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ABSTRACT

Commod i t y  t r ade  da ta  f o r  t he  Ma lays ia -ASEAN b i l a te ra l  t r ade  f l ows  i nd i ca te  a

d is t inc t  sh i f t  in  the s tn- rc t l r re  o f  t rade.  The emerg ing pat tern o f  t rade between Malays ia

and ASEAN is  c i raracter ized by:  increased in t ra- indust ry  t rade ( I IT)  in  the 1990s;

dorn inance of  ver t ica l  I IT ;  and prodr- rc t  f lows of  an a lmost  equal  share o f  qua l i ty

d i f ferences.  The genera l  expans ion of  I IT  wi th  ASEAN is  promptec l  by  greater

economic complementari t ies over t ime arising from increased international izat ion.

The implications of the dif ferences in the nature of trade for Malaysia-ASEAN

vis-a-v is  b i la tera l  t rade wi th  o ther  major  t rad ing par tners  (US anc l  Japan)  on the

domestic labour market are examined within a dynamic labour demand framework,

accounting for trade f lows and trade special izat ion. In terms of trade f lows, imports

from ASEAN are found to be signif icantly important for both ski l led and unski l led

iabor-rr.  Imports from ASEAN also render the largest long run impact on unski l led

labour  v is - i -v is  the o ther  two major  impor t  soL l rces.  In  terms of  t rade spec ia l izat ion,

IIT with ASEAN is also found to have a signif icant contemporaneoLrs posit ive impact

on labour  demand,  par t icu ler r ly  that  o f  sk i l led.  In  conc lns ion,  the impact  o f  t rade

f lows and t rade spec ia l izat ion wi th  ASEAN re la t ive to  the o ther  rna jor  t rad ing

partners ref lects the typology of labour ut i l ized i f  one considers the quali ty of products

t raded.

INTRODUCTION

Trade developments in East Asia point to an increase in relative importance
of machinery and electronic products and a rapid expansion in internat ional
product ion shar ing as ref lected in t rade in parts and components (Ng and
Yeats,  2003).  A potent factor promot ing the expansion of  intra-regional  t rade
is the growing similarit ies between the regional colrntries. For example, the
t r a d e  c o m p l e m e n t a r i t y  i n d e x  b e t w e e n  M a l a y s i a  a n d  o t h e r  E a s t  A s i a n
ccnntries increased more than 50 per cent from 29.9 in 1985 to 56.4 in 2001
(see Ng and Yeats,  2003).
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Malaysia's trade patterns closely mirror the region's experience. The
high trade exposttre of Malaysian manufactures l'ras made it increasingly
more exposed to internationai competition and more inter-dependent *]til
its trading partners in terms of employment linkages. According to Sakurai
ancl Moriiztimi (2000) in their study on trade-employment linkages within
the Asia-Pacif ic region between 1985 and 1990, Malaysian employment has
become qui te  sensi t ive to  imports  f rom other  countr ies.  Based on thei r
estimations, 15 per cent of manufacturing employment engaged in exports is
generated by imports from the other Asia-Pacif ic countr ies (Japan, USA,
China, Korea, Taiwan, Singapore, Thailand, Indonesia and Phil ippines).
Malaysian employment was also found to be most sensitive to imports from
Singapore that  is  a one mi l l ion US$ increase in  imports  had increased
manttfacturing employment by 0.98 and 0.82 in 1985 and 1990 respectively.
Sakura i  and Mor i izumi  (2000)  therefore argr le  that  the growing in ter-
dependence of employment is triggered by the international procurement of
intermediate products for export production.

The study by Sakurai and Moriizr-rmi (2000) on employment linkages
however only iakes into account the effects on employ-"nt, without making
any l inks with ski l ls. The latter is considered in Bashir 's (2001) study. His
s tudy  conc ludes  tha t  Ma lays ia ' s  t rade  f l ows  mere ly  re f lec t  he i  sk i l .
endowments; import dependent industr ies are found to have higher ski l .
levels than export oriented indr-rstr ies. Converseiy, Rasi ah (2002) argues
that the relocation of labour-intensive stages of assembly and processing bv
the North-East  Asian economies to Malays ia,  increased demand for  the
unskilled particularly in export oriented indr-rstries during the second phase
of export-oriented industr ial izat ion from the mid-1980s. Bashir (2001) and
Rasiah (2002) basical ly interpret the trade-ski l ls l inkages dif ferentiy. The
former infers that skills influence trade flows which goes back to the basis of
the Hecksher-Ohlin theorem of trade based on factor endowments, while
the iatter suggests that trade flows may affect the demand for skills. These
studies point out that trade flows have some ramifications for the Malaysian

J

labour market.
On the question of trade flows again, the emphasis is not merely on

the trade performance of the industr ies concerned, but also the changing
s t r t t c t t t re  o f  t rade .  The  in te rdependence  o f  economies  has  p rov ic led
opportunit ies for higher intra industry trade (IIT). There is some prior
ev idence  fo r  Ma lays ia  tha t  can  shed  some l i gh t  on  th i s  i ssne .  I IT  in
manufactttres appears to have grown, based on Brulhart and Thorpe (2000)
and Mansor and Radam (2001). The latter study proves this for the case of
Malaysian trade in manufactures with the European Union. Vertical intra-
industry (VIIT) was found to be higher than horizontal intra-industry trade
(HIIT). Hurley (2003) further confirms that VIIT also dominates HIIT for
intra-ASEAN IIT in manufactures. Tl-ris simply means that differences in
relat ive factor endowment (or comparative advantage) are st i l l  the main
driving force behind IIT in manufactures.

The above developments in the pattern and nature of international
t rade have g iven r ise to  concerns about  the conseql rences for  domest ic
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e'mployment. It is thus useftrl to examine whether Malaysian trade with her
rnajor t rading partners impacts di f ferent ia l ly  on the der ived demand for
labotrr .  Since trade f lovvs and trade patterns may invoke t l i f ferent responses
in the labotrr  market,  i t  is  imperat ive to ascertain i f  t rading partners matter
to the lat ter  s ince tracle f lo 'uvs varv n ' i th di f ferent t racl ing partners.

The major t racl ing partner countr ies that  made Lrp approximately 57
p e r  c e n t  o f  M a l a y s i a ' s  t r a d e  i n  m a n n f a c t u r e s  i n  2 0 0 0  a r e  t h e  A S E A N
(Associat ion of  Southetrst  Asian Nat ions),  Uni ted States of  America and Japan.
The str.rdy wil l thus compare and contrast the role playecl bv trade with the
ASEAN cot tn t r ies  f ro r r r  tha t  o f  t rade lv i th  the  US anc l  Japan in  a l te r i r rg
employment in mantr fact t r r i r rg.  A c l i f fererr t ia l  impact of  t rade wit l - r  these
partner countr ies is also ant ic ipated given t i rat  Malaysia is t rnski l led abur-rdant
relat ive to the US ancl  Japan but relat ively ski l l  abunclant wi th some of the
ASEAN countr ies.

This paper is structured in the follor,r ' ing manner. Section 2 discusses
the data that  is emplo),ed for the str , rdy.  Sect ion 3 analyzes the bi lateral
t rade f lor , r 's  and the evohrt ion of  t rade patterns between Malaysia-ASEAN,
N4erlerysia-US and Malaysia-Japan. Sect ion 4,  the core sect ion,  is  devotecl  to
an empir ical  study btrsed on panel  data for  t rade and employment.  Final lv
Section 5 concltides.

DATA
Tlre data on exports (X) and improrts (M) are derived from the Mnlnqsin:
Extt ' rnsl Trndc Stntist ics publ icat ions. The data is compiled for industr ies at
the 3-digit  Standard [nternational Trade Classif icat ion (SITC) level for the
period 1983 to 2000 for 19 major manufacttrr ing industr ies (Appendix 1) whiie
detai led trade data at the 9-digit  SITC is compiled for 1983 and 2000. Exports
are valuecl f .o.b. 'ut,hi ie irnports c. i . f .  Both exports ancl imports are in r ir-rggit
Mal t rys ia at  c t r r rent  pr ice.s .  Tota l  mantr fact t r r ing imports  and expor ts  is
deflzrted with the irnport price and export price index (1980 =100) for the
entire economy respreqfiygly' .

The data set on import volumes are derived for three trading areas:
original ASEAN member countr ies (Singapore, Thailand, Phi l ippines and
Indonesia, hereafter referred to as the MASEAN), United States of America
(MUS) and Japan (MJAPAN). Imports with the nr-rmerous other cotrntr ies
arre capttrred as tracle with the rest of tl 're world (MROW). Imports as pointed
out by Lovely and Richardson (1998) may take the fol lor,r ' ing form: (a) f inished
goods that displace domestic production direct iy; (b) outsourcing, defined
as the import of components or assembly by f irms rvho previously may have
procltrced these inputs internal ly.

Though emplovment  may be af fected by both expor ts  and imports ,
orr lv the latter is trstral ly disaggresated into trade by origin. This is be'cause
the effects of an increase in exports to low-wage corlntries are srlpposed to
have both a negative aspect of the fal l  out of increased competit ion in export
destinations and the posit ive effect of increasing production. Both effects
clo not manifest into a clear-cut relat ionship. However in the Malaysian case,
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there is evidence of a high dependency of exports on imported capital and
intermediate goods. As such, exports will also be disaggregated by market
destinations (denoted as XASEAN, XUS, XJAPAN and XROW), and both
exports and imports are taken to represent shocks to the demand for labour
in this study.

The choice of the three trading partners is based on the fact that imports
from and exports to these countries have been steadily rising with time as
shown in Figures 1 and 2 respectively. Based on Figure 1, the average annual
growth rate of real imports from ASEAN between 1983 and 2000 is 15 per
cent, and 13 per cent each for imports from the US and Japan. In addit ion to
the rise in growth rates, ali three countries are of equal importance in terms
of their share of imports in total Malaysian imports. In 7983,Japan accounted
for 22 per cent of total manufacturing imports followed by ASEAN and the
US, with 16 and 15 per cent of total imports respectively. In 2000, ASEAN
increased its share to 22 per cent, followed by Japan (21 per cent) and the US
(16 per cent). Tl-re three trading partners thus represent a fair ly balanced
grol lp n' i th almost similar growth rates in imports and shares in total imports.

Figure 1: Imports from Major Trading Partner
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Sottrce: Calculated from Mnlnysin: Ettt'rttnlTrnda Stntistics, various years.

Similarly, the average annual grort'th rate of real exports to ASEAN,
US and Japan betr,veen 1983 and 2000 is 14 per cent, 18 per cent and 12 per
cent respectively (see Figure 2). As that for imports, all three countries account
for a substantial export share of manti facturing exports. The ASEAN and
Japan accounted for 29 per cent and 17 per cent of total manufacturing exports
in 1983 respectiveiy. Both export market shares see a decline in 2000 to 26
per cent and 11 per cent for the ASEAN and Japan respectively. Conversely
there is an increase from 14 per cent to 21 per cent in the export market share
in the case of the US. Nevertheless, the combined export market share of
the three trading partners is approximately 58 per cent in 2000.

1 9 9  7| 99_st 9 8 91 9 8 7
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Figure 2: Exports to Major Trading Partrrers
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Sotrrce: Calculatccl from Mnlnrysin: Exterttnl Trndc Stntisf ics, r, 'arior,rs vcal's.

I t  shouid be noted that the airn of  the st t rd) ,  is  not to iuvest igate the
di f ferent ia l  impact of  t rade with c l i f ferent i t tconra gr l r rps of  t radins partncrs,
but the di f ferent ia l  impact of  t rade with / rcr7 t racl ing pi ' r r tners.  Ner, 'cr theless,
i t  i s  wor th  ment ion ing  tha t  Japan and the  US are  bas ica l l y  h igh  income
countries while the ASEAN (with the exception of Singapore) are grouperl
as lower incorne countries based on the World Bank classification.

Based on aggregate trade flows, the Grubel-Lloyd (CL, 1975) inclex is
employed to measrlre the extent of trade overlap in manufacttrring industries
over the per iod 1983 to 2000. The GL index is aiso calctr latecl  to ic lent i fy the

character ist ics of  b i lateral  t racle f lows with the countr ies considerccl .  The
CL index ,  ca lcu la ted  fo r  aggregate  t rade f lo r . r ,s  w i th  the  erbove t rac l ing

countr ies,  is  def ined as:

" L i i  
1 - [  l X i i - M i i  |  /  ( X , i + M , , ) l  * 1 0 0

Where
i and j reprresent the industry and cour-rtry respectively.

Tlne nstrtre c>f IIT for Malaysian manufactures carrnot be callctrlated at
the 3-digi t  SITC level  of  aggregat ion as the qtrant i ty measttre rrar ies wi th
di f ferent products.  Thus trade f lows with the three trading areas are exrrminecl
at  the 9-digi t  SITC level  of  aggregat ion only for  the sampie years 1983 and
2000. First, the GL index is calculated ;rt the 9-digit to Lulcovcr the' trtrcle'd

products that  are I IT in nature.  (Appendix 1 reports the ntrmber of  t racled
products considered for cer lculat ion of  I IT wi th in the 19 major incl t rstr ies).  In
what follows, the GL coefficierrts of more than 50 prer cent are trcurteci .rs a
cut-of f  point  to represent I IT products.  Second, s ince products c l i f fer  in qual i tv
even at the most detailed level of clisaggregation, it is assumed that differences
in pr ices (uni t  values) at  the 9-digi t  level  ref lect  qual i ty di f ferences. Urr i t
values are thus calculatecl for the IIT products witl-r each trading ;-rartner for
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the tr,vo sample years to distinguish that r,vhich is vertical (VllT) ancl horizontal
( H I I T )

Prodtrcts r,r,hose trnit values arL. close are corrsidered to be cliffe.rentiatecl
hor iz-ontal l r ' .  The cr i ter ion adoptecl  is  that  i f  the export  and imp-ror i  t rn i t
va l t tes  d i f fe r  by  more  than 15  per  cent ,  p r roc l t rc ts  a re  cons idered to  be
di f ierent iated vert ical ly (see Greena\vav at  n\ .1995).  Thtrs HIIT is def i r red as
the simttltaneous exports and imports of a 9-cligit SITC prrocltrct r,t,here the
Irrr i t  value of  exports (Ur/x)  re lat ive to the uni t  value of  imp'rorts (UVNI) is
within a range of  + 15 prer cent ( l i rn i tecl  d i f ferences in uni t  values),  0.85 cl"
(UVx/UVt ' t )  d '  1.15. VII I ' therefore refers to the relat i rze uni t  value of  exports
and i rnports ot t ts ide th is rar-r l je ( largc'  c] i f fererrces in uni t  val t res),  (UV*/UVt ' )
<  0 .85  or  (UV\ /UV* ' )  >  1 .15 .  Wi th i r r  the  I IT  p roc luc ts  t l - ra t  a re  ver t i ca l  in
nature,  h igh qual i ty,(HQVIIT) and lo 'w qtral i ty proclucts ( I -QVIIT) are f t r r ther
d i f fe ren t ia ted .

Labour c lzr ta (emplol 'ment ancl  n 'ages) is c l ra lvr t  f rour mannfact t r r ing
slrrveys (b;rsecl  on the l t4alavsiar l r rdr , rstr ia l  Classi f icat iorr ,  MIC) corrdtrctecl
anrrr-ral ly by the Departrnent of  St . r t is t ics (DOS) Malar-s ia.  The study n, i l l
o n l v  c o n s i d e r  f u l l - t i r n e  p a i c i  e m p l o 1 ' e e s  ( N ) ,  w h i c l - r  e x c l t r d e s  n ' o r k i n g
propr ietors arrc l  act ive L-r t rs ine'ss partners,  unpaic l  fami ly r , r 'orkers ancl  part-
t ime pa id  emplo l 'ees .  S imi la r l l ' ,  ou l l '  t f t c  r ' r ,aSes anc l  sa la r ie -s  o f  f t r l l - t ime
employees are considerecl for the sttrt l l ' .  The \\/age variable (W) refers to the
average year ly eamings per f t r l l - t ime employce in each indtrstry.  Al l  wase
rrar ia l r les are def lated by the Malal ,s ian consLlnler pr ice index (at  constarr t
1980 pr ices) .

The def i r r i t ion of  ski l ls  used for the stuclv is solely based on occlrpat ional
g roupr ings  governer l  by  the  ava i lab i l i t v  o f  da ta  f rom the  manufac t t r r ing
srlrveys. Skii lecl u,orkers refer to the ntrmber of employees in the managerial,

p ro fcss iona l ,  techn ica l  anc l  superv isory  c i - l tegor ies .  Unsk i l lec i  r , vorkers
conrprise procluction/oper;rt irre r,r 'orkers. The real average \vages for skil lec-l
and r-rnski l led rvorkers are constr t rcted based on their  average year l l 'earnings,
as in the case of  total  a\ /erage \ , 'agcs.  Other industry m€'aslrres employed
comprise real  r ,a l t re-addet l  (VA) and the share.of  foreign cl i rect  i r l ,estmetr t
in total  capi t . , r l  inrrestrncnt (FDI /C11.

Integrat ing t racle,  labour market and i r rdtrstr ia l  stat ist ics,  the empir ical
anah's is in 'u 'o lves a panel  t lata set  of  19 major inclustr ia l  grotrps,  spanning the

per iod 1983 to 2000. The clata is a balanced panel  of  342 observat icns.  This
data  se t  i s  i r r f<>rmat ive  i r - r  tha t  i t  inc l t rdcs  a l l  manufac t t r r ing  ind t rs t r ies ,
excl t rd ing only the non-tradeables.  Thus the trni t  of  observat ion in the data
is indtrstry.

TRADE PATTERNS BY MAJOR TRADING PARTNERS
The irnportance of Malarysitr 's major trading partners is presented in Table 1
Betrveen 1983 ;rnd 2000, trade (at the 9-digit  SITCr) r,vi th ASEAN renrainecl
reiat ively stalr le at 23 per cent of total trade in manufactures. Tl-r is is not
sr-rrprising since intra-regional trade had also not changed rntrch between
1992 and 2002, accourlt ing for approximately 25 per cent of total ASEAN
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foreign trade (Doan, 2003). In fact i t  has been cited that the low level of
intra-regional trade may be due to the high similarities2 in the exp'rort structnre
of ASEAN countries.

Thotrgh the growth in trade flows is marginal, the ASEAN represents
a sttbstantial proportion of total Malaysian trade. In fact, as observed earlier
the ASEAN is the most important import and export market for Malavsia.
Total tracle with the US grer,a,, from 15 to 18 per cent betrveen 1983 and 2000,
rvhile trade lvith J.-rpan fell from 20 per cent to 15 per cent orrer the sarne
per iod,  resul t ing in  US emerging as the second most  important  t rad ing
partner after ASEAN.

Table 1: Sectoral Composit ion of Malay'sia's Trade* with Major Trading
Partners

Note: n Percentage of tracle r,r ' i th the part icular grotrp/country.
** Percentage of total trade in rnantrfacttrres.

SoLrrce':  C. 'r lculated frr>m Mnlntlsin: Ertantnl Trndc Stntist ics, variotrs years.

Several aspects of the trade data display by sector as reported in Table
1 are noteworthy. Trade flows with the three trading partners in different
industr ies ref lect the dominance of trade in electr ical and electronic products,
fol lowed bv machinery rnanufacturing. By 2000, more than 60 per cent of
total trade with the major trading partners was macle rlp of these 2 procitrct
ca  tegor ies .

Ind  u  s t rv

Food
Beverages & Tobacccr
Texti le & Texti le Procltrcts
Leather & Le'ather I ' roducts
Wood & Wood Prodt rc ts
Ft rmi t t r rc  & F ix t t r res
Paper ,  Pr in t ing & Pt rb l ish i r r { r
Che.mica l  & Chemica l
Prorl  uc ts
Pet ro lc t rm Prodt rc ts
l l . trbber Prodtrcts
Plastic l)roc-lucts
Non -Me ta l l i c  M ine ra l
Procl uc ts
Bas ic  Meta l  Proc lucts
Fabr icated Meta l  Prodt rc ts
Mach i r re r l '  Man r r  l ac t r r r i ng
E lec t r i ca l  &  E l cc t ro r r i c
Products
Transport Eqtr iprrnen t
Sc ier r t i i i c  & Measur ing
Equipr r ient
M isce l l aneo t r s
TOTAL**

ASEAN

1983 2000

1 3 . 1 9  3 . 7 7
0.27  0 .57
1.60  1 .34
0 . 0 3  0 . 1 1
1 . 2 3  1 . 1 0
0.1  0  0 .44
0.33  1 .30

2.00 3.(16
52.02 L).79
5 . 1  3  1 . 0 3
0 . 6 1  2 . 7 5

0.75  0 .37
1.08 2.29
0.95  7 .59
3.35 19.75

11.r2 45.65
1 . 9 7  1 . 7 9

0.30  7 .52
0.97  2 .38

23.02 23.52

U S

IYI 'J lUUU

7.37  1 .19
0.62 0.22
6.70  r .47
0.04 0.01
0.86  0 .86
0.07  1 .16
0.62  0 .52

-1.83 2.86
2.04 i . . t5
4. '11 0.42
1.63  0 .75

0.10  0 .08
0.70 0.66
0.78 0.73

10.10 27.6t)

51 .19  51 .50
2.00  1 .38

1 - -  1 l a

t . / - 1  + . o - 1

1.28 1 .c)3
1s.00 18.03

IAPAN

1983 2000

3 . 5 7  1 . 1 8
0.01 0.04
1 . 9 6  1 . 3 0
0.00 0.00

74.67 4.02
0.06  1  .1  1
1 .02  0 .72

2.42 3.39
14.55 2.7c)
2 .57  0 .65
1.0( r  2 .51

0.73 0.35
72.20 5.63
2.63  1 .86

73.78 27.32

12.86 4r.87
13.32 4.c)5

1 . 8 5  2 . 9 3
1 . 1 , 1  2 . 1 1

20.48 15.08
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However i t  shotr ld be noted th:r t  the s i tuat ion was qui te di f ferent for
thc ASEAN ant l  Japan in the 1980s. Tracle shares of  petroleun'r  products and
food (besir les eiectr ical  anc- l  e lectronics) r , r 'ere relat ively high in t rade with
the ASEAN in 1983 n,hi le t rade r . r ' i t l ' r  Japan ref lected high shares in n,ood,

l , retrolet t tn,  basic nrctal  and transpor i  apart  f rom eiectr ical  arrd electronics
anrl machinery. Thirs, while the sectoral composition of trac-le flows with
the ASEAN ancl  J;rpan has changed over the years,  i t  has remained fair ly
stable for  the US.

Trtrde sltares, as disctrssed above, reveal l i tt le about the specialization
of tracle ir-r the bilaterai tradc flor,t '  corrtext. Thus, it is useful to iclentify the
patterns of  I IT AS plgsgnted i r r  Figtrrc 3.  I t  is  obviotrs that  though the share
of Malaysian-ASEAN trade f lor , r 's  i r - r  total  t racle in rnantr factures has not
clranged mttch over the 1'9;11.; II ' f has gro\'vn remtrrkably from 27 per cent of
to ta l  t rade to  69  per  cent  be t r t ,eer r  1983 ar rd  2000.  I IT  rv i th  ASEAN on lv
iLrrL)assed thc 50 per cent Lrenchmark in 1991, indicat i r rg the predominance
of inter- industry t rade in the 1980s. The increase in I IT may be at t r ibuted to
tl-re increasing reliancc on intra-regional prodtrction netrvorks r,t 'here parts,
conlponenLs and ot l - rer  i r r terrnecl iate goods are produced across the ASEAN
region and brotrght together in one locat ion for  f inal  assembly (El l iot t  and
lkerrroto, 2001). This type of imports is basically outsourcing whicir resr-rlts
i r r  h ish t rade act i r , i ty  r ,v i th i r r  the same industry.

Figure 3:  Aggregate Grtrbel-Lloyd Inclex by Cotrntry,  1983-2000

Note: AGL intliccs (in percentages) calcr.rlated basecl orr 3-digit level of aggregatiot-t.
Sorrrcc: Calcr-rli itecl from Mnltrysin: Extt'rttnl Trntlt ' Stntistics,l'aric-rtls vears.

IIT lt ' ith the US has hor,r'ever declined bv 27 per cent frorn zr high 60 per
cent in 1983 to:t ; l  Per cent in 2000. I t  is important to note however that for
the entire period of 1983-1999, trade with the US has basical ly been that of
I IT. Conversely, one way ( inter- industry) trade characterizes trade wit l-r

fapan for the entire period of sttrdy and b1. 2000, only 33 per cent of total
tracle with Japan r,r,rrs I IT.

bU
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To  capt t t re  the  ex ten t  o f  I IT  across  indus t r ies ,  the  GL ind ices  are
calculated at  the 3-digi t  SITC level .  Table 2 presents the CL i r r r l ices for  t l - re 19
major inclustry grot tps.  The industr ies shorn'  a great c leal  of  var iat ion in t i re
importance of  I IT.  I IT fe l l  in some i r rdustr ies,  rose in others and shows no
discernible pattern in mtrny others.  I t  is  important to note the extent of  I IT
in the two rnajor traded products between Malaysia and the. three countries,
which is electrical and electronics and marchinery manufactr,rring. More than
50 per cent of trade in these trvo procluct categories vvith ASEAN r,r 'as IIT in
2000. Hor. t 'ever,  only t rade with US in electr ical  and electronics r . t ,as I IT
whi le t rarde with Japarr  i r r  both electr ical  and electronics ancl  machinery is
basical ly inter- incl t tstrv t racle.  Despi te the s imi lar i tv in t radc f lows in tenns
of  the  typ . 'o f  p rod t rc ts  t ladec l  l - re tn ,eer r  l v la lay ,s ia  a r rc l  hc r  ma jor  t rac l ing
colrntr ies (as c i isctrsserJ c.rr l ier  bascr l  or-r  1;1lr le 1),  thc str t rct t r rc of  t rar ic i lorvs
(as reported in 

- l -able 
2) di f ier .

Table 2: I IT Indices by Indtrstrv

Sotrrce:  Calculated frorn Mnlnrysin:  Extcr tn lTrnda Stnt ist ics,  var ious vears

A further breakdown of  I IT into i ts vert ical  (VI IT) ancl  hor izontal  (HIIT)

components is thtrs imperative after noting the substantial charrge in trade

specialization, particularly with ASEAN, and to a large extent the US. The

Industr
Food
Beverages & Tobacco
Text i le & Tc.xt i le Products
Leather & Leathcr Prodtrcts
Wood & Wood Products
Furniture & Fixttrres
Paper, Printing & Publishing
Chemical & Chemical Proclucts
Peiroletrm Products
Rubber Prodtrcts
Plastic Prodr.rcts
Non-Metall ic Mineral [ 'roducts
Basic Metal Proclucts
Fabrica tecl Metal Products
Machinery Manufacturing
Electrical & Electronic Products
Transport Equipment
Scientif ic & Measuring Equipment
Miscel laneous

TOTAL 26.98 69.32 60.11 44.28 6.63 33.49

ASEAN-4
1%33 2000
2369 5333
56.81 11.31)
76.12 61.1)1
39.30 42.75
15.34 47.23
93.32 20.26
66.76 ,15.15
62.45 77.58
70.22 47.46
73.26 29.(t8
71 .45  73 .86
28.77 55.53
66 .09  67 .30
7L) .30 76.28
52.37 56.83
75 .72  84 .18
5 1 . 8 3  5 1 . 8 5
66 .39  77 .37
76.55 70.37

US
'1983 rcft)
+ . J 5  y . U 5

0.02 10.21
5 .60  2 .83
8.72 18.27
0.96 25.84
87.76 2.67
0.34 42.70
27.83 39.26
0.00 8.26
2.62 27.79
26 .49  47 .72
5 0 . 1 5  8 1 . 9 5
14.92 61.80
27.00 63.23
7.29 22.20
93.37 56.39
57.70 22.74
24,56 40.63
34.08 50.98

APAN
1983 2000
7.73 10.97
0.02 59. .11
r  e . 6 3  2 2 . 1 5
24.08 78.77
0 . 1 7  7 . 2 2
4.66 74.54
0.54 73.78
13 .1 .q  45 .31
0 .61  1 .96
L) .73 36.87
0 .18  15 .07
7.70 13.52
0 .62  13 .56
7 .72  25 .08
2.45 30.54
33.89 44.37
0 .31  2 .85
77 .07  62 .52
16 .35  52 .59
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res l l l t s  in  Tab le  3  suggest  tha t  V I IT  i s  a  s ign i f i can t  phenomenon in  the
Malaysian-ASEAN trade. Based on the proport ion of  VI IT in I IT,  abotr t  two-
thirds of  total  I IT was vert ical  in 1983. By 2000, 86 per cent of  the total
number of IIT products was vertically differentiated.

Table 3: Nature of I IT with Major Trading Partners

1983

% of total I IT Y"of total VIIT

Country I IT* VIIT HIIT HQVIIT LQVIIT

ASEAN-4

US

JAPAN

24.62
,+.13

2 .12

63.02
47.66

67.64

36.98
52.34
38.36

51.84
59.02
57.78

50.09
40.98
42.22

2000
% of total I IT 7o of total VIIT

Countrv I IT* VIIT HIIT HOVIIT LOVIIT

ASEAN-4
US

JAPAN

25.00
9 .91
7.60

85.95
92.21
89.89

14.05

7.79

1 0 . 1 1

47.39
35.92
35.21

52.61
64.08
64.79

Note: * Represents the percentage of products in manufacturing that are of IIT (CL
> 50%). I IT indices are caiculated at  the 9-digi t  SITC.

Sotrrce: Calculated from Mnlntlsin: Exte rrnl Trnde Stntistics, various years.

The dominance of vertical trade over horizontal trade shifts the focus
to quality differentiation. Table 3 also shows that slightly more than half of
Malaysian VIIT with ASEAN took the form of high quality VIIT (HQVIIT),

part icular ly in 1983. This means that the export  t rn i t  value was general ly
higher than the import  uni t  value, imply ing that Malavsia exports cost l ier
var iet ies of  a product to ASEAN, f rom which i t  imports cheaper var iet ies of
the same product. However in 2000, there was a slight deterioration in thc-
qual i ty of  products t raded between Malaysia and ASEAN. Approximately
53 per cent of  t rade in vert ical ly di f ferent iated products was that of  1ow

qual i ty,  imply ing a higher qual i ty of  imports.  One probable explanat ion
could be that Malaysia, to a certain extent does face some competit ion with
the  o ther  ASEAN member  cout l t r ies  s ince  the i r  expor t  s t ruc tu res  are
considerably s imi lar .

Though IIT was found to be not that important for Malaysia-US trade
and even less so for Malaysia-Japan trade, it is useful to compare the natttre
of IIT with these countries n'ith that of ASEAN. (From Table 3 it is shown
that I IT products only make up 10 per cent and 8 per cent of  the total  nt tmber
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of prodr"rcts traded rvith the US and Japan in 2000 respectively). For trade
rvitlr thc US, VIIT is foturd to be mtrch more irnportant as by 2000, more than
90 per cent of I IT proclucts \ ,vas vert ical lv dif ferentiated. More importantl l '
is  that  t rac le wi th the US takes the form of  LQVIIT.  i 'he nature of  t rade
flor,r 's with Japan pror, ides a sirni lar story as that r,r ' i th the US. Tablc. 3 shows
that VIIT clominates IIT fkrrt ,s, part ictr lar lv LQ\. i  I IT when trade 'uvith Jafran is
considered.

IMPACT OF TRADE ON EMPLOYMENT

Tlrcoretical Arguments
One of the most important theories of intcrnatiorral trade for understancl ing
the links betweetr tracle erucl emplolrpol-11 is pror,'idec1 by the Hc'cksher-Ohlin-
Samuelson (HOS) model ,  based on c l i f fer ing factor  endor , t 'ments across
cotrnt r ies.  Trade l ibcra l izat ion is  expected to canse the import  sector  tcr
contract r,vhi lst the export sector exparrds. Trade in this case rvi l l  tr igger
labour reai locatiorr from the irnportable to the exportable sector. The HOS
theorem though providcs an explanation for l inkages betr,r,een trade and
ernprlovment is not convirrcing since i t  is fotrnded on sorne \/ery restr ict irre
assr-rmptions. I t  assnrnes that labour markets clear, that is wages ftr l ly adiust
to restore ftr l l  employ111sl11. This means that the effects of internaLiorral trade
on labour arL. entirely refle.cted by r,r,age adjustments at constant ernployrnent.
This asstrmption is Lrnreasonatr le in the context of the pri-rct ical fr-rnct ior-r irrg of
labor-rr markets, strch as the preselrce of labotrr market inst i tut ior-ts, trade
unions, st icky wages and cult trral factors.

Since the HOS lvas founrl to be inadeqtrate in explaining the effects of
t rade on employment  in  developing conntr ies,  a  s t icky rvage model  is
presented to explain the ;r l ternative r,r,hen wages are f ixecl or r igid and
employment shif ts instead to adjust to international competit ion. This coulcl
be the case for  c leveloping countr ies,  which may be character ized by an
unl imi ted supph,  of  rvorkers at  prevai l ing wages in  the t radable sector .
Rightward shi f ts  of  the dcrnancl  for  labour  in  response to t rade would
probably restr l t  i rr  higher employment instetrcl of higher \ \ /ages.

The  emp lovment  e f fec ts  assoc ia ted  r , t , i t h  t rade  l i be ra l i za t ion  in
clevelop'ring countries har,e often been interpreted in the light of ar "specific
factors" trade model, The sprecific factors models (for example Neary, 1978)
that tvpical ly al low for sector specif ic f ixed capital in the short-rt in addresses
some of the isstres thtrt har,'e been neglected in the ueoclirssical framer,r,ork.
Edwards (1988) exarmines labour rnarket acl justments in the short and long
rlrns, r,t' ith ancl r,r' ithout rvage rigiclities in a hornogenolls l;rbotrr moc-lel with
f ixecl labour supply.

For the ideal cerse of r1o \vase r igidit ies, the fol lort ' ing are the f irrdings
of  the Ecl r ,vards moc- le l .  In  the shor t  run,  emplovment  increases in  thr '
exportable sector but wages fal l  dtre to an increase in supply and a decrease
in the marginal p'rroduct of labotrr resulting from fixed capital. As expected,
employrnent and wages fall in the importable sector. The long run impact is
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sirni l ; r r  to that  of  the neoclassical  in that  employment and wages increase in
the '  expor tab le  sec tor .  ln  cont ras t ,  though employment  decreases  in  the
irnportable sector,  wages increase in response to a decrease in labour supply,
as labour moves to the exportable sector. The net employment effect may be
either positive or negative depending on which sector outweighs the other.

With wage rigidit ies in the form of a minimum wage in the importable
(coverecl) sector, the emplovment and wage outcomes in the exportable sector
in the short  r tur  is  ident ical  to the case of  no wage r ig id i t ies.  Employmcnt
alscl  fa l ls  in the importable sector in the short  r t rn but wages r ise due to the
\va,qe r iu ic l i ty .  In the long run though employment wi l l  c lear ly r ise in the
exportalr le sector,  the change in wages is ambigr lous.  The ambigui ty stems
from t \ , \ 'o opposinp; ef fects:  the morrement of  capi ta l  f rom the importable
scci :or  r . t ,h ich increases wages and the increased labour supplv f rom the
bincl ing minimum wage in the importable sector which decreases wages.
The employment and wage impacts in the importable sector in the long run
is howevcr similar to the iong mn case of no wage rigidit ies.

Mi lner  anc l  Wr igh t  (1998)  po in t  ou t  tha t  the  Edwards- type mode l ,
thotrgh tvpical of many developing countries, also fails to explain the presence
o f  n o r r - h o m o g e n e i t y  o f  s e c t o r s  a n d  f a c t o r s ,  a n d  t h e  f a c t  t h a t  t r a d e
l i l re r t r l i za t iou  may inc luce  compet i t i ve  and e f f i c iency  e f fec ts  in  p roduc t
markets,  which in t t r rn af fects ernployment.  Fixed factor suppl ies are alscr
uot reasor-rable in the context of unemployed labour, non-participating labour
or even foreign migrants, which increases the elasticity of labour supply and
hence the magnittrde and direction of employment and wage responses.

irr spite of the theoretical models that have accounted for employment
adjustrnents i r r  the presence of  d i f ferent labour types, wage r ig id i ty and
irnpracts in the sl-rort and long rl lns, they sti l l  fali short of explaining the
clynarnics of international trade on labour. There is mixed evidence regarding
the inrpact of  t rade l iberal izat ion on emplovment in developing col lntr ies.
Avai lable evidence shor,r 's  that  dur ing ancl  af ter  most of  the t rade l iberal izat ion
episocles,  t l te ' re wAS r1o major contract ion in manufactur inp;  employment.  This
is becattse t l - re expanding labour force in the developing world may have
infltrencecl the results to be otherwise. Similarly positive employment effects
in  impor t  compet ing  indus t r ies  a re  repor ted  in  a  number  o f  deve lop ing
cotrntries. The findings on trade effects3 obviously do not f it easily into the
preclictecl theoretical framework of traditional theories and theories preceding
t h a t .

T h e  l i v e l y  d e b a t e  c o n t i n r l e s  a s  r e s e a r c h  e x p l o r e s  f u r t h e r  o t h e r
tl imerrsic-ms thtrt rvil l  expancl otir understanding of trade and labour markets.
Somer arc cr l rc iar l  features of  the real  wor ld,  which the models in their  standard
form abstract  i - lway from. In rr iew of  th is,  several  other explanat ions have
been expressed as; iotent ia l  channels through which internat ional  t rade af fects
t i re posi t ion of  demand for labour.

The isstre that has received recent amount of attention is trade in goods
thi'rt belong to the same sector, IIT. This type of trade is not considered for
in the HOS theory. The assumptions of the models explaining IIT are that
const lmers love var iety and t l ' rere are increasing ret l r rns to scale in the
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prodtrction of the differentiated good. Greenaway ct nl. (1999) point out that
trade-labour l inks becomes even more complicated when expansions and
contractions occur within industries. The original impression seemed to be
that I IT does not affect the relat ive demand for ski l led labour. However
recent contributions to trade literature have showed that this type of trade
can lead to increased ineqtral i ty within countr ies and within sectors. The
reasons put forth are: Assumins ski l led r.r,orkers determine the quali ty of
goods produced and that  the oppor tuni t ies for  greater  t rade rests  r ,v i th
indtrstr ies that are basicnl ly prodtrcing high quali ty prodtrcts (dif ferentiated
in a vert ical and horizontal way), the demand for high ski l led labour would
increase mtrch faster (see Manasse and Ttrrr ini ,  1999). Second, to employ
advanced technology to produce high quality goods, the p'rool of high skilled
workers will have to increase (see Duranton, 7999).

Some of the recent explanations on trade and labour market links depart
arvvay from the initiai focus on trade flows to trade structlrre, particularly the
arguments based on the effects of intra- and inter-indtrstry trade. Trade can
be perceived as a cal lse for adjustment pressLrres since the latter ref iects
endogenous changes in farctors such as enclowments, conslrmer preferences,
technologies, income levels and trade policies. These factors are alh-rded to
as "tracle-inducecl changes," which represent the indirect effects of trade
patterns. The adjtrstment pressure of trade and trade-induced changes on
the labour market may therefore translate into a combination of changes in
employment and skills, with the precise magnitudes depending on conditions
in the larbour market.

Estimating Equntions
The empirical analysis to uncover trade flow links with labour is rooted in a
par t ia l  eq t r i l i b r ium f ramervork .  The  ana lys is  i s  cond t rc ted  w i th in  the
framework of a fair ly simple prof i t-maximizing model of f i rm behaviour
(based Lrpon Greenaway ct n\. ,7999). The inf l trence of foreign competit ion
zrin the changes in trade on the demarrd for labour is investigated directly bv
including trade terms (exports and irnports) in the employmerrt equation.
Labour demand is assumeci to depend on a technology indicator, which in
ttrrn is assumed to depencl on the volurne of trade. The rationale for these
terms is  that  an increase in  the openness of  the indr , rs t ry  may induce
"efficiency" effects in the case of labour demand. This metl-rod aiso allows
for  d isaggregat ing the d isc ip l in ing ef fects  of  t rade wi th var ious t rading
par tners.

Greenaway ct  n l .  (1999)  consider  the dynamics of  the employment
eqnation. The dynamic relationships, characterizedby the presence of a lagged
dependent variable arnong the regressors, are considered to examine the
path of employment as the labour market moves betrveen old and new
equil ibr ia in response to trade. This is due to the existence of adjustment
costs of changing employment. Cenerally, the important aspect related to
dynamics concems tl-re interpretation of the long run and short rttn effects.
The employment equation is differenced to transform out the industry specific
fixe.d effects, and the dynamic ecluation estimated is as folior,r,s:
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AnN, :-t b - 4,ii AhM.t j - 4qi Arfr.t i +4qi {F|[/CI),., i *lfi)i Ahi\.,_1 +
lp'i Altfit i * lei AlnV,\,1 ; + A9,

where

N,,  = total  employment in indtrstry i  in t ime t
M,,  = real  imports i t r  indtrstry i  in t ime t
X,,  = real  exports in indrrstry i  in t ime t
(FDI /CI) , ,= s l tare of  foreign cl i rect  investment in total  capi ta l  investment (%)
for incltrstry

i  in t ime t
W,, = average real wage in indttstrf i in t ime t
VA,,  = real  value-added in indtrstry i  in t ime t
t  r e p r e s e n t s  e r r o r  t e r m  t h a t  p i c k s  t r p  r a n d o m  m e a s r l r e m e n t  e r r o r s  i n
employrnent and the effects of labour clemancl shocks on employment,'"r,hich
are t rot  p icked trp-r  by the included indeperrdent var iables.

Greenaw ay t ' t  n l .  (1999) disaggregate import  data in the above equat ions
barsed on region of origin to examine the differentiarl impact on labour demand.
I t  i s  conce ived theore t ica l l y  t l - ra t  an  inc rease in  impor ts  f rom a  sk i l led
abundant cot tntry wi i l  subst i tute ski l led intensive act iv i t ies domest ical ly.
This wil l thus be viewed as a negative shock to the demand for skil led labour.
Increased imports f rom a ski l lecl  abundant countrv thus implv a shi f t  toward
less  sk i l led  in tens ive  ac t iv i t ies .  The above arg l lments  a re  basec l  on  t rade
betwc'en countr ies r t r i th di f ferent factor endor,r 'ments (ski l ls)  and basec- l  on
inter- inclu s t ry t rac- le.

The above arguments may be use.c1 in the Malaysia-Japan onct-wav (inte.r-
industry)  t rade since Japan is relat ively nlore ski l l  endo,"vecl  than Malaysia.
However, the picture seems less clear r,r,hen trade with the US is considered
even though the US is relat ively more ski l l  endowed than Malaysia.  At  a
very disaggregated trade level, it l-ras been showr\ in Figure 3 that Malaysia-
US tracle flows predominantly comprises IIT and IIT is a typology of trade.
that is not accounted for in the t radi t ional  t rade theorv.  which is based on
the premises of  inter and not intra industry t rade.

At the other extreme, in the context  of  Malavsia-ASEAN trade f lows,
r lore inconsistencies wi th the HOS theorem exist .  First ,  Malaysia-AsEAN
trade f lon,s cannot be categor ized as t rade with a part ictr lar  income grol lp
s ince  on ly  th ree  o f  the  fo t r r  count r ies  cons idered (w i th  the  except ion  o f
Singapore) are lower income countr ies.  In addi t ion to th is,  t rade with ASEAN
is predominantly that of IIT in the 1990s. Within the IIT range, there is also
the quest ion of  product di f ferent iat ion based on qual i ty.  Most of  the products
traded with ASEAN comprise a combination of both high and low qtrality
products (approximately 50:50 based on the 1983 and 2000 data in Table 3)
whi le t rade f lows with the US involve almost low qtral i ty procl t rcts oniv
(based on 2000 data in Table 3).
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The stnrct l l re of  t racle f lows and the nature of  I IT t l - rerefore be.comes
an important factor pertaining to t rade for labour market analvsis,  which
may no longer be sr-rpporLed by the HOS argLrments.  A start ing point  to
trccottnt  for  t rade of  c l i f ferer-r t iated products (ei ther based on qtral i tv or
at t r ibutes) is to estabi ish a l ink between the type of  products t raded and the
demand fo r  workers .  I f  the  pos i t i ve  re la t ionsh ip  be tween the  qua l i t y  o f
proclucts and ski l l  of  workers necessary for  their  prodtrct ion holds,  lower
cluality goocls should be associated with low skil led workers, ancl uice ut,rsn
for high quality goods.

Bersecl  on the di f ferences in the nature of  t rade for N,{ala1's ia-ASEAN
;-rnd with the other trt 'o cotrntries, one worlld expect a differential irnpact on
di f ferent category of  workers resul t ing f rom both t rade f lows. I t  is  expected
at  the  very  leas t  tha t  Ma lays ia -ASEAN and Malays ia -Japan wou ld  i ravc .
opposite implications for the domestic labour market as the strtrctlrre of trade
flows are completely different. Malaysia-US trade flows may also provide a
very good case to compare with Malaysia-ASEAN trade f lows i f  the nature
of I IT (procluct  qual i ty)  is  taken into account.

The above equat ion is thtrs modif ied for  the studv in several  ways.
FirsL,  besides accottnt ins for  imports sol l rces,  exports are also disaggregatecl
b y  m a r k e t  d e s t i n a t i o n s  s i n c e  e x p o r i s  r e l y  o n  i m p o r t s  o f  c . ' i p i t a l  a n d
in te rmed ia te  gooc ls .  Second,  the  ob jec t ive  is  no t  con f ined j t rs t  to  examine
trade flows per s(', but to analyze the influence of the changing trade structure
on labotrr .  The lat ter  forms the kev btr i ld ing block of  th is stucly;  the rat ionale
is that  i f  t rade matters for  labotrr  then the structure of  t rade shotr ld be of  no
less importance. Thus the trade terms (M and X) in the employmerrt  equat ions
are usecl intercl-rangealrly with the GL index{. The former as explained alrove
captures foreign cornpetit ion lt,hile the latter probes the structtrre of trade,
basically the extent of IIT. Thirc-l, in the context of exarnining trade and trade
str t tct t t re l inks wi th employment,  the aggregate employment eqtrat ion is
examined for c l i f ferent labour types. The anaiysis rv i l l  d ist ingtr ish ski l lec- l
f rom unski l led dtre to the high polar izat ion of  urrski l led labour in Malaysian
rnanufactur ing.  This disaggregat ion wi l l  capture the l inks between trade
ancl trade structnre and the changing demand foi different types of labotir.

Rcsul ts
Since the differencing induces a bias in the coefficient on the larggecl dependent
var iablc-  because of  the correlat ion between i t  and t l - re t rnobse.rved f ixed
effects in the residual ,  an instrumental  var iable approach is aclopted. The.
methocl  nsecl  is  the general ized rnethod of  moments (CMM) tcchniqtre of
Arel lano and Boncl  (1991),  r ,vhich Lrses lags of  the endogenolrs var iables datecl
t-2 and earlier as instruments since external instrtrments are diff icult to finc1.

Appendix 2 presents the CMM estimates of the dvnamic employment
equat ions.  Equat ion (1) reports the est imat ions for aggregate labour demand,
r v h i l e  e q u ; r t i o n s  ( 2 )  a n d  ( 3 )  a r e  t h a t  f o r  s k i l l e d  a n d  u n s k i l l e d  l a b o u r
resl'rectively. The resuits of the one-step rnoCel are reported thotrgh the null
hypothesis of no first-order correlation in the difference residr-rals is rejected
for al l  speci f icat ions,  s ince Arel lano ancl  Bond 099I)  recommencl  the one-
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s tep  resu l t s  i ns tead  o f  the  two-s tep  s tandard  e r ro rs  fo r  i n fe rence  on
coef f ic ients.  The or- re s tep resul ts  are found to be f ree of  second order
atrtocorrelat ion for al l  specif icat ions.

The signs of the wage coefficients are significantly negative n'hile that
for value-adcled are positive, as is appropriate in labour demand ftrrrctions,
for al l  specif icat ions (refer to Appendix 2). The disctrssion below wil l  focus
on the coefficients of the trade variables. Table 4 presents the summarized
short rttn and long run impact of trade flows by major import sources and
export destinations or1 aggregate lal ' rour (1), ski l led labour (2) and trnski l ied
labotrr (3).

Table 4: Estimated Short Rtrn and Long Run Impact of Trade Flo',r,s

Note: n significant at 5% and n* significant at 70"/o.
Source: Estirnations based on Appendix2.

Based on Table 4, it can be inferred that Malaysia's commercial relations
with ASEAN, the US and Japan do not appear to calrse job losses in the
presence of increasing imports. The ctrrrent variable of imports from all three.
trading partners (MASEAN, MUS and MJAPAN) is positive and significant.
The long run impact oi imports also exerts a positive impact on employment
in most cases and is found to be generallv greater than that in the short rtur.

E x p o r t  d e s t i n a t i o n s  d o  n o t  s i g n i f i c a n t l y  m a t t e r  f o r  a g g r e g a t e
employment growth. However exports to all destinations, with the exception
of that to Japan, have a negative influence on employment growth. The signs
on the export coefficients for the long rlln remain the same. Export expansions
to Japan seem to be beneficial for employment growth.

Trade Var iable
Short Run

(1) (2) (3)
Long Run

(1) (2) (3)

(xASEAN)r

(xus)t

(xJAPAN)t

(xRow)t

(MASEAN)t

(MUS)t

(MIAPAN)r

(MROW)r

-0.019 -0.006 0 096

-0.007 0.002 -0.053*

0 .018  0 .027  0 .045

0.022 -0.050* 0.018

0.042" 0.059* 0.105*

0.029** 0.033** 0.015

0.057" 0.055**  0.121*

0.050* 0.049** 0.095*

-0.040 0.022 0.O-iB

-0.001 -0 010 -0.056

0.050 0.066 0.065

-0.095 -0.093 0.022

0.078

0.059

0 . 1 4 5  0 . 1 6 0

0.040 -0.002

r21

t21

i  59 0.081

0.127 0.153
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Since trade flows r.vith Malaysia's trading partners also differs in terms
of quality, the ernployment equations are further disaggregateC into skilled
and unskilled employment. Columns (2) and (3) in Table 4 present the impact
of trade flows on skillecl employment and unskilled emprloyment respectively.

Imports from ASEAN have a contemporaneolrs positive and significant
effect on both the demancl for skilled and unskilled labotir. Thotrgh the import
soLrrces from the other destinations also have positive effects on skillecl labour
in the short rttn, the evidence is rather weak. Interestingly, trnskilled workers
gain significantly from the inflow of goods frorn Japan in the short run, btrt
not frorn the US.

Again, evidence on export destinations for the demand for skilled and
unski i led labour remains l imitecl based on Table 4. Contemporaneons exports
to the rest of the world and to the US have a negative impact on skilled and
unski l led labour respectively. I t  is n,orth noting that contemporaneolls
exports to Japan have a positive impact on both skilled and trnskilled, though
insignificant.

Before drawing any implications, i t  would thus be useful to further
investigate the dif ferential impact of trading partrrers on ski l lecl and trnski l led
labour in the long run. The long run estimates for import sollrces on skilled
labot,r rernain positive as in the case of the short run. The long run coefficient
estimate of M]APAN in the skilled employment ftinction is forurd to be the
largest, followed by that from the ASEAN and the rest of the world. As for
unskilled functions, all imports sources have a long run positive impact with
the exception for imports from the US, witir iargest estimates obtained for
imports from the rest of the world, followed by that from the ASEAN.

In terms of exports, the long run estimates in Table 4 are found to be
mr-rch smaller than the long rtrn estimates for import sol lrces, except for
exports to the US. Exports to the US have a negative impact on both skillec.
and ttnski l led labour demand in the long run. Conversely exports to the
ASEAN and Japan exert a posit ive impact on ski l led and unski l led labour
demand in the long run, with larger estimates obtained for the latter.

The deductive reasoning for the abo-.'e short.run and long run impact
can lre made if one rerrerts to the typ" of intra-indr-rstry trade characterizing
Malaysia's relat ions with ASEAN as discussed in the previous section. The
relatively high short rtrn and long mn irnpact of trade rvith ASEANI on both
ski l led and unski l led labour demand is as exprected since trade f lows with
the former involves a mix of both high and low valued imports relat ive i .o
exports (as notecl earl ier in Table 3).

Imports from and exnorts to Japan render the largest long rtrn impact
on skillerl employment 

"'is-a-vis 
that from ASEAN and the US. It has been

pointed out that trade with Japan is typical ly that of inter- industry trade,
and within the l imitecl range of I IT products, imports are relat ively that
which is of higher valtte than the corresponding exports (based on Table 3).
Therefore, one '"votrld expect imports frorn Japan to displace skilled labottr,
if not in the short run at least in the long run. A possible explanation for the
positive as-.ociation cotrld be that a substantial portion of imports from Japan
is re lated to Japanese MNCs i r r  Malays ia sourc ing thei r  machinery ancl
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intermediate inptrts from their parent/associate companies in Japan. It m;ry
also be that within the lorver qual i ty ladder of products traded with Japan,
Malaysia ut i l izes ski l lecl lvorkers, as the ski l ls irr  l \{alaysia is not ecltr ivalent
to the ski l ls in the latter.

General lv ,  the resul ts  on employment  funct ions do not  point  to  a
distributional confiict exprected from the differential impact of imports r,vith
the key tracl ing prartners of Malavsia. The evidence instead indicates that
bo th  sk i l l ed  and  unsk i l l ed  workers  ga ined  in  the  shor t  and  long  run ,
irrespective of the import sources. However a distr ibutional confl ict is evident
for exports to different markets since gains are not accrtrc'c1 to both skillec-l
ancl trnski l leci labour, except for exports to Japan.

The  ana lvs is  on  the  impac t  o f  t rade  f l ows  i s  ex tended  to  t rade
special izat ion with the major trading partners to gauge the dif ferential impact
of I IT on emplovment (see Lovely and Richardson, 1998). Tracle special izat ion,
the degree or extent of intra-industrr,r trade r,r'ith the major trading partners
capt t r red by the GL index,  wi l l  prov ide a bet ter  understanding on the
relationship between trade-labour links since the type and quality of intra-
indtrstrv trade has been assessed for the given years in Talrles 3.

Appendix 3 presents the restr l ts incorporating trade special izat ion into
the  emp loymer r t  f t rnc t io r - rs .  Or - r l v  equa t ion  (2 )  i n  Append ix  3 ,  sk i l l ec j
employment function is fotrnd to be free of second order serial correlation.
In the presence of signif icant second order serial correlat ion for aggregate
employmerr t  anc l  unski l led employment  funct ions (eqtrat ions (1)  and (3)
respectively), the lag length is increased from 2 to 3.

Table 5 presents the estimated short run and long run impact of I IT
with the major trading partners on aggregate labour, ski i led labour and
trnski l led labour in coltrmns (1), (2) and (3) respectively. I lased on Table 5,
onlv corrtemporaneous IIT with ASEAN has a posit ive impact on aggregate
labotr r ,  and or ,  sk i l led and unski l led labour .  However the ev idence for
trnski l led labour is signif icant only at the 10 per cent level.  There is signif icant
posit ive impact of lagged IIT with Japan on aggregate labottr and unski l led
lal'ror.rr (rcfer to Appendix 3). It is thtrs of concerh to compare the slrclrt rttn
arrd long rr.n irnpact of IIT rt' ith the major trading partners.

IIT lvith ASEAN is consistently positive for labottr demand, both skilled
and tmskilled in the long n-rn. Though IIT with the US has a positive irnpact
on ski l led iabotrr in the long run, I IT with Japan has a negative impact on the
former.

Two pre l iminary concl t rs ions emerge.  F i rs t ,  the qual i ty  of  t raded
prodtrcts and the quali tv of labour trt i l ized are ref lected in bi lateral f lows
n' i th  ASEAN. Seconcl ,  the resnl ts  on the GL ind ices of  i iT  wi th d i f ferent
tradirrg partners do suggesb some distr ibutional confl ict siuce only I IT with
ASEAN is posit ively associated with both ski l led and unski l led labotrr.
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Trade Var iable
Short I{un

(1 )  (2 )  (3 )
Lorrg Run

( 1 )  ( 2 )  ( 3 )

(cLASEAN)t

(cr.us)t

(c l_JAPAN)t

(cr,Row)r

0.001* 0.002* 0.001**

neg .  neg .  -0 .001

neg.  -0.001 neg.

neg.  neg.  0.001

0.002 0.004 0.003

0.002 0.002 r leg.

0 .001  -0 .001  0 .003

-0.003 -0.001 11e9.

Ett al V r t - Cl r ttr n c t u' i zn t i o t t o.i Mn I n ry s i n - Ast, tt t t

Table 5: Estimatecl Short Run and Long Run Impract of Trade Special izat ion

Note:neg.-  negl ig ib le
* significant at 5olo ancl ** significant at 70"/, ' .

Sourcc:  Est imat ions based on Appendix 3.

CONCLUSION
Trade flows and trade strlrctLlre with Malaysia's three major trading partners
reveal  the fo l lo l t , ing feat t r res.  First ,  t rade with the US mainly fo l lowed a
p a t t e r n  o f  I I T  o v e r  t h e  p e r i o d  o f  s t u d y ,  w h i l e  i n t e r - i r r d t r s t r y  t r a d e
characterizc'c1 trade r, 'r ' i th Japan. Tracle rvith ASEAN had n'itrressed a growing
importance of  I IT in the 1990s. Second, a large share of  t rade n, i th al l  three
countries involved the electrical and electronics and machinerv rnanufacttrrir-rg
products.  Hower-er,  the str t rcture of  t rac- le f lows with the three trade partners
w;rs r l is t inct lv c l i f ferent.  N4ore tharr  50 prer cerr t  of  t racle in the tn 'o major
t rader r l  p roduc ts  rv i th  ASEAN was I IT  n 'h i le  t rade r , t ' i th  Japan fo r  these
prodrrcts r,r 'as of one-\\/a,v trade. Trade with the US carn be considerecl as IIT
onlv for  e lectr ical  and electronics.  Third,  VI IT \ \ /as A largc.  share of  I IT in
bil irteral trade r'r, ith all three courrtries. Ho\t'ever, VIIT took the fornr of a
combinat ion of  h igh and lou'-r 'a luecl  imports in the case of  Malavsia-ASEAN
trade and a shift tor,r 'arcls higl-r-r 'alued imports in the case of Malaysia-US
tracle and Mala) 's ia-Japan trade.

The three'  major di f ferences in t rade f lon's of  the thrc.c.  kev t rarc l ing
parr tners of  Malaysia as c i ted just i fy the need to dist ingtr ish import  sor l rces
ancl  erport  dest inat ions in order to appropr iately capture the ef fects of  t rade
on employment.

The panel  est imates i rnpl l '  that  t racle betn 'een Marlavsia arrc l  her nrajor

trading partners (ASEAN and Japan and the US) do not seenr to lerrd support
to the widespread fears that  these f lor , r ,s might cause ser iotrs disrupt ions to
the labonr market.  On the contrary,  imports f rom these partner cot tntr ies
are fotrnd to be berref ic i t r l ,  in the sense of  exert ing orreral l  posi t i r re pressr l res
on labour demand. I f  the broad trencls in t rade cont inue trnabated, a r ise in
impor ts  f rom these count r ies  'uv i l l  no t  impose an  ac tua l  th rea t  to  labour
d e m a n d .
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However the impact dif fers across ski l ls. Contemporaneolrs imports
from all countries benefits skilled labour significantly. Imports from ASEAN
and Japan also benefi ts unski l led labour. In the long r lrn, imports from

Japan are found to have the largest impact on aggregate labour and ski l led
labour whilst imports from the ASEAN for trnski l lecl labour. Conversel 'v '
the short rtrn impact of export sources does rrot matter much for labotrr.
Only exports to the US have a significant negative impact on unskilled labour.
I t  is worth point ing out that in the long r lrn, exports to the US have a
consistent negative impact on labour (both ski l led and unski l led), in contrast
to a posit ive impact of exports to Japan.

In terms of IIT effects on the labour market, the panel estimates point
to a significant positive impact of IIT rvith the ASEAN on all labour types.
Though l lT with the US and )apan do not signif icantly matter for ernployment,
I IT with Japan has a negative impact on ski l led labour in the short and long
run.

Overal l ,  the analysis though dicl not reveal any dist inct relat ionships
between changes in imports of dif ferent tradirrg partners and changes in
aggregate labour, fatly clear relationships are observed when different skills
a re  cons ic le red .  Marke t  sourc ing  o f  impor ts  mat te rs  fo r  sk i l l s .  S t rong
association with skills is accrued to imports from the ASEAN and Japan vis-
h-vis other key trading partners of Malaysia, particularly in the long run. A
by-product of the analyses on the impact of I IT with the various trading
partners incl icates the sole importance of I IT with the ASEAN for labour
demand vis-a-vis the US and Japan.
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Appendix 1: Nr-rmber of Traded Products, by Major Industry Croup

ASEAN-4
Industry 1983 2000

US IAPAN
1983 2000 1983 2000

Food
Beverages & Tobacco
Textile & Texti le Products
Leatl-rer & Leather Prodtrcts
Wood & Wood Prodr-rcts
Furnittrre & Fixtures
Paper, Printing & Ptrblishing
Chemical & Chemical Proclucts
Petroleum Prodr"rcts
Rubber Products
Plast ic Products
Non-Me tall ic Mineral Prodr-rc ts
Basic Metal  Products
Fabr icated Metal  Products
Machinery Mantrfac ttrring
Electrical & Electronic Products
Transport Equipment
Scientif ic & Measr-rring Equipment
MiscellaneroLls

455 733
33 43
586 728
2 7  2 7
95  337
3 0  3 5
101  769
475 826
36  43
777 183
775 247
54  96
278 465
799  310
377  693
268  422
9 7  2 2 2
1 1 1  2 5 0
238 331

351 482
4 . 1  a  I
J Z  J +

479 494
7 4  7 7
51 723
2 4  3 1
85 141)
136 706
2 7  2 7
1 0 0  7 2 7
745 203
4 2  7 r
764 280
789 255
380  628
257 398
6 0  7 2 6
111  233
275 285

314 329
7 6  2 9

559 480
7 7  1 3
81 799
2 7  3 0
97 149

4 1 1  6 6 3
29  28
1 0 5  1 5 0
183  224
5 2  8 1
247  464
205 273
390  663
277  393
89  265
1 1 8  2 4 7
237 270

TOTAL 3680 6148 3096 4663 3448 4950

Ett e I y n - Cl n r o c t a r izn t iort of M nl ny s i n - Ase n t

Sotrrce: Calctrlated from Mnlnysin: Ertannl Trndc Stntistics, r 'arious years.
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Appendix 2: CMM Estimates
Tracle Flows by

of Employment Equations, Incorporating
Trading Partners (one step results)

Cons 0.002
N(r-1)  0.0 i4
N(r-2) -0.0ss
wt -0.939*
wt-1 -0.215*
wt-2 -0.281*
vAt  0.120
(vA)t-1 0.043
(vA)t-2 0.02e
(FDI/CI)I-1 r1eg.
(FDI/CDI-2 r1eg.
(FDr/Cr)r 0.001
XASEANT -0.019
(XASEAN)r-1 -0.010
(XASEAN)t-2 -0.013
xust -0.007
(xus)r-1 0.012
(xus)r-2 -0.006
XIAPANI 0 018
(XJAPAN)r-1 0.00e
(XJAPAN)t-2 0.025
xRowr -0.022
(xRow)r-1 -0.061*
(xRo\,v)t-2 -0.016
MASEANT 0.042*
(MASEAN)r-1 0.020
(MASEAN)r-2 0.019
MUSI 0,029**
(MUS)r-1 0.045*
(MUS)I-2 -0.013
r\4APANt 0.057*
(MJAPAN)r-1 0 051*
(MJAPAN)r-2 0.018
N{ROWI 0.050*
(N4ROW)r-1 0.07 4*
(Mnow)r-2 0.002

0 .002
0.702
0 065
0 . 7 2 2
0 . 1 0 5
0 . 1 0 3
0.078
0.043
0.039

r1eg.
0 033
0.034
0 . 0 1 8
0 . 0 1 6
0 . 0 1 0
0.017
0 . 0 1 5
0 . 0 1 2
0 . 0 1 5
0 .022
0 . 0 1 6
0 . 0 1 6
0 . 0 1 8
0.029
0 .021
0,077
0 . 0 1 8
0.020
0.024
0.027
0.026
0.024
0.030
0 . 0 1 8

0.003*"  0.002
-0.129 0.135

-0.135* 0.043
-0.944" 0.1,24
-0.062 0.156
-0.219" 0.101
0.074 0.080
0.068 0.045
0.033 0.042
neg.
neg.

0.001** neg.
-0.00(1 0.036
0.042 0.027
-0.008 0.025
0 .002  0 .019
-0.009 0.015
-0.006 0.019
0 .027  0 .018
0.025* 0.013
0.031**  0.077
-c.050* 0.022
-0.059* 0.020
-0.009 0.020
0.059* 0.022
0.058**  0.031
0.066* 0.024
0.033**  0.019
0.031 0.024
-0.014 0.023
0.055**  0.033
0.069* 0.020
0.077" 0.036
0.049**  0.028
0.077* 0.035
0 033 0.021

0 .001  0 .002
-0 .277  0 .173
-0.208* 0.0-13
-0.088**  0.050
-0.120**  0.062
- 0 . 1 1 9  0 . 0 9 3
0.217n 0.123
4.077"" 0.0:12
0.05-1 0 056
neg'
neg.

0.001* ireg.
0.096 0. ( )7()
0 .012  0 .0 -n
-0 .036  0 .037
-0.053* 0. ( )1( . '

ne8.
-0.030 0. r )37
0 .045  O. ( ) l s
-0 .003  ( )  01s
0.05.1*  0.025
0 . 0 r 8  0 . 0 3 1
-0 .005  0 .031
0 . 0 1 9  0 , r ) 1 s
0 . 1 0 5 *  0 . ( ) l ;
0'069** i)  (139)
0.06.+** 0 t) j3
0 . 0 1 5  ( ) . ( ) l 1
0 .020  0 .0 r ;

-0.038**  0 ( ) l l
0 . 1 2 1 *  ( ) . ( ) l l
0 .046* 0 t ) l ( )

-0 .046**  0.01s
0.095* 0 ( l -13
0 . 1  1 9 *  0 . r ) - l
0 .028  0 .033

Note: 1.  The deperrc lent var iable is ernployment for  speci f icat ion (1),  n 'h i lc
specifications (2) ancl (3) refer to skil led employrnent and urrskil lecl
ernployment respec tively.

2. The robust standard errors are re.portecl.
neg. -  negl ig ib le.
*  s igni f icant at  5% and ** s igni f icant at  10%

Irrdependent (1) (2) (3)
Variable coeificient Std. Err. coefficient Std. Err. coefficient Stcl. Err.

2nd order
ser ia l  cor re la t ion
No. of  obs.

-7.65
266
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Appendix 3:  GMM Est imates of  Employment  Equat ions,  Incorporat ing
Trade Speciaiization by Trading Partners (one step results)

Note: 1. The dependent variable is employment for specification (1), while
specifications (2) and (3) refer to skil led employment and unskil led

employment respec tively.
2. The robust standard errors are reported.

neg.-  negl ig ib le.
*  s igni f icant at  5% and ** s igni f icant at  10%

Independent (1) (2)
Variable coefficient Std. Err. coefficient Std. Err

GLJAPAN)i
GLJAPAN)t-1
cLJAPAN)t-2
GLROW)t
GLROW)t-1
GLROW)t-2

2nd order
serial
correlation
No. of  obs.

0.002 neg.
0.712 -0.007

0.081 -0.123**

0.055
0.974" 0.130
0.081 -0.092

0.110 -0.327*

0 .134  0 .081
0.050 0.088
0.a47 0.080

- neg.
- neg.

neg. 0.001*
0.001 0.002*
0.001 0.001**

-  0 .001"
- neg.

0 .001  0 .001
0 .001  0 .001
0.001 -0.001

-  -0.001**

neg. 0.001
- neg.

0.001 -0.001

0.000 neg.

(3)

coefficient Std. Err.

-0.002 0.002
-0.275 0.787
-0.773" 0.070
0 .314**  0 .181
0.073

-0.778" 0.085
-0.224"" 0122
0 . 1 2 6
0.720" 0.047
0.046 0.066
0.001 0.001
0.001 0.001
0.002* 0.001
0.001**  0.001
0 .001  0 .001
0 .001  0 .001
-0.001 0.001
neg.
0.001 0.001
neg.

-0.001 0.001
0.004* 0.001
0 .001  0 .001
neg.

-0.001* 0.001

-0.77

247

Cons
N(r-1)
N(t-2)
N(t-3)
wt -0.907
wt-1
wt-2
vAt 0.170*
vA)t-1
vA)r-2
FDI/CI)r-1
FDI/ Cr)t-2
FDI/CI)t
GLASEAN)t
GLASEAN)t-1
GLASEAN)t-2
GLUS)t
GLUS)t-1
GLUS)r-2

-0.001

0.027
-0.070

0.726"
0 . 1 2 7
-0.235
-0.400

0 .081
0.078
0.047
neg'
neg.

0 .001*
0 .001*
0.001
neg.
neg.
0 .001
0 .001
neg.

-0.001

0.002*
neg.

-0.002*
-0.001*

0.757
0.077

-0.132**

0 .148
0 .130
0.330*
0.058
0.052

neg'
0.001
0.001

""_t

0 .001
0.001
0.001
neg.
0.001

0.001

-0.86

247

-1 .40

266
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ENDNOTES
I  This level of aggregation is expected a priori  to be lower than incl ices based on
three d ig i t  f igures.  However  th is  leve l  o f  aggregat ion is  chosen mere ly  for  the
ca lcu la t ion o f  un i t  va lnes.
2 For example, the export similari ty index for Malaysia and Singapore is relat ir .ely
h igh at  0 .62 (see Doan,  2003) ,
I  Ghose (2000) claims that the employrnent effects of trade in manufacttrres are
po ten t i a l l v  pos i t i ve  and  l a rge  i n  deve lop ing  coun t r i es ,  p i l r t i c t r l a r l v  expo r t s  t c r
indust r ia l ized cot tn t r ies  increases demand for  both unsk i l led and sk i l le -d  laborLr .
I  Love ly  and Richardson (1998)  argLre that  I I IT  ind ices cannot  be rneaningfu l lv
included in the salne regression with trade measrlres, since the respective measures
are non- l inear  t ransformat ions of  the o thers .  Thei r  argument  is  that  one cannc l t
meaningful ly hold two constant and let the third vary. As such, the impact of tracle
f lort 's and trade strt tctt tre are examined independentlv in the employment equations.
5 Based on the East Asian intra regional trade in perrts and components in 2001,
33 per  cent  o f  Malays ia 's  reg ional  par ts  and components  or ig inatec l  in  Japan as
opposed to 30 per cent from ASEAN (see Ng and Yeats, 2003).
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