APEC ECONOMIC COMMITTEE

SECOND PLENARY MEETING FOR 2002

16-17 August 2002

Acapulco, Mexico 

CHAIR’S SUMMARY REPORT 

The APEC Economic Committee (EC) held its second plenary meeting for the 2002 cycle on 16-17 August 2002 in Acapulco, 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; Mexico; New Zealand; Papua New Guinea; Singapore; Chinese Taipei; Thailand; and the United States of America.  The APEC Secretariat was present.

In his opening statement, Prof. Ahn recapped the various activities related to the work of the Economic Committee that took place since the Committee’s last meeting in February.  Prof. Ahn mentioned that he attended the following meetings as EC Chair:  the Finance and Central Bank Deputies Meeting in Washington, D.C. on April 22 where he briefed the meeting on the projects of the EC;  SOM II in Mérida on May 24-25 where he gave a progress report on the work of the EC;  and, the APEC Dialogue on Globalization and Shared Prosperity in Mérida on May 26 where he was one of the speakers.  Prof. Ahn will be attending the Finance Ministers Meeting in Los Cabos on September 5-6 as a way of bridging the SOM process and the Finance Ministers Process.

Prof. Ahn also mentioned that he attended as a speaker the 2002 APEC Economic Outlook Symposium, which Mexico successfully hosted in Mexico City on July 25-26.

1. Adoption of Agenda

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

2. Business Arrangements

Mexico informed the Committee of the business arrangements for the meeting.

3. Work Program for 2002 

3.1. Economic Outlook

3.1.1. Report on the 2002 APEC Economic Outlook Symposium

Mexico briefed the meeting on the results of the 2002 APEC Economic Outlook Symposium, which was held in Mexico City on July 25-26.

The symposium, whose theme was “Microbanking Development, Regulation and Supervision in the APEC Region,” was able to gather experts from the World Bank, the Inter-American Development Bank, the Foundation for Development Cooperation, as well as from twelve APEC member economies.

The symposium achieved its objectives of providing the opportunity for APEC representatives to share their national experiences on the development, regulation and supervision of microbanking, to undertake a comprehensive discussion on the subject, and to contribute substantial input to the final version of the Outlook’s structural chapter.

Additionally, a policy dialogue was held among EC representatives and microbanking specialists at the end of the symposium to discuss the draft version of Chapter 2 of the Outlook.

3.1.2. Chapter 1:  Economic Performance and Prospects

The EC Chair’s Office presented the highlights of Draft Chapter 1 of the 2002 Outlook report on “Economic Performance and Prospects.”  The draft chapter is attached as Doc. Nos. 2002/SOM III/EC/002~005.

The study shows that major economies have begun to recover their growth momentum since late 2001.  Since early 2002, evidence suggests that the world economy has bottomed out of the cyclical trough, and that strong growth potential in the APEC region is leading the global recovery.  The APEC economy as a whole is projected to grow at the rate of over 3 percent in 2002 and 4 percent in 2003, up from a meager growth rate of 0.5 percent in 2001.

The promise of an economic recovery could, however, be thwarted by some short-run negative risks, including the widening external imbalances, massive U.S. current account deficits, poor performances of corporate profits combined with scandals involving improper corporate accounting practices and their implication on world financial markets, and the volatile situation in the Middle East and its adverse effect on the world oil price.

The Chair’s Office informed the meeting that nineteen (19) economies have already submitted their individual economy reports, and requested those economies that have not done so to submit their reports by August 23.

Discussion

A number of committee members made comments to clarify some of the economic figures and statistics in the report that pertain to their respective economies. While other committee members suggested the inclusion of some other factors in the analysis, as well as the use of some other analytical tool or model in the study.

The Chair requested these committee members to submit to his office the updated data before the deadline of August 23 in order that the latest economic figures and statistics could be reflected in the final report.

The Chair also stated that the suggestions to include other factors in the study and the use of some other models or tools are all well taken.  However, considering the restrictions on time and resources, it would be extremely difficult to take all of them on board.

3.1.3. Chapter 2:  Structural Chapter – “Microbanking Development, Regulation and Supervision in the APEC Region”

Mexico presented the highlights of Draft Chapter 2, or the structural chapter of the 2002 Outlook report.

The study concludes, among other things, that:

· the experiences among APEC economies in microbanking in terms of intermediaries, objectives and institutional features are diverse;

· there is a need to regulate and supervise microbanking intermediaries, and to upgrade and develop more consistent national policies;  and,

· microbanking institutions face the challenge of evolving into more effective and sophisticated financial intermediaries.

The draft chapter is attached as Doc. No. 2002/SOM III/EC030. 

3.1.4. Inclusion of KBE Indicators

Australia presented the highlights of Draft Chapter “X” of the 2002 Outlook report, which is on the KBE Indicators.  The draft chapter is attached as Doc. No. 2002/SOM III/EC/006.

The bulk of the text concerns the reasons for the choosing the indicators, their collective significance in assessing the KBE status, and their technical details.

About 80 percent of the indicators used in the report were taken from the IMD’s World Competitiveness Yearbook (WCY), which is published annually in June.  One of the advantages of using this source is that it contains data for 18 of the 21 APEC economies.  

With the exception of the indicators relating to take-up of information and communication technologies, the KBE indicators do not change from one year to the next, so that compilation at 2-year intervals, rather than annually, may be sufficient to assess progress.

For future compilations, Australia recommended that the APEC Secretariat update the material every other year for publication in the Outlook report, starting in 2004.

3.1.5.  Preparation of 2003 Economic Outlook Report

Thailand, as coordinator of Chapter 2 of the 2003 Outlook report, presented to the meeting its proposal on the “Roles and Development of Specialized Financial Institutions” as the structural theme for next year’s Chapter 2.  Thailand’s proposal is attached as Doc. No. 2002/SOM III/EC/007.

Specialized financial institutions, or SFIs, have played a major role in supporting the development of the real sector and grass root economy when normal lending seemed to be non-existent, especially in developing economies of APEC during the 1997 Asian financial crisis.

The study therefore has the following objectives:

1. To take stock of the number and types of SFIs in APEC economies, as well as the supervision and operational constraints they face;

2. To analyze the reasons for their establishment and the degree of independence in their lending policy;

3. To analyze the types of activities SFIs are engaged in, and the reasons regular commercial banks do not engage in such activities;

4. To analyze the economic and social impact of SFIs’ activities;  and

5. To come up with possible policy recommendations for the further development of SFIs in APEC.

Discussion

The Thai proposal received general support from the meeting. However, the following suggestions and comments were raised by a number of economies: 

1. Thailand should define more clearly the meaning of the term SFIs; 

2. The study should focus more on the economic and social impact of SFIs, since the Finance Ministers Process has the expertise on the regulation and supervision of SFIs;

3. The proposed topic should be made more prevalent and relevant to as many APEC economies as possible;  and

4. The study should be undertaken in close coordination with the Finance Ministers Process.

3.2. The Benefits of Trade and Investment Liberalization and Facilitation (TILF)

3.2.1. Investment Liberalization and Facilitation

Japan presented its Draft Report on the “Impact of APEC Investment Liberalization and Facilitation.”  The draft report is attached as Doc. Nos. 2002/SOM III/EC/008~012.

The study makes a quantitative analysis of the economic effects of economic restructuring and subsequent investment liberalization.  It assesses quantitatively the economic impact of FDI on recipient economies brought on by reduced investment barriers and legislation to stimulate FDI.  It also intends to present viable recommendations on effective investment liberalization policy using simulation analysis of an economic model.

Among other things, the following conclusions were reached by the study:

1. All APEC member economies will benefit from investment liberalization, with economies with steeper investment barriers expected to gain more (although this is dependent on the internal and external FDI stock prior to investment liberalization);

2. The growth of FDI spurred by liberalization is directly related to trade volume, which means that trade volume for both imports and exports will grow as a result of investment liberalization;  and

3. The development of a more comprehensive and standardized Individual Action Plans (IAPs) will clarify where APEC stands vis-à-vis the Bogor goals.

Discussion

Several economies highly appreciated the Japanese study, and questions and comments were made by a number of committee members to clarify certain points in the study, to which Japan responded.

3.2.2. Trade Facilitation

Korea presented its Draft Report on “Measuring the Impact of APEC Trade Facilitation on APEC Economies: A CGE Analysis.”  The draft report is attached as Doc. No. 2002/SOM III/EC/013 Rev. 1.

The study attempts to make a quantitative measurement of the effects of trade facilitation in the APEC region on APEC economies.  Trade facilitation is considered a way of achieving economic prosperity along with increases in welfare by continuously liberalizing trade.

The research found out that, among other things:

1. The effects of trade facilitation are far superior and more practical than the effects of trade liberalization.  A conservative estimate shows that a 50 percent improvement in trade facilitation will result in an average trade cost reduction effect of between 2.9 percent in the case of industrialized and newly industrialized APEC economies, and 3.5 percent for industrializing APEC economies;

2. Regional trade facilitation is a better policy option than global trade facilitation in terms of achieving GDP growth.  However, global trade facilitation under the principle of open regionalism is a better policy option than regional trade facilitation in terms of consumer welfare;  and

3. The higher the share of an economy in intra-APEC trade and the higher its trade dependency, the bigger the gains it will enjoy from trade facilitation among APEC economies in terms of GDP growth.

Discussion

Several economies expressed fascination at the fact that the Korean and Canadian studies on trade facilitation, though different from each other and were not coordinated, would produce the same results, i.e., APEC is bound to gain more from trade facilitation than from trade liberalization.

3.2.3.  Canadian Project on the Economic Benefits of Trade Facilitation

Canada gave a presentation of its research project under CTI entitled “Economic Benefits of Trade Facilitation.”  A progress report on the project is attached as Doc. No. 2002/SOM III/EC/014.

The study will demonstrate the economic benefits of trade facilitation in the areas of customs, standards, business mobility, and e-commerce. Through the use of a gravity model, the study will be able to compare the influence of each of these areas in facilitating trade on an economy-by-economy basis.  This information will be used to make recommendations on which areas should be primarily targeted to maximize the results of capacity building projects in trade facilitation.

3.3. Knowledge-Based Economy (KBE)

3.3.1. Knowledge Clearing House (KCH) Web Site

Korea gave a live demonstration of the Knowledge Clearing House Web Site, which showed the web site’s content, features, and the type of information that could be found.  Viewers were also taught how to navigate through the web site.

A Progress Report on the project KCH Web Site is attached as Doc. No. 2002/SOM III/EC/015.

3.3.2. Igniting Policies

Canada briefed the meeting on the progress of its work on developing a menu of igniting policies to help facilitate the transition of APEC economies to KBEs.  The progress report is attached as Doc. No. 2002/SOM III/EC/016.

The Chair encouraged Canada to continue its work in this regard.

3.3.3.  KBE Indicators

Australia presented a paper with graphs indicating how far some APEC economies are progressing towards becoming KBEs, using business environment, ICT, innovation system, and human resources development as KBE Indicators.  The paper is attached as Doc. No. 2002/SOM III/EC/017.

The Chair requested Australia to continue collating the KBE Status Indicators of APEC member economies.

3.4. New Economy

3.4.1. Innovation in Service Industries Including E-Commerce

Australia gave a progress report on its research study on Innovation in Service Industries Including E-Commerce.  The progress report is attached as Doc. No. 2002/SOM III/EC/018.

The study analyzes several case studies involving e-commerce and other relevant innovations in service industries.  The service industries are one of the fastest growing sectors in developing economies.  A key factor in this expansion has been organizational innovations that have led to gains in efficiency and competitiveness, and the most influential of such innovations has been the introduction of electronic commerce (e-commerce).

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

Canada presented a draft of a study on “The Contribution of the Information and Communications Technology (ICT) Sector to Productivity Growth in Canada and the United States in the 1990s.”

The study does the following things:

1. Analyze aggregate labor productivity growth in Canada, the U.S., and other OECD countries;

2. Provide an analysis of the trends in the output and employment structure of ICT-producing industries in Canada and the U.S.;

3. Examine the contributions of ICT-producing industries to aggregate labor productivity growth in the two economies in the 1990s;

4. Examine trends in machinery and equipment and ICT investment and productivity performance in ICT-using industries in the two economies;  and

5. Summarize the key findings and explore the medium-term prospects for productivity growth in Canada and the Canada-U.S. productivity and real income level gaps.

Canada’s progress report on the project and the draft study on “The Contribution of ICT to Productivity Growth in Canada and the U.S. in the 1990s are attached as Doc. No. 2002/SOM III/EC/019 and 2002/SOM III/EC/024, respectively.

3.4.3. Renewed Importance of Entrepreneurship in the New Economy

Japan presented a preliminary draft of its study on “The Renewed Importance of Entrepreneurship in the New Economy: Case Studies of Selected APEC Economies,” which is attached as Doc. No. 2002/SOM III/EC/020.  Also attached as Doc. No. 2002/SOM III/EC/021 is the Annex of the report on Policies to Foster Entrepreneurship in Selected APEC Members.

The state of entrepreneurship in APEC economies seems quite mixed.  According to the entrepreneurship index of the International Institute for Management Development (IMD) published in 2002, the highest-ranked APEC economy in terms of entrepreneurship was the United States, and the least entrepreneurial was Japan.

This study focuses on the case studies of selected APEC economies, and takes a closer look at the diversified conditions and development stages among the members.  It also attempts to identify economic rationales for the policies and to extract the “best practices” from them.

3.4.4.  Transforming the Digital Divide into Digital Opportunities

Chinese Taipei presented a draft report on “Transforming Digital Divides into Digital Opportunities,” which is attached as Doc. No. 2002/SOM III/EC/022.

The study is of the view that the mere provision of economic resources, including computers and connecting hardware, will not bridge the digital divide.  The creation of incentives and the provision of reliable support serve as the major solutions to tackling the digital divide.

The suggestion of more public sites for Internet access is proposed.  Gender-biased and youth-friendly Internet cafés deter women and old people from making full use of these facilities.

Discussion (for all New Economy issues)
The four projects under the New Economy theme are issues that relate to IPR, GATS, and the e-APEC Strategy.  A new concept of industrial structure and economic growth has arisen due to the advent of ICT, with fusion in manufacturing and ICT as the key to economic growth.

There was agreement that the EC should carry forward its work on the New Economy to next year’s work program.  The Chair informed that there was pre-discussion among lead economies on how to package the four papers.  He announced that there was agreement among participants to produce a compendium volume under Dr. Surendra Gera’s leadership.  

4. Discussion of Work Program for 2003-2004

4.1. Debt Restructuring Proposal by the U.S.

The United States presented its proposal on “Financial and Corporate Reform,” which is attached as Doc. No. 2002/SOM III/EC/023.

Many APEC economies are still struggling to resolve the problem of non-performing assets four years after the Asian financial crisis.  Effective disposal of bad assets and corporate restructuring are required to get Asia’s considerable assets working again to support robust growth.

The U.S. proposal includes the holding of a winter seminar of regional experts to discuss non-performing assets and corporate restructuring, and a large conference on corporate reform in 2003 to share information from country surveys, and identify approaches to dealing with NPAs and the related issues of corporate restructuring.

Discussion

The U.S. proposal received general support from committee members, although some concern were voiced regarding the political sensitivity of the topic of NPL in the financial sector, which may inhibit some economies from cooperating fully on this project.

The suggestion to hold the big conference back-to-back with the Finance Ministers Technical Working Group Meeting was supported.

4.2. Three Work Proposals by Canada

Canada presented three proposals, namely:

1. “Clusters:  A Tool for Economic Development,” which is attached as Doc. No. 2002/SOM III/EC/025;

2. “The Effect of New Organizational Practices and IT on Productivity,” which is attached as Doc. No. 2002/SOM III/EC/026;  and

3. “Irish Economic Boom: Facts, Causes, and Lessons,” which is attached as Doc. No. 2002/SOM III/EC/027.

Discussion

The Chair requested Canada to give the three project proposals further elaboration, which should include timeframes for completing the research work.  Canada was further requested to circulate the revised proposals inter-sessionally.

Canada expressed its willingness to lead the research work on Projects No. 2 and 3 above, and is looking for volunteers to lead Project No. 1 on “Clusters.”

4.3. Others

No other matters were taken up under this item.

5. Election of Chair and Vice Chair(s) for 2003-2004

The meeting unanimously re-elected Prof. Choong Yong Ahn of Korea as EC Chair for another two-year term (2003-2004). 

Also re-elected were Dr. Surendra Gera of Canada, and Ms. Elley Mao of Hong Kong, China as the committee’s two Vice Chairs.  Their term will likewise be for another two years (2003-2004).

6. Other Activities

6.1. Review of the Economic Committee’s Terms of Establishment (TOE)

The meeting conducted a biennial review of its Terms of Establishment (TOE), pursuant to its mandate to review all aspects of its operation every two years.

It was the conclusion of the meeting that the Committee’s present TOE (last amended in 1998) is useful and should remain unchanged.

The approved TOE of the EC is attached as Doc. No. 2002/SOM III/EC/028.

6.2. Designation of a Fora Gender Focal Point

Ms. Elley Mao agreed to the request of the EC Chair to be the committee’s Fora Gender Focal Point.  She will be the EC’s representative in the Gender Focal Point Network (GFPN).  A background information on the GFPN is attached as Doc. No. 2002/SOM III/EC/029.

6.3. Timeframe for Report Preparation

The meeting agreed to the following timeframe with regard to the preparation of the various EC reports that will be major deliverables to the APEC Ministers and Leaders’ Meeting in October in Los Cabos:

	EC Project
	Lead Economy
	Deadline for Submission of Comments

	1.  Chapter 1 of 2002 Outlook
	Korea
	23 August 2002

	2. Updated Individual Economy Reports
	Korea
	23 August 2002

	3.  Chapter 2 of 2002 Outlook
	Mexico
	26 August 2002

	4.  KBE Status Indicators
	Australia
	23 August 2002

	5.  TILF – Investment Facilitation
	Japan
	23 August 2002

	6.   TILF – Trade Facilitation
	Korea
	23 August 2002

	7.  NE:  Innovation in Service Industries
	Australia
	28 August 2002

	8.  NE:  Contribution of ICT
	Canada
	28 August 2002

	9. NE: Renewed Importance  of

    Entrepreneurship


	Japan
	28 August 2002

	10.  NE:  Digital Divide
	Chinese Taipei
	28 August 2002


The APEC Secretariat requested that all final drafts of reports for publication to be in by 6 September 2002.

6.4. Report on the July BMC Meeting

The APEC Secretariat informed the meeting that the EC submitted two project proposals to the July BMC meeting for funding in 2003.  These proposals were:

1. “Publication of Economic Committee Reports for 2003” proposed by Korea, in the amount of US$42,800.00;  and

2. “Preparation of Economic Performance and Prospects in the Region of the 2003 APEC Economic Outlook Report” proposed by Korea, in the amount of US$43,200.00

The Secretariat reported that the BMC approved the second project proposal without amendments.  

The first project proposal, however, was transferred to the Administrative Account of the APEC Secretariat, and the project amount reduced to US$30,000.00.  This move, explained the Secretariat, was in line with the SOM decision taken last year to consolidate under the Secretariat’s Administrative Account the publication of all reports being routinely undertaken by APEC fora (e.g., annual reports to Ministers).

6.5. Document Access

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

6.6. Others

No other matters were taken up under this item.

7. Future Meetings

The 1st Plenary Meeting of the Economic Committee for 2003 will be held in February in Chiang Rai, Thailand.  The specific dates of the meeting will be confirmed at a later time.
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