 APEC ECONOMIC COMMITTEE

FIRST PLENARY MEETING FOR 2004

28-29 February 2004

Santiago, Chile

CHAIR’S SUMMARY REPORT 

The APEC Economic Committee (EC) held its first plenary meeting for the 2004 cycle on 28-29 February 2004 in Santiago, Chile. The meeting was chaired by Prof. Choong Yong Ahn of the Republic of Korea, and attended by 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; Peru; the Philippines; Russia; Singapore; Chinese Taipei; Thailand; the United States of America; and Viet Nam..  The APEC Secretariat was present.

I.   Chair’s Opening Remarks

The Chair opened the meeting by thanking all member economies for their contributions that led to the excellent work of the EC in 2003.  Reviewing the situation of the global economy in 2003, the Chair said the world economy was affected by SARS and the uncertainties of the Iraq war.  Fortunately, the Chair continued, these negative developments took place only in the first half of the year, which enabled the global economy to rebound in the second half of 2003.  The Chair concluded that he hoped that the global economy would continue its recovery and growth in 2004.

II.  Adoption of Agenda

The Committee adopted the draft agenda, attached as Doc. No. 2004/SOM I/EC/001.

III.  Business Arrangements

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

IV.  Review of the Outcomes of Leaders’ and Ministers’ Meetings in 2003

The Chair briefed the meeting on the outcomes of the 2003 APEC Leaders’ and Ministers’ meetings held in Bangkok, Thailand last October, particularly regarding those key issues closely related to the EC’s activities. 

Under the APEC 2003 theme, “A World of Differences: Partnership for the Future,” Leaders and Ministers stressed that a strong partnership is vital in order to achieve the Bogor Goals. Ministers discussed how to advance multilateral trade negotiations as well as how to address the challenges to regional security and prosperity posed by transnational terrorism and infectious diseases. And at the Leader’s meeting, the Leaders adopted the “Bangkok Declaration” and agreed to strengthen their partnership to liberalize and facilitate regional trade and investment while protecting our societies against security threats. 
The key directives from Leaders and Ministers in the 2003 Tasking Statement that involved the EC were FTAs/RTAs, structural reforms, e-APEC and KBE and counter-terrorism.

With regard to FTAs/RTAs, in the Bangkok Declaration, Leaders agreed to advance free trade by coordinating multilateral, regional and bilateral frameworks so that they are complementary and mutually reinforcing (2003 Tasking Statement, p. 2). Ministers also noted that “if FTAs are comprehensive, they can promote competitive trade liberalization in the region and help build momentum for the Doha Round negotiations” (2003 Tasking Statement, p. 4).  

Furthermore, “Ministers welcomed the EC’s efforts towards deepening APEC’s understanding of the region’s growing interest in the development of FTAs/RTAs” (2003 Tasking Statement, p. 4).  The Chair stated that structural chapter of the 2004 APEC Economic Outlook report will serve to fulfil this particular task handed to the EC. This project, led by Chile, will focus on an analysis and description of current FTAs/RTAs trends. This study aims to discuss the impact of these mechanisms on the achievement of the Bogor Goals. 
On structural reform, Leaders reiterated APEC’s strong political commitment to continued structural reform to ensure sustainable economic growth in the region (2003 Tasking Statement, pp. 8-9).  Ministers recognized the EC’s continued commitment to this topic and welcomed the inclusion of individual economy reports on structural reform in the 2003 APEC Economic Outlook report. 

On the New Economy and KBE issues, Leaders voiced support for achieving science and technology innovation, enhancing the effective use of the Internet, advancing cyber-education and ICT capacity building (2003 Tasking Statement, pp. 16).  The EC has developed and implemented programs to fulfill the above objectives of KBEs. 

Last year, the EC annual outlook report again included a separate chapter on KBE status indicators in the annex. The report coordinated by Australia presented quantitative indicators of development in APEC economies relative to a fully developed KBE. The EC also initiated six research projects related to KBEs. Three of these, led by Canada and Singapore, were completed and published in a compendium form. The publication, the fourth volume in the series, is entitled “Drivers of Performance in the New Economy: Innovative and Organizational Practices.”

Lastly, on counter-terrorism, Leaders agreed to dedicate APEC not only to advancing the prosperity of the member economies, but also to the complementary mission of ensuring the security of our people. Leaders also pledged to take all essential actions to dismantle, fully and without delay, transnational terrorist groups that threaten the APEC economies (2003 Tasking Statement p. 18).  In response to the call of APEC Senior Officials for the EC to look into other APEC priorities, the Chair welcomed Korea’s proposal to study the economic impact of terrorism as the structural theme of the 2004 Outlook report, which will be discussed in a subsequent agenda item.
The 2003 APEC Tasking Statement is attached as Doc. No. 2004/SOMI/EC/002.

V.  Review of the Outcomes of the Informal SOM in Viña del Mar in December 2003

The Chair briefed the meeting on the result of the two-day Informal SOM in Viña del Mar, Chile on 11-12 December 2003. 

The main objective of the ISOM was to inform all APEC member economies and the various APEC fora of Chile’s theme and sub-themes for 2004, as well as to consider how the different APEC committees and working groups could contribute to the achievement of these goals.

In this regard, Dr. Sangkyom Kim of the EC Chair’s Office, who attended the meeting, presented of behalf of the EC an overview of the committee’s 2004 work program, focusing on the EC-related issues based on the APEC 2003 Tasking Statement. He also addressed the areas in which EC can undertake research projects to help achieve objectives identified under the theme of APEC 2004.

VI.  2004 Work Program

1.  The 2004 APEC Economic Outlook

Chapter 1:  The Economic Performance and Prospects

The Chair informed the meeting that pursuant to the committee’s decision, he extended an invitation to the Asian Development Bank (ADB) to this meeting to discuss possible collaboration between the EC and the ADB on the preparation of Chapter 1 of the 2004 APEC Economic Outlook.  Unfortunately, the ADB was not able to send any representative to this meeting.

Referring to last year’s Outlook report, the Chair’s Office thanked the EC member economies for their timely submission of their Individual Economy Reports, and Canada for summarizing the portion of the report on the economic impact of SARS.

As in previous years, Chapter 1 of the Outlook, the preparation of which is led and coordinated by the EC Chair’s Office with the active support of the APEC Secretariat, will review recent economic developments and future prospects for the APEC economy as well as the global economy.

Member economies were requested to submit the initial draft of the 2004 Individual Economy Report by 30 April 2004, using the template attached as Doc. No. 2004/SOMI/EC/003.  The Chair reminded members to obtain beforehand their APEC Senior Official’s endorsement of the report they are to submit.

With regard to “Indicators of a Knowledge-based Economy” which has been incorporated in the APEC Economic Outlook report since 2002, the Chair thanked Australia for its contribution to having led the project.  He then informed the meeting that Australia will not be able to continue the work, and sought a new volunteer to take up the project this year, stressing the usefulness of KBE indicators as a basis for promoting KBEs in the APEC region. The United States showed interest and noted that it will look into the matter in consultation with relevant agencies. 

Chapter 2:  FTAs/RTAs

Chile, which will lead the preparation of Chapter 2, informed the meeting that the proposed structural theme aims to enhance the understanding among APEC member economies of FTAs/RTAs and how they contribute to the achievement of the Bogor Goals.  This exercise would help to have a better collective understanding of how to strengthen the potential of FTAs/RTAs in the Asia-Pacific region as a catalyst of regionalism and multilateralism.

The meeting took note of the progress report presented by Chile on the subject, including the work plan and timetable, which is attached as Doc. No. 2004/SOMI/EC/004.

2004 Economic Outlook Symposium

Chile informed the meeting that its representative to the Economic Committee has been designated in the Chilean Ministry of Foreign Affairs to support the implementation of the activities related to the elaboration of the structural chapter, including the organization of an international symposium on FTAs/RTAs.  The Chilean team includes experts in international trade policy from the Research Department of the National Directorate of International Economic Relations, and high-level experts from other ministries and public agencies related to international trade.

A two-day international symposium will be organized in June in Santiago, Chile to enhance the understanding and stimulate an exchange of views among APEC economies on the important aspects of FTAs/RTAs.  The objective of the symposium is to contribute to the discussion among APEC’s Ministers and Senior Officials on FTAs/RTAs.  The topics for discussion at the symposium will address two important issues emphasized in the Bangkok Declaration on Partnership for the Future, and in the 15th AMM Joint Statement, namely:

1. The contribution that comprehensive FTAs can make in promoting competitive liberalization in the region, which will also help build momentum for the Doha Development Agenda (DDA); and

2. An analysis of the types of FTAs/RTAs currently agreed in the Asia-Pacific region, in order to discuss the elements and characteristics that could advance free trade in a coordinated manner among regional and bilateral frameworks so that they are complementary and mutually reinforcing.

The meeting took note of the Information Paper presented by Chile on the symposium, which is attached as Doc. No. 2004/SOMI/EC/005. 

The meeting also discussed and agreed that the Symposium may be expanded to include discussions about the economic outlook of the APEC economies.  This should provide very useful inputs to the draft of Chapter 1 of the APEC Economic Outlook.  
Chile likewise agreed to explore the element of ‘development cooperation’ in FTAs/RTAs involving economies in different stages of development.

1.3.1  2004 APEC Economic Outlook Symposium Project Proposal

The meeting considered the funding proposal prepared by Chile for the holding of the international symposium, in the amount of US$50,648.00.

The meeting approved the project proposal, which is attached as Doc. No. 2004/SOMI/EC/006, to be submitted as an urgent 2004 project to the 24-25 March 2004 meeting of the APEC Budget and Management Committee (BMC) for funding consideration.

2.  2005 APEC Economic Outlook

Korea, as host of APEC in 2005, proposed the topic “Impact of Terrorism on APEC Economy:  Terrorism and Economic Growth” as the structural theme of next year’s Outlook report.

The proposed study aims to explore the causal link between macroeconomic consequences and terrorism.  Specifically, it will try to answer such question as “To what extent can business cycle influence terrorism?”  “How does increasing frequency of external wars, internal conflict and terrorism affect the economic growth?”  And “Is there a causal connection between terrorism and economic activities?”

The meeting welcomed Korea’s proposal and took note of the concept paper and power point presentation given by Korea on the subject, which are attached as Doc. No. 2004/SOMI/EC/007 and 007a.

It was agreed that Korea will further develop this research proposal, taking into account the comments and suggestions that were raised at the meeting, and will present a revised proposal at the first EC meeting in 2005.

3. Corporate Restructuring Process and Economic Growth in the APEC Economies

As part of its continuing effort to lend support to this project, the United States informed the meeting that it is organizing a session on corporate restructuring that will be a part of Japan’s APEC High-Level Conference on Structural Reform, which is scheduled to be held on 8-9 September 2004 in Tokyo.

The meeting took note of the progress report presented by the United States on the preparations for the session on corporate restructuring.  The progress report is attached as Doc. No. 2004/SOMI/EC/008.

Considering that the intended coverage of the session on corporate restructuring is too broad, there were suggestions made at the meeting to extend the session to at least half a day by adding finance and banking sector reforms. The United States agreed to look into these possibilities.

4. New Economy / KBE-related projects

4.1 Patterns and Prospects of Technological Progress in the APEC Region

Japan presented a progress report on the status of its research work on this subject, focusing on recent programs in Japan aimed at enhancing technological transfer and dissemination.

Recognizing that technological progress has been and will remain to be the engine of sustainable growth in the APEC region, this study will examine the state of technological progress in APEC economies and classify them with respect to their pattern and salient features.  It will also aim to capture the most recent mechanisms of the process of technological diffusion and dissemination within the APEC region.

The meeting noted the power point presentation given by Japan, which is attached as Doc. No. 2004/SOMI/EC/017.

4.2 The Development of Industrial Clusters towards a KBE

Chinese Taipei presented a progress report and an initial draft of the research study.

This two-year research project examines the development of industrial clustering within the APEC region. The aims of this study are to: 

(i) explore the factors contributing to the successful formation of industrial clusters and the overall effects of industrial clustering on productivity;

(ii) gain an understanding of the organization and networking of industrial clusters;

(iii) examine the flow of human resources between clusters in Chinese Taipei, the United States and China, focusing on the drivers of the ‘brain circulation’, along with its contribution to technological innovation; and 

(iv) highlight the interrelationships that exist between industrial clustering and innovation. 

Parts (i) (ii) and (iii) are almost complete at this time, while research for part (iv) is expected to be completed by August 2004.

Following SOM III in August 2003, the study has concentrated mainly on the intra-cluster division of labor and networking relationships, using the HSIP as an example. Chinese Taipei has found that the most prevalent modes of interaction between firms in the HSIP are the subcontracting and outsourcing of components and parts, implying a vertical disintegration of production within the HSIP. Chinese Taipei has also found that the duration of subcontracting contracts increases positively with the distance between the partners, and the more vertically disintegrated production is, the lower the entry barriers are for prospective new firms.

Further research has been undertaken to investigate the state of human resource development within the HSIP, where we find that industrial output expanded exponentially between 1990 and 1995 along with the infusion of high-skilled labor from overseas. Furthermore, there has been a slowdown in the rate of the so-called ‘reverse brain drain’ since 1995, with pure foreign nationals now accounting for a substantial proportion of labor movement. This suggests that the HSIP is becoming increasingly integrated with the global market for high-skilled labor with the functions of this labor force increasingly shifting away from production toward research and development.

The final draft will be presented at the EC II in September 2004.

The meeting took note of the initial draft of the report and the power point presentation, which are attached as Doc. No. 2004/SOMI/EC/009 and 016, respectively.

5. TILF-related projects

5.1 Development of a Methodology to Assess the Progress of APEC Economies in Meeting the Shanghai Accord’s Goal of Reducing Transaction Costs by 5%

Canada presented a report on the progress of the research work and an initial draft of the study.

According to the progress report, the whole of the Project Report has been drafted.  Data for representative economies have been collected.  The methodology for indexing and combining multiple proxies into a single indicator for each trade facilitation measure for each economy draws on existing work by the author.  The method for bridging trade facilitation indicators to financial costs of transacting trade has been developed.  Testing this final stage of the project using parameters from econometric models and information from representative economies remains to be completed.

Some of the comments and observations that were raised at the meeting included:

· The empirical results were not sufficiently spelled out;

· Diagnostic statistics were missing from the paper;

· One parameter was counter-intuitive;

· There were no confidence intervals;

· Study could benefit from similar work done by the Informal Experts’ Group on Business Mobility (IEGBM) regarding visa requirements;

· Will study try to capture recent developments since 2001 like the SARS-related measures that were put in place last year?  And,

· How would the volatility of exchange rate affect this work?

The Chair indicated that he wanted the work to go beyond the parameter estimation of previous work.

Canada was requested to complete the study as soon as possible for circulation to all member economies.  The Chair encouraged members to review the paper carefully and provide their feedback to Canada.

The progress report and initial draft of the paper are attached as Doc. No. 2004/SOMI/EC/010 and 011, respectively.

5.2 Measuring the Impact of APEC Trade Facilitation:  A Gravity Analysis

Korea presented a progress report and a power point presentation on this research project.

The main objectives of this study are as follows:

· To highlight the importance of trade facilitation in liberalizing trade;

· To introduce a methodology that APEC economies can use to assess the trade creation effect of APEC’s trade facilitation efforts;  and

· To help APEC assess the implications of the reduced transaction costs through trade facilitation on their trade and economic growth. 

Using gravity regression analysis and partial equilibrium analysis, the study will introduce a methodology that APEC member economies can use to evaluate the impact of APEC trade facilitation efforts, and propose policy recommendations to liberalize trade in the region by way of trade facilitation as proposed by the Shanghai Accord.

The final report will be presented to the Ministerial Meeting in November 2004.

Canada suggested that both Korea and Canada should sit down together in the future and review each other’s work on trade facilitation to make sure that their findings are consistent.

The meeting took note of Korea’s progress report and power point presentation, which are attached as Doc. No. 2004/SOMI/EC/012 and 012a.

5.3 Follow-up Study on “The Impact of APEC Investment Liberalization and Facilitation”

Japan informed the meeting that it is facing some difficulty in carrying out the research project as scheduled because the researcher who was previously responsible for this study was assigned to another project.

In view of this, Japan expects to complete the study in time for the Ministerial Meeting in 2005.

This study, which is a follow-up to the one conducted by Japan, jointly with Korea, in 2002, will assess the anticipated impacts of APEC actions in terms of evaluating the current state of investment liberalization and facilitation in the region.  The first key element of the follow-up study is the assessment of the comprehensiveness and consistency of IAPs, to see where further improvements are needed to meet the Bogor Goals.

VII.  Discussion on New Activities

1. New Project Proposal

International Mobility of High Powered Human Resources in APEC

Canada presented a concept paper on this research proposal, which is attached as Doc. No. 2004/SOMI/EC/013.

In the global knowledge-based economy, the increased mobility of high powered human resources has important implications for business, individuals and policymakers. Business is becoming increasingly international in its outlook and activities and seeking ways to draw upon mobile high powered human resources to help it achieve improved competitiveness. Individual attitudes to mobility are changing as labor becomes better qualified and increasingly seeks opportunities to work internationally to improve their incomes and standards of living.

Policy issues surrounding the international mobility of high powered human resources go far beyond the most obvious transfer of resources implied by “brain drain.” Attention is now turning towards the links between these movements and the institutions regulating them and the scope of goods and services traded; foreign direct investment; longer-term trends regarding human capital formation and MNE location; and income convergence among countries. Addressing these and related key knowledge gaps on the topic of international labor mobility is necessary for the development of appropriate policy approaches towards it.

This study will provide an overview of the literature on key issues surrounding the international mobility of high powered human resources. It will focus on four key issues in each of the subsequent sections: 

· How mobile is high powered human resources internationally? Global trends in recent international skilled migratory flows – magnitude, direction and the nature (temporary versus permanent) of recent aggregate flows and their composition in terms of underlying skills/education, and the age structure of migrants.   

· What are the fundamental (non-policy) drivers of international mobility of high powered human resources?

· Costs and benefits associated with cross-country movement of high powered human resources and the main factors conditioning these costs and benefits.

· What are the implications of increased mobility of high powered human resources for business and policy? How can the future challenges for public policy in APEC be addressed? How has policy adjusted and how should it adjust to increased mobility of high powered human resources in the global economy? The discussion may focus on whether trade, immigration, labor market, and science and technology policies and regulations facilitate or hinder the cross-country movement of high powered human resources.

The meeting welcomed Canada’s new project proposal as an additional research work under the EC’s 2004 Work Program.

2. Structural Reforms in APEC Economies

Japan presented to the meeting a Draft Program of the APEC High-Level Conference on Structural Reform, to be held in September 2004 in Tokyo.  The Draft Program is attached as Doc. No. 2004/SOMI/EC/015.

Commenting on the draft program, some economies suggested that the conference could benefit from more focus and structure.  Canada suggested the inclusion in the program of a session on banking reform or financial reform in general.

The Chair noted that close coordination is an absolute necessity between Japan, the United States, which is leading one session on corporate restructuring, and all the other member economies to ensure the success of the conference.

Recalling the report on structural reform that was submitted SOM III last year, Japan said momentum should be maintained and encouraged the EC to continue with its progress report on structural reform that is made part of Chapter 1 of the APEC Economic Outlook.

VIII.  Other Business

1. Secretariat Report on Matters Affecting the Committee

The Secretariat informed the meeting that the Economic Committee has two projects for 2004, namely:

· EC 01/2004:  Preparation of Economic Performance and Prospects in the Region of the 2004 APEC Economic Outlook, proposed by Korea in the amount of US$47,500.  This project was approved by the Budget and Management Committee (BMC) last year; and

· EC 01/2004T:  International Symposium for the 2004 APEC Economic Outlook on FTAs/RTAs, proposed by Chile in the amount of US$50,648.  This project was approved at this meeting and will be submitted as an urgent 2004 project to the BMC when it meets on 24-25 March 2004.

The Secretariat further informed the meeting that normal 2005 projects will be considered by BMC II, which will be held on 24-26 August 2004.  Completed and ranked project proposals should be with the Secretariat by 30 July 2004.

The Secretariat also reiterated its invitation to EC members to subscribe to and contribute news articles and feature stories to the APEC E-Newsletter that was launched by the Secretariat in December last year.

The APEC Secretariat’s complete report on developments in APEC is attached as Doc. No. 2004/SOMI/EC/014.

2. Future Meetings

The APEC Secretariat informed the meeting that the 2nd EC Plenary Meeting for 2004 will be held sometime during SOM III and Related Meetings, which is scheduled for 25 September – 4 October 2004 in Santiago, Chile.

Members will be advised of the specific dates of the EC meeting as soon as they have been determined.

3.  Document Access

The meeting approved the public release of meeting documents in accordance with the Document Classification recommended by the APEC Secretariat.  The final Document Classification List is attached as Doc. No. 2004/SOMI/EC/000.[image: image1.png]
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