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By
NG XIN KHAI

August 2013

Chair: Shaufique Fahmi Sidique, PhD

Faculty: Institute of Agricultural and Food Policy Studies

The Malaysian shrimp industry has been facing competition domestically and
internationally. Malaysia’s export share for shrimp products in the global market has
declined in recent years. In fact, the export value for shrimp has also dropped from
RM1.3 billion in 2005 to RM1.1 billion in 2009. It is argued that Malaysia cannot be
a major player in the world shrimp market because of its relatively small volume of
shrimp trade. However, the competitiveness of Malaysian shrimp trade still remains
unclear due to the lack of contemporary analyses backed by formal testing

procedures.

Research objectives of this study are to measure the trade competitiveness of the
Malaysian and selected nations’ shrimp products, and to examine competitiveness
growth trends of the selected nations. This study provides evidence on trade
competitiveness of the Malaysian and selected nations’ shrimp products. It is

particularly important for Malaysia’s shrimp commodity because it has been
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identified as the most traded fishery product of the nation, but has yet to identify the

competitive food sub-sectors for import substitution and/or export.

There are six individual countries chosen for eleven years of observations. Shrimp
products are divided into frozen, non-frozen, and prepared and preserved categories.
The reference countries are China, India, Indonesia, Thailand, and the Philippines.
This study employs the relative trade advantage (RTA) analysis with secondary data
to measure the trade performance in this study. Results from the RTA analysis are

then computed using growth trends analysis.

Present research exercise has found that Malaysia has comparative disadvantages on
shrimp products. However, the comparative disadvantages on non-frozen and
prepared and preserved shrimp products have been improving since 2007 to 2009. In
fact, the Malaysian frozen shrimp sector is found to be profitable as compared to
other food sectors in Malaysia, and it has some extents of competitiveness in the
export market. India has a remarkable performance as it has trade competitiveness
for all three shrimp products. Thailand is also competitive in non-frozen and

prepared and preserved shrimp trade for the period.

Policy recommendations have been outlined at the end of the section in order to
improve trade competitiveness of Malaysia’s shrimp products; such as to increase
shrimp production for export and domestic markets. This study can be improved by
utilizing bilateral trade data and to increase the number of observations. Further
analysis on shrimp trade competitiveness by constant market share analysis to be

conducted in future study is also worthwhile.
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Abstrak tesis yang dikemukakan kepada Senat Universiti Putra Malaysia sebagai
memenuhi keperluan untuk ijazah Master Sains

DAYA SAING PERDAGANGAN PRODUK UDANG DARI MALAYSIA DAN
NEGARA-NEGARA ASIA TERPILIH

Oleh
NG XIN KHAI

Ogos 2013

Pengerusi: Shaufique Fahmi Sidique, PhD

Fakulti: Institut Kajian Dasar Pertanian dan Makanan

Industri udang Malaysia menghadapi persaingan domestik dan antarabangsa. Syer
eksport Malaysia bagi produk udang di pasaran antarabangsa telah semakin merosot.
Malah, nilai eksport udang juga telah merosot daripada RM1.3 bilion pada 2005
kepada RM1.1 bilion pada 2009. Dengan ini, industri udang Malaysia dikatakan
tidak boleh menjadi pengeksport utama di pasaran dunia. Tetapi, daya saing
perdagangan produk udang Malaysia masih kekal tidak jelas kerana kekurangan

analisis dan prosedur ujian rasmi.

Objektif kajian ini adalah untuk mengukur daya saing perdagangan produk udang
dari Malaysia dan negara-negara yang terpilih, dan juga untuk mengkaji tren
pertumbuhan daya saingan perdagangan tersebut. Kajian ini memberikan keterangan
kepada daya saing perdagangan produk udang Malaysia dan negara-negara yang
terpilih. Hasil kajian ini adalah penting bagi industri udang di Malaysia kerana
produk udang telah dikenalpasti sebagai produk perikanan yang paling didagangkan

di Malaysia.
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Sebanyak enam negara dan sebelas tahun pemerhatian terpilih dalam kajian ini.
Produk udang dibahagi kepada kategori beku, tidak beku, dan diproseskan dan
diawetkan. Negara-negara rujukan adalah China, India, Indonesia, Thailand, dan
Filipina. Kajian ini menggunakan kaedah kelebihan perdagangan perbandingan untuk
mengukur daya saing perdagangan dengan menggunakan data perdagangan

sekunder. Kemudian, keputusan berkenaan dikaji dengan analisis tren pertumbuhan.

Penyelidikan ini telah mendapati bahawa Malaysia mempunyai kelemahan
perbandingan dalam perdagangan produk udang. Tetapi, kelemahan perbandingan
produk udang tidak beku dan diproseskan dan diawetkan telah kian bertambah baik
sejak tahun 2007 sehingga 2009. Produk udang tidak beku juga didapati
berkeuntungan berbanding dengan sektor makanan yang lain di Malaysia. India
didapati berdaya saing dalam perdagangan bagi ketiga-tiga produk udang. Thailand
juga berdaya saing dalam perdagangan bagi produk udang tidak beku dan

diproseskan dan diawetkan.

Cadangan dasar telah digariskan dalam usaha untuk meningkatkan daya saing
perdagangan produk udang Malaysia, seperti meningkat pengeluaran produk udang
untuk pasaran eksport dan tempatan. Kajian ini boleh diperbaiki dengan
menggunakan data perdagangan dua hala dan meningkatkan bilangan pemerhatian.
Analisis lanjut mengenai daya saing perdagangan udang oleh diteruskan dengan

analisis syer pasaran malar.
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CHAPTER 1

INTRODUCTION

1.1 Introduction

The first chapter covers the introduction of the study and provides the overall
background of the study, and followed by the problem statement. It spells out the
research objectives in which the study aims to achieve and identifies the significance
of the study. A section detailing the organization of the thesis to allow for easy

referencing is also included at the end of the chapter.

1.2 Background of the Study

1.2.1 Malaysian Food Trade

Malaysia has always experience food trade deficit (Fatimah et al., 2008). The
country imports most of its food items, including agricultural inputs. Table 1 shows
that the food trade deficit has been growing with time, which increased from RM1.1
billion in 1990 to RM12.1 billion in 2010. To be more specific, food exports
increased 233% from RM3.5 billion in 1990 to RM18.2 billion in 2010 while food
imports increased 330% from RM4.6 billion in 1990 to RM30.3 billion in 2010

(Department of Statistics, 2011).



Table 1: Exports, Imports, and Balance of Trade (BOT) in the Malaysian Food
Sector, 1990 — 2010 (RM million)

Year Food Export Food Import BOT  Annual Change (%)
1990 3,453 4,583 -1,130

1995 4,526 7,885 -3,359 197.3
2000 6,470 11,393 -4,923 46.6
2005 10,669 17,733 -7,064 43.5
2006 11,392 19,950 -8,558 21.1
2007 13,760 23,374 -9,614 12.3
2008 17,773 27,893 -10,120 5.3
2009 15,791 26,732 -10,941 8.1
2010 18,168 30,253 -12,085 10.5

Source: Department of Statistics (2011)

Furthermore, a clearer perspective on the food trade deficit can be gained by
referring to the composition of food exports and imports as shown in Table 1. Table
1 shows that Malaysia’s food trade was in deficit between 1995 and 2010 with the
notable exceptions of livestock, fish (including crustaceans and molluscs), coffee,
tea, cocoa and spices, and some selected processed food. In fact, most of these

categories were not stable; therefore Malaysia’s balance of trade varied over time.

The cause of the food trade deficit is largely due to political and economic factors.
During the last few decades, the import sector has been expanding at a higher rate
than exports. A rise in food imports implies that there has been an increase in the
demand for food due to population growth and/or higher incomes. An increasing
trade deficit, however, indicates that supply lags behind demand in a severe manner.

Despite being endowed with rich natural resources, Malaysia’s domestic food supply



has been plagued with structural problems and competition from more profitable

cash crops and non-agricultural projects with minimal support from the government.

Table 2: Malaysia: Food Exports Composition, 1990-2006, (%)

SITC  Sector (Export) 1990 1995 2000 2005 2010
00 Live Stocks 112 122 5.6 3.6 3.3
00 Meats and Prepared Meats 1.3 1.6 1.0 0.9 0.6
01 Dairy Products 2.6 3.6 3.5 4.4 4.1
02 Eggs 1.9 1.8 2.8 1.9 1.6
03 Fish, Crustacean, Mollusc etc. 17.7 183 202 19.7 20.0
04 Cereal and Prepared cereal 4.0 7.9 9.7 8.9 9.2
05 Vegetables 3.6 3.6 43 4.4 4.7
05 Fruits 8.9 7.4 7.9 4.0 4.3
06 Sugar and Prepared Sugar and Honey 8.2 4.5 55 4.1 4.6
07 Coffee, Tea, Cocoa, Spices 262 173 178 229 232
08 Animal Feeds 8.1 7.2 5.6 55 5.2
09 Other food and Prepared Food 63 14.6 161 197 194

Total 100.0 100.0 100.0 100.0 100.0

Source: Department of Statistics (2010)

Table 2 shows that Section 03 has the highest composition of Malaysia’s total food
trade surplus across the years. Furthermore, the balance of trade in commodity SITC
0361 (Crustaceans, Frozen) and SITC 0362 (Crustaceans, other than frozen,
including flours, meals and pellets of crustaceans, fit for human consumption) had a
trade surplus between the years 1995 and 2010. In fact, the trade surplus for SITC
0361 and SITC 0362 increased from RM159 million in 1990 to RM466 million in
2006 and —-RM4.6 million in 1990 to RM43 million in 2006, respectively. This was
mainly due to the increasing demand for shrimp in the global market, especially in

the United States, the European Union, and Japanese markets (Fatima, 2009).



Table 3: Malaysia: Food Imports Composition, 1990-2006, (%)

SITC  Sector (Import) 1990 1995 2000 2005 2010
00 Live Stocks 1.5 1.8 1.5 1.7 136
00 Meats and Prepared Meats 54 4.8 6.8 55 5.16
01 Dairy Products 11.6 119 10.2 8.4 8.06
02 Eggs 0.1 0.2 0.1 0.0 0.0
03 Fish, Crustacean, Mollusc etc. 8.1 9.8 9.7 105 10.75
04 Cereal and Prepared cereal 286 259 245 19.6 19.85
05 Vegetables 8.0 8.7 9.0 9.0 9.25
05 Fruits 5.7 5.6 4.9 3.8 4.05
06 Sugar and Prepared Sugar and Honey 13.8  10.8 9.5 84 8.92
07 Coffee, Tea, Cocoa, Spices 3.1 5.2 7.1 173 17.62
08 Animal Feeds 6.6 7.4 8.2 7.0  6.68
09 Other food and Prepared Food yr - [/ 8.5 8.7 838

Total 100.0 100.0 100.0 100.0 100.0

Source: Department of Statistics (2010)

1.2.2 Malaysian Shrimp Trade

In 2009, shrimp constituted 43% of the overall fish export value and 23.7% of the

overall fish export quantity, and also accounted for about 47% of the total fish trade

surplus (Department of Fisheries, 2009). Shrimp, thus, is Malaysia’s most important

fishery export commodity.

According to Table 4, shrimp products in Malaysia had a trade surplus worth RM633

million per annum, on average, with a standard deviation of RM 118 million, between

1999 and 2009. In 2009, the total export value of the Malaysian shrimp commodity

was worth RM 1,058 million as against the import value of RM467 million; thus

giving a trade surplus of RM590 million. It is worth mentioning that a record high of



RMO900 million had incurred in 2008. These trade surpluses imply that shrimp trade

is important to the Malaysian food bill.

Table 4: Total Exports, Total Imports, and the Balance of Trade (BOT) of
Shrimp Products in Malaysia, 1999-2009

Total Export ~ Growth  Total Import  Growth BOT  Growth
Year  (RM million) Rate (%) (RM million) Rate (%) (RM million) Rate (%)
1999 585.2 NA 131.9 NA 453.3 NA
2000 762.9 30.4 144.4 9.5 618.5 36.4
2001 750.4 -1.6 198.5 37.5 551.9 -10.8
2002 743.1 -1.0 177.6 -10.6 565.5 2.5
2003 889.2 19.7 283.6 59.7 605.6 7.1
2004 1,252.8 40.9 670.9 136.5 581.8 -3.9
2005 1,318.0 o 560.2 -16.5 757.7 30.2
2006 1,119.3 -15.1 462.9 -17.4 656.3 -13.4
2007 1,223.7 9.3 539y 16.6 683.9 4.2
2008 1,217.8 -0.5 317.0 -41.3 900.8 317
2009 1,058.5 -13.1 467.5 47.5 591.0 -34.4

Source: Global Trade Information Services (2010)

Even though Malaysia is still a net importer in terms of weight (Department of
Fisheries, 2009); Table 4 shows that Malaysia exports high value shrimp to foreign
markets, while importing lower value shrimp from several Asian countries, such as
Thailand and Indonesia (Global Trade Information System, 2009). Hence, Malaysia
is still a net shrimp exporter in terms of value. Its importance has also prompted the
government to recognise this sector as a potential sector in reducing the food trade

deficit.



1.2.3 Background of the Regional Competitors

There are several major world producers such as Thailand, Indonesia, China, and
some South American countries (Global Trade Information Services, 2009).
Nevertheless, Asia supplies the majority of shrimp to the world market. This region
produces 80% of the world’s farmed shrimp; which is mainly produced for export

demand (Fatima, 2009, Ling et al., 1999; Shang et al., 1998).

The top shrimp producers located in South America such as Ecuador and Brazil are
assumed to have no direct competition with Malaysian shrimp commodities as the
shrimp species produced are different. The major species produced in South
American countries are blue shrimp (Litopenaeus stylirostris), white-leg shrimp
(Litopenaeus vannamei), and brown shrimp (Farfantepenaeus californiensis) (Dubay

etal.,2010; FAO, 2008).

In contrast, countries surrounding Malaysia are also the world top exporters for
shrimp. These countries include Thailand, Indonesia, the Philippines, India, and
China. In fact, the shrimp species produced from these countries are similar to
Malaysia’s, which are tiger shrimp (Peneaus monodon), white shrimp (Peneaus

vanamei), and giant freshwater prawns (Macrobrachium rosenbergii).

In addition, the major global markets for shrimp that these nations are competing in
are similar; which includes Japan, the United States, and the European Union.
Moreover, the similarities in industrial development, stage of economic

development, and level of income amongst these countries are also important factors



which can increase the competitive level amongst these nations (Benavides, 2011).
Thus, it is clear that these producers are in direct competition with the Malaysian

shrimp trade.

1.3 Problem Statement

At the domestic level, the Malaysian shrimp sector is competing with non-
agricultural sectors for resources in particular land and labour due to the rapid
industrialisation process. Also, since the mid-1980s, the agricultural sector, including
the shrimp sector, has been plagued with a serious labour shortage problem due to

the outflow of this resource to the manufacturing and service sectors.

At the international level, Malaysian shrimp exports are competing with major world
exporters like Thailand, China, Indonesia, the Philippines, and India. Malaysian
shrimp exports consisted of 2.72% of total global shrimp exports, on average,
between 1999 and 2009. As compared to the other exporters like Thailand, the
Philippines, India, and China, the average market share was in the range of 3% to

24%.

Furthermore, the lack of competitiveness of the Malaysian shrimp products has been
evidenced by the relatively small in market share and decline in the export value
since 2005 to 2009. Malaysia’s shrimp export share decreased from 3.6% in 1999 to
2.7% in 2009. In fact, the Malaysian export value for shrimp also dropped from
RM1.3 billion in 2005 to RM1.1 billion in 2009. Thus, it is argued that Malaysia

cannot be a major player in the world shrimp market because of its relatively small



volume of shrimp trade. In fact, the Malaysian shrimp export is important in terms of
contributing trade surplus to the Malaysian fishery industry; in which a decline in
Malaysian shrimp exports might affect the contribution of the fishery industry to the

nation’s food export performance.

It is vital to look into the trade competitiveness of Malaysia’s shrimp commodities in
order to ascertain the trade position of Malaysia’s shrimp industry in the global
market, especially amongst its regional competitors which are the selected ASEAN
countries plus India and China. From the trade competitiveness insight obtained from
the analysis, the main issue confronting the Malaysian shrimp commodity sectors

will be highlighted in the study.

In conclusion, the Malaysian shrimp industry has been facing competition
domestically and internationally. The fierce competition in the markets will affect the
ability of Malaysian shrimp products to compete in the export market and its
comparative advantage, respectively. However, the competitiveness of the Malaysian
shrimp trade still remains unclear due to a lack of contemporary analyses backed by
formal testing procedures. Therefore, this study intends to examine trade

competitiveness of the Malaysian shrimp products among its regional competitors.

1.4 Objectives

The general research objective is to measure the trade position of the Malaysian
shrimp products amongst its competitors. The specific research objectives are to 1)

measure the trade competitiveness of Malaysian and selected countries’ shrimp



products; and 2) measure the competitiveness growth trends of the Malaysian shrimp

trade.

1.5 Significance of the Study

This study would provide evidence on trade competitiveness of Malaysian shrimp
products. This is due to the competitiveness of the agricultural and agro-based
industry which has become an extremely important topic in Malaysia, as far as the
food security issue and balance of trade are concerned. It is particularly important for
Malaysia’s shrimp commodity because it has been identified as the most traded
fishery product of the nation, but has yet to identify competitive food sub-sectors for

import substitution and/or export.

In view of its positive contribution to the balance of food trade, a trade
competitiveness analysis of the shrimp sector would give a clearer picture of the
competitiveness position of Malaysia’s shrimp sector in the global market as
compared to its potential regional competitors like Indonesia, Thailand, and the
Philippines, as well as world competitors like China and India. Having a better
understanding of shrimp trade in Malaysia and hence trade competitiveness is

important to help enhance its status in the global market.

1.6 Organization of Thesis

This section presents the organization of the research study. This thesis contains five

(5) chapters:



Chapter one (1) provides the introduction and background of the study. It explains
the problem statement and the objectives of the study. The importance of the study is
elaborated next. A section of the organization of the research study for easy

referencing is also provided. The last section concludes this chapter.

Chapter two (2) reviews all relevant literature. It reveals issues and common
discussions on the shrimp industry as well as shrimp trade. It then discusses the
literature of relevant economic studies, especially trade competitiveness studies,
which are important in understanding the context of this study. Overall, the literature

review highlights the importance of trade competitiveness analyses.

Chapter three (3) presents the theoretical and conceptual framework as a guide for
the trade competitiveness analysis. It details out components in the conceptual
framework of the study. The entire set of variables involved in the framework are
identified and discussed further. This chapter also explains the methodology that was
adopted in conducting this study. The discussions refer to the research design,
sample chosen, and the instrumentation that is used. This chapter also elaborates on
the procedures of data collection as well as a brief overview on how the data was

analysed.

Chapter four (4) elaborates the data analysis and the results are presented. The
analyses and results are in line with the objective of this study, which is to generally
investigate the trade competitiveness of Malaysian shrimp products against selected

major shrimp exporting countries.

10



Chapter five (5) is an extension of Chapter 4 where it bridges the data presented in
the preceding chapter and contains the interpretation of the results obtained.
Discussions are based on relation to the objectives of the study, and conclusions are
eventually drawn. Additionally, it is made clear on how each of the findings fit into
the existing body of knowledge. This final chapter also summarizes the significance
of the study where it highlights both its empirical contributions and policy
implications produced from this study. Finally, it also acknowledges the study’s
limitations and suggests possible further research directions on the topic of shrimp

trade competitiveness.
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