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IMPACT OF TRADE

In the short term it

- will be a boon; but if
it persists, world -

~ economies will be
hard hit, writes
DATUK DR MAD
NASIR SHAMSUDIN

_ that trade liberalisation in
general enhanced total
_ economic welfare and
made societies better off.

From the Ricardo days of the
19th century, when the theory and
concept of comparative advantage
was introduced by British
economist David Ricardo, there
was evidence that there were gains
to be made from free trade. It was
argued that trade liberalisation
opened up markets and promoted

export through the “natural”-

workings of comparative advan-
tage.

China has one-fifth of the
world’s population, four times that

of the United States, but only has

one-tenth of the world’s arable
land. Accordingly, China primarily
exports labour-intensive manu-
factured products to the US (for
~example, electronics), and the US
- exports land-intensive agricultur-
al commodities to China (for ex-
ample, soybean). While the US has
a large trade deficit with China, it
has a trade surplus in agrlcultural
products.

However, since January, there
has been a trade war between the
- US and China — each had in-
- “creased the tariffs on the traded
. products. This trade war started
when the US filed a request for
consultation to the World Trade
Organisation (WTO) on concerns
of China violating intellectual
property rights.

The US is relying partly on Sec-
tion 301 of the Trade Act of 1974 to
prevent what it claims are unfair
trade practices and theft of intel-
lectual property. In response, the

. US said tariffs were necessary to
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protect the intellectual property
of US businesses, and to reduce
US’ trade deficit with China.
China filed counter requests
for consultation against the US,

‘arguing that the claims lack ev-

idence, and therefore did not

have the legal authority to re-

spond based on WTO rules. Ever
since then, neither parties have
been able to agree on a solution.
In the meantime, the US and Chi-
na have responded by continuing

to engage in trade war activities.

Since the US and China are
large economies, their trade dis-

putes not only affect each other,

but also the global economy. In
general, countries which engage
in intermediary trading between
US and China would face the neg-

- ative impact of the dispute.

- South Korea, Taiwan, Vietnam
and Malaysia, all of which export
goods, such as machine parts and
components for communications
equipment, used in the produc-

tion of items that China then sels’

to the US, are certainly vulner-
able.

The trade war is important to
agriculture, because China has

been US’s top agricultural export
market with an annual sale of

nearly US$20 billion (RM83.35
billion) last year. Top US agricul-
tural exports to China include
soybean, cotton, fish, dairy,

'sorghum, wheat and pork.

China imposed tariffs on soy-
bean, corn, wheat, sorghum and
fresh fruit, as well as nuts and
certain dairy products. China has
also placed hefty import taxes on
US’s pork products which exceed
70 per cent. In the new round of
trade tariffs, China imposed du-
ties on US$60 billion of US’s
products, including cocoa pow-
der and frozen vegetables.

What does this mean to

Malaysia’s agriculture industry?
China is the world’s largest buyer
of soybean, importing 60 per
cent of the traded crop, which it
uses primarily for animal feed
and vegetable oil. With China’s
new 25 per cent tariffs on Amer-
ican soybean, a substitute for
palm oil, this will be a boon for

Malaysia to expand her palm oil
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exports to China. Further, Chi-
na’s higher tariffs on the US’s
pork products, with the US$3 bil-
lion worth of tariffs, would also be
a good opportunity for alterna-
tive suppliers, like Malaysia.

As palm oil exports are facing
challenging market conditions,
Malaysia has to improve its com-

- petitive advantage in the global

markets. Other than strategising
in market penetration such as
through collaboration memoran- -
dum and market promotion in
China, the industry should also
improve its production efficiency

through labour-saving and land- |

augmenting technology

The progress in tree mechani-
sation has hitherto been relative-
ly slow. With increasing shortage
and rising cost of labour, there is
a need to intensify research in

- this area.

To date, there is a wide dis-

‘parity between estates and small-

holders’ yield. The poor perfor-
mance of the smallholder sector
is attributed to non-optimum
production and financial con-
straints. Farm management
practices are below the recom-
mended ones. Thus, agronomic
management to improve the
smallholder farming system
must be emphasised to improve
yield.

An inventory to determine
technology transfer and adop-
tion among smallholders and fac-
tors that influence technology
adoption should also be under-
taken. _

In the long run, however, the
impact of the trade war would
have a negative effect on gross
domestic product, manufactur-
ing, employment and trade in

‘both the US and China. Smaller

nations within Asean would also
see significant negative impact in
terms of GDP, manufacturing,
production and employment, ex-
port, import, and total trade
since these nations are hlghly
trade dependent.
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