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APEC ECONOMIC COMMITTEE

2001 FIRST PLENARY MEETING

15-16 February 2001

Beijing, People’s Republic of China

CHAIR’S SUMMARY REPORT

The APEC Economic Committee (EC) held its first plenary meeting for the 2001 cycle on 15-16 February in Beijing, the People’s Republic of China.  The meeting was chaired by Dr. Kyung Tae Lee of the Republic of Korea, 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 making observations on the regional economic situation, namely, that affected member economies are yet to overcome the financial crisis, the possible slowdown of the United States’ economy, the uncertainties regarding Japan’s economy and the slow pace of reforms. As the incoming Chair, he reiterated the intention to adhere to the EC principles of demand-driven, high quality work and to deliver forward-looking research outcomes that will reflect the views of all member economies. In this context, the EC’s role is to provide research outcomes to APEC Economic Leaders, Ministers and Senior Officials, guiding their decisions on the long-term economic strategy for APEC.

1. Adoption of Agenda

The Committee adopted the agenda as proposed by the Chair.

2. Business Arrangements

The APEC Secretariat informed the Committee of the business arrangements for the meeting.

3. Election of Vice Chairs

The meeting elected Ms. Elley Mao of Hong Kong, China and Dr. Surendra Gera of Canada as the Vice Chairs of the EC for 2001-2002. The meeting expressed its appreciation to the outgoing Vice Chair, Ms. Margarita Songco of the Republic of the Philippines. 

4. Review of the Outcome of Leaders and Ministers Meeting in 2000

The Chair quoted the relevant parts of the APEC Tasking Statements 2000, specifically instructions on the New Economy from APEC Economic Leaders and on the impact of higher oil prices from the Ministers. He noted that the Leaders tasking is reflected in forthcoming research on the New Economy.

5. Work Program for 2001-2002 

5.1 Directions of the New Work Program

The Chair outlined the Work Program for 2001-2002, which includes the Economic Outlook and the following research topics: 

· New Economy: Issues and Policy Challenges in APEC Economies;

· The Benefit of APEC Trade and Investment Liberalization and Facilitation; 

· A Plan for the Implementation of KBE; and, 

· The Impact of Higher Oil Prices on APEC Economies.

5.2 Individual Projects

a. New Economy

The Chair noted that the analytical foundation for the New Economy issue is not sufficient and that the EC could contribute through deeper study to provide the necessary knowledge for decision-makers. He outlined the following proposed area of research.

· What is a “New Economy”?

· What are the key forces contributing to the growth of the New Economy – ICT, innovation and/or restructuring of enterprises, industries and markets?

· To what extent are APEC economies becoming “New Economies”?

· Is the policy environment in the APEC economies conducive to continued change towards a “New Economy”? What more needs to be done?

He noted that Australia, Canada, Chinese Taipei, Japan and the United States have expressed an interest in participating in the research.

Canada made a presentation on “Perspectives on the New Economy: United States and Canada.” The New Economy is defined in a United States context as a phenomenon where the following four key features are present:

· strong trend productivity growth;

· co-existence of low inflation and low unemployment;

· disappearance of Federal budget deficits; and,

· superior United States economic growth and productivity performance relative to other industrial economies.

The key drivers behind these economic gains are increased investment in ICT, organizational changes in business, and supportive policies, including fiscal discipline, investing in people and liberalization.

Canada is lagging behind the United States. However, the indices are picking up. Investment is picking up. The ICT sector is expanding. Businesses are restructuring. Productivity growth is up in 2000.

The policy lessons are the same as that for the KBE report, that is, to be supportive of innovation, HRD for the New Economy (specifically digital or e-skills), ICT and ICT using industries, and the business environment.

The points raised during the discussion include:

· Is Canada a New Economy? (Response) Canada is moving towards a New Economy. The huge differences between Canada and the United States, despite their economic closeness, warrants a closer look at their investments in ICT.

· Australia and New Zealand share many of the four characteristics, but are not strong ICT manufacturers. Perhaps a competitive business environment is the key? (Response) ICT spending is a critical manifestation of the New Economy. Organizational changes that come with the New Economy such as innovation in small firm patents, financing and compensation are more difficult to quantify. The fact that Australia and New Zealand are not big ICT producers has not hampered them. In the United States, the majority of ICT use is imported while the majority of production is exported. The new and old economies are interdependent.

· Singapore agrees with the definition, but data collection for all the APEC economies may be difficult. There may not be a sufficiently long time series for some indicators like ICT. Trend analysis may also be difficult because of the disruption caused by the Asia crisis.

· New Zealand cautioned against drawing quick conclusions, noting that subtlety on the indicators and policy conclusions is required.

· The role and contribution of ICT in economies as input only, output only or as both input and output must be examined.

· What are the micro conditions to kick start widespread application of ICT to bring about KBE? 

· Thailand sees the New Economy as representative of another period of technological advancement and emphasized the importance of closing the digital divide. (Response) ICT represents a technology wave. It is a general-purpose technology. We must consider the macro and micro environment conducive to reaping the benefits.

· In seeking to define the New Economy, each economy has its own idiosyncrasies.

Chinese Taipei introduced its proposal on “Transforming Digital Divides into Digital Opportunities” which is an analytical approach to this issue, complementing its proposal in other APEC fora emphasizing capacity building. It outlined the following issues to be addressed.

· How serious is the digital divide in the APEC region?

· What are the impacts of digital divides on the division of labor, the organization of production, and the rise and fall of industries across the APEC region?

· What are the effects of IT applications on economic performances at the firm and the industry levels?

· What contributes to digital divides and what are the solutions?

· What are the opportunities for APEC members to cooperate in narrowing the digital divides and create new opportunities in the information age?

It also outlined the following research agenda:

· a survey of individual economies to assess the extent of the digital divide in the region;

· taking the electronics industry as an example, assess the effects of the digital divide on regional distribution of production and trade, and on overall competitiveness;

· preparation of case studies at firm level to examine the application of IT and its impact on productivity and the organization of production within the firm and across the region; and,

· to draw policy conclusions.

The United States introduced its proposal on “The New Economy: Issues and Policy Challenges in APEC Economies.”  It said the question is whether there is the potential for similar changes as in the United States in other economies. The proposed study will encompass the following components:

· an empirical assessment of how the various economies rank along several dimensions of the New Economy; and,

· an assessment of the policy environment necessary to foster technological and organizational innovation.

The Institute on International Economics (IIE) will carry out the following work plan:

· summary of relevant literature;

· empirical assessment of selected indicators for economies;

· estimates of impact of heightened productivity on output, income in selected economies; and,

· case studies of how firms innovate and reorganize in environments with different infrastructure characteristics.

The United States noted that the examination of quantifiable data such as ICT spending and ICT productivity is an important element to consider when measuring progress on the New Economy. Non-quantifiable data such as the level of innovation, the progress on organizational and educational reform, and the level of entry barriers are also important factors to examine. 
The United States also informed the meeting that at the margins of the IIE-Pudong Institute Conference on the New Economy on 23-24 March 2001 in Shanghai, an APEC EC panel is to be convened on 23 March to discuss the definition of the New Economy among other related issues.

Australia introduced its proposal on “Impact of E-Commerce on Service Industries,” noting that it achieved strong productivity growth despite not being a major producer of ICT goods. Service industries stand out as offering to create new trade opportunities through e-commerce. The study has a two-year timeframe and the Group on Services will be consulted. Australia briefed the meeting on the questions to be addressed as follows:

· the driving forces and impediments to the growth of e-commerce;

· the Internet’s role in facilitating the increased exports of services;

· empirical measures of the impact of the Internet on trade and employment in services;

· How well are APEC economies placed to meet the challenges imposed by increased foreign competition arising from e-commerce in service industries?

· How are different economies responding to these challenges? Can some “best practices” be identified?

· What are the implications for competition and economic policy of the increasing globalization of financial and business services, as intensified by e-commerce?

· What impediments to accessing business-to-business hubs exist, and what might be the impact of these hubs on employment, skills and migration patterns?

Japan introduced its proposal on the “Renewed Importance of Entrepreneurship in the New Economy,” the aim being to identify the right public policies, including on capital markets to foster entrepreneurship.

The points raised during the discussion include:

· Does the definition of the New Economy in the United States apply to others? (Response) An APEC definition of the New Economy can be discussed in Shanghai.

· The recommendations arising from the research projects must be something all economies can subscribe to.

· There should be an integrated project plan for all the projects on the New Economy so as to avoid duplication. (Response) The Chair will try his best to get integration of the projects. The United States project is on a one-year time frame while the others are on a two-year time frame.

· Income inequalities should be a factor in Chinese Taipei’s measurement of the digital divide. The number of case studies should be carefully selected to maximize their usefulness and kept to a manageable number. (Response) The internal digital divide is difficult to measure.

Member economies discussed the establishment of an ad hoc Taskforce for the “New Economy” project that will coordinate among participating economies with a view to avoiding duplication of works and facilitating efficiency. Australia, Canada, Japan, Korea, Chinese Taipei and the United States showed their willingness to participate in this coordinating group. 
b. The Benefits of APEC Trade and Investment Liberalization and Facilitation

During the SOM Retreat, the Chair had proposed that the EC carry out a mid-term assessment of the Bogor goals. However, due to the sensitivity of the subject matter, the scope and title were changed to “The Benefits of APEC Trade and Investment Liberalization and Facilitation.” Korea informed the meeting that the study will build upon previous work in APEC, including the 1997 EC study on the “Impact of Trade Liberalization in APEC” and the 2000 publication by Australia entitled, “Open Economies Delivering to People: APEC’s Decade of Progress”. The EC would also work closely with the CTI on this project.

Canada informed the meeting that its proposal on “Furthering Trade Facilitation in APEC” will be submitted to the CTI for consideration and TILF funding, but will also involve the EC on its economic content. Although the CTI’s Trade Facilitation Task Force is developing a set of Trade Facilitation Principles, Canada feels that APEC can go further. The project team, to be assembled from the World Bank, Canada’s Asia-Pacific Foundation, CIDA and others, will evaluate the benefits of trade facilitation in specific areas, identify non-tariff barriers and cross-cutting synergies, assess developmental impacts of trade facilitation as well as the role of e-commerce in trade facilitation. Recommendations for the development of a capacity building program will be made. Duplication with Korea’s project shall be avoided.

The meeting agreed to all the above as the EC’s research topics for 2001-2002
c. A Plan for the Implementation of the KBE

Korea, Canada and Australia introduced the “Implementation Plan of KBE Recommendations” comprising the following elements:

· the establishment of a Knowledge Clearing House (KCH);

· producing a menu of igniting policies; and,

· the inclusion of KBE Status Indicators in APEC Economic Outlook.

Recommendations for the implementation of the above elements will be submitted to the next meeting for consideration.

d. The Impact of Higher Oil Prices on APEC Member Economies

The Chair informed the meeting that an assessment of the impact of higher oil prices on APEC economies would be included in the 2001 Economic Outlook.

The meeting discussed the necessity of the above assessment in light of the fact that oil prices appear to have stabilized and that the initial volatility had a very small impact on economic growth. The meeting decided to carry out an assessment as per instructions of APEC Ministers, but with emphasis on the assessment of the change in oil dependency in APEC economies. Hong Kong, China circulated a template for economies to complete and return by 15 April 2001. 

5.3 Discussion on Extra Projects

No extra projects were submitted for consideration.

5.4 Proposed Time Schedule

The Chair emphasized the 1 May 2001 deadline for submission of information pertaining to the 2001 Economic Outlook. He also noted that other project proposals should be submitted by 15 April for inter-sessional consideration.

6 Economic Outlook

6.1 2001 Economic Outlook

a. Report of the Economic Outlook Task Force

Hong Kong, China as coordinator of the 2001 Economic Outlook, presented its work plan to the meeting. The research theme of the 2001 Outlook will be “Financial Development and Economic Growth”. The objective is to examine the relationship between financial development and growth, financial development and banking efficiency and, banking efficiency and economic growth. While economic literature finds a positive correlation between financial development and economic growth, the causality is mixed and controversial. The methodology used will be regression and correlation analysis, using data from twenty-one APEC member economies over the period 1970-2000. 

The findings will:

· provide a better understanding of how banks affect aggregate economic activity;

· identify factors affecting banking efficiency; and,

· identify policy implications for reform of the financial system.

A template was circulated for economies to provide relevant information by 16 March 2001.

The points raised during the discussion include:

· The Chair noted that the topic is particularly relevant for APEC economies in the context of the financial crisis. The findings would also be interesting in the context of Japan and Korea, where the financial market is heavily regulated.

· Concern was expressed over data availability. Suggestions were made for the use of secondary source of date. (Response) Provide as much information as possible. Secondary sources will be used.

· Canada suggested total factor productivity and labor productivity as measures of banking efficiency as opposed to the indirect measures of efficiency proposed to be used. (Response) Given the coverage of the study, it is not possible to carry out micro level analysis. The study is limited to the macro level.

· New Zealand expressed reservations on the possibility that the study will pass judgement on the banking sectors of APEC member economies and urged interface with the Finance Ministers process, where an exercise on credit rating agencies has just been completed. The Philippines reminded the meeting that the avoidance of prescriptive policy reform recommendations is an agreed principle of the EC.

· Mexico suggested a different approach by examining other economic indicators that are easier to collect such as valuation of risk exposure.
· The United States suggested that the required data should be submitted after clarifying whether a relationship exists between banking efficiency and economic growth.
· Japan expressed concern that a shorter interest rate spread may not come from increased banking efficiency but from increased competition in the banking sector.
The Chair concluded that the study should provide analytical foundation that would be useful for APEC Leaders and Ministers in their reform efforts. Care must be taken in the interpretation of data. The design of the project is good, but more effort should be made to reflect the concerns of economies. Duplication with Finance Ministers process should be avoided through the Chair making contact.

b. Plans for Outlook Symposium in Hong Kong, China

Hong Kong, China as coordinator of the 2001 Economic Outlook, presented its plans for the Outlook Symposium on 12-13 June 2001.


6.2 Preparation for the 2002 Economic Outlook

New Zealand informed the meeting that, in principle, it was very interested in coordinating the 2002 Economic Outlook, but is awaiting final outcome of internal budgetary approval processes.

7 Other Business 

7.1 Secretariat Report on Matters Affecting the Committee

The APEC Secretariat informed the meeting that final approval was given by the Ministerial Meeting in 2000 in Brunei Darussalam for the two EC projects for 2001, which are EC 01/2001 on the printing and distribution of EC publications, and EC 02/2001 on the funding of keynote speakers to the 2001 Economic Outlook Symposium. He also informed the meeting that the BMC will be meeting on 28-29 March and that all papers should be submitted to the APEC Secretariat by 26 February 2001. Papers expected from the EC are evaluation reports for completed projects and progress reports for ongoing ones.  For the July BMC meeting, the EC should submit project proposals for the publication of EC reports for 2002 and for the funding of keynote speakers to the 2002 Economic Outlook Symposium.

7.2 Future Meetings

The APEC Secretariat informed the meeting that the next EC meeting would take place on 20-21 August 2001 in Dalian, the People’s Republic of China, during SOM III, which will take place on 16-24 August 2001.

7.3 Document Access

The Committee approved the public release of all meeting documents (2001/SOM1/EC/001-013).

A Workshop on New Zealand’s Agricultural Reform Experiences was held on 15 February 2001.

Among the lessons learnt are:

· The New Zealand experience has its own particular political and economic circumstances, although the theoretical benefits of reform apply for all economies.

· It is better if reform is carried out at a multi-sectoral level. There is more support.

· Agricultural subsidies should end because of the following:

· economic inefficiencies;

· distributional arguments within and across economies;

· other reasons such as environmental costs, undermines the multilateral trading system, moral arguments (favors one group at the expense of others), and, nurtures the dependency culture.

The points raised during the discussion include:

· Political and social constraints. The particular circumstances of each economy. Each economy must follow its own paths and realities.

· Length of adjustment period. Adjustment costs. Safety Nets.

· Unfair competition and NTMs.

· The role of technology – post harvest technology.
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