APEC ECONOMIC COMMITTEE

SECOND PLENARY MEETING FOR 2005

10-11 September 2005

Seoul, Korea

CHAIR’S SUMMARY REPORT 

The APEC Economic Committee (EC) held its second plenary meeting for the year 2005 on 10-11 September in Gyeongju, Korea. The meeting was chaired by Dr. Kyung Tae Lee of the Republic of Korea, and attended by Australia; 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; the United States of America; and Viet Nam. Mr Josef Konvitz, Head of Division, OECD Regulatory Management and Reform, attended part of the meeting in the OECD’s capacity as joint organizer of the APEC-OECD Structural Reform Capacity Building Symposium held on 9 September 2005.

I. Opening Remarks

The Chair welcomed all delegates to the EC’s second plenary meeting of the year, and to Gyeongju, Korea. He remarked that the agenda for this meeting was an exciting one, given that the EC began the year with new Terms of Establishment incorporating structural reform issues into its role, following the mandate from Leaders at the end of 2004.

The meeting started off with introductions from attending delegates given that we have some new participants since the EC’s first plenary meeting of the year.

II.  Adoption of Agenda

The Chair proposed moving agenda item VI (‘Structural Reform Related Activities’) to the beginning of the meeting. This would ensure that Mr Konvitz from the OECD is able to provide input into and participate in the discussion on structural reform, and that the meeting can focus on the structural reform agenda of APEC and the EC. The Chair suggested that within this agenda item, the meeting can start with the OECD presentation (agenda items VI.2 and VI.3), to be followed by presentations from New Zealand and Canada (agenda items VI.4 and VI.5 respectively).

Canada proposed that it may be useful for the meeting to discuss the messages that EC intends to communicate to SOM.

The meeting agreed to the proposals above.

The Committee adopted the draft agenda (Doc. No. 2005/SOM3/EC/001), subject to the amendments made above. Agenda items were shifted around during the meeting to facilitate discussion of similar themes at the same time.

III. Business Arrangements

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

IV. Review of the Outcome of Senior Officials’ Meeting II (May) and the Friends of the Chair Meeting (June)  

The Chair provided a brief review of the EC’s report to SOM II held on 31 May in Jeju, Korea, and the outcome of the EC Friends of the Chair (FoTC) meeting held on the margins of the 2005 APEC Economic Outlook Symposium on Counter-Terrorism in June in Hawaii. 

The EC provided SOM II with a report on the progress of EC projects and structural reform related activities, including the stocktaking survey undertaken by EC across relevant APEC fora. SOM noted the progress on EC projects and encouraged the EC to continue its work on structural reform. 

The FoTC meeting in June was attended by Canada, Indonesia, Japan, Korea, New Zealand and the United States. The three main issues discussed were structural reform related activities, progress on Chapter 1 of the 2005 APEC Economic Outlook, and preparations for the EC II meeting. It was agreed that member economies should be encouraged to submit proposals for the EC’s 2006 work program. New Zealand expressed interest in developing an initiative on public sector governance, in support of the structural reform agenda of the EC. The FoTC agreed that structural reform activities will be discussed in detail at the EC II meeting.  

V. Structural Reform Related Activities

1. APEC-OECD Symposium on Structural Reform and Regulatory Reform / Discussion on APEC-OECD Integrated Checklist (OECD)

Mr Konvitz from the OECD spoke on these two combined agenda items. He commented on the papers presented at the Symposium and the level of participation from those attending. He then highlighted the usefulness of the Integrated Checklist and the OECD’s willingness to continue to offer support to future APEC initiatives in the area of structural and regulatory reform. For instance, the OECD is willing to organize workshops on how to use the Checklist and to set up a website and identify individual experts who can respond electronically on different topics. Other regulatory reform related activities include a short paper on areas where the regulatory framework is essential to the market environment (which the OECD is working on and is targeted to be delivered next year), targeting the Checklist on a few sectors, and sharing the OECD’s work in 2006 on regulatory indicators.

2. Structural Reform Related Project (New Zealand)

Firstly, Paul Carpinter from New Zealand, one of the speakers at the APEC-OECD Structural Reform Capacity-Building Symposium commented on the issue of the future of regulation. Mr Carpinter noted that regulatory issues are increasingly becoming an area of focus, given that there is now general acceptance of what elements are required for robust macro and public sector management frameworks. Awareness of the effect of government intervention on economic activity is also increasing. The EC therefore has a good opportunity to contribute to this area.

Secondly, New Zealand tabled a draft EC Work Plan on Structural Reform (Doc. No. 2005/SOM3/EC/017), which suggests a whole of APEC approach to the structural reform work programme. This work plan builds on Japan’s LAISR 2010 proposal (Doc. No. 2005/SOM3/EC/007) by taking into account some of the discussions/feedback at the APEC-OECD Structural Reform Capacity-Building Symposium. The work plan also includes consideration of thematic (horizontal) issues that cut across all sectors in the economy, and sectoral (vertical) issues.

Thirdly, New Zealand briefed the meeting on its proposal ‘APEC Policy Dialogue on Governance of the Wider Public Sector’ (Doc. No. 2005/SOM3/EC/006). This proposal forms part of its draft EC work plan as discussed above. 

3. Japan’s EC Work Plan on LAISR toward 2010

Japan briefed the meetings on its EC Work Plan on LAISR toward 2010 (Doc. No. 2005/SOM3/EC/007). Japan proposed that two or three member economies can take the lead on coordinating each structural reform priority area, with outputs being submitted to Leaders each year. For instance, New Zealand can take the lead on public sector management in 2006, and Japan can take the lead on competition policy in 2007. Future topics can be decided at a later stage, with an overall evaluation of structural reform activities undertaken in 2010 for Leaders’ consideration. 

The Chair noted the importance of New Zealand’s draft EC Work Plan on Structural Reform given that it contains the main elements of the presentations from New Zealand and Japan with relation to EC’s work program. 

After recognizing the importance of developing a concrete action plan with accordance to every member economy’s circumstances, the member economies acknowledged the need to coordinate with relevant for a within APEC and international organizations such as the OECD. Members agreed on the following points for the structural reform work plan:

· The Chair’s office and the Friends of the Chair (FoTC) will develop an EC paper covering structural reform related activities of APEC as a whole (covering the importance of structural reform to APEC, what APEC has done and what needs to be done further), and proposing a direction for structural reform related activities of APEC fora as a whole. The paper can then focus on the specific work programs of the EC and other relevant fora. The merit of this approach is that the EC will be able to demonstrate to SOM and Leaders the benefits of structural reform to APEC as a whole and to the EC in particular. This approach also addresses the piecemeal nature of the structural reform discussion in APEC thus far.

The paper will also elaborate on the specific work programs of other relevant fora. The EC’s coordination role will include the EC providing input into the work programs of other fora, and the APEC Secretariat providing information on what other fora are doing.

· Member economies will use the Checklist on a voluntary basis and share experiences with all members through roundtable discussions. The United States expressed interest in volunteering to use the Checklist for self-assessment subject to the approval of its economy.

· The Chair’s office and the FoTC will prepare a work plan for the roundtable discussions and communicate with member economies on this. The EC will collaborate with the OECD on this work plan.

· New Zealand’s public sector management initiative will involve a workshop, seminar or policy dialogue being held on the margins of SOM III next year. The proposal will aim for a good practices paper to developed in time for SOM I in 2007.

· The OECD will share with the EC early in 2006 its work on indicators which is in two stages: coming up with a product market regulation index and a parallel set of regulatory measures. 

· The FoTC will prepare a study proposal on the future of regulation, and consider how this proposal can be funded.

4. Structural Reform Stocktaking Survey (EC Chair)

The EC Chair briefed the meeting on the findings of the Structural Reform Stocktaking Survey (Doc. No. 2005/SOM3/EC.009). The survey provided a general overview of the structural reform activities undertaken by other APEC fora (i.e. ESC, SSN-CBN, SELI and CPDG). The findings may help in the development of the overview paper. 

Member economies agreed to use the survey to avoid duplication of effort and to maximize the derived initiatives. As the CTI Chair mentioned earlier, the EC is expected to coordinate with relevant fora such as SELI, CPDG, FMP, and the CTI. Thus, the FoTC will further consult with other fora either bilaterally or through the APEC Secretariat on the future work plan. The Chair will also discuss with the CTI Chair on the possibility of transferring CPDG and SELI to the EC.  
VI. 2005 Work Program

1. The 2005 APEC Economic Outlook

1.1. Chapter 1: The Economic Performance and Prospects

Professor Han from Korea reported on progress on Chapter 1 of the 2005 APEC Economic Outlook. He outlined the major characteristics of APEC economies in 2004 and 2005, and their GDP growth over 2004 to 2006. Professor Han noted that the relatively balanced growth in the region has been led by the United States and China, with the region experiencing accelerated trade flows. However, current account imbalances persist the resolution of which would require policy coordination. The speaker further encouraged structural reform activities within APEC. Professor Han noted that the deadline for the full text of the publication to be submitted is the end of September and two remaining economies have yet to send in their contributions. 

Members provided some comments and suggestions to improve the report. 

Australia noted that the report overlaps with presentations by IFIs at FMP; for instance the IMF produces a paper on the global economic outlook. The EC can perhaps consider rationalizing analysis of this type that is undertaken in APEC. Including a section on reform issues could be very useful. For instance, the G-20 has summary presentations on the reform agenda of different economies. There is a need to make the report consistent with other APEC, draw other work into this process, and focus on the comparative advantage of the EC with regard to structural reform issues.

Professor Han will attempt to incorporate all comments into the final version of the report.

1.2. APEC Economic Outlook Chapter 1 Survey 

The Chair reported that seven member economies (Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; New Zealand; Peru; and Thailand) had responded to the AEO Chapter 1 survey. The Chair provided a brief overview on the origins of Chapter 1 as part of the Osaka Action Agenda. The survey results raised two concerns:

· Timeline is an issue. The report is published in November but the economic data are for 2004 and 2005. 

· Data need to be more up-to-date and consistent. Malaysia has suggested that economies update their IER data up to the first quarter of the year, which will improve the credibility of the data. 

The discussion focused on how to improve chapter 1 of the AEO , building on the EC’s comparative advantage and avoiding duplication of other work available. The Chair proposed that the discussion continue at EC I next year.

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

Canada briefed members on the direct and macroeconomic costs of counter-terrorism (Doc. No. 2005/SOM3/EC/011). 

Korea briefed members on the impact of terrorism on FDI flows (Doc. No. 2005/SOM3/EC/012).

The discussion focused on the dataset used in the Korean study, whether some costs of terrorism can be categorized as deadweight costs, whether there could be a difference in costs incurred between high- and low-risk areas which result in compensating effects in terms of global costs, whether an increase in security costs impacts positively or negatively on GDP or is merely a transfer cost, and the difficulty of unbundling the factors affecting the investment decision in aggregate analysis.

1.4. Indicators of a Knowledge-Based Economy (United States)

Ms Patricia Buckley from the United States presented the work that has been undertaken on a statistical annex presenting a comparison of APEC economies using 21 indicators relevant to knowledge-based economies (KBEs). This work builds on that first presented in the 2000 EC report ‘Towards Knowledge-Based Economies in APEC’. The presentation indicated that APEC continues to place a high priority on promoting KBE-driven growth throughout the region.  Research has identified four key policy dimensions of KBEs: Innovation Systems, Human Resource Development, Information and Communication Technology (ICT), and Business Environment.  Although the pace of improvement varies among economies and some indicators may lag, overall the APEC economies are making progress in their efforts to become KBEs. 

The United States, Chinese Taipei and Canada posed some clarifying questions and provided some comments on the paper, which Ms Buckley responded to.

1.5. 2005 APEC Economic Outlook Symposium (Canada and Korea)

1.5.1. Outcome of the 2005 APEC Economic Outlook Symposium

Canada provided a brief report on the outcome of the 2005 APEC Economic Outlook Symposium “The Economic Impacts of Terrorism and Counter-Terrorism” which was held on 22 – 23 June 2005 in Honolulu (Doc. No. 2005/SOM3/EC/008).

The discussion focused on whether the findings of the symposium will be translated into a deliverable for Ministers and how some wording can be crafted to be included in the AMM section.

The APEC Secretariat commented that a copy of the symposium papers could be usefully forwarded on to the CTTF.

The Chair noted that he will report to SOM on this symposium.

2. 2006 APEC Economic Outlook (Viet Nam)

Viet Nam briefed the meeting on its proposed theme for Chapter 2 of the APEC Economic Outlook 2006, “Sustainable development in society in APEC”. Chapter 2 will focus on: 

· an overview of the sustainable in social-economic development in APEC economies;

· sustainable development in society and APEC economies; 

· main orientations of sustainable development on society in APEC.

The discussion revolved around the importance of sustainable development in ensuring that growth can be sustained into the future and continued consensus for growth, and the need for the proposal to be further focused on certain aspects of sustainable development.

The Chair summarized the discussion on this agenda item as follows:

· Sustainable development will be the topic for Chapter 2.

· Viet Nam will further develop its proposal, taking into account all comments from member economies. The more developed proposal will be discussed at EC I in 2006.

· Economies can submit their comments inter-sessionally. 

· Viet Nam will consider whether funding for a symposium needs to be submitted to CSOM to meet the criteria for urgent projects.

3. New Economy/KBE Related Projects

3.1. Patterns and Prospects on Technological Progress in the APEC Region (Japan)

Japan briefed the meeting on progress on this report (Doc. No. 2005/SOM3/EC/003) and tabled a new study proposal entitled ‘Trends and Perspectives on Human Capital in APEC’. The proposed study is intended to examine human capital development in the context of economic growth in the Asia-Pacific region. The study encompasses a theoretical survey on the new growth theory and analytical and empirical work on the growth functions of the APEC economies. The study will be voluntarily undertaken by Japan over two years. During the first year, the study team will concentrate on literature survey work and data collection and processing. In the second year the team will discuss the empirical results and policy implications with other member economies, and finalize a study report for EC II in 2007.

From the discussion on this agenda item, Japan agreed that it would be important to organize the proposal within the context of structural reform, and that there may be opportunities for the HRDWG to provide input into Japan’s initiative and for the EC present the findings of the study to them. 

The Chair noted that this proposal will be included in the EC work program for 2006, which will be confirmed at EC I next year. It can be decided at EC I whether this initiative will be reframed as a structural reform initiative.

4. TILF Related Projects

4.1  Follow-up Study on “The Impact of APEC Investment, Liberalization  

                   and Facilitation”

Japan briefed the meeting on progress on this report (Doc. No. 2005/SOM3/EC004). The main findings of the study remain broadly unchanged from the previous 2002 study.  First, all member economies will benefit from investment liberalization. Those benefits will be larger for economies with steeper investment barriers, although this is dependent on internal and external FDI stock prior to investment liberalization. Second, the growth in FDI spurred by investment liberalization will have a complementary relationship with trade volume. Trade volume for both imports and exports will grow as a result of investment liberalization.

Australia; China; Chinese Taipei; Canada; Hong Kong, China; Indonesia; and Malaysia provided comments on the report, which Japan responded to.

VII. Energy Working Group Presentation (ABARE)

Dr Don Gunasekera from ABARE presented the findings from an EWG project on “The Impact of Oil Prices”, with the aim of discussing with the EC some of the draft results of the study. The presentation covered the objectives of the project, the analytical framework used, draft results, draft key messages, and next steps. The draft findings will be sent to APEC officials at the end of September, to be finalized in October for presentation to Energy Ministers.

Canada; Singapore; Hong Kong, China; Chinese Taipei; Indonesia; Australia and Japan provided comments on the presentation, which the speaker responded to. These comments will be taken into account in finalizing the report. 

VIII. Discussion on New Activities

The Chair summarized the elements of the EC work program for 2006 as follows:

· The FoTC will prepare an APEC-wide paper on structural reform which will describe the importance of structural reform in APEC as a whole, provide information on what APEC is doing on structural reform in various fora, and identify the direction of structural reform activities and priorities in APEC from now on. The paper will also elaborate on the specific work programs of other relevant fora. 

· The use of the Integrated Checklist on a voluntary basis for self-assessment and sharing of experiences at roundtable discussions. The FoTC will develop the modalities for the discussions.

· A workshop on public sector governance to be organized by New Zealand in 2006. 

· Specific structural reform areas that the EC will focus on each year in 2006 and beyond, to be led by Japan.

· A concrete proposal on regulatory indicators and a paper on the future of regulation, to be worked on by the FoTC.

· Chapter 1 of the APEC Economic Outlook, to be further discussed at EC I next year.

· The sustainable development proposal for Chapter 2 of the APEC Economic Outlook to be further developed by Viet Nam.

· Japan’s proposal on ‘Trends and Perspectives on Human Capital in APEC’.

· A literature review on the macroeconomic impacts of structural reform, to be undertaken by Canada.

The Chair noted that member economies can propose new initiatives inter-sessionally, and reemphasized the importance of coordinating with other fora in progressing the EC’s work program.

IX. Possible Key Messages from EC for SOM/Leaders 

New Zealand referred the meeting to Doc. No. 2005/SOM3/EC/016 and suggested that the language used for the EC’s key messages to SOM and Leaders should clearly state what the EC is doing to progress its structural reform mandate and emphasize a whole-of-APEC approach. New Zealand invited discussion on the EC’s key messages to SOM and Leaders.

Members noted that there is a need to make it clearer that the EC is responding to the call of Leaders by coming up with a concrete plan on structural reform, which is wider in meaning than regulatory reform. The EC’s messages to SOM and Leaders need to be clear and direct, in order to effectively communicate the reenergized role of the EC. The EC also needs to start considering draft language to be included in the Leaders’ Statements.

The Chair summarized the discussion by noting that the messages to SOM will include mention of the EC’s achievements for 2005 and the tentative work program for 2006. 

X. Other Business

1. Secretariat Report on Matters Affecting the Committee

The APEC Secretariat briefed the meeting on matters affecting the EC, namely the establishment of the APEC Support Fund and the trialing of the APEC Collaboration and Meeting System (ACMS).  

2. Report of the August BMC Meeting

The APEC Secretariat notified the meeting that the sole EC project proposal (“Preparation of Economic Performance and Prospects in the Region of the 2006 APEC Economic Outlook Report”) submitted for consideration at BMC II on 23 – 25 August 2005 was approved at $34,250. The APEC Secretariat noted that should Chapter 1 be refocused for next year, the current funding that has been approved will still be available, but the Chair’s office will need to notify the Secretariat of how the project has changed and how the funding will be spent.

The Chair noted that should Viet Nam decide not to host an APEC Economic Outlook symposium for Chapter 2 in 2006, the EC can decide either not to organize a symposium or for the symposium to be hosted by another member economy. The Chair also noted that the EC could consider making better use of APEC central funds in implementing its initiatives.

3. Document Access

The meeting approved the public release of meeting documents in accordance with the Document Classification List (Doc. No. 2005/SOM3/EC/000) recommended by the APEC Secretariat.  

4. Others

The Chair thanked all meeting participants for their contributions in making it a successful and fruitful meeting. The EC seems to have been reenergized by its new mandate and Terms of Establishment.
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