06/ 02/ 1997
Task force set to correct trade inbal ance with Japan

Jai | ani Harun

BEI NG one of our |argest trading partners and investors - and having

chal ked up billions of ringgit annually in ternms of trade surplus with

Mal aysi a - Japan brought a | ot of consolation to our econony by setting up
a joint task force to redress the bilateral trade's inbal ance.

Trade i nbal ance wi th Japan has al ways been the core topic of discussion
whenever Mal aysi an and Japanese | eaders neet, be it in Tokyo, Kuala Lunpur
or at any other foruns.

The deficit, which has been a cause for concern anbng Ml aysi ans, was
RM20.6 billion in the first 11 nmonths of 1996 and RM29.5 billion for the
whol e of 1995.

Al'though latest official statistics showed that Ml aysia had reduced its
trade deficit with Japan to RML8.9 billion in the first 10 nonths of | ast
year fromRW5.2 billion in the correspondi ng period of 1995, the genera
scenario is still the huge surplus being enjoyed by the Japanese.

As trading partners, of course surplus and deficit are common norns in
international trades, but efforts should be multiplied to redress it into
a wn-win situation. Maybe it will be quite difficult for Malaysia to
mat ch t he Japanese share of the world narket, but at |east the inbal ance
could be trimed down, gradually.

Announci ng the setting up of the task force on Tuesday, M nister of
International Trade and Industry Datuk Seri Rafidah Aziz said the task
force will identify various approaches as well as bilateral initiatives
whi ch can be undertaken by the two governnments and private sectors to
bal ance the trade

Wth Japanese Mti on the conmittee, both sides are already |ooking into
a wider area of bilateral trade cooperation, with the main intention of
maki ng the flow nore significant and with | ess hassle.

The decision to set up the task force was reached by Japanese Prine
M ni ster Ryutaro Hashinoto and Prine Mnister Datuk Seri Dr Mhathir
Mohamad during Hashinoto's visit to Malaysia on January 8-9. It will be
jointly headed by the Japanese Mti's International Economic Affairs
Department director-general Kazamasa Kusaka and Mti secretary-genera
Dat uk Asmat Karal uddi n.

Previously, trade deficit issues were addressed at the Asean | evel and
Japan had responded by setting up the Asean-Japanese Devel opment Fund.
Sonehow, it has not been too hel pful in dealing with Ml aysi a.

Over the years, Ml aysia had asked Japan to inport nore of its products
and materials to help redress the bilateral trade inbal ance and refl ect
their growing trade ties.

Even Dr Mahat hir had said that while the bal ance of trade has been in
Japan's favour, it was hoped that with the on-going process of
|iberalisation and deregulation in Japan, its inport of Ml aysian products
will increase, particularly of manufactured goods.

Japanese conpani es and joint-venture firnms in Ml aysia should al so be
encouraged to source nore local materials for use in their products here
as this will help to bal ance the trade.

After three consecutive years of surplus in 1985-87, Ml aysia has since
suffered a persistent deficit, groning fromRMB05.9 mllion in 1988 to
RV29.5 billion in 1995.

Japan remai ns Mal aysia's | argest trading partner, currently accounting
for 19 per cent of Malaysia' s total trade. Since 1980, bilateral trade has



been expandi ng at an annual rate of 14 per cent, and is continuing to
gr ow.

Japan is also Mal aysia's bhiggest foreign investor with total cunul ative
capital investnent of RVR5.3 billion between 1980 and Oct ober | ast year.

Mal aysi a has al ways hoped that Tokyo will reconsider its bilatera
trade, not only with Malaysia but also with other Asean countries. Japan
must realise that it is time to redress the trade inbal ances, or face the
consequences of becom ng | ess popul ar anbng its Asian tradi ng partners.

But Mal aysia too should re-examine its strength in the export sector and
must seriously take a ook at its distribution and export mechani sm
because nmost of its exports into Japan were through Singapore and not
directly.

Japan' s Overseas Economni ¢ Cooperation Fund (OECF) new chi ef
representative to Malaysia Dr Katsumi N shina said in August |ast year
that if this could be overcone it could help Malaysia to mninise the
current |large trade deficit with Japan.

In an effort to see a better Ml aysi a-Japan bil ateral trade position,
Mal aysi a can speed up its nmerchandi se and goods exports into Japan to
bal ance up Japan's Foreign Direct Investnent (FDI) into Ml aysi a.

Mal aysi a had approached Japan to reduce the deficit, including proposals
for a newformula to repay | oans, but Japan was not responsive.

Mal aysi a' s deci sion not to pursue new borrow ngs fromJapan's CECF is
expected to be extended for the next one to two years. It is not only
because of the continuing appreciation of the yen but al so the prol onged
instability of interest rates.

The novenent of Japan's interest rates are currently at a level that is
hi gher than Mal aysia's as well as the international interest rates market
| evel s, which make | oans nore and nore expensive.

Mal aysi a had st opped seeking | oans from Japan t hrough OECF since 1994.
However, Mal aysia may change its stand and seek | oans for new projects if
t he nmovenent of the countries' currencies and interest rates stabilise.

As interest rates and foreign currencies nove in a cyclical trend,
reduci ng its dependence on the OECF will virtually graduate Ml aysia from
t he heavy influence of the yen.

Since its establishnment in the md-1960s, the fund organi sati on has
provi ded | oans of around 500 billion to 600 billion yen (100 yen =
RMWR. 29), covering nore than 50 projects in Ml aysia.

Trade sentinent has a lot to do with such | oans. Heavy loan will nean
heavy repaynment schedul e which will put nounting pressure on the econony.

Wil e the task force seeks ways to enhance the bilateral trade and
overcone its inbal ances, Malaysia will continue to rely nuch on the
Japanese technol ogy. Mal aysi a can benefit from Japan's econom ¢ and
technical superiority and wel cones its cooperation to attain the country's
goal of becom ng fully devel oped by the year 2020.

Mal aysi a al so wel cones Japanese i nvestnents, through partnerships
bet ween Mal aysi an and Japanese conpani es, especially in the high-
technol ogy and capital-intensive small- and nedi um scal e i ndustries to
produce sophi sticated conponents.

As such a nove will bring about better results to the entire evol venent
of Mal aysi a-Japan trade, both countries can expect hefty returns froma
nor e conduci ve econoni ¢ cooperation
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