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Abstract 

Malaysia's economy is one of the most open in the world. An export-oriented strategy 
helped the country to transform itself from a developing economy into a newly 
industrialised, middle income economy in only a few decades. Today Malaysia's goal is to 
become a high income country by 2020.  

Malaysia's economic base is varied, and trade is dominated by electronics and 
intermediate goods. However, the economy remains somewhat cushioned by the 
commodities sector, and its competitiveness relies largely on low cost labour. These 
dependencies must decrease if the country is to achieve its objective of becoming a high 
income country. Improving education and administration, creating modern and better 
jobs, and liberalising the service sector therefore figure high on the government's 
agenda.   

For the European Union, Malaysia is the second trading partner in the Association of 
Southeast Asian Nations (ASEAN), after Singapore. EU-Malaysian trade is focused on 
machinery and transport equipment, but opportunities are growing for the service 
sector. The two partners are currently negotiating a bilateral free trade agreement, 
although a region-to-region accord remains the ultimate goal for the EU. 
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1. Introduction 

 

Malaysia's economy is one of the most open in the world. An export-
oriented strategy helped the country to transform itself from a developing 
economy into a newly industrialised, middle income economy in only a 
few decades. Today Malaysia's goal is to become a high income country 
by 2020.  

Malaysia's economic base is varied, and trade is dominated by electronics 
and intermediate goods. However, the economy remains somewhat 
cushioned by the commodities sector, and its competitiveness relies 
largely on low cost labour. These dependencies must decrease if the 
country is to achieve its objective of becoming a high income country. 
Improving education and administration, creating 'modern' and better 
jobs, and liberalising the service sector therefore figure high on the 
government's agenda.   

For the European Union, Malaysia is the second trading partner in the 
Association of Southeast Asian Nations (ASEAN), after Singapore. EU-
Malaysian trade is focused on machinery and transport equipment, but 
opportunities are growing for the service sector. The two partners are 
currently negotiating a bilateral free trade agreement, although a region-
to-region accord remains the ultimate goal for the EU. 

2. Economic performance 

Economic growth  
 
 
 
 
 
 

In 2011, Malaysia surprised by exceeding international forecasts. Its gross 
domestic product (GDP) grew 5.1 % — more than the expected 4.-4.7 %1. 
Malaysia was nevertheless affected by the global economic slowdown, as 
demand for Malaysia's manufactured exports weakened, and supplies 
were disrupted due to natural disasters in Japan and Thailand. Yet these 
pressures were offset by strong domestic demand, especially in services, 
and by strong commodity-related production and exports (petroleum, 
palm oil and rubber).  

                                                               
1 World Bank. 
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As the global economy slows, growth in Malaysia is expected to dip to 
4.4 % in 2012. Yet, the expansion of domestic investments and domestic 
consumption will offset the relatively weak demand for exports. Public 
investments in ongoing infrastructure projects will continue and are likely 
to be more generous than usual due to the approaching elections. 
Household consumption is also likely to be reinforced by salary increases 
for civil servants, who make up around 10 % of the country's workforce. 
Malaysia introduced a minimum salary in 20122: while this might be 
argued to threaten the country's competitiveness, the impact may be 
limited, given that rising wages are a regional trend.   

 
IHS Global Insights, September 2012 

High commodity prices still support Malaysia's economy. But the country's 
reliance on these brings risks, and Malaysia can rely less and less on its 
position as net fuel (gas and oil) exporter. Fuel subsidies, together with a 
protective automotive policy, have increased domestic oil consumption, 
and production has fallen, despite investments. Increasing productivity 
through structural reforms will therefore be crucial to sustain growth. 

                                                               
2 EIU, Country Report August 2012; Malaysia's wage move reflects regional trend, Oxford 
Analytica, 1 May 2012.  
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 Economic policies 

Government Transformation 
Programme's slogan: 
"People first, performance 
now" 
 
 
 

The incentives to raise income levels are in line with the government's 
attempts to turn Malaysia into a high income country by 2020. One of the 
main tools for accomplishing this is modernising the labour markets and 
creating modern jobs. The mid-term government priorities, established 
according to the Malaysian 'Government Transformation Programme', also 
include tackling corruption, improving education and upgrading basic 
rural infrastructure3.  

Towards a high income 
country by 2020:  
 
- More efficient governance  
- Better jobs 
- Dynamic services sector 
 

Malaysia's economy is dominated by manufacturing and services, 
followed by agriculture and mining. Creating a more dynamic services 
sector is seen as an important step towards becoming a high-income 
economy. In 2009, the Malaysian government therefore announced a 
series of liberalisation measures — including by removing or relaxing 
equity conditions — in a variety of service subsectors. In 2012, another 17 
subsectors were slated to undergo a similar investment liberalisation4.  

 

 

 World Bank, on the basis of  Malaysia's  government sources 

                                                               
3 Programme's website http://www.pemandu.gov.my/gtp/About_GTP-@-
GTP_Overview.aspx 
4 EU Malaysia Trade and investment brochure, EEAS, see p.14, 
http://eeas.europa.eu/delegations/malaysia/documents/eu_malaysia/eu_malaysia_trade_
brochure_2012_en.pdf 
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 Source: World Bank 

 

The reform agenda for the next few years also includes phasing out price 
controls and subsidies, mainly for food and energy. Fuel subsidies, in 
particular, are considered a burden on the government budget and a 
disincentive to improving energy inefficiency. 

Inequality, including among 
ethnic communities, 
remains an issue 
 
 
 
 
 
 
 
 
 
 

However, the project of phasing out subsidies faces strong resistance 
within society, especially among the poorest. Although Malaysia's poverty 
level is far lower than it has been in the past, inequality remains an issue5. 
The wealth gap is notably significant between different ethnic 
communities. Malaysia's Chinese represent 26 % of population but hold a 
disproportionate economic power; their income is more than one and half 
times that of the average Malay. The income of the Indian community is 
also on average higher than that of the bumiputera (ethnic Malays and 
indigenous peoples)6. 

Given this, the Malaysian constitution has introduced positive 
discrimination policies, favouring ethnic Malays and indigenous peoples, 
since 1971. Some of these controversial 'affirmative action' policies, 
strongly criticised for restricting the economic opportunities of ethnic 
minorities (in particular, the Chinese and the Indian), have been relaxed, 
including the requirement that companies offer minority equity stakes to 

                                                               
5 Incidence of poverty decreased tremendously from 52.4 percent of population in 1970 to 
3.6 percent of population in 2007. While for income inequality, the figure has only slightly 
reduced to 0.462 in 2004 from 0.506 in 1970 (source: UNDP).  
6 Mukaramah Harun*, Siti Hadijah Che’ Mat , Ahmad Zafarullah Abdul Jalil, Public 
expenditure expansion and inter-ethnic and rural-urban income disparity, 2012, Procedia 
Economics and Finance 1 ( 2012 ) 296 – 303, 
http://www.sciencedirect.com/science/article/pii/S2212567112000342 
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bumiputera in certain services subsectors.  

Labour market  

During 2011, Malaysia created 285 000 new jobs. This is more than the 
increase in working age population, which grew by 280 000 in the same 
period. Unemployment dropped to 2.8 % in January 2012.  

 

Brain drain: the intensity of 
emigration from Malaysia is 
twice the world average 
 
 
 
 
 
 
 
 
 

Malaysia attracts many people willing to work for low wages, who 
contribute to the country's competitiveness. At the same time, Malaysia 
has faced a significant brain drain: in 2000 one out of ten Malaysians with a 
tertiary degree had migrated to an OECD country. When the statistics 
include neighbouring Singapore, two of ten Malaysians have migrated. 
This loss of educated workers hampers Malaysia's aspirations to become a 
high income country, as the lack of skilled personnel diminishes the 
country's development potential7. 

It is commonly accepted that the loss of educated Malaysians cannot be 
stopped by particular policies. Reversing the tendency would require 
changing the incentives for emigration: earnings and career perspectives, 
quality of education and life. Discontent with the country's positive 
discrimination (or bumiputera) policies seems also to contribute to the 
trend8. 

3. Trade policy 

 

Malaysia's economy is one of the most trade-dependent in the world, with 
total external trade in goods equalling 81 % of GDP and imports 66.3 %. 
This intensity of participation in world trade is lower than Singapore's but 
surpasses that of other ASEAN members.  

                                                               

7 Malaysia Economic Monitor: Brain Drain, April 2011, Washington D.C. - The 
Worldbank. 
http://documents.worldbank.org/curated/en/2011/04/14134061/malaysia-
economic-monitor-brain-drain 
8 Ibid.  
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As a result of an insistently pursued export-oriented trade policy, Malaysia 
has evolved from exporter of primary commodities into a newly 
industrialised country. Malaysia built its development on exports of 
timber, palm oil, rubber and mineral exports. Commodities still support 
the economy; they have helped shield Malaysia from decreasing demand 
for other exports during 2011-2012. Today trade is dominated by 
electronics, and in particular by the semiconductors industry and by 
intermediates — imported goods that are processed and then exported 
with a value added.    

Malaysia now is the third richest country in ASEAN, after Singapore and 
Brunei. Yet it faces strong pressures from regional competitors such as 
China, India and Vietnam. Further reinforcement of its investment climate, 
deeper deregulation and a more flexible labour market are key to facing 
the competition.  

4. Framework of trade relations 

 

Malaysia has been a member of the World Trade Organisation since 1995. 
It is a founding member of ASEAN, which, as a free trade area, has also 
concluded free trade agreements (FTAs) with China, Japan, Korea, India, 
Australia and New Zealand.  

To follow up on the FTA in place since 1993, ASEAN has set the goal of 
creating an ASEAN economic community by 20159. This initiative aims to 
establish a single market with free movement of goods, services, 
investment and skilled labour by 2015.   

Malaysia also has bilateral FTAs with Japan, Pakistan, New Zealand, India, 
Chile and  

Australia, and is currently negotiating FTAs with the EU and with Turkey. In 
November 2011, Malaysia was among the nine Trans-Pacific Partnership 
countries that, launched negotiations for the Trans-Pacific Partnership 
(TPP) trade agreement at the Asia Pacific Economic Cooperation summit in 
Hawaii 10.   

In 2004, Malaysia and Korea agreed to create a bilateral FTA, but the 
negotiations have yet to begin. Korea’s priority remains a region-wide FTA 
with ASEAN11. 

 

                                                               
9 However, despite ambitious objectives, ASEAN never became a full-fledged free-trade 
area like the EU. 
10 On November 12, 2011, the leaders of Australia, Brunei Darussalam, Chile, Malaysia, New 
Zealand, Peru, Singapore, Vietnam, and the United States announced the broad outlines 
of the ambitious agreement.  
11 New Straits Times, Malaysia, South Korea important in free trade nexus, by Firdaos Rosli, 
7 January 2012 
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5. Trade performance 

 

Over the past decades, Malaysia has recorded large trade surpluses. Trade 
remains important to growth, but the country's export orientation makes 
it vulnerable to the vagaries of global markets12. The recent narrowing of 
both the current account and trade surpluses (especially in the second 
quarter of 2012) might be a sign that, in the context of volatile external 
demand, the Malaysian economy is becoming more reliant on its domestic 
sectors. It remains to be seen whether this is a longer-term trend. 

 

 

 

Most of Malaysia's trade takes place within ASEAN. In 2010, China and 
Singapore were the main individual trade partners, accounting 
respectively for 13.2 % and 12.7 % of Malaysia's total goods trade. Japan 
represented 11.5 %, the EU 10.4 % and the US 8.9 %of total trade.  

Over past ten years, the share of Malaysian goods exports going to Asia 
has increased appreciably at the expense of exports to advanced 
economies. The growth in intra-Asia trade, especially with China, has 
centred on commodities, especially palm oil, mineral fuels and 
petrochemicals. The decline in trade with advanced economies principally 
affected value added products, including computers and computer 
parts13. 

                                                               
12 From July 2008 to January 2009, Malaysian exports fell by 45 %, chiefly as the result of 
weaker demand for high-tech goods and the drop in commodity prices. Export expansion 
resumed in 2010, recording a double digit growth, but became weak in 2011. A decreased 
demand from China is expected in 2013.  
13 Sander, Frederico Gil; Hanusch, Marek. 2012. Malaysia economic monitor  modern jobs. 
Washington D.C. - The Worldbank., (see p.7), http://www-
wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2012/04/10/00033303
7_20120410004410/Rendered/PDF/679440WP0P12750c0Monitor0April02012.pdf 
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The apparent shift of 
exports from electronics to 
commodity-related ones 
does not reflect the full 
picture. This is due to the 
complexity trade in goods 
that are imported, 
processed and re-exported. 
 
 
 
 
 
 
 

This change confirms several important and general trends in Malaysia's 
economy: an apparent shift in exports from electronics to commodity-
based products, and a shift from production to services.   

Firms such as Dell, for example, have moved from manufacturing in 
Malaysia to offering business support services there. While there have also 
been investments in businesses newer to Malaysia, such as solar 
industries, these have yet to generate substantial export growth14.    

However, the apparent decline in Malaysian exports to advanced 
economies does not accurately represent the full picture of trade flows. In 
fact, about 22 % of Malaysia's exports go to ASEAN countries, particularly 
Singapore, Thailand and Indonesia, but this largely takes place through 
transnational supply chains whose final output is destined for advanced 
economies. In a similar way, intermediate electronics goods from Malaysia 
form an important share in China's exports to Europe15. This is not 
reflected in the final statistics.  

FDI by Malaysian companies 
is larger than FDI by foreign 
investors in Malaysia. 

Foreign direct investment (FDI)

With its open policies, Malaysia is an attractive place for foreign investors. 
The country itself is also an important investor: FDI by Malaysian 
companies is larger than FDI by foreign investors in Malaysia.   

Malaysia is ranked a lofty 18th of 183 nations evaluated in the World 
Bank's 2012 'Doing Business' report — above Japan and all other ASEAN 
countries except Singapore and Thailand. The government's reform 
agenda includes further market liberalisation and improvements in 
government transparency in order to attract more foreign direct 
investment (FDI).  

In 2011, FDI in Malaysian increased by 12.3 %, concentrated in distributive 

                                                               
14 Ibid 
15 Ibid 
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trade and manufacturing sectors.  

6. Trade with the EU16 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Trade in services is likely to 
grow 

Malaysia is the EU's second trading partner within ASEAN, placing just 
behind Singapore. Bilateral trade between Malaysia and the EU reached 
EUR 372billion in 2010. On a global scale, Malaysia is the EU's 23rd largest 
trading partner in goods, and the EU is Malaysia's fourth after China, 
Singapore and Japan17. Trade in services remains relatively limited, but is 
steadily growing.  

No bilateral preferential trade arrangements exist between Malaysia and 
the EU, but since January 2006 Malaysia has benefited from the 
Generalised System of Preferences (GSP). Over 70 % of Malaysia’s exports 
to the EU enter duty-free. As a country that has been classified by the 
World Bank as an 'upper middle income' for three consecutive years 
Malaysia would return to the Most Favourite Nation (MFN) treatment18 in 
2014. The new GSP scheme that will enter into force on 1 January 2014 
restricts access to the EU GSP preferences to least developed, low-income, 
and lower middle income countries19.  

The trade in goods between the two partners reached EUR 32 billion in 
2010. EU exports to Malaysia amounted to EUR 11.2 billion, while 
Malaysian exports to EU reached EUR 20.8 billion. Malaysia has 
consistently recorded a trade surplus with the EU — on average EUR 5 
billion in the period from 2006 to 2011. 

The two key sectors of Malaysia’s exports to the EU are machinery and 
transport equipment (63.3 % of total), chemicals and related products 
(11.6%) and manufactured goods (9.4 %).  

The EU's most important export to Malaysia is machinery and transport 
equipment (62.1 %), followed by chemical products (12.2 %) and 
manufactured goods (10.8 %). 

The still-modest trade in services between Malaysia and the EU amounted 
to 5.2 billion EUR, with the EU’s surplus of EUR 0.6 billion. Within that trade, 
one subsector — trade of commercial services — has been growing 
steadily, with an average annual increase of 8 % since 2004, and 

                                                               
16Statistics:  DG Trade and EEAS, EU-Malaysia trade & investment 2012, 
http://eeas.europa.eu/delegations/malaysia/documents/eu_malaysia/eu_malaysia_trade_
brochure_2012_en.pdf 
17 European Commission DG Trade, 
http://trade.ec.europa.eu/doclib/docs/2006/september/tradoc_113416.pdf 
18 An obligation that there should be no discrimination between goods, services and 
companies on the basis of their origin or destination (GATT Article I, GATS Article II, TRIPS 
Article IV). 
19 Some time-restricted exceptions apply. See EP Legislative Observatory file, 
http://www.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2011/0117(CO
D)&l=en 
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opportunities are increasing due to Malaysia's liberalisation policies. The 
major categories of services imported from Malaysia are transportation, 
business services and travel. The main services provided by EU companies 
in Malaysia are business, financial, communication and transportation.  

 
 
 
 
 
 
 
 
Sustainability requirements 
for palm oil used in bio fuels 
production 

Investment flows  

Between 2005 and 2010, the average annual flow of capital from the EU to 
Malaysia was EUR 1.3 billion. EU FDI stock in Malaysia grew from EUR 9.4 
billion in 2006 to EUR 14 billion in 2010. In 2010, Malaysian FDI outflows to 
the EU amounted to EUR 167 million EU, and the value of the total inward 
stock from Malaysia reached EUR 3.8 billion20.  

Over 2 000 EU companies are present in Malaysia. Most EU investments in 
Malaysia are concentrated in the electrical, electronic products and metal 
industries.   

Trade 'irritants' 

There are no ongoing trade defence investigations of Malaysia by the EU, 
and no trade defence measures are in force. The EU and Malaysia have not 
initiated any trade disputes before the WTO.  

There is, however, a disagreement regarding trade in palm oil for bio fuels.  
Malaysia, which is one of the world's largest palm oil producers21, has 
criticised the EU's Renewable Energy Directive (RED) and contemplated 
taking action before the WTO22. The Directive sets targets for each EU 
Member State to increase the use of renewable energies and establishes 
sustainability standards for tax credits. These standards were conceived as 
a key to avoid severe environmental impact as a result of increased 
demand for bio fuels. (See below on the potential FTA impact.)   

Based on scientifically defined measurements of greenhouse gasses 
emitted from different fuels, the EU considers that bio fuels produced 
from rapeseed (which is produced in the EU) meet the sustainability 
standards, but that bio fuels produced from Malaysian palm oil do not.   

 

Malaysian producers argued that this determination is discriminatory and 
makes their oil uncompetitive23.   

 

                                                               
20 EEAS, EU-Malaysia trade & investment 2012, 
http://eeas.europa.eu/delegations/malaysia/documents/eu_malaysia/eu_malaysia_trade_
brochure_2012_en.pdf 
21 Indeed, the EU is the world's largest importer of palm oil and its derivatives. At the same 
time for producing bio fuels it uses locally grown crops such as rapeseed. 
22 Malaysia, Indonesia warn EU hampers palm oil trade, REUTERS, 26 November, 2010, 
http://af.reuters.com/article/energyOilNews/idAFLDE6AF14C20101116 
23 Malaysia's WTO Challenge to the European Union's Renewable Energy Directive Michael 
W. Meredith, 21 Pac. Rim L. & Pol'y J. 399, March 2012, 
http://www.law.washington.edu/pacrim/ 
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7. Towards an EU-Malaysia free trade agreement 

 

In its 2006 strategic communication 'Global Europe', the European 
Commission, was compelled to accept that the Doha Development Round 
of negotiations at the World Trade Organisation had proven more difficult 
than initially expected. As a result, the Commission decided to launch a 
new generation 'of carefully chosen bilateral free trade agreements'. 
ASEAN was among the 'growing markets' indentified by the Commission.   

Negotiations on a region-to-region FTA with ASEAN countries started in 
2007.  The aim was a comprehensive FTA with improved market access 
for goods and services, covering substantially all trade. The FTA was to 
include binding provisions on regulatory transparency in areas relevant 
for mutual trade and investment, including standards and conformity 
assessment, sanitary and phytosanitary rules, intellectual property rights 
including enforcement, trade facilitation and customs, public 
procurement, and trade and competition, including state aid.  

Co-operation on trade and sustainable development, including both its 
environmental and social dimensions, was to be an integral part of the 
FTA.  

However, progress of the negotiations was slowed by considerable 
divergences among ASEAN countries about objectives to be achieved. The 
EU made it also clear that it did not intend to conclude an agreement with 
Myanmar because of their poor record of human rights. In March 2009 
both sides agreed to halt negotiations and instead gradually open 
discussions on a bilateral basis.   

In December 2009 the European Council gave the Commission a green 
light to pursue negotiations for free trade agreements with individual 
ASEAN countries, beginning with Singapore. Negotiations with Malaysia 
— the second country — were launched after the Council's conclusions 
on 10 September 201024. In 2012, negotiations were launched with 
Vietnam. However, the ultimate goal remains a region-to-region FTA. 

Alongside the free trade agreement, negotiations are also underway 
between the EU and Malaysia on a Partnership & Cooperation Agreement 
(PCA). 

By April 2012, seven rounds of negotiations had taken place. The next 
round would take place after the general elections, which are to be held in 
June 2013 at the latest. Generally, areas that are new to Malaysia in the 
context of FTA negotiations — such as government procurement, 
competition and intellectual property rights — are slower to negotiate 
than others. A specific issue for Malaysia in FTA negotiations is the 

                                                               
24 European Commission DG Trade, http://ec.europa.eu/trade/creating-
opportunities/bilateral-relations/countries/malaysia/ 
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country's halal requirements (for foods to meet Islamic requirements), 
which require that each food establishment in the EU be inspected25. 

Some issues have elicited particular public attention in Malaysia. During 
the second round of negotiations in Kuala Lumpur, civil society groups 
demonstrated against the FTA on the grounds that the chapter on 
intellectual property rights would cause a significant rise in the prices of 
medicines — a claim that seems to have been based on information about 
other trade agreements, and in particular, US trade agreements with Latin 
American countries26. The protestors also voiced concerns about the 
future of government procurement and farming in Malaysia, and the loss 
of jobs in small and medium sized enterprises at the expense of 
international corporations. 

8. The potential impact of the FTA in Malaysia 

 
 
Potential beneficiaries 

After the start of negotiations with ASEAN in 2007, the European 
Commission mandated an external contractor to carry out a Trade 
Sustainability Impact Assessment (TSIA) of the FTA between the EU and 
ASEAN27. According to the study, the FTA is expected to have a substantial 
positive impact on GDP, income, trade and employment for all ASEAN 
countries, and a small but positive effect for the European Union.  

In the long run, Malaysia's GDP could increase by up to 8.56 %, and 
exports by 8.32 %. The sectors that would most benefit are textiles, 
clothing and footwear. The financial and insurance sectors are also likely 
to expand.  

Potentially declining sectors 
 
 
 
 
 
 

Gas, production of minerals, machinery and equipment manufacturing are 
likely to decline. At the same time, the production and exports of motor 
vehicles and their parts would increase. Malaysia is the second-largest 
producer of cars within ASEAN after Indonesia, and has a unique national 
car project called 'Proton', whose automobiles are marketed also in the EU. 
Currently, Malaysia's automobile sector is protected by excise duties, and 
third country exporters face non-tariff barriers.  

                                                               
25 DG Trade Civil Society dialogue, June 2011, 
http://trade.ec.europa.eu/doclib/docs/2011/june/tradoc_148018.pdf 
26 Press reports, e.g., Malaysians Protest EU Free Trade Agreements,  28 February 2011, by 
Mahi Ramakrishnan, Press TV, Kuala Lumpur, ‘FTA with EU will Kill HIV Patients’, by Patrick 
Lee, February 28, 2011, www. freemalaysiatoday.com 
27 Trade Sustainability Impact Assessment of the FTA between the EU and ASEAN, ECORYS, 
Rotterdam, June 2009, 
http://trade.ec.europa.eu/doclib/docs/2010/april/tradoc_145989.pdf  
Although the purpose of the TSIA was to serve the negotiations between the EU and the 
ASEAN region as a whole, the assessment also presents information at the country level. 
Given that the EU's long-term objective is an EU-ASEAN FTA, the longer-term effects 
should remain close to those projected for a regional agreement. However, the gains 
estimated may be less relevant, as they depend essentially on increased trade and 
investment in the entire ASEAN region. 
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Under the EU-Malaysia FTA, Malaysia's car industry would have to meet 
international safety and quality standards in order to increase its 
competitiveness regarding exports. An FTA that includes a reduction of 
trade and investment barriers in the motor vehicles and parts sector 
would also have a substantial positive impact on FDI flows in both 
directions28.  

Impact on environment  

The study drew attention to the fact that deforestation, intensification of 
agriculture and aquaculture, and large-scale palm-oil plantations for bio 
fuels could lead to land degradation and biodiversity loss. Consequently, it 
was suggested that the FTA include a sustainable development chapter 
with flanking measures to address environmental challenges. In particular, 
the TSIA advised considering linking the FTA with the Voluntary 
Partnership Agreement on Forest Law Enforcement, Governance and 
Trade (FLEGT) the principles of Roundtable on Sustainable Palm Oil29.   

The study suggested that EU sustainability requirements for palm oil 
might create barriers for Malaysia's exports in the short term. At the same 
time, such criteria, alongside the Roundtable on Sustainable Palm Oil 
guidelines, were judged key in making Malaysia's palm-oil production 
sustainable in the long run.   

 

 

 

 

 

 

 

 

 

 

 

 

                                                               
28 Commission services annex on Malaysia to the position paper in the trade SIA on EU-
ASEAN FTA, January 2011, 
http://trade.ec.europa.eu/doclib/docs/2011/january/tradoc_147337.pdf 
29 The association that unites stakeholders from seven sectors of the palm oil industry — 
oil palm producers, palm oil processors or traders, consumer goods manufacturers, 
retailers, banks and investors, environmental or nature conservation NGOs and social or 
developmental NGOs — to develop and implement global standards for sustainable palm 
oil.  

http://www.euflegt.efi.int/portal/home/flegt_intro/
http://www.rspo.org/en/who_is_rspo
http://www.rspo.org/en/who_is_rspo
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