APEC ECONOMIC COMMITTEE

SECOND PLENARY MEETING FOR 2001

20-21 August 2001

Dalian, People’s Republic of China

CHAIR’S SUMMARY REPORT

The APEC Economic Committee (EC) held its second plenary meeting for the 2001 cycle on 20-21 August in Dalian, the People’s Republic of China.  The meeting was chaired by Dr. Kyung Tae Lee of the Republic of Korea, and attended by Australia; Canada; the People’s Republic of China; Hong Kong, China; Indonesia; Japan; the Republic of Korea; Malaysia; Mexico; New Zealand; Peru; the Republic of the Philippines; Russia; Singapore; Chinese Taipei; Thailand; and the United States of America.  The APEC Secretariat was present.

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. Review of Implications of Discussions at SOM II on EC’s Work 

The Chair apprised the meeting of the following developments that have transpired in terms of the Committee’s work since EC’s first meeting for 2001 in Beijing in February and since SOM II in Shenzhen in June:

· The EC Chair briefed SOM II on the progress of the Committee’s work in line with its Work Program for 2001-2002.  The EC has four core projects for this year, namely: the 2001 APEC Economic Outlook; the New Economy project; the Benefits of Trade and Investment Liberalization and Facilitation; and the Implementation Plan for the Knowledge-based Economies (KBE) recommendations. SOM welcomed the efforts and progress made so far by the Committee in preparing the 2001 APEC Economic Outlook Report and conducting the other three projects. SOM encouraged the Committee to continue its work and looked forward to further successful work and deliverables from the Committee;

· A New Economy Task Force Meeting and a Seminar on the New Economy were held in Beijing in April;

· The 2001 APEC Economic Outlook Symposium was held in Hong Kong, China in June, immediately followed by an Outlook Task Force meeting;

· The Chair and Vice Chair Ms. Elley Mao attended the Deputy Finance Ministers’ Meeting in May;  

· Japan and Korea are collaborating on the research project “The Benefits of TILF” and a coordinating meeting was held in Seoul in July;  and

· The EC will make a presentation on the KBE implementation plan at the e-APEC Task Force Meeting being held simultaneously in Dalian.

4. New Economy

4.1 Report on the New Economy Meeting held in Beijing in April 2001

The United States reported that the New Economy Meeting was held in Beijing on 17-18 April.  The objective of the meeting was to review the status of the project being undertaken by the Institute for International Economics (IIE) on behalf of the United States.  The meeting discussed the following items:

· The definition of the New Economy;

· The policy fundamentals underpinning the New Economy;

· The potential consequences of differential performance among APEC economies;

· Additional elements of the U.S. project;

· Other parts of the overall New Economy in APEC projects;  and

· Timetable for the U.S. project and coordination of the various projects.

4.2 Progress Reports on the New Economy Projects

4.2.1 Innovation in Service Industries Including E-Commerce

Australia informed the meeting that the scope of this study has evolved since it was first proposed to the EC in February 2001, in light of the New Economy Task Force meeting in Beijing in April.  This is reflected in the study’s new title “Innovation in Service Industries including E-Commerce,” which is slightly more general than the former title “Impact of E-Commerce on Service Industries.”

Australia gave a brief outline of the study, whose objective is to examine innovation in APEC service industries, with special reference to e-commerce, and the economic and policy implications for member economies.

The meeting was further informed that the drafting of the background material has begun, drawing on the sources listed in the outline.  The case study analysis is set to proceed using the case studies from member economies that have been submitted to the US (IIS) project on the New Economy.

Australia invited any further relevant case studies from other economies with a view to having a well-progressed paper by December 2001.

4.2.2 Economic Growth in the Information Age: A Case Study of Canada

Canada informed the meeting that the research project is advancing well and progress has been made on several fronts, namely:

· Canada is prepared to engage the services of Professor Dale W. Jorgenson of Harvard University and his team to collaborate with Industry Canada and Statistics Canada in undertaking a comparative study that will improve understanding of the role of ICT in enhancing productivity and economic growth in Canada and the United States. The parties involved have already discussed the methodologies and framework to be used for the project;

· Statistics Canada will prepare all the necessary data and has made progress in preparing the data set.  Due to the nature of the project, the Canadian data have to be comparable to that of the U.S. as the same statistical methods will be used for analysis for both economies;

· Canada is working on a preliminary draft paper entitled “Emerging New Economy in Canada.”  This paper will focus on the Canadian economy with a limited comparison with the U.S. due to data limitations. The first draft is expected by December.  Over the next year, attention will be focused on the broader study.

4.2.3 Renewed Importance of Entrepreneurship in the New Economy

Japan presented a preliminary draft of its research project.  It may be recalled that the EC published last year a report entitled “APEC Economies beyond the Asian Crisis,” which contained a section outlining a menu of options for public policies that attempt to foster entrepreneurship.  The report was, however, based on an analysis of limited economies in the APEC region, most of which were industrialized economies.  

The Japan research team has compiled this follow-up report, which focuses on the case studies of selected APEC economies, and takes a closer look at the diversified conditions and development stages among the members.  The report tries to identify the economic rationale of the policies and to extract the “best practices” from them.

4.2.4 Transforming the Digital Divide into Digital Opportunity

Chinese Taipei presented a preliminary draft of its research project. The research divided the APEC members into four tiers based on per-capita income and found that digital divides in terms of Internet penetration ratio and Internet host density are indeed alarming. Digital divides have been widening between the upper-tier and lower-tier member economies since 1994. These two measures of digital divide are also found to significantly affect labor productivity of the economy, while other factors, such as capital-labor ratio, are controlled.

Regarding social factors that may affect an economy's Internet penetration ratio, the preliminary result indicates that Internet penetration increases with the income level, the degree of urbanization, and the literacy ratio of the society. More importantly, it indicates that Internet penetration is fairly sensitive to the price of Internet access. It implies that a low-income economy may still stimulate the Internet usage by lowering the price of access fee.

Chinese Taipei informed the meeting that the project researchers have collected some basic data on digital divides in the APEC region.  The study has thus far mainly drawn upon secondary data, but Chinese Taipei has proposed to conduct a firm-level study to draw information on individual companies that have successfully taken advantage of the advances in ICT.  A few interviews have been completed, focusing on companies in the information industry.  Work will continue after EC II, taking into account the comments and suggestions from member economies.  After the analysis of the macro-data and case studies, the research group hopes to find some opportunities that could help narrow the digital divide in the APEC region.

A draft of the research paper was circulated at the meeting.

4.2.5 The New Economy and APEC

Dr. Catherine Mann gave a presentation on the U.S.’ research project prepared by IIE, outlining the main points contained in the draft report that was circulated at the meeting.

The report addresses four questions, to wit:

· What are the fundamental underpinnings of the “New Economy”?

· What evidence is there, at the macro level on benefits to growth, and at the micro level on the challenges of transformation, which could assist in the domestic political discussion about policy reform and structural adjustment?

· What are the implications, particularly in terms of trade competitiveness and digital divides, of the different paces of policy reform in pursuit of the New Economy?  And

· What conclusions and recommendations, both for economies and for the institution of APEC, could be drawn from the foregoing discussion?

The report’s recommendations cover the areas of fiscal policy and fiscal activities of government; banking and financial market policy; trade and cross-border investment policies; and pro-competitive market regulation and legal environment.  The four policy domains offer a useful framework for classifying policies that are crucial to creating an environment in which networked information and communications technologies could transform the activities of governments, consumers and firms, yielding overall higher productivity growth and economic well-being.  The specific recommendations within each policy domain are keyed to impediments and challenges that have been gleaned from research, as well as analysis of case studies prepared for the report.  Several recommendations span the four policy domains, recognizing that in the New Economy the inter-relationship among policies are tighter and often policy authorities overlap.

Discussion (for all items under Agenda Item 4)

Some of the findings, conclusions and recommendations contained in the US paper were met with serious concern from member economies as they have far-reaching implications.  Some economies wondered whether the EC was already going beyond its Terms of Reference when it makes strong policy recommendations on trade.  There were suggestions that the EC should consult other forums like the CTI and GOS regarding the recommendations in the report.

In order to move the US report forward, the meeting agreed on the following:

· Re-define the set of recommendations to

· Focus on the fact that these are analytical conclusions that were derived from the research of the paper;

· Emphasize that these conclusions point out necessary reforms to achieve the New Economy outcome;  and

· Acknowledge that in no way do these conclusions bind the decisions of policymakers beyond the rational interpretations of the results of the report.

· Take out some specific references that seem of greatest concern to members, e.g., “negative list” for services liberalization, SRTAs.

· Review and employ the useful comments, both of general and contextual nature and more specific references noted by several members.

The meeting further agreed on the following steps and timeline:

· Committee members would submit their written comments on the draft report to the United States by the end of August;

· The U.S. would revise the paper, taking into account the comments received;  

· If necessary, the U.S. would hold bilateral consultations with economies that still have concerns with the revised paper until September 7;

· The U.S. would submit the final draft on September 8;  and

· If there are still serious disagreements, the Chair should be informed of this and he will continue to hold consultations with concerned economies.

5. Knowledge-Based Economy (KBE) 

5.1 Demonstration of the Knowledge Clearing House Website

Korea gave a demonstration of the Knowledge Clearing House website.  Discussions on this item were done in tandem with Agenda Item 5.2.1 below.

5.2 Presentation of the implementation plan for KBE recommendations

The lead economies for the KBE project, namely, Korea, Australia and Canada, presented to the meeting an implementation plan for the KBE recommendations.

5.2.1 Knowledge Clearing House (KCH)

Korea informed the meeting that the proposed KCH will be in the form of a website that would serve as a network hub for facilitating the flow and availability of knowledge. The information that the KCH channels may include statistical data, specialized databases, manuals, guidelines, etc. The KCH could be utilized as a vehicle for realizing the e-APEC strategy for building a digital society in the APEC region.

The KCH will provide three major functions that can act as instruments for concrete and effective implementation of the e-APEC strategy: 1) provide a database for accessing information on e-APEC projects and activities; 2) provide a means for establishing a loose network consisting overseers, officials and others involved in e-APEC projects and activities; and, 3) provide an interactive, online, real-time forum for facilitating exchanges of views and information and for promoting cooperation and interaction among the network members. Duplication could be more effectively forestalled and outcomes maximized. In light of these potential benefits for giving the e-APEC strategy digital form, the EC requested that SOM take note of the KCH as a means for implementing the e-APEC strategy for building a digital society in the APEC region.

To work effectively, the KCH should be able to perform the following functions:

· maintain a database;

· provide a loosely connected network;  and

· serve as an interactive forum.

The lead economies are in the process of preparing a detailed plan with the following elements:  (1) construction of a KCH website;  (2) establishment of a KBE network;  and (3)  construction of a KBE database.

Part of the implementation plan is the formation of an Advisory Group, whose members would be drawn from EC’s member economies on a voluntary basis.  The Advisory Group would advise the manager of the KCH database on, among other things, the scope, priorities and broad technical directions of the KCH website and database.

5.2.2 Generation of Igniting Policies

In its presentation, Canada stated that recognizing the prime importance of knowledge for sustained economic growth and promotion of its efficient use in all sectors of an economy is important for the transition to a KBE.  In the context of APEC, it is true that the degree of transition to a KBE widely varies.  Policy agenda priorities may be different depending on the economy’s stage of development.  Nevertheless, the experiences of advanced economies provide valuable lessons for developing economies as well.  Experiences of many economies, developed and developing, over the past decade imply that the transition to a KBE is crucially affected the policies relating to innovation systems, human resources development, business environment and ICT infrastructure.  It is therefore important to be able to draw from these experiences and develop master plans, long-term policy goals and specific policy measures that lead to the transition to a KBE. 

As part of the proposed implementation plan, Canada recommends the establishment of a KBE Task Force under the EC. The TF’s tasks would include the preparation of KBE indicators, provision of information on best practices, consultation on KBE-related policy issues, and development and prioritization of proposals for consideration by EC, SOM and other relevant APEC forums.

5.2.3 Inclusion of KBE Indicators in the Economic Outlook

Australia informed the meeting that a potential benefit from including KBE Status Indicators (KSIs) in the Outlook report is that it will provide information regarding how APEC economies are progressing towards a KBE, both collectively and individually.

The lead economies have drawn up a preliminary list of KSIs that could be considered for inclusion in the Outlook report.  Taking into the resource implications of compiling such data, the KSIs that were included in the preliminary list are those that are already being routinely collected by an agency in each economy for reporting to international agencies such as UNESCO, and thus should be readily available for APEC purposes.

The proposed implementation plan includes the following:

· Develop and update, if necessary, a list of KSIs that will be included in the Outlook report;

· Form a Task Force (the same TF mentioned in 5.2.2 above) whose task is to collate data; and

· Most of the functions are recommended to be performed on a voluntary basis.

Discussion (covering Agenda Item 5 and all its sub-items)

Clarification of the source of the data was a concern for many of the member economies. The lead economy, Australia, explained that to have a uniform definition be applied to all the member economies, already-compiled data was used. The data in the report presented was taken from the World Bank. For future research, the member economies expressed that data interpretation be conducted carefully.

Canada stated that this project is a revolutionary project and that the EC does not need to have all the complete data in the first chapter.  It also suggested that the KSIs need not necessarily be a chapter of the report, but an appendix could be constructed for the purpose.

The Chair said that he hopes to include KSIs in the 2002 Outlook report when the EC is ready.  He emphasized that this is a voluntary and evolutionary process, and that EC would be selective in the KSIs to be used.

6. The Benefits of TILF 

6.1 Report on the Project Meeting held on 12 July 2001 in Seoul, Korea

Korea reported that a project meeting between Korea and Japan was held on 12 July in Seoul.  Each side presented its research plans for discussion and comments.  Japan will examine the impact of investment liberalization, while Korea will take the lead in finding methods to measure the impact of trade facilitation on the international transaction cost.

Both sides expressed concern over the difficult task of quantifying the impact of trade facilitation on transaction cost.  And with the methodology still under consideration, this concern became more pronounced.  Surveying targeted businesses was one suggestion.

By asking the expected reduction of transaction costs accompanied by trade facilitation, the lead economies hope to give the shock to the model and find the effects on trade and welfare in the APEC region.

The next task for Japan and Korea is finding an analytical tool.  Both sides must find a tool that they could use for the study.  Japan and Korea have fully agreed on the proposed table of contents and time schedule for the project.

6.2 Progress Report on the Benefits of TILF

Japan briefed the meeting on the progress of its work on this project.  The suggested title of the report is “Quantitative Analysis of the Impact of Investment Liberalization through Structural Reforms.”  The report aims to demonstrate the benefits of FDI and the positive impact of investment liberalization.

Discussion
The United States asked if there are existing literature on this issue, or if this report is something new, and what is its contribution to the existing literature. Until this project, tariff equivalent was used to measure the economic effect of trade facilitation. This research endeavors to measure the transaction cost in trade facilitation. Survey will be conducted to actual businesses within the APEC member economies, which deal with trade facilitation on a daily basis, to measure the transaction cost of trade facilitation.  The research also endeavors to analyze the impact of investment liberalization on each APEC economy based on the latest data.

6.3 Status report on the Canadian project on the economic benefits of trade facilitation

Canada briefed the Committee on the status of its project on the economic benefits of trade facilitation, which was first presented during the meeting of the EC in Beijing in February 2001.  This project has received TILF funding, and involves the preparation of a major research report for the Committee on Trade and Investment (CTI) on the development of an APEC capacity building initiative for trade facilitation.  In order to develop recommendations for such a capacity building initiative, the project will provide a better understanding of the economic benefits of trade facilitation in three areas: customs, standards and business mobility.   

Canada explained that the project would be conducted by a group of consultants led by the World Bank’s John Wilson.  The report should be ready in time for the meeting of APEC Ministers Responsible for Trade in 2002 in Mexico.

Canada also welcomed the project by Korea and Japan on the benefits of TILF, and said that it had instructed the consultants working on its project to be in close contact with the Korean team to ensure that both projects would complement each other to the greatest extent possible.

Discussion

On the question as to whether this project is a CTI or an EC project, Canada explained that the project had been approved for TILF funding as a CTI project.  However, as the project does have a large economic component, Canada believed that it was important to keep the EC well informed of its progress, which is why it requested that it also be included in the EC’s work program.

Korea stated that the Japan-Korea project includes investment and the trade section, which involves a survey. Korea and Japan will work in collaboration with the APEC Business Advisory Council (ABAC) in the whole process of conducting a survey.

7. Economic Outlook 

7.1 Report on the activities of the Economic Outlook Task Force and Discussion of Issues

(Issues under this item were discussed at the Economic Outlook Task Force meeting that was held in the morning of August 20.  Please refer to separate report on the Outlook Task Force meeting for the results of the meeting.)

Hong Kong, China expressed its thanks to EC members for their useful comments on the draft report.  Hong Kong, China will try to incorporate as much as possible the comments in the final draft.  Members were reminded to submit their updated data and comments not later than the end of August.

7.2 Preparations for the 2002 Economic Outlook:  Coordination and Preparation for the 2002 Economic Outlook Symposium

Mexico presented to the meeting the Terms of Reference of its proposed theme for next year’s Chapter 2 of the Outlook, i.e., “Microbanking Regulation and Supervision in the Asia-Pacific Region.”

The study aims to:

(1) review recent experiences of APEC member economies regarding the regulation and supervision of microbanking activities, considering specifically how they have contributed to the development and strengthening of more sophisticated intermediaries;

(2) analyze complementary promotion policies and specific institutions or mechanisms devoted to supporting microbanking activities;  and

(3) assess the concrete effects of microbanking on the targeted beneficiaries, i.e., the low-income population and micro-enterprises demanding such services.

Mexico also informed the meeting that a symposium on microbanking supervision and regulation would be held in Mexico on 21-25 July 2002, coinciding with a High-Level Meeting on Micro-enterprise.

7.3 Report on the 2001 Economic Outlook Symposium

Hong Kong, China thanked Committee members for their active support and participation in the 2001 APEC Economic Outlook Symposium, which was held on 28-29 June in Hong Kong, China.  Participants from the academia, government, international organizations and the private sector provided valuable inputs and contributions towards the drafting of the Outlook’s Chapter 2, which deals with the study of the relationship between financial development and economic growth.

7.4 Finalization of the 2001 Economic Outlook report

It was agreed that Committee members would give their updated data and comments for both Chapters 1 and 2 to Hong Kong, China by the end of August.  Hong Kong, China would then try to incorporate as much as possible the comments received, and circulate the final draft during the first week of September.  The final version of the report should be with the APEC Secretariat by 14 September for publication.

Discussion (covering all items under Agenda Item 7)

Members expressed support for Mexico’s initiative to have the study of microbanking regulation and supervision as the structural theme for next year’s Outlook report.  Some members, however, suggested that “microbanking” should be clearly defined so that economies could deliver comparable inputs.

The Chair informed the meeting that he sent out letters to member economies inviting volunteers to coordinate Chapter 1 of the 2002 Outlook, but has not received any response thus far.  He then asked for suggestions on how to proceed with the preparation of future reports should it prove to be difficult to get member economies to volunteer as Outlook Coordinator.

Some of the ideas/suggestions expressed were:

· To contract out the report (New Zealand);

· To do away with Chapter 1 since many other international organizations (e.g., IMF, World Bank, ADB) are already doing this.  Furthermore, the content of this chapter is politically sensitive. (Singapore);

· To request the Finance Ministers to fill in the gap of advising the Leaders on the economic overview of the region if EC stops doing Chapter 1 (Australia); and

· To consider re-structuring the report, but keep the country profiles (Canada).

Based on the above noted suggestions by the member economies, the EC Chair will bring forth a plan for how best to coordinate Chapter One for the 2002 Economic Outlook Report by the end of September.

8. Other Activities

8.1 2001 Publications

Following the agreed timeline for submission of comments and revising and finalizing the drafts of the various reports, the APEC Secretariat requested to receive by September 14 the final draft of all EC reports to be published as deliverables at the Leaders and Ministers’ meeting in Shanghai in October.

8.2 Report on the August 2001 BMC Meeting

The APEC Secretariat informed the Committee that two out of the three project proposals submitted by EC to the July 31 – August 2 meeting of the APEC Budget and Management Committee were approved for funding in 2002.  These were:

(1) Korea’s project proposal for the publication of EC reports for 2002 in the amount of US$73,150.00;  and

(2) Mexico’s project proposal for the funding of keynote speakers attending the 2002 APEC Economic Outlook Symposium in the amount of US$65,000.00.

8.3 Proposals for Future Work

The Chair invited suggestions and proposals from member economies on possible research projects the Committee could undertake next year.

It was agreed that proposals for future work would be considered at the first EC plenary meeting next year when the Committee adopts its work program for 2002.

8.4 Other matters

Peru inquired about the ownership of copyright over the report prepared by IIE.

Peru’s questions stemmed from the discovery of an advertisement in the Amazon.com website of the IIE report on the New Economy.

The meeting agreed that the Chair should write to IIE, seeking clarification on the circumstances behind the said advertisement.  For the purpose of transparency, it was agreed that the Chair should furnish all member economies a copy of his letter to IIE, as well as IIE’s reply, if any.

9. Document Access

The Committee approved the public release of meeting documents in accordance with the Document Classification recommended by the APEC Secretariat.

10. Future Meetings

Mexico informed the Committee that the next EC meeting will be held in Mexico City in February 2002, with the specific dates to be conveyed at a later time.
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