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TI ME

Yang Ber hormat Dat uk Paul Leong,

Menteri Perusahaan U ans;

Dif-Dif Kehormat;

Tuan-tuan dan Puan- puan.

Saya amat berbangga kerana dijenput ol eh pihak

penganj ur Sem nar untuk berucap di Majlis pada pagi ini dan
set erusnya untuk nerasm kan Seni nar Ant ar abangsa i ni

2. Sem nar ini adal ah | anjutan kepada Sem nar Kebangsaan
yang di adakan pada bulan April yang lalu. Pada kali ini

bi dangnya di perl uaskan untuk menyentuh | ebi h banyak | ag
barangan utama serta penyertaan ol eh pakar-pakar dari

| ai n-1 ai n negara. Masal ah yang kita hadapi ial ah harga
barangan yang tel ah nenurun dan keadaan yang tidak st abi
dan | enbab di dal am pasaran konoditi antarabangsa. Kesenua
i ni menyebabkan negar a- negara nmenbangun yang nenj adi

pengel uar barangan utama nenghadapi pel bagai masal ah

Adal ah nmenj adi harapan saya Sem nar ini akan nmenbi ncangkan
dengan nendal am segal a peri hal nmenyentuh konoditi dan
nmenghasi | kan ket et apan yang berfaedah
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3. The Worl d Devel opnent Report 1985 published by the

Worl d Bank states that average per capita real inconmes in
nmost of Africa are no higher than they were in 1970; and in
much of Latin Anerica they are back to the levels of the nmd
1970s. In other words the clock of econom c progress for
these countries has actually stopped in the |last few years
so that dozens of countries have | ost a decade or nore of
devel opnent. In the case of ASEAN countries, we have been
nore fortunate although there is no escaping fromthe
effects of falling demand and prices of exports of primary
commodi ties, petrol eum and gas, and sinpl e nmanufactured
goods. In the past Malaysia's diversified range of export
comodi ti es had stood in good stead agai nst the fluctuations
in the coomodity markets and the vagaries of the world
enonomy. But this careful hedging by Ml aysia has failed as
a constellation of forces has driven down the prices of
vitually all primary comodities produced and exported not
only by Ml aysia and ot her ASEAN countries but by the whole
world. At the sane tine, the terns of trade have

i ncreasingly favoured the devel oped industrialised
countries. The appreciation of the currencies of the



devel oped countries has aggravated the situation further

4. Cbviously, the falling prices of coommodities affect the
commodi ty dependent devel opi ng countries nost. The

devel opd comodity producers bal ance their earnings through
their exports of manufactured goods, which actually fetch
better prices. The disparity between the devel oped and the
devel opi ng countries increases as their revenues and foreign
exchange earnings, their |evel of enploynment and their GNP
plunge. In terns of their own currencies the debt burdens

i ncrease even if they cease to borrow. But they cannot stop
borrowi ng. Their inflated debts mean that many are now
borrowing in order to pay their debts.

5. What is it that is happening to the commodities trade?
Qoviously it is not the usual down swing in the cyclica
changes that have al ways been a feature of the market. For
many years now, conmodities have been suffering a steady
shrinkage both in terms of market growth and in sone cases,
of actual market demands. Thus the demand for tin for
exanpl e has in the past decade or so, been reduced from
about 250,000 tons per annumto about 150,000 tons. Sone
commodities |ike indigo have for practical purposes

di sappeared fromthe scene. Most netals have been ailing
for quite some tinme and there seens to be nowhere the
demands can go but down.

6. Cccasionally there would be a surge in demands but they
have al ways been muted and certainly they have never been
sustai ned. After a short flurry the prices are likely to
fall below the starting point. The slide then continues
until the next little frenzy of demands.

7. The pattern therefore is one of continuous downhil

slide if we ignhore the little recoveries. Increases in
price did seemto take place so as to al nost conpensate for
decreased denmands. But this is mainly due to currency
fluctuations. Thus the gradual rise in the price of tin
prior to the coll apse was quite meani ngl ess to Ml aysi a
because the Ml aysian Ringgit appreciated agai nst the pound
sterling, the main currency used by the London Meta
Exchange, the principal market place for tin. The rise was
actually a market manifestation of the devaluation of the
British pound.

8. The gradual slide in demand as well as prices can be
coped by the producers to a certain extent. They can

di versify and reduce their dependence on a single comodity.
Mal aysi a, which for a long ti me depended on tin and rubber
saw t he signs and systematically shifted enphasis to pal m
oil, cocoa, tinber and petroleum The diversification paid
fairly handsonme dividends. Certainly, it cushioned the

ef fect of dimnishing revenues fromtin and rubber

9. But the recent total collapse of all commodities is a
new phenonmenon. We shoul d have foreseen this considering
the slide that has been taking place in the commodities



market. But we were lulled into a sense of security by the
success of the diversification strategy. Despite the
obvious trend with all comodities we felt that the
fluctuations in the prices of different comodities would
bal ance each ot her

10. W have now learnt that all comodities can plunge at
the sane tine no matter how rare or how nuch is the present
demand for them The single nost inportant factor which has
caused the downfall of the cormodities is rapidly advanci ng
technol ogy. Adnmittedly technol ogy has contributed in many
ways towards the progress of comodities. But in sone

i nstances this very progress has been the cause of the
decline and fall of the conmmodities.

11. New technol ogy has for exanple enabled nore of the
particul ar commodity to be produced. Thus, today's rubber
tree produces ten tinmes nore rubber than the original rubber
tree snuggl ed out of the Amazon forest. Simlarly newtin
fields are nore easily found through satellite surveys and
npre sophi sticated prospecting nethods. But the increase in
production sinply neans the market is nore easily and nore
frequently fl ooded. The glut reduces price and will

continue to do so until the less efficient are forced out

of busi ness.

12. But new technol ogy has al so reduced the usage of
various comodities. Tin plating for exanple requires |ess
now than in the past. New technol ogy also results in a

mul titude of synthetic or natural substitute materials.
Again tin can be cited as an exanple. The main use of tin
is as tin plate in the food packagi ng i ndustry. Now gl ass,
paper, plastic and allum nium conpete and di spl ace tin.
Copper is losing out to glass fibre. Allum niumand even
titaniumare gradually losing out to the new carbon fibers
and synthetic conposites in the manufacture of aircrafts and
soon in notor cars. Ceramics are creating a whole new world
internms of materials for manufacturing which will render
out of date nunerous netals in the manufacture of engines
and conponents.

13. Between over-production and di spl acenent by

substitutes, the conmodities are being squeezed out of the
mar ket . When ceramics for exanple displace the netals, the
dependence of sone of the industrialised countries on
imports of the netals fromthe devel oping countries will be
reduced. The invention of the mcrochip on the other hand
has reduced the need for netal conductors to al nbost nothing.
If we can i magi ne the size of even a sinple hand-held
calculator if it were to use the old vacuum val ves and
circuitary, we will understand just how nuch this mcrochip inventi
on has inpoverished the nmetal producers.

14. The trend is for new technology to increase further the
producti on of various comodities while reducing the need
for them What this nmeans in comercial ternms for the
producers is that there is no future in commodities.



15. But new technol ogies are not the only problemfor the
commodi ty producers, especially the devel oping countries.
Commodities are al so produced by devel oped countri es.

Natural |y, devel oped countries do not depend on their
commodities to sustain a high | evel of econom c performance.
If they are produced, it is sinply because they are there or
t he means of production such as vast acreage of |and are
there. A small proportion of the popul ati on of devel oped
countries are involved in this production. But they have
sufficient political clout to cause the Government to pander
to their w shes.

16. Thus, the production of these conmodities are often
subsi di sed. The subsidy in itself stinulate nore
producti on. The excessive anount produced cannot be consuned
donmestically. The Governnents then try to protect the
domestic market. If still the product is not consuned then
it is dunped into foreign markets. O, worse still, it is
used as an aid itemfor needy countries, which effectively
deprives the conpeting products of devel opi ng countries of
their markets. Soya bean oil, butter and beef are anmpbng the
aid itens which create havoc with the exports of nmany
devel opi ng countri es.
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17. It is well-known that sone powerful devel oped countries
are against price fixing and subsidies. They refuse to join
commodi ty agreenents because they negate free trade. They
are agai nst the operations of stockpiles which disturb

mar ket forces. Subsidies are also regarded an unfair
practise that artificially influence prices. To conpete in
their concept of a free narket they have even suggested that
| ow wages in devel oping countries are a form of subsidy. They
devise 'countervailing duties' in order to jack up the price
of cheap inports. But they conveniently forget this when
they fix their prices, release their stockpiles and provide
massi ve subsidies. Clearly for these countries there are

two standards - one for what they do and one for what others
do.

18. The mani pul ation of prices is not done by Governnents
only. The traders in the devel oped countries contribute
their share. Sonetines, of course, they benefit the
producers, but nore often than not the producers suffer as
agents, brokers, traders and the operators of conmmodity
exchanges speculate in conmodities. Since the exchanges are
owned and operated by these players, the rules can be
adjusted as they deemfit. On several occasions when they
appeared likely to | oose | arge suns of noney, they changed
the rules so as to save their pockets. It is a sordid ganme
that they play. | cannot say nore.

19. Between the various factors that | have nentioned the
commodi ties trade has been al nost conpletely destroyed. The
various attenpts to bring order to the nmarket has fail ed.



The Rubber Agreenent, the International Tin Agreenment, and
other cormmodity agreenments have all failed. Perhaps it is
unreasonabl e to expect consuners to prop up prices. But
even agreenments between producers have not succeeded. The
| atest casualty is OPEC. Commpn sense dictate that their
menbers should curtail production and respect agreenent on
guot as. But apparently each nenber woul d rather produce
nore and earn |ess.

20. The commodities trade has obviously declined. Further
nore the decline is not cyclical. Even the spurts in the
demand reflect the declining trend. There seens little

doubt that for sone comobdities the end is near. The
guestion that nust be asked now i s whether anything can be
done if not to reverse the trend, at least to arrest or slow
the rate of decline.

21. It is unthinkable that the world, particularly the

manuf acturing world, can do wi thout comuodities altogether
VWhat is happening is declining demands which result in
declining prices. The obvious answer to a decline in demand
is to reduce the supply. If agreenent between different
nations to reduce production is unable to work then the next
best thing is for the high cost producers to get out of the
busi ness al t oget her

22. The problemis how to discourage the traditional or new
producers from once again increasing the supply when the
price swi ngs upwards due to reduced supply. My belief is
that, it is inmportant for the efficient producers to avoid
large profit margins. In the long termnarrow profit

margi ns are al ways safer for business, any business including
the commodities trade.

23. Research anong producers should be very closely rel ated
to the market. Hi gher yield through new technol ogy by

itself is likely to be detrinental to producers. Mre
important is the research on increasing usage. The latter is
usual |y done by consuners. It is about tine that producers
actively coll aborate, finance and actually participate
through their own scientists in the research projects on
newer uses.

24. The producer devel oping countries have al ways regarded
research as of secondary inportance. They are very

unwilling to set aside funds for this purpose. To finance
research on application rather than on production is
anathema to them But the fact is that newer uses for their
products must mnean increasing demands. Perhaps they can even
invest in the new application so as to get some benefit
fromthe research results.

25. They should also actively participate in the search for
substitutes. Al would not be lost if they have a slice of
t he busi ness of either producing or using the substitutes.

26. For a long tine, Ml aysia has strenously kept out



synthetic rubber. This has not stopped others from using
synthetic. Possibly, it would have been nore profitable to
Mal aysia if it had invested in areas which will maxinmse its
profits fromsynthetic while nursing its natural rubber

i ndustry.
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27. The situation facing the commodities trade is serious.
It is, of course, nore serious for the comuodity-dependent
devel opi ng countries than for the devel oped countries. If
the commoditi es business breaks down there will be a | ot of
repercussions in the financial world. Already we have the
exanple in the fate of the International Tin Agreenent.

O her commodity produci ng countries are going to be put on
t he choppi ng bl ock. Debts cannot be paid. The devel oped
countries and their banks are going to pay a heavy price as
countries default on their paynents. Then trade in

manuf actures are going to suffer, as |l ess noney is available
to certain comodity producers to buy manufactured goods.

28. The commodity trade probl em cannot be viewed in
isolation.It is closely related to all trading and financi al
activities on which the economic health of the world
depends. The devel oped countries eventually will [ose as
much as the devel opi ng countries unless they hel p out over
this probl em

29. The world is interdependent. W will |earn how very

i nterdependent it is during a depression such as this. The
short term gains of sone individuals or conpanies or
countries should not lull theminto thinking this is someone
el se's problem It is everyone's problem Unless we solve
this problemwe will all have to pay.

30. It is for the purpose of taking a hard | ook at the
various problens facing commodities and how to overcone them
that Malaysia is organising this International Sem nar on
Commodities. Invariably, the problens affecting comodity
markets and prices are interlinked with a host of other
econom ¢ i ssues, sonme technological in nature and others
having a political flavour, and, of course, unpredictable
elenents like climate and weat her and nature's own Pandora
Box whi ch can sharply alter comobdity forecasts and prices.

31. Having said all that | have said, | would now | eave it
to the experts and the many di stingui shed partici pants of
the Seminar to deliberate in depth on the pressing issues
and problenms and to I et us have their ideas and
reconmendati ons.
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32. Now | have great pleasure in declaring open this
I nternational Sem nar on Commodities.
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