 APEC ECONOMIC COMMITTEE

FIRST PLENARY MEETING FOR 2005

27-28 February 2005

Seoul, Korea

CHAIR’S SUMMARY REPORT 

The APEC Economic Committee (EC) held its first plenary meeting for the year 2005 on 28-29 February in Seoul, Korea. The meeting was chaired by Dr. Kyung Tae Lee of the Republic of Korea, and attended by 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; Singapore; Chinese Taipei; Thailand; the United States of America; and Viet Nam. PECC attended as observer.

I.  Opening Remarks

Hong Kong China, in the capacity as Vice Chair, proposed the nomination of Dr. Kyung Tae Lee, President of the Korea Institute of International Economics Policy (KIEP) as the new Chair of Economic Committee. The Committee endorsed the nomination and welcomed the new Chair. 

The new Chair thanked all member economies for their support of his nomination and said he is pleased to have a chance to work for EC once again after he left EC four years ago. Being aware of the expanded mandate of EC, the Chair requested EC members to render their support and cooperation to accomplish EC’s new tasks.

II.  Adoption of Agenda

The Committee adopted the draft agenda, attached as Doc. No. 2005/SOM I/EC/001. 

The Chair informed that two presentations by Japan (agenda item 3.1 and 4.1) would move to the beginning of the agenda VII.2005 Work Program due to the schedule constraint of the presenters.  

III.  Business Arrangements

Korea as the host economy informed the Committee of the business arrangements for the meeting.

IV.  Review of the Outcome of Leaders’ and Ministers’ Meetings in 2004

The Chair briefed the meeting on the outcomes of the 2004 APEC Leaders’ and Ministers’ meetings held in Santiago Chile last November, particularly regarding those key issues closely related to the EC’s activities. 
Under the strong leadership of former Chair and active contribution of EC members, EC delivered significant outcome in 2004. Leaders and Ministers welcomed and endorsed the EC report for 2004 including three research publications: “2004 APEC Economic Outlook”, “Realizing innovation and human capital potential in APEC”, and “Trade facilitation and liberalization: from Shanghai to Bogor Goal.” 

In particular, Ministers welcomed the structural chapter on FTAs/RTAs of the “2004 APEC Economic Outlook” and instructed EC to further contribute to the understanding of FTAs and RTAs issues in the Asia Pacific region as a catalyst for achieving the Bogor Goal and advancing the WTO process. 

Ministers welcomed the initiative of realizing innovation and human capital potential in APEC recognizing that these factors are two key drivers of growth in the new global economy. Ministers further instructed EC to continue to work on TILF related and KBE/New Economy studies that will help achieve the Bogor Goals.  

Given the importance of the issues related to terrorism and the direct impact on the economy’s welfare, Ministers welcomed the EC’s efforts to undertake a research project o this topic noting that the structural theme of the 2005 APEC Economic Outlook will be “The Economic Impact of Counter-Terrorism in the APEC region”.

Lastly, Ministers commended EC’s efforts to provide analytical basis for increasing the economic benefits arising from structural reforms. Ministers agreed on the need to make the agenda of the EC more policy and action oriented in consultation with other APEC fora and Finance Ministers’ process while maintaining analytical functions. 

The main theme of APEC 2005 “Towards One Community: Meet the Challenge, Make the Change” was announced at the AMM last year. This the aims to present to our audiences around the world the strenuous will of APEC members to achieve its vision. 

The following sub-themes were selected to showcase key areas where APEC needs to focus its efforts in 2005. First, “Renew the Commitment to the Bogor Goals” implies that APEC will take stock of its progress towards the Bogor Goals and APEC will also design a roadmap as a result of the outcome.  Second, “Ensure Transparent and Secure Business Environment” shows APEC efforts in fighting for a clean and safe business environment in the Asia Pacific region.  Third, “Build Bridges over Differences” shows APEC ways to facilitate the community building process given a wide spectrum of both economic development and cultural diversity. 

The 2004 APEC Tasking Statement is attached as Doc. No. 2005/SOMI/EC/002.

V.  Review of the Outcomes of the CSOM in Santiago in November 2004

The Chair briefed the meeting on the result of the two-day CSOM in Santiago, Chile in November last year.  
At CSOM 2004, Senior Officials endorsed the outcome of EC’s 2004 work program, which included six completed research projects and three on-going projects. 

EC was requested to prepare a new draft of Terms of Establishment to address structural reform issues consulting in due course with other APEC fora on this new draft. Dynamic discussion took place in CSOM on how EC would carry on this new structural reform issues. EC has been mandated to continue its analytical work as well as to carry on new items. 

The Chair concluded that the discussion of work program on the structural reform issues and revision Terms of Establishment are two important items that needs to be covered intensively at this meeting.

VI.  Review of the Revised Terms of Establishment
The Committee considered the revised Terms of Establishment of Economic Committee, which was prepared by the Chair’s Office based on the comments and suggestions collected from EC members intersessionally before the EC I meeting.

The discussion on the draft TOE focused on the new role of EC instructed by the Leaders/Ministers considering key concepts such as “more policy and action oriented” and “responsible entity to coordinate the work” indicated in the relevant documents.
· 2004/AMM/029 (Senior Officials Report to Ministers): “Endorse the Senior Official’s decision that the Economic Committee should be the responsible entity to coordinate the work on Structural Reform” (from 5.4 Structural Reform)

· 2004/AMM/029 (Senior Officials Report to Ministers): “Endorse the Senior Official’s decision that the Economic Committee should be the responsible entity to coordinate the work on Structural Reform” (from 5.4 Structural Reform)

· 2004 CSOM Chair’s Summary Report: “SOM agreed that EC should be the responsible entity to coordinate the work on Structural Reform. EC will submit to SOM I 2005, a new draft of its mandate for SOM endorsement.” (from VII. Structural Reform Action Plan)

· 2004/CSOM/014 LAISR: 
· “Focus APEC’s structural reform related work on the following as possible priority areas based on its ability to add value and to build on its existing work: regulatory reform, strengthening economic legal infrastructure, competition policy, corporate governance and public sector management.”
· “Identify an institutional mechanism to address structural reform as a major APEC priority, in consultation with the relevant APEC for a and the Finance Ministers’ Process, in order to promote APEC’s structural reform related activities in a more enhanced and effective manner.”
· 16th Ministerial Statement: “Ministers commended the Economic Committee’s efforts to provide an analytical basis for increasing the economic benefits arising from structural reforms. Ministers agreed on the need to make the agenda of the Economic Committee more policy and action oriented in consultation with other APEC fora and Finance Ministers’ process while maintaining its analytical functions.” (from Macroeconomic Issues)

There was a general consensus that EC should have two specific roles; to conduct “analysis” and to make “coordination” of works for the structural reform. Some economies suggested that EC should make “policy recommendation” or “policy advice” to Leaders emphasizing the need to make EC’s work action-oriented while some economies were cautious about such role. The Chair pointed out that the current TOE of EC has already stipulated that EC should “make recommendations” to the respective forum, where appropriate.
Regarding the roles to be played by EC in promoting Structural Reform within APEC, three views were suggested; to “lead”, to “promote” and to “support” the works of APEC and it was agreed that EC should “support” the work of APEC in promoting Structural Reform.

Other points raised in the consideration of the TOE include to what extent the TOE should describe the objectives of EC in a general way and whether the definition of the Structural Reform should be contained in the TOE.   

A drafting committee, which consisted of the EC Chair’s Office, Canada, Hong Kong, China, Indonesia, Japan, Korea, Malaysia, New Zealand, and the United States joined by other economies, which were interested in drafting the work, worked out the second version of the draft TOE and submitted it to the EC meeting on the second day. The revised draft TOE was adopted by the meeting with some changes.

The meeting took note of the final version of the draft TOE attached as the Doc. No. 2005/SOMI/EC/003 rev3.

The Chair thanked all EC members for the intensive discussion and cooperation in working out the new TOE and informed that the new TOE will be submitted to SOM for the endorsement.  

VII.  2005 Work Program

1. The 2005 APEC Economic Outlook

1.1. Chapter 1:  The Economic Performance and Prospects

The Chair’s Office informed that, as in previous years, the preparation of the Chapter 1 of the APEC Economic Outlook will be led by the Chair’s Office with support of the APEC Secretariat. The APEC Secretariat is responsible for collecting the reports from member economies and the Chair’s Office will make analysis of the economic outlook in the Chapter. Member economies were requested to complete the template attached as Doc. No. 2005/SOMI/EC/004 and submit it to the APEC Secretariat by 14 May 2005. 

Some economies discussed on the value adding issue of Chapter 1 of Economic Outlook and the timing of the submission to Leaders, which is less timely to make substantial input for Leaders to consider future directions and suggested the consideration of the improvement of Chapter 1. The points raised in the discussion includes the targeted audience of the report and what kind of value that APEC can add to the report while similar reports available in other international organizations.

The Chair concluded that the Chair’s Office and the APEC Secretariat will conduct a survey among member economies to collect information in order to consider ways to improve the Chapter 1. For 2005 EC will continue to work on the Chapter 1 as planned. 

1.2. Chapter 2:  The Economic Impact of Counter-Terrorism in the APEC Region

Canada, which offered to work with Korea for the preparation of Chapter 2 in the last EC meeting, made a presentation on the Progress Report on the Economic Impact of Counter-Terrorism in the APEC Region. The report aims to conceptually disentangle the costs of terrorism and to apply the framework to assess the costs of the terrorist attacks on United States in September 11, 2001. According to this framework the total costs of the terrorist attacks in September 11, which include macroeconomic impact and sectoral impact is estimated as US$620 billions.

Questions and observations raised at the meeting include:

· The root of the terrorism and its preventive measures should also be considered;

· Off -setting gains such as the security firms enjoyed should be considered in the estimation;

· Private sector is interested in how to reduce the counter-terrorism measures. More balanced and action-oriented study on the cost of both terrorism and counter-terrorism is needed; 

· To develop an economic model is needed to address frictional costs such as the impact of security measure on trade;

· The situation without the incident should be considered in the analysis of the situation with the incident;

· The impact on the developing countries should also be considered.

The meeting took note of the progress report presented by Canada attached as Doc. No. 2005/SOMI/EC/006, 008 and 009, respectively.

Korea, which led the preparation for the Chapter 2, made presentation on the Progress Report on the Economic Impact of Counter-Terrorism in the APEC. The purpose of the study is to address the impact of terrorism on FDI and Trade and to evaluate the effectiveness of counter-terrorism policies recognizing the importance of FDI inflows in the economic development. The final report will include policy implications from the findings.

The meeting took note of the progress report presented by Korea attached as Doc. No. 2005/SOMI/EC/005 and 007, respectively.

1.3. Indicators of a knowledge-based Economy

The United States informed that there was no presentation on this subject at the meeting due to no new updates.

1.4. 2005 Economic Outlook Symposium

1.4.1 Preparation of the 2005 APEC Economic Outlook Symposium

Canada informed that a two-day international symposium for the 2005 AEPC Economic Outlook is under the process of identifying the hosts, which includes Canada and Republic of Korea, and it is still open to other member economies. The Chairs’ Office is preparing project proposal for seeking funding from APEC. It was agreed to form an organizing committee including Canada and Republic of Korea to work out the agenda, speakers and other logistic matters. 

1.4.2  2005 APEC Economic Outlook Symposium Project Proposal

The Committee considered the project proposal prepared by the Chair’s Office for holding the international symposium seeking funding from APEC, in the amount of US$68,820.00.

The meeting approved the project proposal, which is attached as Doc. No. 2005/SOMI/EC/010, to be submitted as an urgent project for 2005 to the first meeting of the APEC Budget and Management Committee (BMC) for funding consideration.

2.  2006 APEC Economic Outlook

The Chair indicated that the formality of 2006 APEC Economic Outlook will be considered based on the outcome of the survey about Chapter 1 that the Chair’s Office and APEC Secretariat will conduct before EC II meeting.

3. New  Economy/KBE related projects

3.1 Patterns and Prospects of Technological Progress in the APEC Region

Japan made a presentation on the outline of the draft Final Report of the research work on Patterns and Prospects of Technological Progress in the APEC Region, which is a follow-up study of the two reports “APEC Economic beyond the Asia Crisis” in 2000 and “Renewed Importance of Entrepreneurship in the New Economy – Case Studies of Selected APEC Economies” in 2002 and reviewed the issues addressed in the interim report. 

The main theme of this research is that technological progress has been an engine of sustainable growth and the trade and direct investment stimulate technological progress. 

The final report will examine the rapid growth of Asian economies in the light of the growth theory and the “flying geese” patterns and the technological innovation of some of the lower-income APEC economies focusing on linkages of foreign direct investment, agglomeration, and international production, 

The flying geese hypothesis provides a strong explanation of the diffusion process of technology. Higher rates of economic growth can be achieved in the long run if the industrial structure continuously upgrades and the leading industry alternates one after another. The changes of the leading industries in Asian developing economies enabled them to continue higher rates of economic growth

The report will draw general policy implications and directions for APEC from the result of the research. 

(i) to confirm the importance of APEC’s goal to liberalize and facilitate direct investment as a driving force of growth

(ii) Maximizing the benefits and appropriate learning-by-doing processes should be ensured to follow FDI inflows. 

The report will be completed and submitted at ECII 2005.

The meeting took note of the discussion paper for final report presented by Japan, which is attached as Doc. No. 2005/SOMI/EC/011.

4. TILF Related Projects

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

Japan made anotherpresentation on the progress that was made in this study since the submission of the interim report in EC II last year. 

This study, which is a follow-up to the one conducted by Japan, jointly with Korea, in 2002, undertakes follow-up assessment of the anticipated impacts of APEC actions in terms of evaluating the current state of investment liberalization and facilitation in the region based on the latest IAPs and the last interim report reviewed the methodology of the study. 

The report in this meeting focused on the progress in updating a quantification of investment barriers based on the latest IAPs, which was made available in October 2004. 

The final report of this study will be submitted at the EC II meeting in September. 

The meeting noted the interim report on the study presented by Japan, which is attached as Doc. No. 2005/SOMI/EC/012, 013, 014 and 015, respectively.

VIII.  Discussion on New Activities

1. New Project Proposal

United States informed that it will withdraw its proposal on the study on intellectual property rights because United States is taking active role in other forum in APEC on this issue and EC is going to play an important role in the structural reform.

Chinese Taipei informed that after showing interest in the study on the relationship between e-commerce and economic productivity in the last EC meeting it found that E-Commerce Steering Group in CTI has done many studies and conferences in KBE and Chinese Taipei decided not to pursue this study.  

Chile informed that it is still working on the follow-up study on FTAs/RTAs under TILF agenda partly because it found that similar projects are going on in other forum and it wants to make sure that there will be no duplication between them. Chile will be able to confirm before EC II meeting whether it will present something in the next meeting. 

The Chair noted that the Structural Reform issues are a main task in 2005 and appreciated the initiative showed by New Zealand. 

2. Structural Reform in APEC

2.1 APEC-OECD Checklist for Regulatory Reform

A guest speaker, Mr. Joseph Kovitz, Head of Division, OECD Regulatory Management and Reform, from OECD, made presentation on the “APEC-OECD Checklist for Regulatory Reform: Designing a Policy Tool to Promoting Structural Reform” as the attached  Doc. No. 2005/SOMI/EC/016 

First, Mr. Kovitz briefed on the works of Structural Reform within OECD. It is spreading among divisions dealing with structural reform issues and it also includes the Horizontal Program on Regulatory Reform, which is the only horizontal program in OECD. The coordination is carried out in the special group on regulatory policy, so-called Committee of Committees because its membership includes Committees. They meet once or twice a year to discuss cross-cutting issues and the peer reviews of regulatory reform conducted in member and non-member countries. 

Mr. Kovitz explained that the Integrated Checklist for Regulatory Reform (IC), which has been jointly developed by CPDG in APEC and OECD through workshops and meetings for three years, is a policy tool for countries to make self assessment. It is the outcome of the merge between OECD principle on regulatory reform and APEC principle on competition policy. There are three key policy areas: trade, competition and regulatory quality with governance perspective. 

IC is in the process of getting approval of both Leaders of APEC and Council of OECD in 2005 and it is expected that IC will be promoted in APEC and OECD. It was found that Dutch government has already started to use this checklist. 

The Chair welcomed the presentation by Mr. Kovitz as a timely input for EC to consider how to address Structural Reform.

Mr. Kovitz suggested that APEC should organize a conference beyond discussion. The outcome should be commitment to do something with this checklist. One possible issue for such conference would be strengthening performance through coherence regulatory approach, e.g. how governments cooperate domestically and internationally for the harmonization in trade, or how competition authorities cooperate internationally. He expressed his expectation about the future cooperation between OECD and EC, whose mandate includes Structural Reform in APEC.

2.2 Coordination of Structural Reform Activities in APEC

After presenting the progress made on last year’s Leaders’ Agenda on Implementing Structural Reform, Japan noted that the original idea of LAISR came out of the consultation among concerned economies and Dr. Ahn, former EC Chair, and welcomed that EC was identified as “the institutionalized mechanism” to address Structural Reform because EC, which addresses macroeconomic issues, is appropriate for it. 

Japan suggested that EC should combine existing efforts of Structural Reform activities in Finance Minister’s process and relevant APEC subfora such as CTI, CPDG and SELI. Japan hoped that EC could submit concrete outcome to Leaders in November 2005 and reaffirmed its commitment to support EC in its efforts for the Structural Reform.

The meeting considered work program and possibility of the concrete deliverables for Structural Reform.  Comments and suggestions made at the meeting include;

·  Principles: Add value, Avoid duplication, Real results, APEC strength (multi-sectoral,  public and private framework, capacity building)

· The contribution of EC to Structural Reform; to stimulate discussion and to strengthen cooperation

· To keep in mind the sensitivity and avoid pointing out performance of certain economy.

· Establishing a communication channel and coordination with other relevant fora including CPDG, SELI, CTI, Financial Minister’ process

· Stocktaking of what APEC has done to identify duplications and missing parts of the work. One way is to invite representatives from relevant fora to EC meeting.

· Analytical study on Structural Reform, which is the strength of EC.

· Case study on Structural Reform in certain economy on volunteer basis

· To organize a conference to set principles and best practices and to work out action plan in order to create consensus in SOM and Ministers to deliver something to Leaders.

· Workshop/Seminar for capacity building by learning experience of other economies. Best practices and lessons from practices

· Self assessment by using APEC/OECD checklist for Regulatory Reform

· To set long-term goal and short term goal

· To set priority areas among five areas in LAISR and concentrate on them with limited resources

There was a view that it is important to produce something tangible or concrete deliverables to Leader in November 2005, for example by organizing a workshop/seminar between EC I and EC II while another view was expressed that actions should be taken step by step or progressively because the Structural Reform is new to member economies. 

In this context, two possible modalities of the work were suggested; one is to pursue certain agendas efficiently by forming small groups or ad-hoc special groups participated by the economies on voluntary basis, which may be able to produce deliverables to Leaders and another one is to move 21 economies forward collectively. 

New Zealand suggested sharing the experiences of member economies in areas of structural reform such as corporate governance and managing structural reform.
The Chair thanked contributions by member economies and concluded that there was a wide consensus on the following actions that EC should take to address Structural Reform in 2005.

(i) Stocktaking on what has been done in APEC.

                  The Chair’s Office and APEC Secretariat will work out the format for    

                  stocktaking with Vice Chair and undertake stocktaking intersessionally. 

      (ii)       Establishing communication channel with relevant fora

 The Chair will talk with CTI Chair and Convenor of CPDG in the margin of SOM as the first step

(iii) Making Analysis on the issues related with Structural Reform

(iv) Organizing a symposium on Structural Reform in cooperation wit OECD possibly at the margin of ECII.
It was agreed to establish a Friends of Chair’s Group including Canada, Chile, Hong Kong, China, New Zealand and the United States to continue to work on the details of the work program for Structural Reform in 2005 including the modality of the stocktaking.

IX. Discussion on the EC’s preparation for the Mid-term Stocktaking Task

The Chair thanked two Vice-Chair from Canada and Hong Kong, China, for their preparation of the report on Mid-term Stocktaking. 

Canada made a presentation on the preliminary draft of Bogor Goals Midterm Stocktaking Report. 

The report consists of four parts, Introduction, Evaluation of Current Status, Assessment and Recommendations.    

The Canada reported that APEC has achieved remarkable increase in merchandise trade and inward and outward FDI flow and economic growth in comparison with NAFTA and EU from 1993 to 2003 despite of the downturn of economic crisis in 1997. APEC is the most dynamic growing region in the world and is definitely on the track towards the Bogor Goal. 

Two questions are set to consider recommendations; what APEC should do and what EC can do to support APEC in its endeavor and the report will make three recommendations; 

(i) Risk Analysis; to analyze those risks such as protectionism and global financial shocks that endanger the Bogor Goal and provide some policy implications as to what can be done to manage the crisis and alleviate the negative outcome.  

(ii) Trade Facilitation; to develop a new objective of trade facilitation, which is more ambitious than the initiative in the Shanghai Accord.

(iii) The pursue of Structural Reform agenda;  

Hong Kong, China, noted that it would communicate with the Canadian Vice Chair intersessionally and complete the report.

The Chair requested that the analytical work on the Midterm Stocktake of APEC be completed by mid March.

The meeting noted the preliminary report on the study presented by Canada, which is attached as Doc. No. 2005/SOMI/EC/018.

X. Other Business

1. Secretariat Report on Matters Affecting the Committee

Urgent projects for 2005 APEC Economic Outlook Symposium on “The Economic Impact of Counter-terrorism in the APEC Region,” which was endorsed in 2004, will be submitted to the BMC I, which is most likely to be held on 20-21 April. The deadline of the submission of the project proposal to the Secretariat will be late March.

BMC II is currently scheduled on 23-25 August. The project for 2006 should be submitted to BMC2 for endorsement. The Secretariat will inform EC members of the deadline for the submission of the project proposal later. The amount available for OA projects for 2006 is subject to review in the context of APEC reform. It may be less than US$2million available for the year 2005.

The Secretariat invited EC members to subscribe e-mail service on the article of latest APEC developments that the APEC Secretariat is providing in addition to APEC E-Newsletter.
The APEC Secretariat report on developments in APEC is attached as Doc. No. 2005/SOMI/EC/019.

2.  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. 2005/SOMI/EC/000.

3. Future Meetings

The APEC Secretariat informed the meeting that the second EC Plenary Meeting for 2005 will be held sometime during SOM III and Related Meetings, which is scheduled on 5-14 in September 2005 in Gyeongju, Korea. Members will be advised of the specific date of the EC meeting as soon as it has been determined.
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