APEC ECONOMIC COMMITTEE

FIRST PLENARY MEETING FOR 2002

25-26 February 2002

Mexico City, Mexico 

CHAIR’S SUMMARY REPORT 

The APEC Economic Committee (EC) held its first plenary meeting for the 2002 cycle on 25-26 February 2002 in Mexico City, Mexico. The meeting was chaired by Prof. Choong Yong Ahn 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; Mexico; New Zealand; Papua New Guinea; the Republic of the Philippines; Singapore; Chinese Taipei; Thailand; and the United States of America.  The APEC Secretariat was present.

At the opening of the meeting, Korea introduced Prof. Choong Yong Ahn, President of  Korea Institute for International Economic Policy (KIEP), as the new EC Chair replacing Dr. Kyung Tae Lee, who was appointed Korea’s ambassador to the OECD.  Prof. Ahn will be serving out the remaining year of Korea’s chairmanship of the Economic Committee.

1. Adoption of Agenda

The Committee adopted the draft agenda, attached as Doc. No. 2002/SOM1/EC/001.

2. Business Arrangements

Mexico and the APEC Secretariat informed the Committee of the business arrangements for the meeting.

3. Review of the Outcome of Leaders’ and Ministerial Meetings in 2001

The Chair apprised the meeting of the outcomes of the APEC Leaders’ and Ministerial Meetings held in Shanghai last year, including the recommended course of action for the implementation of the Shanghai Accord, and other instructions by Leaders and Ministers.

On counter-terrorism, the Committee recognized that terrorism has made a huge impact on trade (flow of goods), immigration (flow of people), aviation and tourism, among other areas.  It also acknowledged that terrorism has resulted in huge increases in transaction costs which affect economic activity.

As to what the EC could do to implement the Leaders and Ministers’ instructions on counter-terrorism, there were suggestions that the EC should conduct a study on the economic impact of terrorism.  The U.S. suggested perhaps incorporating the analysis in Chapter 1 of the Economic Outlook or including it as an Appendix, while no consensus was drawn during the meeting. It was also suggested that the EC should continue doing its work of promoting stable economic policies as a way of contributing to the fight against terrorism.

The meeting, on the other hand, also recognized that similar work, particularly with regard to the study of financial flows, is already being undertaken by other APEC fora, specifically the Finance Ministers’ process, and by other international organizations like the OECD.  The Committee recognized that it should avoid duplicating work already being done elsewhere.

4. Work Program for 2002

4.1   Economic Outlook

4.1.1 Chapter 1:  Economic Performance and Prospects

The EC Chair’s Office reminded the meeting to submit the economic data required in Chapter 1 by filling in the templates already circulated to member economies.  Copies of the templates are attached as Doc. Nos. 2002/SOM1/EC/004 and 2002/SOM1/EC/005.

May 1, 2002 was set as the deadline for submission of inputs.

New Zealand inquired whether it is possible to submit the data just once, towards the end of the year just before the Outlook goes to print, instead of updating them regularly.  The Chair’s Office explained that regular submissions were necessary because the progress of work for the Outlook’s preparation was being reported to SOM meetings.

Thailand suggested that instead of focusing on the templates and the economic data contained therein, it would be more useful if Chapter 1 of the Outlook could contain information on the economic policies that member economies plan to implement over the next six months, for example.

4.1.2 Chapter 2:  Structural Chapter on “Microbanking Development, Regulation, and Supervision in the Asia-Pacific Region”

Mexico informed the meeting that the preparation of Chapter 2 of the 2002 Outlook is well under way.  A preliminary draft of the structural chapter is being prepared and a preliminary version of the report is expected to be ready by the first week of June.  This version will be distributed to member economies for comments.

Mexico informed the meeting that only six economies (China, Australia, Japan, Chinese Taipei, Thailand and Peru) completed the template for data collection, and only four (Australia, the United States, Chinese Taipei and Thailand) submitted case studies.

Mexico requested those economies that have not done so to submit the completed templates and/or case studies as soon as possible for inclusion in the report.

Mexico’s progress report is attached as Doc. No. 2002/SOM1/EC/006, and a copy of its presentation is attached as Doc. No. 2002/SOM1/EC/022.

4.1.3 Coordination and Preparation for the 2002 Outlook Symposium

Mexico briefed the meeting on the preparations for the 2002 Outlook Symposium, which will be held on July 25-26 in Mexico City.  

Specialists from APEC member economies, private sector practitioners, and representatives from the World Bank, Asian Development Bank and the Inter-American Development Bank have been invited to the symposium to present their experiences with microbanking.

Twelve out of 17 invited speakers are nationals from 11 APEC member economies.  Fifteen of those speakers have already confirmed their participation.

The symposium will be divided into three sessions:  (1)  Regulatory and Supervisory Trends in Microbanking;  (2) Microbanking in the APEC region;  and  (3) New Trends in Microbanking.

The Economic Outlook Task Force, together with experts and specialists, is set to meet at the end of the symposium to discuss the inputs from the symposium that could be included in the structural chapter.

A copy of Mexico’s presentation is attached as Doc. No. 2002/SOM1/EC/021.

Discussion (Agenda Items 4.1.2 and 4.1.3)

There were questions from member economies regarding the scope of the study; the difficulty of defining microbanking due to the different stages and levels of financial development among APEC member economies; and the gender aspect of the study.

Mexico clarified that it would be difficult to change the scope of the study at this stage since the concept of the study had already been approved at the EC meeting in Dalian last year.  Mexico also explained that gender would be a subject of the study itself, and not just considered in the choice of speakers for the symposium. 

4.1.4 Preparation of the 2003 APEC Economic Outlook

The Chair invited volunteers from member economies to coordinate the preparation of the 2003 Economic Outlook, particularly those who have never been the coordinator since the Outlook was first published in 1995.

The APEC Secretariat, in its effort to further improve its services to APEC fora, offered to take on a more active part in the preparation of Chapter 1 of the Outlook, specifically with regard to data collection.

Thailand expressed interest in coordinating the preparation of Chapter 2 of the 2003 Outlook, subject to approval by appropriate authorities in the capital. 

Discussion
Canada was of the view that the preparation of Chapter 1 of the annual Outlook publication needs a permanent solution.  The work, according to Canada, involves three parts, namely:

· Work (data collection);

· Leadership (to be provided by an economy); and

· Finances (to pay for outsourcing of consultancy services).

The United States stated that the value-added of the Outlook is not the forecasts but the information on the economic policies of member economies that it contains.  The EC should therefore focus on the policy aspect and may even do away with the economic forecasts.

The meeting agreed that starting in 2003, the work involved in the preparation of the Economic Outlook report would be divided as follows:

1) The APEC Secretariat would be responsible for collecting the economic data required in Chapter 1;

2) Unless an economy volunteers, the EC Chair’s Office would be responsible for analyzing the economic performance and prospects of the APEC region for Chapter 1, based on the data submitted by member economies; and 

3) Unless an economy volunteers, the APEC host economy for that year would also coordinate the preparation of Chapter 2 on structural issues, after appropriate consultation with authorities.

The meeting welcomed Thailand’s offer to coordinate the preparation of Chapter 2 of the 2003 Outlook report, subject to confirmation by the concerned authorities in Bangkok.

The meeting also agreed to seek APEC funding for the possible outsourcing of consultancy services in the preparation of the analytical part of Chapter 1.

4.2 The Benefits of Trade and Investment Liberalization and Facilitation (TILF)

4.2.1 Project Meeting held on 18 January 2002 in Tokyo, Japan

Japan reported that Japan and Korea, who are working together on this project, held their second project meeting in Tokyo on 18 January 2002, where each side presented its report on the progress of its research since the last EC meeting in Dalian last year.

In that meeting, Japan explained the methodology used in constructing the model that would describe the economic effect of investment liberalization and facilitation, and would quantify the barriers to FDI by sector based on the information provided in the Individual Action Plans (IAPs).

Korea, on the other hand, presented the progress of its research work, focusing on the TILF Survey Results for Korea and Japan that were based on the outcome of the TILF Survey Questionnaire.  Korea also explained the model to be used in the study that would measure the impact of trade facilitation on international transaction cost.

Both sides exchanged views on basic database, data availability, quantification of trade/investment barriers and harmonization of models.

The two sides reaffirmed their earlier agreement to have the first draft of the study available by May or June in order to have the final draft considered at the EC meeting in August.  The final report will be submitted to the Ministerial Meeting in October.  Both sides recognized that it would be useful to hold an experts’ seminar between EC I and EC II.

4.2.2 Investment Liberalization

Japan gave a progress report on its research work on analyzing the impact of APEC investment liberalization and facilitation, in particular the building of a CGE model.

Japan presented an outline of the fundamental structure of the CGE model.  It also discussed the building of a model for the specific purpose of the EC study, which concerns:  (1) estimation of the FDI data;  (2) quantification of investment barriers;  and (3) adjustment of model equations to incorporate the FDI behavior.

Japan’s progress report and a copy of its presentation are attached as Doc. Nos. 2002/SOM1/EC/007, 2002/SOM1/EC/008, and 2002/SOM1/EC/016.

4.2.3 Trade Facilitation

Korea briefed the meeting on the progress of its research work on trade facilitation.  It also gave a presentation on the TILF Survey Results.

This project responds directly to the Shanghai Accord.  With a concrete target for trade facilitation set forth in the Shanghai Accord --- a 5% reduction in transaction costs across the APEC region over the next 5 years through increased trade facilitation efforts --- the project will attempt to measure the impact of trade facilitation on transaction costs.

A survey was conducted as part of this study to estimate the transaction cost reductions that would result from trade facilitation. The survey targeted Korean businesses engaged in trade activities in the areas of customs procedures, standards and conformance, and mobility of business people.

The Korean research team is also currently conducting a TILF survey targeting 21 APEC member economies, in close collaboration with ABAC.  It is crucial that businesses across APEC respond to the survey in order to accurately measure the APEC-wide impact of trade facilitation on transaction costs since the quality of the research depends on the number of samples.

The progress report and a copy of the presentation are attached as Doc. No. 2002/SOM1/EC/009 and 2002/SOM1/EC/015, respectively.

Discussion (Agenda Items 4.2.1, 4.2.2 & 4.2.3)

The project lead economies were cautioned with regard to interpreting information and data on FDIs in the IAPs since these are mere commitments and they do not necessarily mean liberalization measures that are already being implemented.

Highlighting the need for coordination among APEC fora, it was suggested that the EC share the results of the study on investment liberalization with the Investment Experts Group (IEG).  At the same time, the EC should also keep track of CTI’s work on trade facilitation.
4.2.4 Canadian Project on the Economic Benefits of Trade Facilitation

Canada shared with the meeting the progress of its trade facilitation research project for CTI.

The project is designed to follow-up on the recommendations of a Workshop on Trade Facilitation organized in September 2000, which led to the publication of the report “Cutting Through Red Tape:  New Directions for APEC’s Trade Facilitation Agenda” by the Asia-Pacific Foundation of Canada.

The main recommendations of that report were that APEC should look at trade facilitation in a coordinated manner, that APEC should become more active in capacity building for trade facilitation, and that APEC should adopt a clear performance targets for its work on trade facilitation.  In order to follow-up on these recommendations, this project aims to assist APEC in achieving the following:

· Gain a better understanding of the economic benefits of trade facilitation in the areas of customs, standards and conformance, and business mobility;

· Gain a better understanding of the impact of trade facilitation on development;

· Gain a better understanding of the potential benefits resulting from exploiting synergies across facilitation areas; 

· Perform a comprehensive evaluation of the usefulness of APEC’s past and current work on trade facilitation;  and

· Identify pilot projects in trade facilitation that will yield measurable results.

Canada’s progress report is attached as attached as Doc. No. 2002/SOM1/EC/011.

4.3  Knowledge-Based Economy (KBE)
4.3.1 Knowledge Clearing House (KCH) Website

Korea informed the meeting that it is in the process of developing the contents of the KCH website, and requested member economies to participate in the development of the website by way of comments and inputs.

4.3.2 Igniting Policies

Canada briefed the meeting on the progress of its work on developing a menu of igniting policies for facilitating the transition of APEC economies to KBEs.

The goal of these igniting policies is to create a policy environment that would facilitate the transition to KBEs in the areas of business environment, innovation systems, human resources and ICT infrastructure.  Examples of these strategic options of igniting policies include:  establishment of the APEC Collaborating R&D program; establishment of the APEC HRD assistance program; establishment of the APEC long-term learning program; establishment of the APEC KBE forum; facilitation of e-commerce in APEC; and promotion of e-government in APEC.

Canada encouraged member economies to provide information on issues such as best practices.  The success of the implementation plan critically depends on the progress with the KCH and collaborative activities among the different APEC fora.

Canada’s progress report and a copy of its presentation are attached as Doc. No. 2002/SOM1/EC/017 and 2002/SOM1/EC/018.

4.3.3 KBE Indicators

Australia reported to the meeting the progress of its work on KBE Indicators.  The report is attached as Doc. No. 2002/SOM1/EC/012.

The KBE Task Force (comprising Australia, Canada and Korea) has drafted a paper on KBE indicators for possible inclusion in the 2002 Economic Outlook report.  The KBE indicators will be included in the KCH website and continually updated.  Through the KBE indicators, APEC member economies could assess their progress towards a KBE, both collectively and individually.

As instructed by the Ministers, the KBE Knowledge Status Indicators (KSI) will be included in the APEC Economic Outlook Report on an annual basis starting with the 2002 report.  Although providing information is on a voluntary basis, all member economies are encouraged to participate in the KBE KSIs.  Australia will compile a set of publicly available KSIs covering most APEC economies for the 2002 APEC Economic Outlook Report.

4.4 New Economy

4.4.1 Innovation in Service Industries Including E-Commerce

Australia informed the meeting of the progress of its study.

Some preliminary material has already been drafted which relates mainly to the characteristics and importance of service industries in APEC economies.  The major parts of the study still to be prepared include an analysis of case studies, and analytical conclusions as to the policy implications.

Several of the case studies in the EC’s 2001 report “The New Economy and APEC” relate to this theme, and will be re-examined from a different perspective. Australia also intends to do a couple of new case studies on knowledge management in business services, and on the impact of the new economy on educational services.

Australia would welcome further inputs from all member economies in the form of relevant data, case studies, or references.

Australia’s report is attached as Doc. No. 2002/SOM1/EC/013.

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

Canada presented a progress report on its research study.

The final report will include a series of papers, analyzing the relationship between ICT and economic growth and examine comparatively the sources of economic growth in the Canada and the United States, both at the aggregate and industry levels.

The final project report would take about two years to complete.  However, the Canadian drafting team is in the process of producing a study entitled “The Contribution of ICTs to Productivity Growth in Canada and the United States in the 1990s” for submission to the EC by mid-2002.

Canada invited comments from EC member economies on the preliminary material presented.

Canada’s progress report and copy of its presentation are attached as Doc. Nos. 2002/SOM1/EC/019 and 2002/SOM1/EC/020, respectively.

4.4.3 Renewed Importance of Entrepreneurship in the New Economy

Japan informed the meeting that a tentative version of the study was presented at the EC meeting in Dalian last year, which included case studies on seven APEC economies:  China, Korea, Malaysia, Singapore, Chinese Taipei, the U.S. and Japan.

Japan is presently updating that version to reflect recent Japanese policies aimed at fostering entrepreneurship, such as the “support challenger program” under the “Advanced Reform Program” approved last November, tax system reform, and some other policies concerning cooperation between universities, industries and government.

Japan requested all member economies, not only those for whom case studies were made, to inform Japan of any new policies for fostering entrepreneurship, or to submit any comments on the subject to update the previous version of the report.

4.4.4 Transforming Digital Divide into Digital Opportunity

Chinese Taipei presented a preliminary draft report on this research project.

Chinese Taipei’s study attempts to answer the following questions:

1) How serious is the digital divide in the APEC region?

2) What are the impacts of the digital divide on the division of labor, the organization of labor, and the rise and fall of industries across the APEC region?

3) What are the effects of ICT applications on economic performance at the firm and industry levels?

4) What contribute to the digital divide and what are the solutions?  

5) Where are the opportunities for APEC members to cooperate in narrowing the digital divide and creating new opportunities in the information age?

Using firm-level and industry-level case studies as well as indicators on information infrastructure, human resources development and government policies, the study has reached the preliminary conclusion that the digital divide does exist in APEC member economies and the gap has been widening over the years for various reasons.

Chinese Taipei’s draft report is attached as Doc. No. 2002/SOM1/EC/014.

Discussion (Agenda Item 4.4 and all its sub-items)

The Chair asked the meeting what key messages under the New Economy theme could the EC send to SOM, Ministers and Leaders.

In response, the following suggestions were given:

· Link the study to EC’s 2000 KBE report and 2001 New Economy report;

· Make strong policy recommendations;

· Highlight the importance of business environment to facilitate ICT development, especially in developing economies;

· Cite industrial clusters as a basis for services development;  and

· Pick up SME’s in Chinese Taipei’s study.

5. Other Activities

5.1 Proposal for Future Works

The United States circulated a paper on the debt restructuring process in the APEC economies.

The US proposal involves undertaking a comprehensive analysis of the debt restructuring process in APEC member economies, with particular focus on the role of asset management companies in the reallocation of capital from unproductive to productive sectors.

A number of APEC member economies are in the midst of reallocating capital from unproductive to productive sectors, often involving the resolution of troubled financial intermediaries via asset management companies.  Moreover, the issue of debt restructuring has been of historical importance for many APEC economies, and is likely to be of future importance as well.  Current restructuring efforts are at various stages in member economies, ranging from efforts that began in the Asian financial crisis, to promising reform proposals in Japan.  Therefore, much can be learned from an APEC-wide study.  The study would also provide a timely update on the restructuring process.

The debt restructuring frameworks put in place by the different economies are not uniform, differing in such several important dimensions as:

· Extent of government role.

· Extent of involvement of the private sector.

· Speed of asset disposition.

· Methods of asset disposition including securitization and foreign participation.

· Other restructuring techniques, including bankruptcy procedures and auction mechanisms.

The EC could play a useful role in providing an economic analysis of the role of asset management companies in the restructuring process.  The EC can focus attention on developments in the restructuring process.  Potential benefits of the EC analysis would include:

· Cataloging different approaches taken across the APEC economies.

· Assessment of the circumstances under which different approaches have been successful.

· Analyzing the contribution of the restructuring process to enhancing productivity, growth, and competitiveness in member economies.

· Documenting the economic effects of the restructuring process on asset prices.

· Highlighting key points where the restructuring process is likely to stall.

· Providing an update of progress on the restructuring process.

The EC study could take one of several forms:

· Structural chapter in the 2003 Outlook report.

· Stand-alone study similar to the New Economy studies.

· Joint production with the APEC Business Advisory Council (ABAC) or Finance Ministers’ process.

· Potential business/government conference.

Canada also proposed a number of possible topics for future research work, including:

· High growth of FDIs;

· Economic development of industrial clusters;

· Cost and benefits of regulatory barriers;

· ICT and productivity growth, with focus on organizational innovation;  and

· Evolution of the traditional industries in the “old economy.”

Discussion

Of the 18 EC member economies in attendance, 12 commented on the proposal – 11 member economies and the EC Chair offered favorable comments. 

Japan, however, said that it is still premature to deal squarely with the issue of debt restructuring at this time, since it is a highly politicized issue in Japan.  Nevertheless, Japan said that it will consider the proposal and will come back with comments.

Canada also cautioned against the use of case studies, which is a dangerous approach to take considering the sensitivity of the topic.

Thailand suggested that the study should focus on private sector debt.

It was suggested by a number of member economies that the EC seek the cooperation of the Finance Ministers’ process for a possible joint project with a view to avoiding duplication and working efficiently, since the FM process has the expertise and the EC has the research capability.

The United States thanked member economies for their comments, and stated that it would try to find out, through consulting with the U.S. Treasury, if the Finance Ministers’ process has any interest in undertaking the study jointly with the EC.

The Chair requested the US to incorporate all comments made at the meeting and to re-draft the proposal for circulation.  The Chair also requested that Canada further develop the ideas it presented at the meeting and to circulate the proposals to member economies via email.

5.2 Secretariat report on matters affecting the Committee

The APEC Secretariat informed the meeting that the APEC Ministerial Meeting in Shanghai last year approved the following EC projects for implementation in 2002:

(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.

The Secretariat also informed the meeting that the Budget and Management Committee (BMC) will be meeting twice this year.  The first is on 10-11 April and the second will be sometime in July.

The EC is expected to submit to the April meeting of the BMC urgent project proposals for implementation in 2002, if there are any.  It is also expected to submit progress reports for on-going EC projects and/or evaluation reports for completed projects.  Papers for the April BMC meeting should reach the APEC Secretariat by March 18.

For the July BMC meeting, the EC is expected to submit project proposals for implementation in 2003.

5.3 Others

The Chair informed the meeting that he had held a meeting with the SOM Chair, Dr. Gerardo Traslosheros of Mexico, and that they agreed on the following points:

1) The Economic Committee should play a more active role;

2) The APEC process is ready to provide support (financial and institutional) to EC;  and

3) The EC should provide not only intellectual inputs, but also implementation strategies to APEC member economies.

6. Document Access

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

7.  Future Meetings

The 2nd Plenary Meeting of the Economic Committee for 2002 will be held in Acapulco, Mexico on 17-18 August, subject to confirmation at a later time.
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