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Abstract

This paper discussed the review on issues and challenges on the supply chain efficiency towards trade
liberalization. Nowadays trade is being fiercely competitive and came in a very complex flow of supply
chain throughout globalization. Better supply chain can reflect better opportunities and development with
higher foreign investment coming in. This has giving lot of pressure for developing countries to reach an
excellent services in order to provide an efficient supply chain flow with a lower cost and at the same time
increasing profitability. Supply chain efficiency is the important key value driver it differentiate reliability of
the country’s trade in today’s competitive market. The intensive growth on productivity when adapting the
trade liberalization has given a numerous impact to many countries. The evolution of technological and
the effect of globalization have extensively enhanced the potential of free trade around the world.
Therefore, global competition has become more and more intense. Survival in the age of free trade will
certainly depend of building sustainable competitive capabilities, which may include a variety of key
competencies, such as speed, reliability, responsiveness, product quality, and appropriateness of
marketing and management strategies. However, in order to have an optimized benefit of trade growth
the player in the industries need to use the right approach such as identifying the issues that affect the
supply chain efficiency reliability and performance in trade liberalization. The issues and challenges to
determine successful trade liberalization will be the main focus of this paper. This study will also highlight
the weaknesses and deficiencies in trade industry towards supply chain efficiency. As a developing
country, Malaysia can take an early prevention to eliminate such issues and by referring on challenges
that took place in other countries, we can improve the efficiency of the supply chain and develop the most
efficient productivity in chain network.

Keywords: Supply chain efficiency, trade liberalization, issues in supply chain towards trade
liberalization, challenges in trade liberalization, factors, industry performance

Introduction

Since 1950s, the multilateral and bilateral liberalization have shown that an extensively lower the trade
barriers in highly developed economies followed more recently by developing countries. According to
Henry et al (2009), the average contribution of trade to efficiency was 11 per cent in 1970, rising to 11.6,
11.8 and 12.1 per cent in 1980, 1990 and 1997 respectively and had been observed to have a positive
effect towards trade on efficiency. The effect of trade on efficiency has therefore been increased when
countries have become more open to international trade over time. Since trade liberalization has been
introduced there was a mixed perception on the benefit gained from the growing productivity. Although
trade liberalization will increase the economic growth in regards of competitiveness, details on various
factors need to be considered. For developing countries, the factors might not be overwhelmed by the
presence of liberalization due to difficulties to increase the growth activities in the fiercely competitive
market.

One of the important factors is to identify the problem which can encounter the ability of a country to
perform in an optimum level and regain economic advantages. A great coordination of supply chain
efficiency is one of the improvements that need to be considered. Supply chain efficiency has become



one of the triggers as a key value driver for trade development. It is because in today globalization trade,
it is a major concern to battle among them for businesses and appears as a critical tool in gaining the
business competitiveness. This has been supported by previous studies (Christopher, 1998, Hult et al,
2007; Khalid, 2009; Tukamuhabwa, et al, 2011). According to Ali and Guo ( 2005), the efficiency of supply
chain has arisen as a key factor in determining the ability of developing nations to attract foreign direct
investments (FDI) and trade, thus is a key to their economic growth. For trade-dependent economies, the
need to enhance their trade competitiveness is an importance nowadays. Indeed, the absence of a
competence transportation system can be a hindrance to efficient production which in turn can blunt their
trade and national competitiveness. Furthermore, to enhance international trade, investments and
economic activities must continuously improve the links between its trade gateways such as ports and its
economic hinterlands, and also extend their connection to the global supply chain (Khalid, 2009).

An efficient supply chains are critical (Brooks, 2012), for APEC countries. In order to sustain or even
expand the economic benefits from trade, an important focus of the global parts and components trade
where aspects of supply chains such as costs, reliability, flexibility, and resilience are crucial. An
examination of the state of supply chains in APEC economies through the Logistics Performance Index
reveals that a number of APEC economies can further expand trade by improving their supply chains
through broad reforms involving both hard and soft infrastructure. Therefore, it is important to identify the
critical factor that related to supply chain efficiency issues so as to face trade liberalization in near future
to achieve advantages. Thus very limited dissemination of information for the purpose of challenges faced
by the practitioner towards this topic has been discussed. Hence, base on the study that is still ongoing,
this paper will examine and reviews problem that encounter by the practitioners involved in the industry
and produce a conceptual model based on the literature review.

Background of the study

To support the supply chain activity there is a crucial need to have an efficient base line in SCM. Based
on Khalid (2009), the importance of supply chain management in facilitating business and trade should
become very clear. Without efficient supply chain management, goods cannot flow smoothly from
manufacturers to markets. When this happens, a series of negative chain effects will be triggered. To
shippers, the cost of holding inventory will rise. Critical goods will not reach consumers. Raw materials will
not arrive at factories. Bottlenecks will be formed along the supply chain, and the cost of transporting
goods will increase due to the delays and interruptions. With this kind of slack that happen during the
trade liberalization implementation it can cause a major disruption along the process to become the world
greatest trade productivity achiever and thus a world class supply chain industry. More expenditure has
been spent into the supply chain activities by bigger company in order to have optimum profit. This is to
strategies their supply chain activities into competitive advantage and eliminates the barriers and wastage
of resources that obstruct the efficiency of trade activities. As a result, firms have to recognize the
significance of enhancing their supply chain performance (Knowle et. al, 2005).

The World Economic Forum's report in (2013), found that by reducing even a restricted set of supply
chain barriers halfway to global best practice would yield a nearly 5% increase in GDP, or six times the
benefit of removing all remaining tariffs. They have highlighted; that best practical way to increase the
productivity trade is by reducing the bottleneck which affects the trade activities. The initiative’'s 2013
report also indicated that reducing supply chain barriers could increase the world’s gross domestic
product (GDP) by over US$ 2.5 trillion (RM8.5 trillion).

Supply Chain Efficiency

Supply chain has involved many prominent activities which can lead us to an extraordinary results for
company who can provide an efficient services such as on time delivery, providing lower cost, giving
quality services and able to satisfied the customer will earn the most profitability for a long run (Chibba
2007, Borgstrom, 2008, Khalid 2009, Boonpattarakan 2012). In today’'s competitive trade and business
arena, companies which fail to manage their supply chains well, will risk losing customers and incurring
high costs. As companies expand to reach their markets, the costs of production and transportation
increase and competition heats up. Companies need to free up resources to focus on coming up with
better products and services. The approach of managing supply chains in a detailed and all-



encompassing manner from the production end to the consumption end can promotes cost effectiveness,
efficiency, reliability, productivity, safety, security and ultimately customer satisfaction (Khalid, 2009).

According to Borgstrom (2008), supply chain efficiency defined as “supply chain is a specific activity
system, where the efficiency is compound and negotiated along the chain. The efficiency is therein
described as a compound evaluation of quality, delivery, cost, and overall capability that is not only
planned and reviewed in the relationship but also a measure of the relationship. The efficiency of the
producing/using system is influenced by serial interdependencies through relationships and thus
evaluated of several parties within the exchange system and negotiated interdependencies determine on
efficiency goals”.

Based on a study by James (2012), there is a direct connection between cost and speed; and cost and
reliability. Accordingly, as reliability and speed increase, costs will generally expand and with a decrease
in costs, reliability and speed will generally reduce. For instance, if the reliability, speed, and other
features of a connection in a supply chain satisfy the needs of its consumers at the lowest cost, that
connection can be considered as efficient. The lowest cost would render the connection efficient for
society. Only if the lowest budgeting cost to the entire service provider is included, the connection would
be efficient. The efficiency of supply chain has emerged as a main factor in determining the ability of
developing nations to attract foreign direct investments and trade, and also key to their economic growth
(Lu and Yang, 2007).

Issues in Supply Chain Efficiency towards Trade Liberalization

The innovation landscape and direction of industry’s supply chain has taken into different point of view
throughout the world because of affection to regain competence and efficient chain connectivity has been
major success to provide customer satisfaction. This has been mentioned by a literature that a variety of
benefits have been achieved through efficient supply chain management, including reduced costs,
improved market share and sales and solid customer associations (Ferguson, 2000). Performance of the
supply chain efficiencies has been addressed to weaknesses and deficiencies as a major impediment for
a company to uncover the overwhelmed effect which can produce a significant quality of supply chain
environment and attain competitiveness beneficial. Arvis in his study with World Bank (2014), stresses
that a country cannot improve through developing infrastructure, while failing to address border
management and other supply-chain issues.

Therefore, according to Khalid (2009), companies nowadays constantly seek to eliminate bottlenecks to
ensure their products reach their customers fast and in a cost efficient manner. In doing so, they are
reducing the inventories, keeping a close network of vendors and suppliers, outsourcing logistics
services, and enhancing distribution capacity. These issues and challenges that encounter along the
liberalization formation can paralyzed the successfulness of trade growth and reliability of supply chain
activities. As a result, in this paper five major constraints that affect the efficiency of chain connectivity in
trade liberalization have been identified. These five factors are extremely important towards a successful
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Quality Infrastructure

Trade facilitation was introduced during the negotiation on trade liberalization which has now become a
substantial feature in gaining a competitive market. In order to have successful trade liberalization is the
quality of infrastructure play a role in the overall successful of trade growth. Burn et al. (2005), also
highlighted the importance of the quality of physical infrastructure for trade. Wilson et al. (2004) have
quantified the effects of trade facilitation by considering four aspects of trade facilitation effort: ports,
customs, regulations, and e-business which are the key for all types of trade to achieve the chain
capacity. There are numerous situations that can cause disruptions to supply chains. One of the causes
is lack of sufficient infrastructure to handle the demand of the supply chain and provide efficient. If the
demand for a commodity grows rapidly, the available capacity may unable to handle the increase in
demand and consequently cause delays to the delivery (Gerber, 2010).

According to WEF (2013), insufficient overall infrastructure and poor connectivity are major obstacles for
the development of many countries towards achieving efficient competitiveness and this will weaken the
reliability of supply chain activities. A practically well-established body of literature has found an
understandable link between the quality of infrastructure and transport costs in international trade such as
(Limdo and Venables 2001; Clark et al. 2004). Limao and Venables (2001) have showed that
infrastructure is quantitatively important in determining total transport costs. They estimate that poor
infrastructure accounts for 40% of predicted transport costs for coastal countries and up to 60% for
landlocked countries. Bougheas et al.(1999) also provide an evidence by using the gravity model to
proven the European countries with connecting infrastructure to transport costs and hence trade which
encounter a significant relationship that reflect the deficiencies and also the ability of a supply chain to be
efficient. All of this has given an indirect impact to the establishment of supply chain efficiency. Poor
infrastructure can cause a rising cost in transportation and delay as well. For supply chain efficiency it
aims to achieve on time delivery, minimizations of cost with maximize utilization of resources.

Transportation system

Good supply chain connectivity need to be categorized by how well the infrastructure is being served in
the country. A weak infrastructure can lead to severe damage of the performance and effectiveness of a
transportation system and thus the ability to attract FDI interest. Therefore, a competent transportation
system connecting various transport modes, links and channel is critical to facilitate the higher demand
and flow of a nation’s production system and also to enhancing its trade competitiveness. Without such
transportation system, insufficient distribution channel and infrastructure bottleneck will destroy the
chances to become competent with a better supply chain services. Therefore, nations that are unable to
hold trade efficiently and with cost effective approach will not be able to survive with the increasing of
trade volume. As a result, they could be portrayed as not competitive and might hindered by businesses
and investors who increasingly are putting an excellent good transport system and services in their
decision to set up foundation hence to invest in a particular country and region. An efficient trade
transport network is crucial for developing countries to channel aid in efficient supply chain activities
whose economic growth is trade-dependent and export-oriented and also to penetrate the bigger market
(Khalid, 2009).

Logistics Performance

According to (World Bank, 2014), the Logistics Performance Index measurement is based on efficiency of
trade supply chains. Supply chains are the backbone of international trade and commerce especially in
trade liberalization. Supply chains are a complex sequence of coordinated activities. The whole
performance depends on government interventions such as infrastructures, logistics services provision,
and cross-border trade facilitation. The gap between the countries that perform best and worst in trade
logistics is still quite large, despite a slow concentration since 2007. This gap continues due to the
complication of logistics-related reforms and investment in developing countries, despite the universal
strong recognition that poor supply-chain efficiency is the main barrier to trade integration in the modern
world. Logistics performance is strongly associated with the reliability of supply chains and the
predictability of service delivery for producers and exporters, and it is also shown that supply chains are
only as strong as their weakest links. They are also becoming more and more complex, often across
many countries while remaining critical to national competitiveness.



Trade Cost

The excellence of supply chain efficiency is based on cost minimization. Nowadays cost plays a crucial
factor to determine the higher impact on trade competitiveness. According to (World Bank, 2011), high
transactions costs related to trade are driven by how public policies, regulations, and procedures interact
with import and export of supply chains industry. When indirect costs occurred during the supply chain
process, delivery times and reliability are being very uncompetitive and this has severely affecting a
country’s position in highly competitive international markets that demand has to be just-in-time for any
delivery. Moreover, the value of products often declines with time while in transit, usually for perishable
products, spoilage and waste can increase perpendicular with transit time. These costs can also reflect
lost opportunities to party that involves in the chain connectivity, as when critical inputs cannot reach
manufacturing plants in time or perishable commodities cannot reach markets in time or when production
plants must hold higher-than-optimal levels of raw material inventories to cover for logistics delays
(Subramanian, 2012). All this critical issues need to be addressed correctly in order to establish a better
supply chain activity and also to gain customers trust.

Logistics Cost

The importance of the logistics industry to different players in the supply chain consists of efficient and
timely movement of goods and the provision of competitive services among players. Production,
distribution and marketing costs will be high or low depending on how logistics firms are able to efficiently
do their part in the supply chain. Inefficiencies in the transport and logistics service industry contribute to
the high cost of doing business. Higher logistic costs are mainly due to poor infrastructure facilities in the
country. Logistics costs include transport, packaging, storage, inventories, administration and
management, are the key consideration for all players in the international logistics chain. Uncontrolled
logistics costs prevent companies to sustain in a competitive edge and they will experience trade
reduction since higher logistics cost translate the competitive import and export prices. Logistics costs are
more important for developing countries, where they have been estimated to be the highest in the world
(UNCTAD, 2005). Several factors contributed to differences in cost levels and structure, including the
efficiency of distribution systems, the quality of transportation infrastructure, and the regulatory and
institutional frameworks. Without these important criteria’s a country cannot cope with tremendous trade
activities growth.

Time Efficiency

Part of supply chain efficiency factors that can be related to trade liberalization is delivery and delivery
has been defined as the time to deliver the goods on time. The precise time goods arrive at the final
destination give a great achievement for the supplier and manufacturer and support the growth in trade.
When issues like delays arise it will effect overall supply chain of an industry. The time delays caused by
the lack of trade facilitation also obstruct the benchmarking on competitiveness. Bin (2009) has identified
delays in customs increase warehouse and storage costs as being among others factors that influence
barriers. Such delays have an effect on the quality of goods thus lead to the cancellation of orders and
claims of damage compensation. According to Djankov et al. (2006), one additional day in export time is
equivalent to 1 per cent increase in distance, and a 10 per cent increase in the time it takes to move
goods from factory to ship would reduce the exports of time-sensitive goods by 6 per cent. Most of the
delays are due to administrative hurdles, such as numerous customs procedures, tax procedures,
clearances and cargo inspections.

These issues have been identified by other researcher like Alburo (2009), according to him, on the
Petrapole-Benapole border activities, close to 80 per cent of the loss of time is related to parking,
customs clearance and crossing the border. Those issues must be addressed by trade facilitation rather
than transport-related measures. For example, delays related to the actual border crossing reflect
inadequate warehouses, a lack of safety measures at the border, congestion, poor entry formalities, and
other factors. The amount of time spent loading and unloading is also related to trade facilitation
measures, specifically: (a) loading cargo at the point of departure or exit; (b) unloading cargo carriers
from the exiting country at the border; and (c) reloading cargo into carriers of the arrival country. To the
extent that there are restrictions on cross-border movement of cargo vehicles, these border activities lead



to time losses on the part of the exporting country (up to the border) and on the part of the importing
country (from the border).

Custom Efficiency

The efficient movement of goods to and from manufacturing facility until they reached the customer is
crucially essential in which to any world class manufacturing facility must have an access to an
outstanding source of material and component. Efficient movement is also important component in supply
chain efficiency to achieve a significant benefit. For modest improvement in trade facilitation such as
custom administration would lead to increases of US$ 1.5 trillion (RM 5.1 trillion) equal to 2.6% in global
GDP and US$ 1.0 trillion (RM 3.4 trillion) corresponding to 9.4% in global exports by World Economic
Forum (2013). Efficiency of customs administration refers to the speed and ease which imports and
exports can clear customs with minimum time along with the quality and range of services provided by the
national customs authorities. Inefficiency usually reflects an insufficient distribution of resources to
customs agencies or a malfunction to adopt best practices in customs procedures. These issues can
include frequent inspections and long wait times. Border delays and burdensome requirements can
extend beyond a customs administration to include a lack of coordination between border agencies and
compliance with import-export standards. Thus far, nowadays companies spend significant amount of
money, time and effort to re-engineer their supply chains through business practice changes and
technology. Cost deduction and increasing speed of delivery are the key value to drive in any business
these days. A delay and problems arise in standards inspection showing as poor customs procedures can
actually create a severe supply chain connectivity problem and thus fail to gain overall of supply chain
efficiency.

Institutional Quality

Most of the time when dealing with a globalization and liberalization, a good policy can be an important
role in order to achieve an efficient of supply chain coordination. Inefficient ports, poor transport system
and logistics services are not the only impediments for exporting and importing firms in developing
countries. These firms also facing policy and institutional constraints in the forms of complex laws,
burdensome regulations, inadequate enforcement of contracts, poor definition and enforcement of rules
of engagement, onerous documentation and other procedures causing delays at customs and border
crossings, pilferage in transit, and highly restrictive protocols on movement of cargo (Subramanian,
2001). Besides that, Anderson and Marcouiller (2002), have studied the effects of institutional quality on
trade where they have find that higher transactions costs associated with poorly enforced commercial
contracts and lack of transparency and impartiality in government policies significantly slow down the
international trade. They also find that by 10 percent increase in a country’s index of transparency and
impartiality leads to a 5 percent increase in its import volume.

De Groot et al, (2004) examine institutional quality which reflected by such dimensions as effectiveness of
governance, regulatory quality, voice and accountability, rule of law, and control of corruption. They find a
positive and significant link between improved regulatory quality and increment in bilateral trade. The LPI
result has shown that good policies matter give impact to developing an efficient supply chains but many
developing countries still lag behind to provide a better development. The “logistics gap” evident in the
research still prevails and underscores the importance of consistent policies across sectors (trade,
customs, and transportation). The imperative of facilitating trade through more transparent and consistent
border clearance is now universally recognized and because of that the importance of efficient logistics is
now widely accepted by policymakers worldwide (World Bank, 2014).

Conclusion

The literature on the effect of reforms in supply chain efficiency towards trade liberalization shown the
evidences that issues and challenges from the failure to provide a better development on infrastructure,
logistics services, cost competitiveness and institutional policy can give a critical constraint to support the
efficiency of supply chain in a developing country. Countries will mainly being affected from the lack of
effective player in competitive global and regional market which encounter from such issues and barriers
that cannot be eliminate or improvise by the government. Consequently, by improving the infrastructure,
logistics services, trade cost and institutional policy towards trade, the development and operation of



efficient supply chain can be supported and also can help to boost the trade competitiveness of
developing countries thus increase the export prospective for economic prosperous. Thus, these papers
are based ongoing study that will continue to develop a perception and measurement on supply chain
efficiency performance in Malaysia towards trade liberalization and how to strategize a better supply
chain efficiency for Malaysia in facing the trade openness in 2015.
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