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China and India in World Trade: Are the Asia Giants a Threat to Malaysia?

Evelyn Shyamala Devadason’

Abstract

: m m m i i ina i itioned than India in the near term for influencin

4 : . 3 duct quality, China 1s better post ia in ' 5

B e irs"z ::)Er:egliggjlc share in Malaysia’s trade. The trends in bilateral trade with both Giants
ina represen -

global trade. From the Malaysi: specti ina re i i ia via hi
‘however suggest that corr:;Z:ilt‘;gnpi:;s c:'x:tlgrf;;:d Relative to India, Chin_a appears 10 promS!S:}:fcta 1';‘[’;; ;E?fr:r;g?il nre(;g,l:tis: algjf;ﬁ;lw‘:egf:wr
commodity overlap in external markets, greater matched trade that is of vertical dlffel'.en[lz‘ltlol\l‘:f l1s x.a inqtrade oarsic Witk bot G Th?s mirrgrss:
Within this broad rubric of tradc-induCc‘d changes, there is no evidence of skill upgradmg for Ma {1)’5;“ AT Aot induccd. e o
gqe lack of product quality improvements and the fow levels of export valucs.of_hlgh ql{allty va;cnes Epeme s gro'ssly e g

the Giants that have been cited to be favourable from the Malaysian perspective 10 previous studies, may .
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1. Introductj
ction
be ignored, given their rapid integration into world markets. The

- The em g s my cannot : : ;
B o boufreg:(?:e of Cl'nna and India in the gl'obalroe(;:l(l):tO(G)'DP) more than doubled to 7 per cent and China now ra.nks sixth whl_lst
omies in global gross domestic p trading (Ng, 2006) economy 1n the world, surpassing Japan, while

- India tengh, Sy hird largest ;
 India ranks"tlwczzlr?t}; tg?t]l]ls. I;}irade, Cl}mz: 1;::r:ix;2¥l;h§rtblr > ries increased by approximately 15 per cent over the last decade
o : . ¢ manufacturing €

(Lederman p ! ! : - for approximately 8 per cent and 1 per c'ent of world r.nerchand.ise exports

;_.spectivelye ({"Ilﬁ;: zsot(z)zz)’(;vcltt:b(e:rhl?g aggol;‘)dm éi:i,olzztsl]rf Chingys impact on global trade flows is already evident whilst India’s

erc;‘:’:ldei;i tiade still l,ags behind that of the former (UNi'Il'AD,r-’Zi?I(])s;cStr:)rrx:\t/sza:é ;igggi)t'ion T T i hntlsneniend s penip i
eless, both economies are said to have a much large

Ko : : inly Fortune 500 global manufacturing companies indicates that
. uf;ecatudurmg their economic nascent. A recent survey of 3;? c‘"g’s’;o};ed to India (The Star, October 16, 2007). Manufacturing

ring will b i ivity of interest to 1 A L . : ;
tsourcing to India ; P p e LT *s flagship in activities of information technology and bu§1ne§s process outsourcing.
1tis decrne, Ndia is poised to surpass the country s 145 tory. The growing influence of China and

A i t success S
ed that ¢ oy o 2 b India’? label will be the next y : ! i :
{0dia on yyor1g o (lj\/ladc in India’ or rather .Made I);ers integrating into an emerging global middle-class (Winters and Shahid, 2007;
Shah; ade basically relates to their consu

Dand ef g7 2007), which then results in quality improvements in manufactured products (see also Hummels and Klenow, 2004) and
2 > en resu

se

3¢S demang for skilled workers (Bussolo et al., 2007).
The bey;
Mpetitiye
i'at bo[h G
.chanenges

oth count

et act’ have profound consequences on product
ef the . e, oct’ and the more rec‘cnt India effect’ may ! 5 i .
ness (Brracrf:tr:tti‘sr 'tllrllz(llt Ii}z:(r:dycglor:)aé)egld on income distribution globally (Rowth?m; 2?{?3)1(:\:”;?13:; “::ngzlggg c(;gr?Zr)l ;Tglgz
fants are most lik‘el to os,c biggest challenges t0 middle-income Asmnhcou[n (;lca.re N twofold" sk s doc; el
il for Mala sia, fi ! o p trade ?n manufactures. The objet_:tlves of the study £ bilat ltrzxdc w',lh Chi d1 d’y
| Clures of trade b»gy S e ia Giants; and sccond, t0 ostimate the labour effects of bilatera . . i bl
on Malaysi& Th" \]a(/?en Malaysia and the Asm vmthc ’cxlcn[ to which both Giants move up market into their produgt space” — in terms
Ot prodyy (Compoesiti;yn?&gzg]z :qul\lf:llli)):s(t ?}:;.ique offect) (sce Winters and Shahid, 2007); and the extent to which the both Giants

‘ N g
&ct local skil| upgrading.
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’ Theo"eﬁcal Exposition: Trade-Induced Changes
There is renewed interest i -ountries in products that belong F(ithc same SC.ClOF, known‘ ?s l\vo(-iwi)t)/ ;m:t.(:hed ftr,:-ld?:r
ua?jln UStry trade (CH%I)“LPrc.St = trlac‘iel l())gg,;/ccrrloi(-juct differentiation centered on different \_'arxc.tles o.fz:jspfm 1th}(711’? (l\l;’II}I' & “Tel.? 351;11 d(;
Varil 7> Norizopty) imra.' EOF 3 [llf‘d‘ I'Il,I'II)") The distinction between HIIT and Vc-mcal:l‘mﬁa-];-?,snr{) r&if?ercnces’ igll:k;l{coris‘et
mcene?) has noyw beco -H“ uStryl rvd' t (that tl;c Jatter has grown in importance. VIIT is bz'm(—ﬂ yd'm\CVidc}:,ll 2005). In fact ’ l‘j“
im, ¢ hig Quality ,OO?L Cnn(':d~ %I'V;n- content of skilled labour relative to low quallt)f %OO, S (. ‘X,oncrs .such i C,higua l?jl
Inpmvcments ; £0ods regum g s L .v influence on the performance of rapidly growing exp > S a an

N exports have been identified as a key

ia g
Nmmels and Klenow, 2003).

7 iation 1 ' critical as it presents different implications for factor
lnarkcls. %‘hixl:;lgiio'n,‘ ulopgsid? product dj(fcrc?j?::;[llf;:i(:: gzaiijl;ﬁir:::f ,islssucs in thc‘labtilr market is the‘ sp'c;:i}ic fact.ors model,
lolt)r?, Ndeg conciszxydgcc;;ﬁ’w tlr 3?:)Wﬁriks }z(;;):thesizcd that industries with high le»_'clg o.t “T~uvdcrgl(1)ilh~:51; Sllr::;illl‘l :ndﬁacr:ierx:]alr;;f;?:;
¢ than industricsy ,-J{llry( ]“"V-li f1IT. The former involves a reallocation within mdustltlcs :\ : c L1 2 bcciuse PEIE
. iec'n industrics, l[\;sl t‘lo‘w 'L,'\:' i dolh‘d[ the adjustment costs are lower when new trad‘e is '0[] t nlcﬁrms inindwrics [ha; ;‘(fs‘\‘:,‘;[ ‘1}51
u«them L‘"«Cd When adjustme 0{ L" ;“éutl to an industry. Itis casier to transfer anq adapt rcsourc?: wi 1;h e S e banfomy e
Bl'ul _rom one indyg (-rll is uz erna o sition has become known in the hterature as the 5rr.10’o adju e gin sl i3
th }_ldl'[ (1999) + 15tl’y_to another. Tflns propost ‘nothesis that is firmly rooted in the neo-classical thmkmg.. e simply implies
at Setts ) is the first to cstablish the SAH hypot ICbls_k_ ~xpanding and contracting activities) occur th}ﬂ a sector, adjustment
o Sh‘OL b (‘T %t' industries. In the context of the specific factors model, the SAH
s bqlt‘lrm\:/-ithin than .bclwccn industries. According to Brulhart (1999), the
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Oduct g Uik the case of China. Linder (1961) (cited from Halla

a k. 2006; Bernard et al., 2007).
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: ; SEb Fird

mobility. With the latter, they argue that CXpanding ang contracting activities are more likely
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: rertica jtht 0!
. SN . ¥ T ties Of\ 5 : ! 1{3
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1 HIIT industries. Greenaway andinina oe

) arly for VT, This results in complete retra mm? the ¢ ik
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t be with Comparative eage. i o
n of product differentjaj

ecent © and PL
ements in international lra?f:o;smarl 999) alt?
ed [Manasge and Turrip; (1999), Duranton (1999), G
The reasons for the links between 11T and skills are as fol

ines clSs
termi™*  gu
lows: Assuming skilled labour de
industrieg

d, to cmploy

or 8%
or variety of products gk
d, the very faet that specialization i
cach variety, Which links skill intensity.

c
ive a incﬂ-
In this context, trade can be perce

-+ 19944, 1994b; Brulhart, 1999), Adjustmen

. Y
ing - temp t i
ng v en
ts occur because of the follovg::t;,ccn differ
ntaneous] S¢ 10 changes i demand; changes in trade flows
uction,

2 Aol
fofzn‘racnﬂg
expanding sector may no
Given the expansio
the demand for labour,
(2004)).

trade rests wigp,
for high skilled laboyr Would increase muycp, faster. Secon
high skilled labour wij) have 10 increage. Thir
operation in productj
pressures (Grccnaway etal
markets fail to clear insta
changes in factors of prod
Another dimensjon of understanding tra
Acemogly (1999). The dcvcloping country jg
rather than directly Creating technology Ace
trade may increage the demangq for skilleq lab
abroad, an ideg

Y in respon

c, 0
ical cha? ot I i

de angd labour markets is the trade inducing tcchﬂo}]o %‘ofeign Si’;zed( ::)30“3'
assumed tq rely on imported technology mainly ‘hrolu%y is skill— 2 f
moglu argues that if the imported production techno ocutsoufcm.g Jema” 4
OUr. - An additiona] channel of trade-labour links is the 0 the relat! urcing corﬂm"
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: ion within 11t
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industries. Therefore employment may well rise ang not fall, after Some time lags in import competing
In Summary,

@ 1 iti . lting in pro in i coﬂomy'; f
lmdc may induce Competitive apgq efficiency effects in product markets, resul =~ entiation 1 iven €% 44
factors alludeq to as trade-induceq changes » Tepresent the indirect effects of trade. Product diffe i ok
technological

ophist.

progress in a country’s prodyct (Kang, 2007),
induced changes ang adjustment pre:

} urind £ ills:
is able to Proxy the degree and quality & lizzngcs w8
( ! i AASUTes of trade on the laboyy market may therefore translate into
magnitudes dcpcndmg On conditions ip the laboyr Mmarket,
2:2 Measurmg Product Quality Changes o val‘fs ‘?:lan
ities 10€5 o g
The data are sourced from the YN COMTRAD d : orts in quantit stant P* R 1o
1mports and EXports recordeq n milliong USD are dcfllaateztiit?;};af}feﬂ&at ZZ(;:)SI;?;;TP::?CS iirdcc‘xc?gpl) at 1990 g:ssiﬁcatﬁ;;' oﬂsid;
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five l;}dc ﬂov}:s ;s gollowy China ROW, 1p, ia-RO : Malaysia-ROW alaysi-a-Ch.ina and Mala)’Sia'.l nd:)?;/cs a t\Ti:)dcx o{ po
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dL,J = (P'n\'JdT,- v 8Q,dani =4 SKjdani ot ydln(WJ-/Wk) (4)
with two variable factors j and k.

Machin et al. (1996) and Anderton ef al. (2001) define the two variable factors of production as skilled (S) and unskilled (U %
skill share equation is thus defined in the above as the proportion of skilled employment to total employment.
Since there is no technology data available and given that technologies are mostly forcign sourced and embodied in imported cg
foreign direct investment is used as an indirect measure of technology. Theoretically, skill upgrading occurs when forein!
investment causes technological spillovers that are skill-biased and when capital-skill complementarities exist. The other demand &
considered for the study are the effects of foreign competition, captured by trade flows. A

The skill share equation is differenced to transform out the industry specific fixed effects. The static equations estimated int&
analyses are as follows: :

d(S/N) = Q - ZodIn(SW/USW);, + £¢,dIn(VA), + Z@ydK;, + p1,d(FDYCI), + 5)
Zp,din(MROW);, - Zp,dIn(XROW), + &,

d(S/N) = Q - ZpodIn(SW/USW);, + E¢ydIn(VA), + Z@ydKy + Zp1,d(FDI/CI), + (6)
Zp,dIn(MCHINA); - Ep,dIn(MINDIA); - ZpadIn(XCHINA), - Zp,dIn(XINDIA), + &,

where

1 = industry

t = time

(2 = constant

(S/N) = ratio of skilled employment to total employment

(SW/USW) = ratio of skilled wages to unskilled wages

VA = real value-added

K = real capital intensity

(FDI/CI) = share of foreign direct investment in total capital investment
MROW = real imports from the ROW

MCHINA = real imports from China

MINDIA = real imports from India

XROW = real exports to the ROW

XCHINA = real exports to China

XINDIA = real exports to India 3
& represents the error term that picks up random measurement errors in skill share and the effects of labour demand shocks o1
employment, which are not picked up by the included independent variables. i

3. Trade PERFOMANCE and Product Evolution
3.1 Global and Bilateral Links

The expansion of trade in China grew as trade became more market determined in the 1980s with the dismantling and sub*
abandonment of direct controls. Subsequently, duty exemption on imports in China was broadened beyond special economic.' 0%
the 1990s. Other policy instruments, such as tariffs, quotas and licensing requirements, had also declined significantly by the tin® y
entered the World Trade Organization (WTO). The pace of reforms in India however accelerated only in the 1990s, as the refor®”
1980s were basically ‘pro-business’ instead of ‘pro-market’ (Panagariya, 2004). India also joined the integration process ¥
cxemptions and free trade areas for exports in 2001. Amidst these reforms', merchandise trade has grown in both countries a1¢%
shares of manufactures in China and India now constitute 93 per cent (Shahid er al., 2007) and 75 per cent (Parikh, 2006) of tot2! 4
respectively. In Malaysia, merchandise exports command 95 per cent of total exports. B

Table 1 clearly shows that both China and India have become increasingly integrated with the global economy, with the*%
taking the lead. Even with major reforms in both the Asia giants, China’s export shares are much higher than India’s level. S
(2006) adds that a faster integration of China with the world is reflected in prices of Chinese goods moving closer to world 3
However, it is noted that exports from both the Asia giants (including Malaysia) are growing faster than world exports. F 3
emphasis of both China and India are cited to be different; exports of the former comprising mainly finished goods (see also Winis
Shahid, 2007; Dimaranan ef al., 2007) that are labour intensive (some studies indicate a shift towards low and medium tech prod‘_’c
exports of the latter mainly intermediate goods that are capital and skill intensive (Kochhar, et al., 2006).

Table 1: Merchandise Trade, 1990-2005 (in per cent)

Share in World Exports Average Growth Rate
Country 1990 1995 2000 2005 1990-2005
China* 1.9 3.0 3.9 6.8 17.47
India 0.5 0.6 0.7 0.7 9.94
Malaysia 0.9 125 185 1.0 10.98

Share in World Imports Average Growth Rate
China* 1.7 2.6 3.4 8.0 14.49
India 0.5 0.7 0.9 1.0 10.84
Malaysia 0.9 1.5 153 0.9 7.89

Note: *Growth rate for China is for the period 1992-2005 since data for 1990-1991 are not available.
Source: 1. Calculated from the UN COMTRADE.

2. Calculated from the IFS (International Financial Statistics).

12 por a comprehensive examination of the reforms and foreign direct investment (FDI) liberalization in China, see Branstetter and Lard!3
Similarly, policy changes in India are dealt with extensively by Panagariya (2004) and Kochhar e al. (2006). £
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-~ Intrade relations with Malaysia, China again takes the lead (Figure 1). Exports from Malaysia to China are four times the level of
2t to India whilst imports from China are seventeen times that of India. Nevertheless, Malaysia-India trade ties have grown rapidly over
gz period of review. Malaysia’s exports to India grew at an average of 40 per cent for the period 1990 and 2005, whilst export growth to
fhina recorded an average of 33 per cent.

Figure 1: Malaysia: Bilateral Trade with China and India, 1990-2005 (in USD million)

Exports Imports
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Note: Trade with China is on the left axis and trade with India is on the right axis.
Source: Calculated from the UN COMTRADE.

‘The growing trade dependence between Malaysia and China is due to trade in intermediate goods (Abeysinghe and Lu, 2003; Ng,
%; Bussolo et al., 2007; Winters and Shahid, 2007), whilst India remains less integrated in production networks (UNCTAD, 2005).
94 is also more relevant to Malaysia as it is an important export destination and import source for merchandise goods, representing 6
“centand 13 per cent market shares respectively. Conversely the market shares of trade with India remains below 1 per cent.

Trade Composition, Adjustment Pressures and Product Quality Changes

The following section addresses two key issues for Malaysia: Are there mounting adjustment pressures from trade? Is competition
Quality intensifying? Prior to this investigation, the changes in product composition arc examined to identify similarities and
“rences in trade flows. Table 2 captures the product shares in to total manufactures of five trade flows.
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Table 2: Composition of Trade, 1990-2005 (in per cent)

SITC 5 SITC 6 SITC 7 SITC 8 SITC 5 SITC 6 SITC 7 SITCS
Exports Imports
Year CHINA-ROW
1992 6.44 23.89 19.55 50.12 16.75 28.88 46.09
1995 7.16 25.39 24.74 42.71 16.20 26.93 49.28
2000 5.42 19.06 37.00 38.52 17.10 23.67 52.05
2005 5.03 18.15 49.52 27.30 15.24 15.91 56.93
INDIA-ROW
1990 10.54 50.44 10.55 28.46 24.06 36.85 32.77
1995 11.05 51.88 10.21 26.87 27.33 30.33 35.88
2000 13.52 4931 10.24 26.94 19.91 37.79 33.54
2005 16.22 45.07 15.18 23.53 18.53 28.67 45.53
MALAYSIA-ROW
1990 2.96 14.38 64.59 18.07 10.59 19.70 62.63
1995 4.02 11.66 72.80 11.51 8.29 16.21 69.81
2000 4.71 8.50 76.93 9.86 8.40 12.24 72.77
2005 7.18 9.75 72.03 11.05 9.66 13.62 70.29
MALAYSIA-CHINA 3
1990 14.69 53.93 25.60 5.78 17.69 52.23 19.64 1044
1995 7.17 60.49 29.50 2.84 10.32 44.16 34.54 1098
2000 13.70 17.50 64.64 4.16 7.97 16.60 64.69 1074 &
2005 16.07 10.38 66.92 6.63 4.83 11.32 76.51 .
MALAYSIA-INDIA
1990 15.13 66.95 15.12 2.79 11473 37.44 36.82 14.00 |
1995 9.64 29.11 56.85 4.40 12.98 53.13 26.36 i
2000 9.07 14.30 72.38 4.25 11.87 34.20 48.14
2005 23.93 14.45 55.70 5.92 28.66 41.05 23.61

Note: 1. Data for China is not available for 1990-1992.

1. SITC 5 — chemicals and related products; SITC 6 — manufactured goods classified chiefly by material; SITC 7 — mac
transport equipment and SITC 8 — miscellaneous manufactured articles.
Source: Calculated from the UN COMTRADE.

The above table indicates a dramatic shift in the export structure of China. China’s fastest growing exports were labou’
manufactures, apparel, footwear and toys (SITC 8) in the 1990s. Distinct shifts are observed with China emerging as an'.
location for the assembly/ processing operations of consumer electronics, computers and other informational technology prod=
7). Jahangir and XianMing (2007) also cite changes in the trade structure of China between 1995 and 2006, identified from ris®
elasticities. The current composition of Chinese trade is said to have little connection with Chinese comparative advantage '
and Lardy, 2006: Rodrik, 2006), resulting from increasing domestic production capabilities (UNCTAD, 2005; Li and Murt#
Conversely, India’s exports are concentrated in SITC 5 and SITC 6 products, congruent with her comparative advantage m
iron, steel and textiles (Veeramani, 2004). 3

Clearly, there is overlap in the export structure (see also Shafaeddin, 2004 on similaritics in finished capital goods ¥
processing equipment, telecommunications equipment and some electric machinery; Schmidt, 2006) of Malaysia and China it %
the ROW. China’s rapid expansion into medium technology products after the mid-1990s, mainly simple electronics and mé§
cited to have hurt some Asian economies (including Malaysia) in their core or third markets (Lall and Albaladejo, 2004; Sh=
2004; Ng, 2006). Greenaway et al. (2006) do not agree of any competition from China via the displacement on exports ".a.
income Asian countries. While some view China as a direct threat, others contend with a co-movement of export expansl" 3
China and Malaysia due to the vertical integration of many products (see Wong, 2003; Greenaway et al., 2006; Harrigan
2007), driven by a distinct division of labour. The overlap is also reflected in a growing concentration of Malaysia-China ©3
both the export and import side) in SITC 7 products. Whilst the increasing export shares of SITC 7 products are also noted iny
India trade, imports from India are mainly in SITC 6 products.

The global and bilateral trade overlaps between Malaysia and China, and to a lesser extent between Malaysia and India,
fore the extent of matched trade’ and the associated adjustment pressures from the Malaysian perspective. The S index
captures the trade-induced adjustment implications of Malaysia’s trade with the ROW and the Asia giants for two periods;
and 2000-2005. On aggregate, the S index suggests benign adjustment implications in the carly period relative to the 1’8‘?‘_"t
trade with the Asia Giants. Trade with China, unlike that with India, imposes severe (contracting) adjustment pressures for %
2000-2005. At the 5-digit level, only 36 per cent of the industries with matched trade had a positive S index in trade wit
opposed to 71 per cent in trade with India between 2000 and 2005 (see Appendix 1). On aggregate, both Giants imps
adjustment pressures to Malaysia than the latter’s trade with the ROW. Winters and Shahid (2007) agree that adjustment P
inevitable even if the Giants’ success is good news for Malaysia.

3 The matched trade for Malaysia-China and Malaysia-lndi;x based on the traditional GL index at the 3-digit SITC level is 45 per cent (200.5
cent (2004) respectively (author’s own calculations from national trade statistics). 1
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Table 3: S index for Malaysian Manufactures

Malaysia-ROW Malaysia-China Malaysia-India
Sector - | 1995-2000 2000-2005 1995-2000 | 2000-2005 1995-2000 | 2000-2005
SITC 5 0.190 0.057 -0.009 0.090 0.137 0.136
SITC6 0.190 -0.161 -0.046 -0.218 0.399 -0.199
. SITC7 0.068 -0.010 0.015 -0.159 0.090 0.130
- SITC 8 -0.388 0.213 -0.094 0.005 0.141 0.020
TOTAL 0.057 0.010 0.011 -0.141 0.093 0.154

‘Note: 1. The S index in the above table is aggregated from the 5-digit SITC level.

2. Appendix 1 provides information on the total number of industries considered and the number of industries  with positive S
index by sector.

Source: Calculated from the UN COMTRADE.

. By sector, contracting pressures from trade with the Giants are highest in SITC 6 in the recent period, with a drastic turn around in
% case of trade with India between both periods. In order of magnitude, the largest adjustment costs are evident via trade with China in
IIC 6. More importantly, the negative adjustments from trade with China are also associated with those products where there has been
gnificant degree of matched trade change, that is for SITC 7 (see also Table 2). The adjustment pressures for Malaysia rests on the
ality of products traded since China is now able to export hi-tech products because of its imports of high value-added parts and
omponents which are then assembled by foreign firms (not Chinese-owned firms) located in China (Yue and Hua, 2002; Lall and
baladejo, 2004; Branstetter and Lardy, 2006; Shahid et al,, 2007). Dimaranan et al. (2007) add that the improved quality of Chinese
% also Rodrik, 2006; Jahangir and XiangMing, 2007; Kang, 2007) and Indian exports will intensify competition in markets for
dierent goods and lead to further contractions in electronics and machinery equipment for Malaysia. It is deemed that both China and
idia combine a large relative supply of low skilled labour with an ample absolute supply of high skilled labour and therefore are more
¥cly to succeed in diversifying their manufactured exports at an earlier stage of development. Hummels and Klenow (2005) show that
*extensive margin (a wider set of goods) accounted for 70 per cent of export expansion for China in 1995, followed by 54 per cent and
2 per cent for Malaysia and India respectively.

Recent evidence indicates otherwise that despite China moving up the quality ladder, she still specializes in lower quality varieties
dlive to Malaysia based on 2002 estimates (Azhar et al., 2006). Figure 2 compares product quality changes in trade with the ROW and
Asia Giants over two periods. The results concur with previous studies that high quality varieties do dominate in matched trade with
2 (clustering of products in quadrants I and Il of F igure 2) particularly in the later period. Product quality improvements are also
ed in the various SITC categories in trade with China' in the later period (Figure 3). Nevertheless, the export value share of VIITH
“4ins small based on the 2005 data, 19 per cent and 22 per cent in matched trade with China and India respectively. It also appears
Mt the export value shares of VIITH have declined between the early

F

R

10n should be made in Interpreting quality improvements in trade with India due to the small number of observations.
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Figure 2: PQV Index for Malavsian Manufactures, 1995-2000 and 2000-2005

Malaysia-ROW (287 products) Malaysia-ROW (528 products)
w |
;
< b4
=il
1
PQV 2000
VIITH (1995 — 2000) — 14.34% to 11.22% VIITH (2000 — 2005) — 12.80% to 39.23%:
Malaysia-China (84 products) Malaysia-China (185 products)
o~ { P © N OQ\ o o {: £9 4 O . © = L N ';; o
. 8 ° a © el
° ° 2 00 o Pt e
b of ¢ o 2 w | o 2 o ° RS g °% o
- o 1o e - . s ! © © 8
£ 5 A & % ‘? w 6 ° C'no % : ©
a & o % v P2 mp—
° & O s St 2
4] i o w 2 ] o 3 e o
i one L A e °®
o ° © o o 00
o o 4 o o]
0 5 1 15 2 5 ) 5
POV 1995 PQV 2000
VIITH (1995 — 2000) — 36.66% to 21.69% VIITH (2000 - 2005) — 14.06% to 22.91%
Malaysia-India (20 products) Malaysia-India (55 products)
o . ~
o : . <
v w ¢
] o o -] °
l\,‘) . ~ :
2 8
& 6 e ~ . o
3 i 5 5 o Q O b o
a o T A
= ; ) A = © o
v ] 2 ) 5 © °
418 . :
< ° . o 2 2 °
0 5 i 15 2 5 ! ‘s
PQY 1935 PQV 2000
VIITH (1995 — 2000) — 84.80% to 79.83% VIITH (2000 — 2005) — 1.55% to 19.24

Note: 1. Data below the respective diagrams indicate the share of export value within matched trade that are VIITH for %5

end-period.

2. Products that fall within the t-zone represent horizontally differentiated goods (HIIT). Quadrant I represent

products that have remained as VIITH, quadrant I refers to products that shifted from VIITL to VIITH, quadrant &
I are products that have remained as VIITL and quadrant IV represent products that have shifted from VIITH

Source: Calculated from the UN COMTRADE.

i
>3
5



ational Conference on Applied Economics — ICOAE 2008

‘Figure 3: PQV Index by Sections 5-8, 2000-2005
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gram plots the PQV indices only for the period 2000-2005 as the carlier period has missing values for quantity
measurements for exports and imports. 2. The explanation for the various quadrants of Figure 2 holds. 3. Data
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below the respective diagrams indicate the percentage value of exports within matched trade that are high quality variiis}
between 2000 and 2005. Source: Calculated from the UN COMTRADE

and later periods. The higher VIITH shares in the carly period are not surprising given that the average export pic
differentiated goods (for all goods) in Malaysia in 1995-1996 was higher at 0.94 (0.76), whilst that for China and India !
and 0.82 (0.75) respectively (sec Hummels and Klenow, 2005; Hallak, 2006). The trends in the later period do not su
quality advantage of Malaysia in trade with the Giants.

The implications of the above trade data analysis are as follows: First, the composition of China’s trade with the ROWig
similar to that for Malaysia relative to India’s trade, implying potential competition with the former for external markets, %
extent of matched trade with China is higher than that with India and the adjustment pressures of trade are also severe wih
Critically, the severity of the pressures is noted in the later period, specifically in sectors with a high trade concentration, Tt
quality improvements though noted in trade with China in the later period, are not visible between periods and when consier!
of export value shares. The above trends appraised from the trade analysis suggest that competition with China has ingensii®
trade induced changes that have been cited to be favourable for Malaysia in previous studies may have been grossly o
further expound trade effects, the following section examines if trade flows with the Giants influence the demand for skilled 1

4. Are trade induced changes related to SKILL UPGRADING?

Conceptualizing the trade induced changes described in the preceding section, the key question is whether trade vl
influence labour demand disproportionately, thereby affecling local skill upgrading in manufacturing The skill share ¥
manufacturing though considerably low at 19 per cent in 2004, rose from 13 per cent in 1983. Despite the low Jevel 0
manufacturing, the skill shares vary considerably across industries, ranging from 6 per cent to 64 per cent.

Table 4 presents the results using the GMM?" estimator of Arellano and Bond (1991) for equations (5) and (6). The o
one-step model are reported though the null hypothesis of no first-order correlation in the difference residuals is ri®
specifications, since Arellano and Bond (1991) recommend the one-step results instead of the two-step standard errors for i
coefficients. The one step results are found to be free of second order autocorrelation for all specifications. For ease of et®
resulting estimates of other explanatory variables are not discussed below. ]

The results indicate that the growth of imports from the ROW reduce the growth of skill shares in manufacturing. **
surprising given that previous studies indicate that Malaysia’s aggregate imports comprise higher skill content than it
Similarly, export growth has a negative but statistically insignificant coefficient. (This concurs largely with the case of "*"
between Malaysia and the ROW, whereby Figure 2 shows that despite an improvement in product quality between the sub®
1995 and 2000-2005, the percentage value of VIITH remains low). 4

By trading partners, growth in imports from India are highly detrimental to the growth of skill shares in manufactuing &
evidence of a low level of intra-industry trade in total trade with India as opposed to that with China, one plausible explis
imports more lnkely substitute for services of domestic skilled labour only when the products traded are final goods andi
imports comprise intermediate and capital input (imports of capital goods may channel technology diffusion/adoption, see 1
Winters, 2005) as well as of semi-finished goods and unassembled parts for assembly/finishing. ~ Conversely, export grovt
Asia Giants results in a decline in skill shares, implying no local upgrading. The low percentage values of VIITH ar i
matched trade with the Giants. ¢

[see equations 5(b) and (6b)]. However, since a lack of skill upgrading is cwdcnt in trade expansion with the Asia G]ants,fh’
variables are interacted with unskilled labour shares in each industry [see equations 5(c) and 6(c)] to assess the impact
intensive industries. On aggregate, imports from the ROW cause larger declines in the growth of skill shares in unsb“
industries but the same does not hold in the case of trade with the Asia Giants. 3

As relative labour demand is likely to show inertia leading to first-order correlation in the errors, the lagged dependent variable i g

explanatory variable. Further, the potential endogeneity of relative wages and capital intensity are addressed by using the first, second ]
values of an additional instrument, unskilled labour shares in each industry. 3
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5. Concluding Remarks

With higher shares in world merchandise trade (and in products that are fastest growing in the world economy) and impro®
product quality, China is undeniably better positioned than India in the near term for influencing global trade. From the )
perspective, China too represents a non-negligible share in Malaysia’s trade. Relative to India, China appears to promulgk
influential role on Malaysia via higher commodity overlap in external markets, greater matched trade that is of verticd|
differentiation, distinct quality changes and negative adjustment pressures. The evidence of no skill upgrading in trade expa®
both Giants also mirrors the lack of product quality improvements and the low levels of export values of high quality varieties ®
trade between Malaysia and gargantuan economies.
Within this broad rubric of trade-induced changes, Malaysia will have to strengthen her position in skill intensive activities #
Giants are currently far ahead in technology and the availability of human capital (Abeysinghe and Lu, 2003; Srinivasan, 2006
al., 2006; Shahid er al., 2007; Winters and Shahid, 2007). Improvements in quality are therefore going to accelerate and press#s
changes in comparative advantage. To avoid being squeezed by competing Chinese exports (and to a lesser degree Indian exp®
global market and to simultaneously maintain her market share in China’s imports, Malaysia needs to focus on human capital ©
her exports as rising quality of production goes hand in hand with rising skill endowments (Fabrizio er al., 2007).

Appendix 1: Number of Products with Positive S Index

2000-2005 1995-2000
TOTAL* S>0 TOTAL* S>0
Malaysia-World (20.88 — 25.54) (33.17 — 34.99)
SITC 5 118 56 80 43
SITC 6 185 95 176 103
SITC 7 , 206 95 152 96
SITC 8 146 67 125 59
TOTAL 655 313 533 301
Malaysia-China (20.81 - 25.95) (11.00-41.45)
SITC 5 56 25 36 16
SITC 6 100 39 67 25
SITC 7 132 45 133 55
SITC 8 69 21 57 30
TOTAL 357 130 293 136
Malaysia-India (29.16-5.75) (10.05-32.12)
SITC 5 32 14 26 15
SITC 6 1 2 6 6
SITC7 83 36 77 46
SITC 8 46 24 29 20
TOTAL 168 119 138 87

Note: 1. *Total number of products that have experienced significant changes in matched trade for the period ;
the S index (-0.4 <S <0.4). The S index is calculated at the S-digit level and reported at the 1-digit level.

2. Figures in parenthesis refer to the percentage value of two-way trade in total trade for the variots
relationships based on the start and end-year for the period. ~

Source: Calculated from the UN COMTRADE.
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