APEC ECONOMIC COMMITTEE

2000 FIRST PLENARY MEETING

16-17 February 2000

Bandar Seri Begawan, Brunei Darussalam

CHAIR’S SUMMARY REPORT

The APEC Economic Committee (EC) held its first plenary meeting for the 2000 cycle on 16-17 February in Bandar Seri Begawan, Brunei Darussalam.  The meeting was chaired by Dr. Mitsuru Taniuchi of Japan, and attended by Australia; Brunei Darussalam; Canada; Chile; the People’s Republic of China; Hong Kong, China; Indonesia; Japan; the Republic of Korea; Malaysia; New Zealand; Peru; the Republic of the Philippines; Russia; Singapore; Chinese Taipei; Thailand; the United States of America; and Vietnam.  The APEC Secretariat was present.

The Chair opened the meeting by thanking the Brunei organizers for the excellent arrangements in Bandar Seri Begawan. He also thanked the EC members for their cooperation and support, which made the Committee’s accomplishments last year possible. At the outset of the meeting, the Chair encouraged all EC delegates to share their views and thoughts in a frank, free-flowing manner throughout the meeting, reminding that an important role of the EC was to serve as a forum for the exchange of views and information on economic issues in the region.

1. Adoption of Agenda

The Committee adopted the agenda as proposed by the Chair.
2. Business Arrangements

The Chair first introduced to the EC members Mr. Charles Jose, the APEC Secretariat’s new Program Director responsible for the Committee. The APEC Secretariat then informed the Committee of the business arrangements for the meeting.

3. Work Program for 2000

The Chair recalled the principles that had guided the work of the Committee since the start of 1999, namely: (1) to focus on “demand-driven” work in support of APEC Ministers’ and Leaders’ meetings and policy-oriented work of other fora; and, (2) to deliver quality research outputs by tightening its work program, given the limited research resources at its disposal.

The Chair recapped the Committee’s accomplishments last year. The Committee published three major reports and submitted them to Ministers in September. These were the “1999 Economic Outlook”, “Progress Report: APEC Economies Beyond the Asian Crisis”, and “Assessing APEC Trade and Liberalization and Facilitation.” Aside from the three publications, the Committee also embarked last year on a new major project on knowledge-based economies.

The Chair noted the following as indicating the significant achievements of last year: (1) the EC’s reports had been well received by the SOM and Ministers, (2) they had been covered extensively by major international media like International Herald Tribune and CNN as well as local media in member economies, and (3) they were among the most downloaded documents from the APEC Home Page web site.

The Chair briefed the meeting on the Committee’s proposed work program for 2000, which would build on the accomplishments of last year. The EC is committed to prepare and publish the reports of the following three projects in time for the Ministers’ and Leaders’ meetings in Brunei Darussalam in November 2000.

2000 APEC Economic Outlook.  The 2000 Outlook will review the recent economic developments including the rapid recovery of Asian economies after the Asian crisis.  It will also address the TILF agenda, looking into key issues relating to trade and development.  An Outlook symposium will be held in Manila in June. The Philippines is the coordinator for the 2000 Outlook. 

APEC Economies Beyond the Asian Crisis (the “crisis” project).  After the publication of the progress report in September 1999, a major symposium was held in December 1999 in Tokyo as part of the implementation of the “crisis” project. A final report to be prepared by November will build on the progress report and valuable contributions at the symposium. The work is being carried forward by four lead economies: Japan (coordinator), Korea, Chinese Taipei, and the Philippines. 

Promotion of Knowledge-based Economies in the APEC Region (the KBE project).  The KBE project addresses the following areas: (1) assessment of knowledge infrastructure, (2) policy environment conducive to expanding the knowledge base, and (3) possible areas of APEC cooperation for promoting knowledge-based economies. A major symposium will be held in Seoul in June to discuss preliminary results of the project and mobilize expertise on the subject from academia and major international institutions. The work is being carried forward by three lead economies: Korea (coordinator), Australia and Canada.

FEEEP Follow-up.  Another component of the 2000 work program is the FEEEP follow-up: the task of sharing or disseminating the results of work on the costs and benefits of agricultural trade liberalization and of agricultural reform policies. Its purpose is information sharing, and the EC will not prepare publication for this task. The EC plenary meeting is used as the mechanism for sharing information on relevant studies undertaken by member economies.
The meeting adopted the EC’s work program for 2000 as proposed by the Chair. (See the attachment.)

4. Promotion of Knowledge-based Economies in the APEC Region (KBE Project)

APEC Leaders underscored the importance of knowledge as a key driver of future economic growth, in both Kuala Lumpur in 1998 and Auckland 1999. The KBE project, which was initiated in mid-1999, takes on this challenge put forth by the Leaders.
(Progress of the work)

Korea briefed the meeting on the results of the KBE Task Force meeting held in the morning of February 16, and on the progress of work on the KBE project. 

Australia has been working on preconditions for KBE development, examining the characteristics of an idealized fully developed KBE. The work will bring out many general points about a KBE, such as its openness to new ideas and enterprises, the importance attached to education and lifelong learning, and the enabling role of its information and telecommunications infrastructure. The comparison between the mythical fully developed KBE and the real APEC economies should highlight the preconditions required in order for economies at the different levels of development to progress towards a full-fledged KBE.

The main focus of Canada’s research work is to examine the policy environment that is conducive to facilitating the transition to a KBE and fostering growth among APEC member economies. In particular, the work will examine the role of policy in enhancing the contribution of innovation and technological change to growth.

Korea’s research work considers possible areas of APEC cooperation for KBE development. Some preliminary ideas include: (1) Establishment of a ‘Knowledge Clearing House’ for APEC economies to foster the dissemination of best practices of KBE development and to facilitate joint knowledge creation across borders; (2) Publication of an ‘Annual KBE Status Report’ for APEC economies that summarizes the KBE development of member economies on a yearly basis; and (3) Generation and distribution of ‘Igniting Policies’ for KBE transition, which are a set of practical implementation tools to facilitate an effective launch of KBE development programs in each economy.

(Discussions)

The meeting had a useful discussion on the report’s scope, methodology, and manner of presentation, including such issues as the roles of government and APEC, the increasing importance of knowledge across all sectors in the economy (rather than only in high-tech industries), the scope of expanding case studies to include the US, Japan, and China. There was a general consensus that the KBE project would be a very important contribution the EC could make for APEC. 

The meeting agreed on the following:

· Resource implications (i.e. financial and non-financial burdens on member economies) should be considered when making policy recommendations;

· The draft report should be circulated well in advance of EC meetings to enable economies to consider it carefully in their capitals. Results of the study should be presented in a clear manner and easily understood by non-experts including SOMs and Ministers;

· The KBE Task Force meetings to be chaired by Dr. Jang-Hee Yoo would be held at the margins of the June symposium and the next EC plenary (Its first meeting was held this time at the margin of the first EC plenary). They are “workshop” meetings to conduct in-depth discussions, with the membership of the Task Force being open-ended; and
· Research collaborators in a number of economies would contribute to the task in their personal capacities. It was understood that their views would not represent the official position of their economies.

Finally, the EC Chair encouraged member economies to participate in the KBE symposium in Seoul in June.

5. FEEEP Follow-up:  Sharing Work on the Costs and Benefits of Agricultural Trade Liberalization and of Agricultural Reform Policies

New Zealand and Japan shared with the meeting their experiences in agricultural reforms.

(Reports of New Zealand and Japan)

New Zealand noted that APEC needed to address the food sector urgently, not only because of the wastefulness of current policies but also because the vast majority of the region’s poor depended heavily on agriculture for their livelihood. Reforming the agricultural sector would have tremendous positive effects, including boosting global gains from goods trade, lowering food costs for consumers by cutting farm protection, and raising overall economic welfare by enhancing earnings from farm households elsewhere in APEC.

The implementation of New Zealand’s agricultural reforms had been fairly successful in revitalizing agricultural activities and significantly reducing fiscal burdens with little displacement among its farmers. By liberalizing trade and eliminating subsidies, New Zealand was able to lower the production cost of its agricultural products. This subsequently lowered the price of New Zealand farm products, thus making them competitive in the global market.  Higher demand for New Zealand products led to higher export earnings for the economy and higher incomes for the farmers.

Japan reported the recent developments in its agricultural policies. Japan’s “Basic Law on Food, Agriculture and Rural Areas” was recently enacted in order to establish a new policy system for the twenty-first century. The conditions surrounding Japan’s food, agriculture and rural areas have undergone profound changes over the past few decades; the drop in the food self-sufficiency ratio, aging of the farming population, reduction in the area of farmland, decline in the vitality of rural areas, and rising expectation for agriculture and rural areas. Those changes made it necessary for Japan to review its agricultural policies and construct a new one. 

The basic principles underlying Japan’s new Basic Law are: securing a stable food supply; fulfillment of multifunctional roles; sustainable agricultural development; and, development of rural areas.

(Discussions)

Following the reports from New Zealand and Japan, the meeting had an active exchange of views on various issues related to trade liberalization and agricultural reforms. Among the issues discussed were the costs of agricultural reforms in terms of adjustment costs and non-economic factors such as environment and stability in food supply, the balance of protection and direct payments to farmers, political dynamics in implementing reforms, Japanese people’s perception regarding the safety of locally-produced and imported foods.

With informative presentations by the two economies and subsequent spirited discussions, the meeting achieved with success the objective of sharing information on experiences in agricultural reforms as part of FEEEP follow-up.

6. APEC Economies Beyond the Asian Crisis (Crisis Project)

(Reports on the Tokyo Symposium)

The major development in the work of the crisis project after the publication of its progress report was the EC symposium on “The Future of Asia Pacific Economies” that was held in Tokyo on 6-7 December 1999. The EC Chair briefed the meeting on the results of the symposium.

The symposium was held as part of the implementation of the crisis project, whose aim was to gather inputs for the finalization of the crisis project report this year. The symposium discussed key issues pertaining to the challenges and opportunities awaiting APEC economies in the next decade or two, taking into account the lessons learned from the Asian crisis.  The symposium was successful in the sense that it had a large number of participants and audience and, more importantly, it had a very active and stimulating discussions throughout the two-day program.

On growth potentials, there was a broad consensus among keynote speakers and other participants that Asian economies had not lost high growth potentials over the long term, albeit the Asian crisis was a serious glitch. The World Bank shared their quantitative assessments on Asian growth, which were quite consistent with the results reported in the EC’s progress report last September. The participants broadly shared the view that the Asian crisis had shed light on a number of structural weaknesses in Asia, and many other APEC economies shared similar problems, although to varying extents. Unless such weaknesses are redressed, long-term growth would be affected.

Regarding trade and investment, the Korean team shared their preliminary results of their simulation work. According to their results, APEC developing economies would likely expand their exports significantly, not least in transportation equipment and electric equipment. On the WTO-related issues, some argued that political factors of rising opposition to global trade and investment needed to be taken seriously. There was also some disappointment that APEC had not played an important role in successfully forging an agreement to launch a new WTO round. 

As regards corporate sector issues, a careful study of the Chinese Taipei team indicated that a well-developed SME sector would be vital for dynamic growth over time, and it could help cushion adverse impacts of economic shocks like the Asian crisis on the economy. On corporate governance, at issue was not necessarily the adoption of new rules, but rather the effective implementation of the rules already in place. There was a view that many economies in East Asia had perceived the recently-prepared “OECD Principles of Corporate Governance” as Anglo-Saxon, not necessarily well suited for cultural preferences of East Asia. 

Regarding social policy issues, it was recognized that much of social impacts had been in fact long-standing problems in much of Asia that were simply aggravated by the crisis. An interesting report was made that most recent extensive studies on social impacts had indicated that adverse social impacts had been less serious than had been earlier feared. 

The role of APEC was discussed at the end of the symposium. The key message of the progress report of the crisis project received very favorable reception. That is, long-term growth prospects hinge on how structural weaknesses exposed by the crisis are addressed, and APEC has a unique potential to assist its member economies in implementing structural reforms, consolidating the basis for growth in the 21st century. The participants broadly shared the view that long-term focus on structural issues is important as a key agenda of APEC cooperation. Regarding the APEC’s trade agenda, there was some disaccord on its relative importance within the overall APEC cooperation. One view held that trade liberalization remained the foremost and central policy agenda, if not the only policy agenda, for APEC cooperation. Another view held that the trade agenda had hijacked APEC’s cooperation agenda, in the sense that APEC work had been narrowly focused on trade liberalization. 

(Reports of the lead economies)

The Chair then invited Japan, Korea, Chinese Taipei and the Philippines to report on the progress of their work on the crisis project.

Japan, as the project coordinator, briefed the meeting of the schedule for the work. The lead economies would aim to have good discussions on a draft final report during the next EC meeting in September. The draft would be circulated in advance of the September meeting, to allow EC members enough time to review.
Regarding the research work on growth potentials, Japan would further refine the estimation work on growth outlook, taking into account various comments received to date on the preliminary work reported in the progress report, and the World Bank’s work. Apart from quantitative work, Japan was considering looking into the importance of entrepreneurship in fostering growth potentials and examining possible ways to examine this issue area.
Korea informed the meeting that it had focused more on the trade aspect in its study last year, and that it would concentrate more on the area of investment this year. Korea would also take into account various comments received at the symposium.

Chinese Taipei’s main plan for this year was to utilize the census data of Chinese Taipei to conduct comprehensive empirical studies on vertical disintegration, transition analysis, growth engine and impact of the Asian financial crisis on SMEs. Chinese Taipei intended to consider various issues raised at the symposium, including institutional factors that encourage the development of a successful SME sector.

The Philippines informed the meeting that it was updating the report used during the symposium and that work will move towards the policy section of the report.  However, difficulties are being encountered in gathering data from the various economies as social indicators are not as well developed.  This was also the observation made during the symposium.
(Discussions)

After hearing the reports on the symposium and the plans for work of the lead economies, the meeting had a useful exchange of views on various issues including the assessment of Asian crisis, corporate governance, the relationship between industrial structure and economic performance, and the balance of APEC policy agendas.

The meeting shared the view that the symposium had been a great success, fleshing out many of key issues pertaining to the long-term prospects and policies of APEC economies. The EC Chair was requested to prepare the proceedings of the symposium. Brunei Darussalam informed the meeting that the issue of vertical disintegration in SMEs had been considered for discussion in this year’s APEC Ministerial Meeting on SMEs. The meeting was looking forward to the future work for this project.

7. Economic Outlook

(Discussion on 2000 Outlook) 

The Philippines briefed the meeting on its proposed themes of the 2000 Outlook and the schedules.

Chapter 1 will discuss recent performance and prospects of APEC member economies. In addition to the usual discussion on aggregate economic performance in the past few years, the prospects and challenges next year and in the near future, and the individual economy reports, Chapter 1 will revisit and analyze the nature of the 1999 recovery of the East and Southeast Asian economies after the Asian financial crisis. It will discuss the policy responses and strategies undertaken by Asian economies, and the policy stance taken by other major APEC economies such as U.S. and Japan. 

Chapter 2 will pursue a new thinking on regional trading arrangements (RTAs). The chapter will open with a brief survey of the international economic environment, with particular focus on the implications to the multilateral trading system. The Chapter then will provide a background on the new RTAs; the goals, policies, institutional arrangements and implementation mechanism of these RTAs. The Chapter will also review the evolution of analytical thinking about RTAs, with a view towards a framework that highlights the positive outcomes from the new RTAs. Lastly, policy measures and new areas of cooperation within APEC under this new framework of RTAs will be explored.
As regards the schedule, the Philippines will host an Outlook symposium in Manila in June. The first draft report will be circulated for comments in August. The Outlook task force meeting and the EC plenary in September will discuss a revised draft for finalization by November. At the request from the EC Chair, the Philippines will advise EC members of more detailed timeframe for preparation at its earliest convenience.

The meeting welcomed the proposed themes. In particular, the meeting agreed on the importance and timeliness of the proposed theme for Chapter 2, with some economies describing it as “intriguing” and “challenging.” A number of economies reported that they were forging or considering new bilateral or sub-regional free trade and investment arrangements, including Singapore-NZ, Singapore-Japan, Japan-Korea, Korea-Chile, and CER-AFTA. In this connection, the meeting was advised that senior officials, during their retreat and SOM I, had discussed the importance of looking into bilateral trade and investment arrangements and their significance on the WTO system. The Philippines was requested, as it developed the study, to clarify such terms as “new thinking” and to include discussion on the linkage between trade and development, which was the previously-agreed basic theme for 2000 Outlook.

(Preparation for 2001 Outlook) 

The EC Chair stated that the preparation of next year’s Outlook needed to be initiated at this meeting since the task required a sufficient lead-time. The Chair informed the meeting that Hong Kong, China had kindly stepped forward to become the coordinator for the 2001 Outlook. The meeting welcomed Hong Kong, China’s offer.

The meeting had a free-flowing, informative exchange of views on possible themes for the 2001 Outlook. Hong Kong, China shared its preliminary ideas with the meeting; the financial market restructuring and its inter-linkage with economic performance, human resources development and its effect on growth, and foreign direct investment.

Regarding financial sector restructuring, there was a view that, within APEC, this issue was handled by the Finance Ministry group and thus duplication be avoided, and in particular that the group tended to take the view that the assessment of financial sector restructuring be conducted exclusively by them. There was also a view that financial sector restructuring was a good candidate for next year’s theme, because of its continued importance in the APEC region and Hong Kong, China’s expertise in the field, and that the Outlook could add value for APEC if its focus be placed on the inter-linkage between financial sector restructuring and the economy’s performance such as economic stability, rather than narrowly focusing on financial sector restructuring per se.

Another potential theme which attracted much interest in the meeting was the issue area related to knowledge-based economies or the new economy. The idea was that there would be much scope to further develop an in-depth study building on this year’s KBE project.

Hong Kong, China appreciated the meeting’s active discussions on potential themes, which were useful for its further consideration. Hong Kong, China will consult with other economies intersessionally once it develops the themes for the 2001 Outlook.

8. Other Business (budgetary matters, future meetings, and document access)

The APEC Secretariat informed the meeting that the APEC Ministerial Meeting in Auckland last September approved two EC projects, namely:

· The Publication of Economic Committee Reports for 2000 with a budget of US$70,500;  and

· The Funding of Keynote Speakers to Attend the APEC 2000 Economic Outlook Symposium with a budget of US$31,800.

The meeting was also briefed on the preparations for the coming meeting of the Budget and Management Committee (BMC) on March 30-31. The APEC Secretariat is requesting APEC fora to submit all their papers to the Secretariat not later than February 22. These papers include urgent project proposals for funding under the Operational Account, and evaluation reports for all projects completed since June 30 last year.

The Secretariat informed the meeting that SOM III and related meetings are scheduled to be held on September 15-23.  The 2nd EC plenary meeting will therefore be held between those dates.

The Committee approved the public release of meeting documents in accordance with the Document Classification List the Secretariat had prepared.
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