increase production of some key agricultural
commodities to raise the level of self-sufficiency. These commodities
includerice, beef, sheep meat, milk, fruitand vegetables (see box 1). Despite
this policy aim, itis unlikely a significant increase in self-sufficiency will

be achieved inthe short to medium term, given the limited resourcesin
agriculture and strong competition for resources in other sectors of the
economy. Malaysia is expected to remain highly dependent onimports of
many agricultural products, including beef, dairy products, sheep meatand,
toalesserextent,rice.
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‘I Food self-sufficiency in Malaysia (per cent)

1995 2000 2005 2010a
Rice 76 70 72 90
Fruits 89 94 117 138
Vegetables 72 95 74 108
Fisheries 92 86 91 104
Beef 19 15 23 28
Mutton 6 6 8 10
Poultry 111 113 121 122
Eggs 110 16 13 115
Pork 104 100 107 132

Milk 3 3 5 5

aTargetsset by the Ninth Malaysia Plan 2006-2010.
Source:Economic Planning Unit (2006).

The food processingindustry

The Ninth Malaysia Plan 2006-2010 emphasises the promotion of value
addinginagricultural production. This partly reflects the growingimpor-
tance of the food processing industry in the manufacturing sector. The food
processingindustryaccountsfor nearly 10 per cent of Malaysia’s manufac-
turing output. Food manufacturing salesincreased by around 1o per centto
US$3.9 billionin 2005 (Chang 2006).

Malaysia’sfood processingindustry has been successfulin competing with
importsinthe domestic market, as foreign competitors have found it diffi-
cult to match domestic prices and the local flavours of domestic brands.

Forexample, chicken frankfurters, cocktail sausages and burgers that were

box1  The Ninth Malaysia Plan 2006-2010

In2006, the Malaysian government launched the Ninth Malaysia Plan 2006-2010, which focuses on developing
the so-called ‘newagriculture’. The planaims to spur large-scale commercial farming, higher value adding
processingactivitiesand the adoption of biotechnologyinagricultural production.

In livestock production, the plan encourages the adoption of modern production systems and improved animal

breeds to enhance the industry’s competitiveness. The planalso aims to encourage large-scale fruit production
for particular varieties that have export potential through the establishment of fruit production zones.

Forrice, the planfocuses onraising productivity to achieve ayield target of 10 tonnes per hectare. Farmers will be
encouraged to cultivate higheryieldrice varieties, or to covert their land to alternative uses.

Other key production targets of the planare to increase milk, beef, sheep meat and fruit production by more than
50 per cent between2005and 2010.

Source:Economic Planning Unit 2006.
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importedare now produced locally (Chang 2005). Despite the increased
competitiveness of the food processing industry, most of the intermediate
inputsinfood processingareimported (Spire Research Consulting 2005).
This provides an opportunity for major food exporting countries,such as
Australia, to work closely with the local food processing industry and help
drive its expansion. The Malaysian government aims to develop the food
processingindustry with a particular emphasis on halalfood products,
which have the potential to expand into international markets.



Changing food consumption
In Malaysia

Malaysia’s food

consumption per person

1990 2005
daily calorieintake calories calories

Vegetable products 2303 2552
Animal products 337 383
Total 2639 2935
Consumption per

person kg kg
Cereal 160.3 171.6
Wheat 326 57.6
Rice 118.2 99.9
Maize 6.1 93
Starchy roots 26.1 22.8
Cassava 20.9 13.6
Potato 3.2 6.4
Sweet potato 03 05
Sugar crops 206.9 383.2
Pulses 27 26
Oil crops 133.9 90.4
Vegetables 26.1 49.2
Fruits 55.2 57.9
Meat 35.3 47.6
Chicken meat 2011 31.8
Duck and goose meat 21 4.0
Bovine meat 2.8 4.7
Pigmeat 9.7 6.2
Sheep and goat meat 0.6 0.9
Milk, whole, fresh 32.9 435
Eggs 14.1 12.0
Fish 48.0 57.3

Source:FAO (2007).

Asinother rapidly emerging markets in Asia, food consumption in Malaysia
has shifted away from starchy staples and toward wheat-based and livestock
products. Aswellas rapid growth inincome per person (ataround s per cent
ayear),aggregate food consumption in Malaysia has been supported by
relatively high population growth (@around 2.5 per centayear) and changing
consumer preferences toward more Westernstyles.

Malaysians belong to three distinct ethnic groupings. Close to 50 per cent
of the total population is Malay,about a quarteris Chinese and the restare
predominantly Indian.

Each grouping has particular food preferences. Malays are largely Muslims
and shun pork-based food items and require food to be prepared using halal
methods. In contrast, the Chinese are major pork consumersand havea
more diverse diet. Indian cuisines are richin meat, spices and bread.

Consumption of wheat and meat is increasing

There hasbeenasignificantincrease in per person consumption of wheat,
from33kilogramsin 1990 to 58 kilograms in 2005 (table 2). In contrast,
rice consumption per person declined by around 15 per cent over the
same period. Despite this development, rice remains the major staple and
provides close to one-third of daily calorie intake on average. Per person
consumption of starchy roots also declined markedly between 1990 and
2005, withasignificant decline in consumption of cassava.

Meat consumption onaper person basis increased significantly between
1990 and 2005. Chicken meat is the main meat type consumed in Malaysia,
accounting for more than 6o per cent of total meat consumption.
Consumption of other meats, except pig meat, also increased over the same
period. Fish consumption ona per personbasis rose from 48 kilograms in
1990 tos7kilogramsin2005. Othersignificant increases over the same
period were sugar, fruit, vegetables and milk (table 2).
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Meat consumption relative to other countries

Interms of consumption patterns for various food products (expressed in
calories per person per day), Malaysia appears similar to other fast-growing,
emerging marketsin Asia such as Thailand, Chinaand the Republic of Korea
(table3).

Malaysia’s consumption of livestock products is considerably below that of
many Organisation for Economic Cooperation and Development (OECD)
countries, including the United States and Australia. In 2005, Malaysian meat
consumption per personwas 51 per centand 53 per cent respectively below
thelevelsinthe United Statesand Australia. For milk, the consumption level
in Malaysia is significantly lower thanin the OECD countries.

However,compared with other rapidly growing Asian countries, Malay-
sia’s per person consumption of livestock productsis relatively high. For
example, per person consumption of meat in Malaysia was around 48 kilo-
gramsin2005. This compares with around 35 kilograms in both Japan and
the Republic of Koreaand 24 kilograms in Thailand.

3 Consumption of food in Malaysia and other selected countries in 2005

Korea,

Malaysia Thailand India  China Rep.of Japan Australia
Daily calorie intake calories calories calories calories calories calories calories
Vegetable products 2552 2740 2339 2391 2532 2232 2116
Animal products 383 244 182 571 409 431 953
Total 2935 2985 2521 2962 2941 2664 3069
Per person consumption kg kg kg kg kg kg kg
Cereals 171.6 164.7 206.6 1881 215.7 173.0 08.8
Starchy roots 22.8 145.2 233 753 19.1 383 54.0
Oilcrops 90.4 67.3 50.4 7.4 86.7 68.4 101.4
Fruits 57.9 72.4 35.9 57.6 64.6 583 987
Vegetables 49.2 315 68.0 290.0 251.4 130.4 100.0
Sugar crops 3832 3961 201.4 76.9 1235 119.1 254.9
Meat 47.6 23.9 4.8 60.1 34.6 34.7 89.4
Milk 435 24.6 68.6 17.8 39.6 753 221.4
Eggs 12.0 87 1.9 18.2 1.0 18.6 7.4
Fish 573 31.0 4.6 25.4 51.0 64.7 227

United
States
calories

2627
1031
3658
kg
177.0
573
80.0
122.6
125.4
173.2
93.6
256.2
14.8
23.4
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Consumer purchases from supermarkets

Animportant feature of growth in food consumption in Malaysia is
increased sales from supermarkets and hypermarkets. These markets, with
modernfood storage facilities, have become animportant outlet for chilled
andfrozenfoods.

In 2005, supermarkets (where most processed food is sold) accounted
for34 per cent of total food retails sales (at around US$3.4 billion). Most
supermarkets operate inthe urban areasand many are large foreign-owned
chainoutlets such as Carrefour, Makro, Dairy Farm Holdings International
and Jaya Jusco.In2005, JayaJusco reported growth in food sales of around
10 per centin Malaysia (Chang 2006).

10



5 Malaysia’s aﬁricultural

import tren

Malaysia’s total agriculturalimports were around US$6.6 billionin 2006.
The majoragriculturalimports are vegetables (valued at US$451 million in
2006),dairy products (US$444 million), maize (US$398 million) and sugar
(US$391 million) (figure d). Other main agriculturalimportsare rice, wheat,
oilseeds and cotton, each valued at around US$280 million.

Imports of many agricultural commodities, such as vegetables, maize, sugar
and dairy products, fell significantly in 1998 during the Asian financial crisis
(figure €). Over the past few years,however,imports of these commodities
have grown strongly, reflecting strongincome growth.

Australiais a major source of food imports

Australiais the leadingagricultural exporter to Malaysia (figure f). Other
majoragricultural exportersare China, Thailand, the European Union and
the United States. While Malaysia’simports from Australia, the European
Unionandthe United States were lower inrecent years compared with the
mid-1990s,imports from Thailand and China have increased.

Chinaand Thailand are major suppliers of a number of agricultural
commodities to Malaysia. Major imports from Chinainclude vegetables,
maize, oilseeds and cotton, while majorimports from Thailand include rice,
vegetablesand sugar. Malaysia’s trade with these two countries has been
increasing significantly, particularly imports of vegetables from Chinaand
rice from Thailand

Keyagriculturalimports from Australia

Thekeyagriculturalimports from Australiaare wheat (valued at US$198
millionin 2006), sugar (US$178 million) and dairy products (US$112 million)
(figure g). Other agriculturalimports thatare important for Australia
include wooland live cattle, each valued at more than US$30 million.

Wheat

Malaysia does not produce wheat and therefore is totally dependent on
imports to meet domestic consumption.In 2006, wheat imports in Malaysia
were worth around US$280 million, with more than 70 per cent sourced
from Australia. The remaining wheat imports came mainly from Canadaand
the United States.

1
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importsin2006
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Malaysia’s total agricultural
imports by major sources
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Growing domestic consumption of wheat-based productsandincreased
exports of processed food, suchas noodles, biscuits and bakery products,
have led to higher demand for wheat imports in Malaysia. However, the
actualamount of wheat that will be imported will be affected by the state-
imposed price controls on flour. For example, if the price ceilingset by the
governmentfor flouris low relative to the prices of imported wheat, flour
millers are unlikely to increase their purchases of wheat (Whitley 2007).

Sugar

In Malaysia, the cultivation of sugarcane is small. The areaharvested ranges
from20000t0 24000 hectaresandyields are low. The small production of
sugarcane reflects partly the reallocation of resources to other crops, such
as palm oil because of their higher returns. Inaddition, Malaysia’s climatic
conditions limit cultivation of sugarcane. Malaysia’s sugar imports account
fortwo-thirds of its sugar requirements (Spire Research Consulting 2005).

Sugar production in Malaysia is monopolised by four producers. Any
shortfallsare met by imports through licencesissued to refiners. An equal
amount of raw sugarimportsisallocated to each mill (Hoh 2006a).

Domestic sugar prices in Malaysiaare administered by the Ministry of
Domestic Trade and Consumer Affairs, which is responsible for setting
domestic prices of many agricultural products. Asignificant increase in
worldsugar prices since 2005 has resulted in considerable difficultyin
preventingdomestic sugar prices fromrisingabove the administered levels.
The price of raw sugarinthe international market increased to a peak of
around US$417 per tonnein February 2006 fromaround US$250 per tonne
in2005 (Ariff 2006). Inthefirst half of 2008, the sugar price averaged around
US$300. Because domestic prices have been lower than world prices, there
hasbeenanincentive to smuggle sugar for exports from Malaysia to neigh-
bouring countries, which results in sugar shortages in the domestic market.
Producingsugarat the price set by the governmentis no longer economical.
When the Malaysian government requested sugar producers to increase
theiroutput, they were reluctant to comply (Ariff 2006).

In 2006, Australiaand Brazil were the two leading raw sugar exporters to
Malaysia, eachaccounting foraround 45 per cent of sugar imports. Sugar
imports from Australiaand Brazil haveincreased in recent years, while the
importance of Thailand as a source of sugarimports has declined (figure
h). Australiawill continue to be the major supplier of cane sugar to Malaysia
atleastinthe shortterm. The Malaysian government signed a three-year
agreement, effective from January 2006 to December 2008, toimport
sugar from Australia (Hoh 2006a).

Thailandrelies on the availability of cheap labourand abundant land to
produce sugar.Inrecentyears, these resources have not been readily avail-
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abletothe Thaisugarindustryasaresult of competition from other sectors
of the economy (NaRanong 2000). With rising domestic demand and weak
growthinsugar productionin Thailand, itis unlikely that sugarimports
from Thailand willincrease markedly inthe short term. Thaisugar exports
toMalaysiaare also expected to slowdown because of strong competition
fromrelatively cheaper Indian sugar (Prasertsri2008).

Dairy products

In 2006, dairy products were Malaysia’s thirdlargest agriculturalimport
from Australia. New Zealand is the largest supplier of dairy products to
Malaysia, followed by Australiaand the European Union. The main dairy
products that Australia exports to Malaysiaare milk powderand cream
products.In2006, Malaysiaimported around US$80 million worth of milk
powderand cream from Australia. Australian exports of other dairy prod-
ucts to Malaysiainclude smalleramounts of cheese,whey and butter. Given
sustained income growth in Malaysia,demand for Australian dairy products
is likely to continue to grow. Australia is well positioned to supply this market.

Wool

Despite beingasmallimporter,wool was the fourth largest agricultural
import from Australiain 2006 (figure g). Malaysia’s wool imports were
wortharound US$34 millionin 2006, adecline of more than 5o per cent
from1995. The Malaysian textile industry has faced increased competition
fromsome other Asian countries such as Chinaand India, mainly because of
cheaperlabour costsinthose countries. More than 9o per cent of Malaysia’s
woolimports come from Australia.

h Malaysia’simports of cane

Live cattle and beef sugar (raw) from major exporters

Australiais Malaysia’s largest supplier of live cattle.In 2006, Malaysia

imported live cattle from Australiavalued at US$31 million. Australia’s posi- 250
tionas the dominant supplier of live cattle reflects its proximity to Malaysia,
200 V

Australian cattle beingable to acclimatise to tropical conditions, and /\
Australia’s disease-free status. Australian live cattle have mainly been used

forimproving breeding stock in Malaysia. 150 \\_/ﬂ

Overall,Malaysiaimportsarelatively largeramount of beef (US$186 million 100
in2006) compared with live animalimports (US$34 millioninthe same
year).Indiawas the largest exporter of beef to Malaysiain 2006. Beef 50
imported fromIndiais cheaper because of its lower quality. Indiaalso hasa -
history of foot and mouth disease occurrences. Hence, the sustainability of Us$m

Indiaas the leading beef exporter to Malaysia depends largely onits ability
1996 1998 2000 2002 2004 2006

to maintainits foot and mouth disease-free status.

== Australia
Beefimportsfrom Australia, New Zealand and the United States are gener- «= Thailand
ally of higher qualityandare usedin high-endfood outlets and restaurants == Brazil
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Malaysia’s vegetable
imports from
Australiaand China
1995and 2006

US$m 1995 2006
Cabbage, cauliflower,

kohlrabi & kale
Australia 15.4 3.4
China 0.7 38.9
Carrots, turnips, beetroot, etc.
Australia 15.2 8.9
China 0.7 19.3
Potatoes
Australia 2.2 2.9
China 0.6 21.6
Vegetables, leguminous

dried, shelled
Australia 4.2 7.6
China 4.6 5.0
Onions, shallots, garlic,

leeks, etc.
Australia 15 0.6
China 401 67.6
Leguminous vegetables
Australia 2.7 0.1
China 0.1 5.8
Vegetables nes.
Australia 1.8 1.2
China 05 11.9
Vegetables, dried,

not further prepared
Australia 05 0.1
China 6.8 12.6

Source:United Nations Statistical Division
(2007).
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(Chang2006). Australiais the second largest supplier of beef to Malaysia.
Australianbeef exports were adversely affectedin late 2005and early 2006
because of the suspension of the halalaccreditation forall but one Australian
abattoir (MLA 2005). Australian beef exports to Malaysia resumed but

were down by 10 per cent year onyear in 2006 (MLA 2007). As of December
2007,22 Australian abattoirs and plants had been approved by the Malaysian
Department of Veterinary Services. Among these, sixare cattle abattoirsand
plants (Malaysian Department of Veterinary Services 2007).

Otheragriculturalimports

Malaysia’s main agriculturalimportsalso include vegetables, maize, rice,
oilseeds and cotton.

Vegetables

Chinais theleading vegetable exporter to Malaysia. Other major suppliers
include India, Thailand and Australia. Malaysia’simports of vegetables from
China have grown strongly, fromaround US$8o millionin1995to around
US$200 millionin 2006, while imports from Australia fell from around
US$60 million to around US$25 million. Exports of some vegetables from
Australiato Malaysia, such as cabbage, cauliflower, carrotsand potatoes,
have been facing strong competition from other exporters, particularly
China (table 4). China hasalso significantly increased exports of other
vegetables to Malaysia, including onions, shallots, garlic, leeks and potatoes.
China’s vegetable export advantageliesinits low wages and land costs
(Huangand Gale 2006). The competitive pressures for Australian exports
of vegetablesare not expectedto ease inthe short term.

Maize

Maize isanimportant feedingredient for the poultry industry. Maize
imports have grown rapidly, to US$398 millionin 2006, in response to
stronger demand from the poultryindustry (figure d). Most of the imports
are from Argentina, the second largest maize exporterinthe worldand, to
alesser extent China. Malaysia is China’s second largest maize market. In
contrast, Malaysia’s maize imports from the United States are negligible. US
maize importsincreased onlyin1995and 1996,as aresult of the absence of
imports from Chinabecause of Chinese domestic production shortfalls.

Rice

Although rice consumption in Malaysia has declined, rice remainsanimpor-
tant part of the Malaysian diet. Malaysia produces around 70 per cent of its
rice consumption (Ariff 2008a). BERNAS, has been given the sole right to
import rice to Malaysia until 2010 with the option to renew for another five
years subject toapproval (Ariff 2008b, BERNAS 2008). This is to regulate
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riceimportsand reduce competition with the locally produced rice (Ariff
2008b). The major rice exporters to Malaysiaare Thailand and Vietnam.
Malaysia’s rice imports were worth around US$285 millionin 2006, an
increase of around 50 per cent from1995. Although rice yield in Malaysia
(3.3tonnes/ha) is higher than in Thailand (2.9 tonnes/ha), Malaysia’s costs of
production are higher than Thailand’s and Vietnam’s (Ariff 2008a).

Oilseeds

Malaysiaimported oilseeds valued at around US$275 million in 2006. There
isno commercial cultivation of soybeans in Malaysia. The United States
was the largest exporter of soybeans to Malaysia, capturing more than 50
per cent of Malaysia’s soybeanimportsin 2006. Other major exportersare
Canadaand Argentina. Soybean is usedinanimal feed and manufactured
foodsuchastofu,soy milkand soy sauce. Malaysiais one of the largest
producers of soy drinks in South East Asia (Hoh 2008).

Cotton

Cottonisamajorintermediate input to the textile industry in Malaysia.
Chinais thelargest exporter to Malaysia, with cotton exports valued at
US$56 millionin2006. Aggregate cotton importsin Malaysia have declined
fromUS$667 millionin1995to US$274 millionin 2006. There are anumber
of challenges facing the Malaysian textile industry. In particular, there has
beenincreased competition for the Malaysian textile industry from China
and other south Asian countries, including Bangladesh and India, because of
their cheaperlabour (The Economist 2007). Itis unlikely the textile industry
in Malaysia will expand markedly so cotton imports could continue to
declineinthe foreseeable future.
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6 Barriers to agricultural
imports

Tariffs

The levels of tariff reportedin this section refer to bound and applied tariffs.
Bound (or Most Favoured Nation) tariffs are commitments made by World
Trade Organization (WTO) members for the maximum allowable tariffs
thatamember country may levy onimports. Applied tariffsare the levies
actually used. In Malaysia, bound tariffs for most agricultural importsare
not more than 20 per cent (table 5). However, some bound tariffs are very
high. Products affectedinclude pork (139 per cent), wheat meslin flour (96
per cent),round cabbages (90 per cent) and fresh or chilled chicken cuts (85
percent).

Despite the presence of some very high bound tariffs, applied tariffs are
mostly low orzero. For example, applied tariffs for live animals, meat,
cereals, most vegetables, some dairy productsand sugarare zeroin
Malaysia. Agriculturalimports that have higherapplied tariffsinclude rice
(40 per cent),yoghurt (25 per cent), sauces and mixed condiments (20 per
cent), some prepared meat (15-20 per cent) and cocoa and cocoa prepa-
rations (15-19 per cent). It appears that some applied tariffs are greater
thanthe WTO bound tariffs. For example, yoghurt, sausages in other than
airtight containers and meat of swine (table 5).

Tariff quotas

In April2008 Malaysiaimplemented tariff quotas onarange of agricultural
products,includinglive swine, live poultry, meat of swine, poultry meat,
milk, birds’ eggs and round cabbages. Tariff quotas for these items (and
some otheragricultural products) were included in Malaysia’s 1995 WTO
tariff schedule following the Uruguay Round of multilateral trade negotia-
tions. However, these tariff quotas had not beenimplemented. Prior tothe
implementation of the tariff quotasin April 2008, the applied tariffs for
the affected products had been zero (table 5). With the introduction of the
tariff quotas, the in-quotatariffs generally range from 1o to 25 per cent,
while the above-quotatariffs generally range from 20 to 50 per cent (Royal
Malaysian Customs 2008). Consequently, the implementation of the tariff
quotas representsasignificant increase inimport barriers for the affected
products.

Imports of these products froma number of countries that Malaysia has
free trade agreements with enter Malaysiaat a zero tariff (Royal Malaysian
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5 Bound and applied tariffs (percentage unless otherwise stated)

boundtariffs  applied tariffs

2004 2006
Live animals
Live bovine animals (except pure bred breeding) 5 o
Meat of bovine animals
Carcasses, half carcasses, bone-in, boneless; fresh, chilled, frozen 15 o
Pig meat
Carcasses, half carcasses, hams, shoulders bone in; fresh, chilled, frozen 139 o)
Sheep meat
Carcasses, half carcasses, bone-in, boneless; fresh, chilled, frozen 15 o
Poultry meat 56.7 o
Chicken wings, fresh, chilled 74.2 o
Chicken cuts, fresh, chilled 85 o
Dairy products
Skim milk powder, unsweetened 5 o)
Whole milk powder, unsweetened 5 o
Yogurt, fresh, flavoured or containing added fruit or nuts 10 25
Butter 5 2
Cheese (except for processed cheese) 10 5
Vegetables
Potatoes 5 o
Onions, shallots, garlic, leeks 10 o
Cauliflowers, brocoli 9%+$21.87/kg o
Round cabbages 90 o
Carrotsand turnips 9%+$12.62/kg o
Fruitand nuts
Fresh oranges 20 o
Grapes fresh or dried 20 5
Cereals and flour
Durum wheat [ o
Other wheat and meslin o o
Rice (except brokenrice foranimal feeding) 40 40
Wheat or meslin flour 96 o
Prepared meats
Sausages and similar products in airtight containers 15 15
Sausages and similar products in other containers 10 20
Prepared meat (except meat of swine) 15 o
Prepared meat of swine 10 15
Sugars and sugar confectionery
Cane, beet sugar 15% or RM112.50/t w.itha ¢}
Cocoaand cocoa preparations
Cocoa powder 15 19
Chocolate 15% or $2/kgw.i.tha 15
Preparation of cereals
Pasta 20 0-8

continued..
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5 Bound and applied tariffs (percentage unless otherwise stated)

continued

bound tariffs applied tariffs

2004 2006
Fruitjuice
Fruitjuice for infant food 5 o
Fruitjuice ready forimmediate consumption 20 6-10
Sauces and mixed condiments
Soy sauce 10 20
Tomato ketchup and other tomato sauces 15 20
Wine
Winein containers 2 litres or less 450RM/dal MYR120/dal
Cotton
Cotton carded or combed [ o

aWhicheveristhe higher.
Source: WTO (2006b), US-ASEAN Business Council (2008), Royal Malaysian Customs (2008).

Customs 2008). These countries include other ASEAN members (under the
ASEAN Free Trade Agreement) as wellas China, Pakistan, Koreaand Japan.
Asaresult, for the tariff quota products, exporters from these countries

to Malaysia enjoy a tariff advantage over exporters from countries that are
outside these trade agreements.

Import regulations in Malaysia

BERNAS s the soleimporter of rice. It handles approximately 700 ooo to
900 000 tonnes per year, whichisapproximately 40 to 50 per cent of total
rice supplies. Arange of agricultural products require importlicences.
These include eggs, poultry, fresh or preserved meat and offal, live animals,
round cabbages, sugar, cereal flour, rice and liquid milk.

Allimports of non-pork meat, processed meat, poultry,eggand egg prod-
ucts must receive halal certification froman approved Islamic Centre. The
production facilities for these products are jointly inspected by the Malay-
sian Department of Veterinary Services and the Department of Islamic
Development.

There have been complaints from US exporters that the Malaysian halal
certification process is non-transparent (United States Trade Representa-
tive 2004). As mentioned earlier, Australian exports of beef were adversely
affected in2006 asaresult of changes to the halal protocol. In December
2005, a National Council of Islamic Affairs Malaysia fatwa outlined that
pneumatic/mechanical stunningwould be forbidden for the halal slaugh-
tering of cattle. Only electrical stunning or the complete absence of stun-
ning would be acceptable.
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Sugar, breadand flourareamonga number of basicagricultural and non-
agricultural) items subject to price controls in Malaysia. Domestic prices
andimports of sugarand wheat products are controlled and predetermined
by the government. Unless significant pressures on domestic prices emerge,
imports will not be allowed to increase. Malaysia has indicated its inten-
tionto reviewits price controls with a possibility of replacing them with
market oriented measures (Burton 2008). As part of this process, in June
2008the Domestic Trade and Consumer Affairs Ministerannounced that
ceiling prices on fresh chicken would be removed and imports of processed
chicken would be allowed (NSTonline 2008). However, at this stage price
controls onsugarand wheat based products remain.

Malaysia’s involvementin free trade
agreements

Asamember of ASEAN, Malaysiais party to the ASEAN Free Trade Area
(AFTA) Throughits membership of the Association of South East Asian
Nations (ASEAN), Malaysia is party to the Japan-ASEAN and Korea-ASEAN
trade agreements. ASEAN is currently negotiating trade agreements
withanumber of other countries (table 6). In recent years, Malaysia has
signed bilateral trade agreements with Japan and Pakistan. Malaysia is
currently negotiating bilateral trade agreements with a number of countries
—namely, Australia, New Zealand, Indiaand the United States. Malaysia
iscommitted to reduce tariffsand adopt trade facilitating protocols for
member countries of those agreements.

Agreements between countries that reduce agricultural trade barriers help
agriculturalexportersinthe partner countries. Australia,asthe largest
exporter of agricultural products to Malaysia, can be expected to gain
fromthe finalisation and implementation of afree trade agreement with
Malaysia. However, the size of the gain will depend on the extent and timing
of the reduction of tariffsand non-tariff barriersin the agreement. As noted
above, Malaysia has negotiated, orisin the process of negotiating, trade
agreements with other countries. Therefore, the benefits to Australian
agriculturalexporters fromany Australia-Malaysia free trade agreement
willbeinfluenced by any reductionsin trade barriers faced by competing
agricultural exporters.
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6 Malaysia’s trading initiatives

title

ASEAN
Free Trade Area
(AFTA)

Japan-Malaysia Economic
Partnership Agreement (JMEPA)

Malaysia-Pakistan Closer
Economic Partnership
Agreement (MPCEPA)
ASEAN-Japan Comprehensive
Economic Partnership

ASEAN (except for Thailand)
-Korea Free Trade Agreement

Malaysia-US Free Trade
Agreement (MUFTA)

Malaysia-Australia Free Trade
Agreement

Malaysia-New Zealand Free
Trade Agreement

Malaysia-India

Malaysia-Korea

ASEAN-India Free Trade
Agreement

ASEAN-China CECA
(Comprehensive Economic
Co-operation between ASEAN
and China) framework

scope and status

Six ASEAN mebers (Malaysia, Brunei Darussalam, Indonesia, the Philippines,
Thailand and Singapore) to cut intra-regional tariffs to o-5 per cent except for
productsin the Highly Sensitive List and the General Exception List by 2003.
Some tariff cuts for Viet Nam by 2006, Laos and Myanmar by 2003 and
Cambodia by 2010. Non-tariff barriersare also to be reduced. Implementation
commencedin 1993.

FTA:tradein goods, agriculture, services,and investment with flexibility for
sensitive sectors and economic cooperation in several sectors. The agreement
was signed in December 2005.

Liberalisation of trade in goods, services and investment and economic
cooperation. The agreement was signed in November 2007.

Goods, services and investment liberalisation by 2012 and facilitation of
technicaland economic cooperation. The agreement was signed in March
2005,

To expand two-way trade and investment by liberalisingand integrating
markets and at least 8o per cent of goods at zero tariff by 2009. The agreement
was signed in May 2006.

FTAingoods, services, intellectual property and legal issues. Under negotiation.

Under negotiation.

To address high tariffs and non-tariff barriers and the facilitation of investment
flows inagriculture and agricultural-based industries. Under negotiation.

To enhance exports of goods and services and expand cooperation in sectors
suchas biotechnology, software development, science and education. Under
negotiation.

Trade in goods and services, investment promotion, economic and technical
cooperation. Under negotiation.

Goods, services and investments. The negotiations are expected to be finalised
in early 20009.

Aframeworkagreement laying out FTA plan was signed in 2002. The FTA has
beentargetedto comeinto full force in 2010 for the six original ASEAN members
andin 2015 for the other four members. Anintegral part of thisagreement is the
‘Early Harvest’ program under which the phased elimination of tariffs for some
products commenced in 2004. Agricutural products covered by the ‘Early
Harvest’ programinclude live animals, meat, fish, dairy, vegetables and fruit.

ASEAN-Australiaand New Zealand Under negotiation.

Freetrade Agreement (AANZFTA)

Source: WTO 20063, Bilateral 2007) and ASEAN (2008).
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