 APEC ECONOMIC COMMITTEE

SECOND PLENARY MEETING FOR 2004

30 September – 1 October 2004

Santiago, Chile

CHAIR’S SUMMARY REPORT 

The APEC Economic Committee (EC) held its second plenary meeting for the 2004 cycle on 30 September – 1 October 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.

The Chair opened the meeting by welcoming all participants to Santiago.  He continued to say that he was looking forward to fruitful discussions over the two-day meeting to finalize the committee’s 2004 deliverables to Ministers and Leaders. 

The Chair also briefed the meeting on EC activities that took place between now and EC I in February, including:

· The EC Chair’s report to SOM II in Pucón wherein SOM welcomed the EC work program and acknowledged the progress made in the EC’s 2004 work program;

· Holding of the EC’s 2004 APEC Economic Outlook Symposium on FTAs/RTAs in Santiago, Chile in August; and

· Holding of the EC session on Corporate Restructuring and Banking Reform in the APEC High-Level Conference on Structural Reform in Tokyo, Japan in September.

I.
Adoption of Agenda

Canada proposed moving agenda item “International Mobility of Highly-Qualified People in APEC” from III.7 to III.5.3 as this item could be classified under the broad category of Knowledge-Based Economy.

The United States informed the meeting that it will not discuss any paper under agenda item 4 on corporate restructuring.

The meeting adopted the draft agenda as revised, which is attached as Doc. No. 2004/SOM III/EC/001.

II.
Business Arrangements

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

III.
Work Program for 2003-2004 
1. The 2004 APEC Economic Outlook
1.1 Chapter 1:  Economic Performance and Prospects

The EC Chair’s Office reported that Chapter One of the 2004 APEC Economic Outlook is to review recent developments and future prospects of the APEC economy as well as the global economy. This chapter is to consist of three sections. 

After a brief overview in Section 1, Section 2 is to evaluate macroeconomic performance of the APEC region and individual members in terms of GDP growth, employment condition, price inflation or deflation, external trade and balance of payments. This section will also review major developments of foreign exchange markets and world markets of primary commodities, with a special emphasis on oil prices, which would have critical impacts on world economic movement. 

Section 3 will address economic policies and the future projections for economic recovery issues in the APEC region as a whole and each individual member. As far as policies are concerned, macroeconomic policies such as fiscal and monetary policies will be discussed, and structural reform measures adopted by the individual economies will be reviewed.  

Data on recent developments and future outlook imply some direction of macroeconomic development in the APEC region. Many of the international research institutions are of the view that the major economies are still on the road to recovery. They are forecasting that world economic growth this year will be the strongest since 2000. The U.S. economy is forecast to grow 4.6 % this year, which would be the highest in the last 20 years.  After peaking this year, the world economy is expected to experience a slight slowdown in economic growth but with GDP still growing at over 4 percent.  

Reflecting the strong growth in domestic demand of major economies, world trade will grow brilliantly this year and next year. According to OECD forecasts, world trade volume will grow 8.6% and 10.2% this year and next year, respectively. 

But there are a number of headwinds that may slow down the global recovery.  The most notable factor must be the higher oil prices, which are caused by the strong demand mainly from the US and China and which reflect the “terror premium” on oil prices caused by the geo-political factors in the Middle East. According to the experiences of recessions in the post-war period, most recessions were preceded by large increases in crude oil prices. On the other hand, there are many reasons why the recent levels of oil prices are unlikely to do serious damage to the world economy. 

The individual economy reports submitted by member economies are fully utilized in preparing the draft of this chapter. The recent data and their own views on their economic condition have critical importance in preparing the paper. 

Draft Chapter 1 of the 2004 APEC Economic Outlook prepared by the EC Chair’s Office, including the Tables used, are attached as Doc. Nos. 2004/SOMIII/EC/018 and 019.  The PowerPoint presentation given at the meeting is attached as Doc. No. 2004/SOMIII/EC/020.

The EC Chair’s Office requested member economies to give their comments on the draft Chapter 1 by 5 October 2004.  After which, a 2nd draft will be prepared for circulation and approval.
1.2 2004 APEC Economic Outlook Symposium

Chile reported to the meeting the result of the EC’s 2004 APEC Economic Outlook Symposium on FTAs/RTAs, which was held in Santiago on 12-13 August 2004.
The symposium was held in the premises of the United Nations Economic Commission for Latin America and the Caribbean (ECLAC), with guest speakers from from government institutions from Chile and other APEC economies, international organizations (ECLAC, World Bank, IDB), as well as research institutions such Harvard Kennedy Institute for Public Policy, among others.

Chile proposed FTAs/RTAs as the structural theme of the 2004 APEC Economic Outlook because it believed that FTAs/RTAs in the APEC region are becoming an undeniable reality, and such an issue should be taken into consideration by APEC.  Chile also believed that APEC should make efforts in trying to put together some sort of understanding regarding FTAs/RTAs, which is crucial in order to reach the Bogor Goals as well as in WTO negotiations.

The symposium dealt with the different issues directly covered in FTAs/RTAs such as market access, competition policy, rules of origin, services and investment, etc.  The symposium also discussed the economic impact of and the dynamic changes due to FTAs/RTAs, as well as the global economic benefits springing from FTAs/RTAs, as contrasted against traditional economic theory.
Chile’s PowerPoint presentation is attached as Doc. No. 2004/SOMIII/EC/027.
1.3 Chapter 2:  FTAs/RTAs in the APEC region

Chile presented to the meeting the draft Chapter 2 of the 2004 APEC Economic Outlook, which is on “FTAs/RTAs in the APEC Region.”

The main objective of the study is to analyze a set of important elements and issues relevant in enhancing the contribution of FTAs and RTAs to the achievement of the Bogor Goals. The study should help enhance the collective understanding of how to strengthen the potential of FTAs and RTAs in the Asia Pacific Region as a catalyst of regionalism and multilateralism.

The Chapter is essentially a review of literature on FTAs and RTAs in the APEC region. This literature review contains a general discussion on this subject, including some of the key concepts used for their analysis.  The literature review then proceeds to analyze four main subjects: rules of origin; services and investment; competition policies; and trade remedies. 

The draft Chapter 2 on FTAs/RTAs prepared by Chile is attached as Doc. No. 2004/SOMIII/EC/021, and the PowerPoint presentation as Doc. No. 2004/SOMIII/EC/028.
Member economies were requested to submit to Chile their comments on the draft Chapter 2 by 7 October 2004.

1.4 Indicators of a Knowledge-Based Economy

The United States reported that this is the first year that it has prepared this statistical annex.  For continuity purposes, the Annex generally follows the framework, format, and data used in last year’s report.  The analyses covers 17 APEC economies and includes 22 indicators distributed over the four main policy dimensions specified in the framework, Business Environment, Information and Communications Technology, Innovation, and Human Resources Development.

The United States likewise explained how the 2004 Status Indicators differed from the 2003 indicators:
· Charts have been added to the discussion section to illustrate points not discernable from the individual economy charts;
· The OECD indicator, “Knowledge-Based Industries” was dropped because it was only available for four of the APEC economies; and
· E-Commerce as a percent of total commerce was dropped because of lack of data availability.  It was replaced by an index of ICT business usage developed by the World Economic Forum.  This index was derived from estimates of each economy’s installed business computers, firm-level technology absorption, and the prevalence of foreign technology licensing. 

The United States presented to the meeting the major findings in this years’ status indicators:
· Business Environment — The report notes that the perceived transparency of government and transparency of financial institutions are highly correlated within economies;
· Information and Communications Technology — APEC economies are moving toward the OECD average in Internet use.  The economies that were above the OECD average in 2000 were somewhat less so in 2003 and the economies below the OECD average in 2000 have made gains toward the average.  This is particularly remarkable given that the OECD average rose by 17 percentage points during that same period. Within economies with relatively few main telephone lines, there appears to be a substitution toward cellular mobile as the means of increasing telephony connectiveness; 
· Innovation System — This dimension remains one where there is substantial disparity among APEC economies; and
· Human Resources Development — In contrast to Innovation Systems, Human Resources Development is a dimension where the indicators are most tightly clustered across APEC economies.
The draft section on KBE Status Indicators, which will appear as Annex 1 of the 2004 APEC Economic Outlook, is attached as Doc. No. 2004/SOMIII/EC/002.

2. 2005 APEC Economic Outlook

2.1 Economic Impact of Counter-Terrorism in the APEC Region

Korea reported that as host of APEC in 2005, it has proposed to undertake a research project on this topic, given the importance of the issue of terrorism, which was at the center of discussions in the 2003 Leaders’ and Ministers’ meetings, and the specific reference made to it at the Concluding SOM. The study will be the structural chapter of the 2005 APEC Economic Outlook. 

Terrorism has a direct impact on a country’s welfare and, in particular, it has economic consequences. Because of these welfare implications, analyses of terrorism have a long and distinguished history in economics. From the classical economists to Keynes and Pigou, particular attention has been given to the economic models of crime and transnational terrorism. These issues of terrorism are of critical importance to economies. The current trade and growth debate also hinges on terrorism. Here, researchers investigate whether there is a correlation between economic consequences and terrorism, and the effectiveness of counter-terrorism policies.

The study will involved the following main activities:
1.  To examine the macroeconomic consequences of terrorism:

· Terrorism and economic growth 

· Terrorism and FDI flows

2.  To evaluate the effectiveness of counter-terrorism strategies

· The impact of growing security

· The existence of complements and substitutes

The PowerPoint presentation given by Korea on this topic is attached as Doc. No. 2004/SOMIII/EC/029.
Canada informed the meeting that it is undertaking a review of literature on this topic and offered to share the information once the review is completed.  Canada also offered to work with Korea on this project.

Member economies were requested to give their comments on the possible direction and scope of the study.  A progress report will be presented by Korea at the next EC meeting in 2005.

3. APEC High-Level Conference on Structural Reform

Japan reported on the overall outcome of the APEC High Level Conference on Structural Reform, which was held on 8-9 September 2004 in Tokyo, Japan.　The two-day conference attracted thirty four prominent speakers from and beyond APEC, and over two hundreds audiences, including officials from most of the APEC member economies.

The conference offered a good opportunity to exchange and share views and information on policy measures and to discuss measures and activities to underpin future APEC initiatives on structural reform. The conference also responded to the Leaders’ commitments on promoting structural reform at the APEC Economic Leaders’ Meeting in Bangkok in 2003.

The conference was comprised of six sessions, namely: (1) Structural Reform in the APEC Region; (2) Promoting Regulatory Reform in APEC Economies; (3) Corporate Restructuring and Banking Sector Reform; (4) Promoting Structural Adjustment in APEC Economies; (5) Strengthening Investors' Confidence; and (6) How to Promote Structural Reform in the APEC region.

The Chair’s Report includes suggestions to the SOM, based on which they can develop a course of actions and measures to be proposed to the APEC Leaders for their commitments. 

The two papers tabled by Japan on this topic are attached as Doc. Nos. 2004/SOMIII/EC/024 and 025.

The United States reported on the outcome of the session on Corporate Restructuring and Banking Sector Reform.  Some of the conclusions reached at the conference were:
· With regard to corporate governance and banking sector reform, it is important to institute real corporate restructuring measures, not just “cosmetic” measures.  Effective corporate governance comes not from government regulations alone but also from the exercise of shareholder voting rights and control;

· APEC economies need to focus on the importance of corporate disclosure and transparency to ensure the efficient functioning of the financial system in market-oriented economies. It is a critical aspect of an efficient system of corporate governance, especially with the increasing importance of cross-border financial flows in the financing of capital investment in economies;

· For disclosure laws and regulations to be credible, they need to be efficiently enforced through a combination of civil and criminal sanctions, reinforced by support from market participants and the press;

· In economies where rent-seeking and corruption are prevalent, there is likely to be resistance to increased transparency, and increased disclosure requirements may not receive sufficient regulatory agency support. It is important in such circumstances to work on reversing those actions that perpetuate rent-seeking and corruption; and

· The banking crises in 1997 cost some APEC economies a large share of their GDPs. This makes it essential to reform the banking system, including measures for corporate restructuring, to promote economic growth.

4. The Corporate Restructuring Process and Economic Growth in the APEC Economies

The United States proposed a 3-step plan to move this project forward, as follows:
1. To compile the papers that were presented at Session 3 on “Corporate Restructuring and Banking Sector Reform” of the APEC High-Level Conference on Structural Reform;

2. To write an analysis of this session; and

3. Relate the outcome of the session to trade facilitation and economic growth.

5. New Economy / KBE Issues

5.1 Patterns and Prospects of Technological Progress in the APEC Region

Japan presented a progress report on this project, which is attached as Doc. No. 2004/SOMIII/EC/023.

This study examines the state of technological progress in the APEC economies, and aims to classify them with respect to their patterns and salient features. Furthermore, it aims to capture the most recent mechanisms of the process of technology diffusion and dissemination within the APEC region. The “flying geese” pattern is the most famous hypothesis to illustrate the features of the process. However, the recent rapid progress in the manufacturing sectors in the China and ASEAN economies may call for other theoretical frameworks, or at least supplement the flying geese hypothesis.

Progress of the Project

A literature survey on the “flying geese” theory has been conducted.  In addition, the following further research works are on-going.

i) Group and classify the APEC economies with respect to the various indicators and features of technological creation and dissemination.

ii) Carry out more profound analyses on several typical cases of technological development and innovation in APEC, focusing on technological dissemination.

iii) Theoretically examine the technological innovation of some of the lower-income APEC economies, including China, where many highest-technology products are made, focusing on the agglomeration, location, and international production linkages.

iv) Making use of a general equilibrium model, i.e. the newer version of GTAP model, simulate the patterns of the transfer of technology and its effects on the industrial and trade structures in APEC economics;

v)　 Draw general policy directions for APEC from the analysis.

Schedule of the Project

While the final report draft was scheduled to be submitted to the EC II meeting in 2004, it will take more time to finalize the report due to the delay in the release of new database of GTAP.  The project will be concluded in 2005.

5.2 The Development of Industrial Clusters towards a Knowledge-Based Economy

Chinese Taipei reported that this two-year study, which it has been leading since 2003, 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; and (iii) highlight the interrelationships that exist between industrial clustering and innovation. 
In part (i), drawing on the empirical evidence from the Hsinchu Science-based Industrial Park (HSIP), it was found that outsourcing is generally adopted by firms within the clusters since this enables them to access the major markets and to save on R&D costs through production specialization. The experiences of HSIP also support the assertion that entrepreneurship, skilled labor and market access are essential ingredients for the formation of a cluster. In order to determine whether common mechanisms exist to bring together these three ingredients and produce a winning formula, the study attempted to compare the experiences of HSIP with those of Silicon Valley in the US, as well as the experiences of the industrial clusters in Penang and the Kelang Valley in Malaysia, Hamamatsu in Japan, and Shanghai in China. 

In part (ii), an inquiry was made into the intra-cluster division of labor and networking relationships, using the HSIP as an example, and found that the most prevalent modes of interaction between firms in the HSIP are subcontracting and outsourcing of components and parts, which implies a vertical disintegration of production within the HSIP, and that the duration of subcontracting contracts increases positively with the distance between the partners. 

In part (iii), this research underlines that innovation and growth are the two most important elements in the formation of an industrial cluster. Innovation provides the dynamics for competition and restructuring. Innovation also underlines the benefits of knowledge sharing, which is the basic reason for firms to co-locate with one another. Meanwhile, growth is important both in terms of inducing new entry and facilitating a division of labor within the industry. Growth in most cases is demand-driven and therefore the link (or access) to the major market is the key to the formation of an industrial cluster. In addition, we have made an investigation into the state of human resource development within the HSIP, from which 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 foreign workers now accounting for a substantial proportion of labor movement. This suggests that the HSIP is becoming increasingly integrated with the global market because high-skilled labor with the park has increasingly shifted away from production toward research and development.

In part (ii), from August 2003 up to the present time, it has shown that industrial clustering improves the productivity of individual firms. There is evidence to support the role played by Porter externality and Marshall-Romer in industrial clusters. Although these two externalities differ in nature, they can exist simultaneously in a cluster. If firms in a cluster are more productive than those outside the cluster, it naturally follows that firms that locate too distant from the cluster will be driven out of the industry by competition. This, of course, is the main driving force for agglomeration. 

Finally, the whole research report is finished with the conclusions and policy implications. It is suggested that industrial clustering can be a useful policy for regional as well as national economic development. In an industrial cluster, the government, universities and firms form a complementary network to facilitate continuous industrial growth, upgrading and restructuring. As an industrial cluster fosters a regional competitive advantage that allows itself to absorb technologies, create new technologies, diffuse knowledge, and retain skilled workers, it is thus advisable that for those economies that would like to establish industrial clustering, their national endowments may be invested to create some industrial districts initially, and then with relevant policy efforts to transform/expand such industrial districts into industrial clusters. 
In addition, the study found that benefits of industrial clustering apply to both high-tech and traditional industries and there is no reason that developing economies cannot benefit from industrial clustering even if they lack the ability to develop a high-tech industry. In terms of policy implications, industrial clustering can be a useful policy for national economic development of various scales. However, there is no one-size-fit-all formula for successful industrial clustering and an economy should allow its comparative advantage to determine what industries to grow into a cluster.  Improving investment infrastructures, developing human resources, building innovation capabilities, linking sources of growth, removing barriers to vertical disintegration and subcontracting, and enhancing productivity can be the key ingredients of industrial cluster policies.

The draft final report on “The Development of Industrial Clusters towards a Knowledge-Based Economy” prepared by Chinese Taipei is attached as Doc. No. 2004/SOMIII/EC/003.  The PowerPoint presentation given on this topic is attached as Doc. No. 2004/SOMIII/EC/004.
6. TILF-related Projects

6.1 Development of a Methodology to Assess the Progress of APEC Economies in Meeting the Shanghai Accord’s Goal of Reducing Transaction Costs by 5% by 2006

Canada reported that the paper is complete.
First, the paper presents an overview of trade facilitation issues in the APEC context, including a review of previous research, as well as places trade facilitation in the broader context of the Doha Round-Singapore issues and the current issue of secure trade. 

Then, the paper defines trade facilitation and develops proxies for the four indicators of trade facilitation:  customs, standards and conformance, business mobility, and e-commerce.  The paper describes sources of data and a method to generate trade facilitation indicators for each of the APEC economies.  The paper presents a method to use the trade facilitation indicators along with additional research to bridge from the trade facilitation indictors to measures of trade costs.  

The paper implemented the methodology.  The first example is for Peru, since this APEC member indicated to the Economic Committee interest in having its economy analyzed using the methodology.  Since no other APEC member indicated an interest in having the analysis done for its economy, three other examples are shown that use data representative of APEC economies of low per capita income, middle per capita income, and high per capita income.  

The draft final report is attached as Doc. No. 2004/SOMIII/EC/005, with its appendices as Doc. Nos. 006-008.
6.2 Measuring the Impact of APEC Trade Facilitation:  A Gravity Analysis

Korea presented to the meeting the draft final report on this study, which is attached as Doc. No. 2004/SOMIII/EC/009. 

The main objectives of this study are:

· to highlight the importance of trade facilitation compared to trade liberalization through tariff reduction; 

· to introduce a methodology which APEC member economies could use to assess the trade creation effect of APEC trade facilitation; and

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

Trade facilitation can be an important engine of the trade liberalization without making serious disputes among participating economies in APEC.  The study emphasizes the net trade creation effect of trade facilitation that is expected to be significant.  It strongly argues that the significantly positive trade creation effect of improvements in trade facilitation measures make APEC’s effort for trade liberalization an effective policy alternative to complement tariff reduction policy
A methodology is introduced in the study which APEC member economies could use to assess the trade creation effect of APEC trade facilitation by combining a survey analysis with a Gravity analysis.  The study believes that this methodology can help APEC assess the implications of the reduced transaction costs through enhanced trade facilitation on their economic growth and trade.  

The study also argues that the bilateral trade creation effect of trade liberalization through tariff reduction or improved trade facilitation between highly interdependent economies like Korea, China, and Japan in APEC is much stronger than the average effect covering all the APEC economies.

There are however some weaknesses in this experiment. A large amount of fine-tuning is necessary at the individual economic level.  For example, the survey analysis to find a functional relationship between trade costs and trade facilitation in the APEC region is incomplete in terms of depth and width.  This problem could be corrected by deeper cooperation among the APEC economies.

The PowerPoint presentation by Korea on this topic is also attached as Doc. No. 2004/SOMIII/EC/010.
6.3 Follow-up Study on “The Impact of APEC Investment Liberalization and Facilitation

Japan reported to the meeting that its interim report presents a draft of quantification based on each economy’s investment chapter of IAP 2003.  The quantification presented in this interim report still may not exactly reflect the reality in some areas.  It may be noted that investment barriers were measured to be relatively higher in those economies where description of investment-area activities in the IAPs is more detailed and accurate.

Quantitative analysis of investment rather than trade liberalization and facilitation is still a difficult task.  Although there have been several signs of progress, much remains to be done.  The 2002 study has achieved an important point but, more importantly, has clarified the issues for future studies.
One significant shortcoming in this study must be admitted.  Investment barriers were firstly quantified based on IAPs, which are developed voluntarily by each APEC member economy.  However, it was found that the IAPs are not necessarily required to be comprehensive or standardized with other economies.  

The final model simulations are planed to be conducted based on the updated investment chapter of IAP 2004 and planned to be reported at the EC II 2005.
Japan’s interim report and its annexes are attached as Doc. Nos. 2004/SOMIII/EC/011 – 015.
7. International Mobility of Highly-Qualified People in APEC

Canada reported to the meeting that the study has been completed.  It presented the draft final report of its study, which is attached as Doc. No. 2004/SOMIII/EC/016.

In the knowledge-based economies of today, highly-qualified people (HQPs) are indispensable to an innovative economy. Reaching the goal of a more innovative economy requires that the highly-qualified workforce is of sufficient quantity and quality to support the expansion of innovative activities by firms. Satisfying this key condition for the labor force poses challenges as HQPs have become increasingly mobile and the market for some segments of highly-qualified workers has become more global. Many industrialized economies compete strategically in attracting these workers. Therefore, in adjusting to new skill requirements, APEC economies must consider its performance in attracting HQPs from the rest of the world and in retaining domestic talents. 

Consequently, it has become increasingly important to understand key issues surrounding the international mobility of HQPs in order to adopt the right policy approaches towards it. The paper focuses on four key issues: (1) How mobile is the highly-qualified labor force in APEC? (2) Fundamental (non-policy) drivers of international mobility of HQPs in the global knowledge-based economy; (3) Costs and benefits associated with cross-economy movement of HQPs and the main factors conditioning these costs and benefits; and (4) How policy has adjusted or should adjust to increased mobility of HQPs in APEC? 

On the first issue, the findings show that (a) the mobility of HQPs has increased among industrialized APEC economies in the 1990s; (b) the increase in HQP migration is characterized mainly by temporary inflows as opposed to permanent inflows; and (c) there is some evidence on return migration from APEC economies. However, measuring the scale of the international movement of highly skilled individuals remains a challenge. A better understanding is needed of the pattern and direction of flows, and the characteristics of movers. 

On the second issue, the findings suggest that mobility of HQPs has increased in parallel to an increasing importance of technological change, globalization of production and integration of markets through international trade and FDI, location of MNEs, strategic alliances and networks with high-technology global firms and clusters of research and innovation, opportunities for high-technology entrepreneurship and the internationalization of R&D activities of national firms. The findings also seem to suggest that increased income and employment opportunities, and career prospects and attractiveness of the education and research system coupled with the changing preferences of highly qualified personnel towards working abroad are also key drivers of international mobility of skilled workers in the new global economy. 

On the third issue, a review of the literature on welfare economics of labor mobility suggests that there are many channels through which potential benefits of international mobility of HQPs can be realized by the participating economies. These are increased specialization of production, increased human capital acquisition, enhanced knowledge creation and cross-border spillovers, and risk redistribution. However, the distribution of benefits is likely uneven. And, some sending countries may incur cost in the short run and possibly in the long run. The potential costs may include loss in human capital spillovers, reduced knowledge absorptive capacity, and an increased innovation gap. More empirical evidence is clearly needed on mechanisms or channels through which increased HQP mobility may contribute to convergence in income levels and productivity is also warranted.

Finally, the policy section focuses on two sets of policies (i) labor market integration policies within free trade areas such as Canada and the US, EU, and Australia and New Zealand; and (ii) policies either increasing the international mobility of HQPs and/or increasing economy’s ability to attract globally mobile knowledge workers. The former set of policies as those relating to trade, harmonization, and deeper economic integration between economies (regional or bilateral) were considered, whereas the latter set policies include immigration, domestic labor market, and science and technology, education, and tax and fiscal policies.

A review of the policies from the integrated labor market economies suggests that greater harmonization of policies and adoption of common licensing standards are key to reducing barriers to cross-border mobility. In case of Canada-US, for example, to realize real welfare gains from the NAFTA, further integration of labor markets must take place. On the international trade front, policies affecting trade in services, particularly business services will certainly influence the movement of HQPs by reducing barriers to international mobility of HQPs.

The policy discussion also examines a selective set of policies such as immigration, domestic labor market practices, trade and science and technology policies as they relate to the international mobility of HQPs. A brief review of the selected APEC economies indicates that these economies have adopted policies to attract internationally mobile HQPs by (a) encouraging immigration of the highly-qualified through specialized skill-related visa programs; and (b) encouraging immigration of potential HQPs by attracting specialized students. In the areas of S&T policies, many APEC economies are taking a number of initiatives to foster the mobility of researchers. Recently, many APEC economies have initiated tax incentives to recruit and retain internationally mobile HQPs. A recent study recommends, for example, offering reduced income tax rates to attract HQPs returning from abroad. The study also suggests a number of educational measures to improve global mobility of HQPs. One such measure, for example, could be to place more emphasis on the year of ‘study abroad’ option.   

Canada’s PowerPoint presentation on this topic is likewise attached as Doc. No. 2004/SOMIII/EC/026.
IV.
Discussion of Work Program for 2005-2006
The Chair informed the meeting that the EC will have the following projects in its 2005 Work Program:
1. 2005 APEC Economic Outlook

· Chapter 1 on Economic Performance and Prospects

· Chapter 2 on the Economic Impact of Counter-Terrorism in APEC

· KBE Status Indicators

· Individual Economy Reports

2. TILF-related projects

· Follow-up study on “The Impact of APEC Investment Liberalization and Facilitation” (Japan)

3. New Economy / KBE-related projects

· Patterns and Prospects of Technological Progress in the APEC Region

The Chair also suggested the following research projects for 2005-2006:

· A follow-up study of FTAs/RTAs under the TILF agenda;

· A study on e-commerce under the NE/KBE agenda;
· Structural Reform; and

· Other priorities that could come out of the Ministers’ and Leaders’ meetings.

Chinese Taipei expressed interest in undertaking the study on e-commerce, which could possibly involve the study of how e-commerce affects trade facilitation, productivity, etc.  Chinese Taipei asked for more time to think about this proposal.

The United States proposed that a study on intellectual property rights be included.

V.  
Election of Chair and Vice Chair for 2005-2006 
Professor Choong Yong Ahn was re-elected as EC Chair for another two-year term.  
Dr. Peter Thurlow of Canada and Ms. Elley Mao of Hong Kong, China were elected as Vice Chairs.

VI.
Other Activities

1. Review of the Economic Committee’s Terms of Establishment

The meeting undertook its biennial review of the EC’s Terms of Establishment (TOE), which is attached as Doc. No. 2004/SOMIII/EC/017.
Some economies expressed the view that the EC should not be disconnected from the mainstream work of APEC; that EC’s work should be more action and policy oriented; and that the EC’s work should be more in direct response to APEC’s priorities.  

Bearing in mind the views expressed above, the meeting held discussions on how the EC could best deal with the work related to Structural Reform.

Taking cognizance of the fact that discussions on APEC Reform that could have direct bearing on the EC are being held at the SOM level, the meeting decided not to amend its TOE at this time, preferring to await the outcome of the SOM discussion on APEC Reform.

2. Timeframe for Report Preparation

The APEC Secretariat summarized the EC’s 2004 deliverables as follows:
1. 2004 APEC Economic Outlook

· Chapter 1 on Economic Performance and Prospects (EC Chair’s Office)
· Chapter 2 on FTAs/RTAs in the APEC Region (Chile)
· Annex 1:  KBE Status Indicators (United States)
· Annex 2:  Individual Economy Report (member economies)
2. A compendium (untitled yet) of New Economy/ KBE-related research work, composed of the following:
· The Development of Industrial Clusters towards a Knowledge-Based Economy (Chinese Taipei)

· International Mobility of Highly-Qualified People in APEC (Canada)

3. A compendium (untitled yet) of TILF-related projects, composed of the following:

· Development of a Methodology to Assess the Progress of APEC Economies in Meeting the Shanghai Accord’s Goal of Reducing Transaction Costs by 5% by 2006 (Canada)

· Measuring the Impact of APEC Trade Facilitation:  A Gravity Analysis (Korea)

In view of the extraordinarily tight schedule this year, the APEC Secretariat appealed to member economies to adhere to the agreed deadlines as closely as possible.

· October 5 – deadline for submission of comments on the draft Chapter 1 of the 2004 APEC Economic Outlook to the EC Chair’s Office;

· October 7 – deadline for submission of comments on the draft Chapter 2 on FTAs/RTAs to Chile;

· Comments on the other draft final reports should be submitted to the lead economies as soon as possible; and

· October 15 – deadline for submission of the final version of the various report for publication to the APEC Secretariat by the lead economies.

3. Report of the August BMC Meeting

The APEC Secretariat reported that the EC submitted one funding request to the August meeting of the Budget and Management Committee (BMC).  The project proposal, which was prepared by the EC Chair’s Office, was in the amount of US$53,500.00 for the preparation of Chapter 1 of the 2005 APEC Economic Outlook.  The BMC approved the funding request but only for the amount of US$28,500.00.
The APEC Secretariat also informed the meeting the EC Chair’s Office prepared another project proposal for the holding of the 2005 APEC Economic Outlook Symposium on the Economic Impact of Counter-Terrorism in APEC.  The project proposal was however not submitted to the BMC for funding consideration due to lack of consensus at the EC level.

The APEC Secretariat further informed the meeting that funding for the 2005 APEC Economic Outlook Symposium could still sought from the March 2005 meeting of the BMC which considers urgent projects for implementation in 2005, provided that the urgent nature of the request could be justified.

4. 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/SOMIII/EC/000.

5. Others

The Chair brought to the attention of the meeting the need for the EC to undertake a stocktake of its activities, in accordance with the steps proposed by Korea and approved by SOM II in Pucón on conducting the Mid-Term Stocktake.
The report has to be submitted to SOM I in 2005.

The Chair designated the two EC Vice Chairs to lead the task force that would undertake this stocktake.

VII.
Future Meetings

The APEC Secretariat informed the committee that the 1st Plenary Meeting of the Economic Committee in 2005 will be held during SOM I.  SOM I and Related Meetings have been tentatively scheduled for 22 February – 4 March 2005 in Seoul, Korea.  Members will be advised as soon as the specific dates of the EC meeting have been determined.[image: image1.png]
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