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The Senior Finance Officials Meeting 4 was held on 10-11 July, 2008 in Cusco, Peru. The meeting was chaired by Javier Kapsoli, General Director of Economic and Social Affairs, of the Peruvian Ministry of Economy and Finance.

Member economies present were: Australia; Brunei Darussalam; Canada; Chile; The People’s Republic of China; Hong Kong, China; Indonesia; Japan; Korea; Malaysia; Mexico; New Zealand; Peru; Russia; Singapore; Chinese Taipei; Thailand; United States and Viet Nam. The International Monetary Fund (IMF), the World Bank (WB), the Asian Development Bank (ADB), the Inter-American Development Bank, the APEC Business Advisory Council (ABAC) and the APEC Secretariat also attended the meeting. 

Member economies absent were: Papua New Guinea and The Philippines. 

DAY 1 – 10 July 2008

Opening Remarks

The Chairman opened the meeting by extending a warm welcome to the historic city of Cusco, and a special welcome to the Special Assistant to the SOM Chair, ABAC, the APEC Secretariat and the new APEC Policy Support Unit (PSU) Manager. The meeting would discuss Global Economic Issues and the two key policy themes for 2008, Results Based Budgeting and Capital Markets.

Adoption of the Agenda
The agenda was adopted unchanged.

SESSION 1:  
GLOBAL AND REGIONAL MACROECONOMIC AND FINANCIAL ISSUES
The Chair opened the session by noting that the most important objective would be to discuss regional and global economic issues, and draw out messages for the Finance Ministers’ Meeting, which could then go forward to Economic Leaders. The meeting would continue with the theme based approach introduced by Australia in 2007, looking at:
- 
Financial market turbulence
- 
implications of the U.S. sub-prime mortgage crisis 
- 
Inflationary issues, and in particular
- 
Food and Fuel prices. 
The Chair noted the number of excellent papers and began by giving the opportunity for those who submitted papers to make brief presentations. This would be followed by Lead Discussants Peru and Australia drawing out the key themes in order to encourage discussion.

IMF Paper & Powerpoint Presentation
The IMF Resident Representative in Lima outlined the views of the IMF on “Surging Food and Fuel prices: Causes and Consequences” (Document No. 2008/SFOM4/032 and powerpoint presentation 2008/SFOM4/037). There were three key issues:
1. The Global Financial Outlook:

While tail risks of a large negative event have been reduced, fragilities remain and a global slowdown in growth for 2008 continues. Commodity prices are high and will remain so for the forseeable future, with oil prices are at all time high over the last thirty yrs. The oil price hike is due to strong demand and more recently an increase in investments in oil, adding a  tail-wind to trend of higher prices that started in 2003. 

2. Food & Fuel prices. 

The IMF look to futures prices to predict trends for food and fuel prices in the short to medium term. It predicts that oil prices will ease gradually over next 5 years or so, but with some uncertainty on global growth, demand and supply, and the role of the financial markets on prices. Generally, commodity prices fall during global slowdowns, and the IMF are expecting that to occur. On the overall macroeconomic effects, the balance of payments effects vary greatly among APEC economies, and there are winners and losers. 

3. What does the IMF see as the appropriate policy response? 
· Fostering market stability in the oil market and in the food market;
· Adoption of more open and realistic policies in relation to bio-fuels by developed economies, echoing what was said at the G8 summit;

· Remove supply-side constraints and open agricultural markets;
· Food aid and cash transfers to poor; and  

· Central banks need to remain vigilant to avoid second round effects. 

The World Bank set out its analysis of the current high Fuel and Food prices (Document No 2008/SFOM/022) & Power Point Presentation (Document No 2008/SFOM/022a).
The World Bank recently proposed a 10 point action plan at the G8 Leaders Summit, which should encourage a global response to the food crisis. This New Deal for Global Food Policy includes a US$1.5 Billion fund to assist countries most affected by the crisis.

The ADB’s Director of Regional Economic Integration made a presentation on their paper Dealing with Inflation: Policy Options for Emerging East Asia (Document no. 2008SFOM/ FMP/ 014). The paper noted high growth averaging 8 % across the region last year, but that growth is slowing now, with inflation rising. Today’s headline inflation may translate into tomorrow’s core inflation and this will demand policy makers’ attention in the short run. 
East Asian policy makers have been attempting to address this, but need to look at policy options going forward, for example:
· adjust monetary policy decisions now to curb future inflation;
· prevent second round effects from burrowing through the economy; 
· central banks should be more decisive in tightening monetary conditions;
· on fuel prices, avoid price controls or consumer subsidies. Consumer unrest on petrol prices should not deter policy makers form these disciplines;
· allow currencies to appreciate; and
· selectively use fiscal measures to provide safety nets for the poor – preventing social implications getting out of control especially in economies where around 50 % of consumer basket is food and fuel.

The ADB also noted that it is extending its lending program to countries hardest hit by fuel and food price rises.
Peru’s Central Bank outlined key elements of its Monetary Policy framework, and how the 2 % inflation target has been impacted by food and fuel crises. Peru’s CPI is highly sensitive to food price variations, as their weight in the index reaches 47 %. The rise in food prices has been severe, reaching 9.2 per cent in May 2008, explaining most of the 5.4% overall inflation figure. CPI would have remained in line with the Bank’s target if food items were excluded.  Fuel prices are also up, however have been bounded by fiscal tax policy, and also a demand shift to natural gas from 6 % use to 21 % in 2006 has helped control the shock of fuel increase. 

This rise in food prices occurs in a context of strong economic growth.  The response of the Central Bank in Peru to avoid a translation into higher inflation expectations has been to increase their interest rates five times in a year, and rise reserve requirements of financial institutions. 

The IMF gave an outline of Document No. 2008/SFOM/020 on Fiscal Risks, which has three objectives. It:
· Shows fiscal risks are important and affect economies in substantial ways;
· Emphasises the importance of fiscal risk disclosure and management;
· Sets out IMF model Guidelines on how to disclose and manage risks, including a possible structure for a Statement of Fiscal Risks. Australia, Indonesia, Thailand and Mexico have done or are contemplating such statements.

In brief, Guidelines would address:
· Disclosure: is it in the interests of all to have disclosure? Rating agencies say they prefer to know about risks and what measures a government is taking to address them. It is worse to be surprised later by a key vulnerability in the market;
· Fiscal risk should be mitigated in a cost effective manner. When it engages to manage risks, the government should explain why they are intervening, and that the mechanism employed is the best alternative;
· There should be a clear administrative and legal framework to regulate overall fiscal management and the governments’ exposure to fiscal risks; and finally

· Fiscal risks should be systematically incorporated in fiscal analysis and budgeting practice.   

The IMF also noted the importance of having central Ministries of Finance in charge of this process.
Australia made a short presentation on their paper The Challenge of High Food Prices to Asian Economies (Document. No 2008/SFOM/025). In addition to rising food prices jeapordising poverty alleviation achievements, higher food prices can have serious macroeconomic impacts,  including inflation and balance of payments.  Governments that provide financial support in the form of subsidies or transfer payments risk adversely affecting their fiscal position and crowding out social and economic expenditure.  

Policy makers have generally responded to higher food prices through: intervening to reduce domestic prices; providing income or food support to the needy; and increasing investment and production in the domestic agricultural sector.  However, policies that distort price signals to agricultural producers can reduce global production at a time when increasing supplies are needed.  Policies that restrict food exports can increase the volatility of global food prices and undermine the ability of global markets to facilitate the flow of food to importing countries.  Policy responses such as these that may incur high costs to government or consumers are of concern to finance ministers.  

The paper noted the need for increased food production and greater private investment in agriculture, and the need for governments to ensure that their domestic settings do not inhibit increases in agricultural output.  Attention should also be given to production focused agriculture, to ensure the food supply of large urban populations; and to ensuring improved transport infrastructure and logistics, storage and transportation capacities.  

It is also important to recognise that raising agricultural productivity does not imply a need for agricultural self-sufficiency, and to support open markets.
The United States highlighted that their paper (Document no. 2008/SFOM/029) looks at transparency in the international financial system and sovereign wealth funds (SWFs). While clearly distinct from one another, the paper noted that both topics entail important considerations regarding transparency, stability and openness in the international financial system.  It noted that lack of transparency is among the top five contributors to the current international financial turmoil, and noted the recommendations of the Financial Stability Forum (FSF).   Also, it noted that the central challenge for economic policymakers in all countries is to address the implications of the growth in size of SWF without resorting to protectionism, by addressing the financial stability and investment policy issues raised by SWFs, so as to maintain a stable and open international financial system.  Many APEC economies have them or receive investments from them, or both and so play an important role in proactively addressing issues posed by SWFs.  

Public relations campaigns can also help, for example in the United States, Mr. Guo from the China Investment Corporation gave a good interview with TV program 60 Minutes – this can allay concerns. Some good work is underway internationally on these issues, with the IMF developing a set of voluntary best practices to guide SWFs to promote a clearer understanding of the institutional framework, governance, and investment operations of SWFs that would support the maintenance of an open and stable investment climate. The OECD is working with recipient countries to identify inward investment policy best practices for countries that receive sovereign wealth investments. APEC FMM could consider endorsement of the FSF’s work on transparency, and the IMF’s and OECD’s work on SWFs in the JMS.

Peru and Australia, as lead discussants, summarized the main points from the papers presented to this session:  

Food Prices

· Global inflationary pressures and global food prices will be issues of importance to Finance Ministers, since high, volatile food prices present clear risks to poverty reduction and macroeconomic stability.  Poorly implemented policies can lead to high costs to both consumers and governments, and impede economic growth.  

· FMM should support increasingly open and flexible markets for agricultural commodities, by endorsing the Doha round; and ensure both domestic and international economic policy responses support increased production and trade.  

· Like the recent G8 Leaders Meeting where it was agreed G8 economies would ensure the compatibility of sustainable biofuels policy with food security,  FMM is an opportunity to  support development of suitable second generation biofuels from non-food materials.  

· A coordinated response to higher global food prices will improve the outcome of measures taken by policy makers.  FMM should consider how APEC can support the United Nations Task Force on Food’s Framework for Action and the World Bank’s New Deal on Global Food Policy .

· Individual economies can also play a role through increased emphasis on production-focused agriculture.  

Given the relevance of high food prices to macroeconomic stability, poverty reduction and domestic stability, Finance Ministers’ Joint Ministerial Statement could address some of the following issues:

· how economies can support the World Bank’s 10 Point Plan for Global Food Policy;

· the macroeconomic consequences of higher global food prices;

· structural impediments to lifting agricultural production;

· behind-the-border reforms needed to improve food transportation and storage;

· the fiscal challenges presented by higher food prices; and 

· the role of open markets to achieve food security.

It was also suggested that APEC could play a valuable role in considering how improved infrastructure and food distribution systems can help to lower the cost of food to consumers.  This issue is relevant to both food importers and exporters, and can consider domestic market as well as export issues.  Such a research project would reflect both APEC’s structural reform and regional economic integration priorities.  Finance Ministers could ask the APEC Policy Support Unit to consider these structural issues and report to Ministers at their next meeting in Singapore in 2009.

On other issues covered at the session, it was agreed the FMM could also seek to address:

· inflation and monetary policy

· improving transparency of SWFs to reduce risks of increased protectionism 

· Implications of global financial market instability.  

Discussion

Indonesia supported rising commodity and food prices, food security and financial stability as key issues for FMM. While everyone in the region is affected, the poor are hardest hit. FMM should explore all the reasons for the record price rises not just supply and demand and the increased pressure from emerging markets, which should not be blamed, but also speculation. 

Indonesia emphasized that developed countries and IFIs would have a key role to play in addressing agricultural productivity, including by using regional organizations such as APEC to disseminate technology transfer for increased production. 
China noted that food price rises are the result of many factors, and we must not blame developing countries, but embrace a spirit of cooperation for world food security. APEC should support the UN in its coordinating role and foster a long term cooperation strategy, including in the Doha negotiations on agricultural subsidies. China is also ready to share agricultural expertise in south-south cooperation with other developing countries. 

SWF transparency is also very important. China’s Investment Corporation is engaged in international dialogue in this regard. It is important to emphasize that in talking about transparency we should balance protection of commercial interests, and not single out one market participant, but treat all alike. We should also recall a lesson from the Asian financial crisis, that short term capital growth hedge or mutual funds can be bad for small economies. 

Canada & NZ supported the points listed by Peru and Australia for the FMM, on food price inflation. APEC should focus where it can add value. There was support therefore for Australia’s proposal for a PSU study on Structural impediments to behind-the-border food transport, and infrastructure.
The US also endorsed Australia´s idea on food transport and infrastructure. On SWF’s the US agreed that it was important to allow SWFs to compete fairly and to not disadvantage them commercially through extra scrutiny. That is also part of the IMF’s focus, so supporting that process will help support that ideal. Also the US noted that as hedge and mutual funds have also raised concerns about transparency, in April a US Presidential Working Group on the Financial System issued best practices for hedge fund managers that are available publicly online.  On the food price discussion for FMM, the US noted that there is little significant evidence that speculation is a driver in current increases.  For example, commodities that do not have futures markets e.g. iron ore coal steel have also seen steep increases.
ABAC thanked Australia for its useful set of issues for FMM to address. The ABAC letter to FMM (Document No. 2008/FMP/SFOM4/004_AttA) notes APEC is well structured as a group to provide input on the food price issue. ABAC endorsed points made by Australia on open policies to increase agricultural production and trade as a medium term response to the crisis; the Doha round also remains important, which should be mentioned in the JMS. Biofuels would also need to be discussed in FMM and AELM. On transportation, improving the infrastructure across Asia was vital. The new Australian member on ABAC is involved in logistics and transport so will ensure that this issue is brought to the attention of Leaders and Finance Ministers. 

ABAC agreed with US points on SWFs. ABAC was already doing some work on SWFs and investment that occurs under the heading of national security. Business would be concerned with any moves away from openness and non-discriminatory treatment in investment. There was great value in the transparency work carried out in IMF and OECD, which is highly relevant to the underlying issues  relating to food and commodities markets. ABAC also took on board China’s point of the effect of other issues eg. hedge funds and speculative activity. These were issues that would also be on agenda of what it wished to discuss with Finance Ministers. 

Australia noted that it was important to focus on APEC’s comparative advantage in how we approach these issues from FMM process. IFIs papers and the FMM communiqué should commend efforts in a number of APEC economies to reduce fuel subsidies. For example, for Malaysia, this was difficult to do but have they met the challenges of social reaction  head on. 

A PSU Study on Behind-the-Border issues for food infrastructure could be an announceable for FMM. If SFOM agreed to Duch a study being commissioned, terms of reference would be drafted intersessionally, following which PSU Board approval and SOM approval would be required before going  to FMM. Drafting of the terms of reference could be handled by a drafting sub-committee composed of three economies: a developed food exporter, food importing economy and a developing country, in order to get all perspectives into the study and ensure a genuine attempt to look at issues from all angles. 

On the issue of speculation, Australia agreed with the US points; it was necessary to try to keep issues of financial markets’ influences in perspectives and ensure that the supply demand dynamics that have been main factor behind price rises are kept firmly in focus. It was also important to ensure that we do not blame emerging markets, whose increased purchasing poweris fundamentally a good thing.

Korea: agreed that the focus should be on APEC adding value. Agree on slide topics. Question about running of FMM.  Would FMM focus just on Food or on other issues?

It might be useful for FMM to hear about price issues and financial market turbulence also, and issues such as the need to strengthen regulation.

Hong Kong, China, in response to ADB’s presentation, highlighted that the exchange rate regime was not a key determinant of inflation in Hong Kong, which was driven mainly by rising food and energy prices. If anything, productivity growth has absorbed some of the increase in costs. Compared with other Asian economies adopting more flexible exchange rate regimes, inflation in Hong Kong was not particularly alarming. The effective means for Hong Kong to contain inflation would be to: (i) diversify the sources of imports; and (ii) improve labour productivity through investment in physical and human capital.

SESSION TWO: 
RESULTS BASED BUDGETING
Peru introduced the topic of Results Based Budgeting.
Singapore spoke to its paper Document No. 2008/SFOM4/028 which addresses three key questions:
· What do we want to achieve through RBB? 

· What sort of information do we need to implement RBB effectively?  Information must be easily measured and collatable. Too heavy an emphasis on KPIs can lead to chasing KPIs and not focusing on outcomes; and
· What processes are needed to implement RBB effectively.

The paper highlighted that line Ministries need to be given responsibility, so the government should not maintain centralised control. We need to be pragmatic about how to implement a system in developed as well as developing economies. And the idea of early engagement is vital, so the Ministry of Finance can engage early in a project before positions are locked in as between the line Ministry and the Ministry of Finance. 
Canada presented its case study on their Expenditure Management System in Document No. 2008/SFOM4/08. The upside of the system has been to reduce budget over-expenditure and the economy went into surplus, but program spending increased, which was not fiscally sustainable over the longer term. The government needed to put caps on expenditure. Important lessons learned were:
· Focus on results

· Ensure existing programs aligned with government priorities
· Examine non-producing/performing agencies or programs and reallocate where appropriate 

· departments need to identify bottom 5% priority programs and funds are reallocated. Every year 25 % of programs are reviewed. 

· Some challenges for implementing departments. It can be difficult to quantify outputs e.g. in health, cultural sectors. 

FMM could discuss some of these challenges. 

Peru noted in its paper that there are some risks in introducing an RBB system. As Canada pointed out, outcomes/outputs are difficult concepts to operationalise in many important areas of government. The key role of the budget office is to operationalise implications of the information gathered, and this can also be challenging.

Chinese Taipei outlined their system which uses preliminary review and performance targets which are required to be incorporated into budget plans. A regular review mechanism was established in 2004, to ensure budget preparation in line with needs.  Each agency files monthly status reports. 

The system has had four major achievements: 

· Portion of national resources expended on government has decreased. 

· Operational expenditure has decreased, while capital expenditure now accounts for 90% of budget allocations. 

· CT Enjoyed budget surpluses in 2006 & 2007; and 
· Their S&P rating improved.

The World Bank stressed the importance of avoiding a mechanistic approach and the need for pragmatism in a successful transition to new budget process. 

Moving in stages, and using building blocks are key. Performance budgeting reform strategies should be designed as building blocks that are initially piloted in a few sectors and then gradually applied to the rest of the public sector. 

A strong ministry of finance is also critical. The central budget office at the ministry of finance has to be entrusted with the new task of overseeing and directing the development of performance information management for the new budget model to take root.

Good basic financial management will always help. Without good basics financial management competencies and accountability, the delegation of budget controls and operational responsibilities risks inducing corruption.

Transitions can be managed from modest starts. The development of performance information has to move from testing a small set of indicators to creation of output and outcome measures that adequately reflect government policy priorities and the efficiency and quality of service delivery.

NZ as a Lead Discussant then summarized some of the key points made in the papers for this session. It was important to bear in mind that there is no best model for RBB. The papers of NZ and Singapore highlighted three possible models:

· Presentational – where results made available to Parliament so that the public know what public money is being spent on;

· Results informed budgeting – information is actually used to inform budgeting but does not necessary determine the level of budgeting; and

· Direct RBB, where funds are directly allocated to Ministries or agencies based on past results.

Most papers covered models 1 and 2 with model 3 being relatively rare.

Pre-conditions for success include: 

· a high degree of confidence about budget information and systems. If this is not present, RBB will not work and the government should instead improve those more fundamental elements before attempting RBB;

· remove unnecessary central controls over Ministries: if the centre dictates how the money is used, that limits scope for real performance variability and improvement. 

· focus on capability and capacity: RBB requires high quality systems, good people to maintain them and the ability to provide effective support for resource managers so they understand what performance management means for them in terms of changing behaviors and managing performance. 

· clear and transparent mechanisms for monitoring and reporting performance.

The challenges include time and money to set up the systems; high level political commitment to the med-long term; technical challenges; opportunity costs, and the need to be selective in choosing performance information to be gathered.

In the general discussion Chile outlined its Management quality control system, noting the advantages including incentives for institutions to operate as efficiently as possible. Lessons learned in Chile have included: 

· The RBB system should be institutionally linked and should receive feedback from the budget process;

· Different evaluation methods should be available 

· The program evaluation design is important, especially regarding the target group, the objectives and the starting point of the program. 

· Evaluations should consider the cross-cutting nature of public policies; and incentives reinforce cooperative work practices, improve institutional strategy and per motivation.    
Australia outlined its Expenditure Review Process which requires policy analysis skills to implement. So line Ministries and the Finance Ministry or Treasury must become the Government’s principal advisor on expenditure priorities, with parallel development of  adequate financial management skills within line Ministries so that staff speak a common language with the Finance Ministry and Treasury colleagues. 

The implementation principles detailed in the IMF paper on RBB are a good basis for some overall observations in the JMS. 

One motivation for RBB is to create fiscal space – this was a major focus of SFOM work last year, so it is good to see some synergies in discussion points for Ministers from year to year for the FMM.

Korea  introduced program assessment in 2003. Self-assessment, and a top down system are key aspects of the system, with a five year fiscal plan. In the Korean experience, with self-assessment in 2005, there were some problems. They have now combined the system more fully with the budget program.

Overall, the key messages in the papers presented and in the discussion were that in RBB government should:

· Be clear about objective and how want to influence performance;

· Be prepared to decentralize control;

· Be selective in info collection: if used crudely, credibility will suffer. 

· Thoughtful interpretation and use of information is essential, especially if it is for public release; and

· Be patient and prepared to cope with setbacks. 

On implementation of RBB, the IMF highlighted some key principles.

· Be selective in use of p performance management information including evaluation processes. Develop these at early stage with consultation between the Finance Ministry or Treasury and the line Ministry;

· RBB takes time especially for effective implementation

· There must be a willingness to commit substantive resources. Use of pilot schemes is good – to test new methodologies before rolling out an expensive new system.

SESSION THREE: 
CAPITAL MARKETS
Peru gave a brief background to the discussion, noting the need to close infrastructure gaps for economic growth, especially for developing countries. In this sense support from the private sector is needed. Therefore the question arises of how to encourage the Private Sector to invest in the public sector process. 

The ADB paper (Document No. 2008/SFOM4/015a) Capital Market Reform, Issues and Challenges, considered how to further strengthen Asian Capital Markets:
· Strengthen Market infrastructure

· Improve access and standards of use

· Strengthen risk assessment and management

· Broaden and diversify the investor base 

· Develop derivative and swap markets; and 
· Increase regional cooperation towards more regional cooperation towards more integrated regional capital markets.

Peru outlined its paper Using PPPs to Strengthen Capital Markets in Emerging Economies (Document No. 2008/FMP/SFOM4/033).  PPPs have become popular worldwide as a means to close infrastructure gaps, and the experience has often been that PPP projects finish on time, and often under budget. Peru’s paper reviewed recent success with PPPs in Chile, and the experience of Colombia, which is slightly less positive. Peru is so far finding that PPPs can play a key role in the development of local capital markets. Private pension funds and insurance companies can be important contributors. A key lesson is that well structured projects are vital. 

Australia gave a presentation on its paper PPPs and Capital Markets: Two Birds with One Stone (Document No. 2008/FMP/SFOM4/003). Australia’s paper focuses on broadening the range of instruments available in regional financial markets, and in particular the scope for PPPs to stimulate capital market development. It draws on the work undertaken in 2007 in the public financial management sector on managing the contingent liabilities from PPPs, and also highlights the constructive experience of Korea. 
According to the ADB Asia has infrastructure needs totalling US$300 billion per year over the next five years. Needs on this scale will strain traditional methods of government finance and delivery. Australia is an example of a regional economy whose government has an ambitious agenda to expand investment in areas including ports, roads, water, health and education, with PPPs very much a part of the plan for realising that agenda.

Australia highlighted the linkages between PPPs and financial markets: 
· PPPs can address a key issue in many emerging financial markets by providing stable, long term assets for institutional investors, such as pension funds and life insurers, to match with their long term liabilities

· In their unlisted form they also provide an asset class that is not strongly correlated with traditional financial assets, while when they are listed they can help diversify the pool of actively traded companies (which is important for equity market development in many emerging economies)

· PPPs can also assist bond market development by providing a large supply of bonds of relatively high quality and similar characteristics to institutional investors, indeed some have even suggested that they can develop a de facto benchmark yield curve.
· PPP markets won’t develop without the right pre-conditions, such as a sound legal framework, secure property rights and strong governance arrangements but these pre-conditions are very similar to the pre-conditions to financial market development, again underlying the complementarity between PPP development and capital market development.

With the effects of recent financial market turmoil, market conditions for highly leveraged infrastructure funds and funds with complex structures, have become more challenging but the overall market dynamics remain strong, underpinned by surging demand.
On risk Transfer, the experience of Australia’s most developd PPP market, Victoria, is instructive. Broadly, they have been through three phases:
· In the first phase the focus was on achieving off-balance sheet financing rather than efficiency or VFM and there was little risk transfer and high cost to taxpayers

· In the second phase there was a high level of risk transfer and no revenue guarantees, but this saw a rise in unsustainable projects, this also adversely affected taxpayers as ultimately the promised services weren’t delivered

· In the current phase a dedicated PPP unit was established in the Victorian Government and  there is a focus on  service delivery and VFM rather than simply maximising either risk transfer or off-balance sheet financing, an explicit public sector comparator is calculated to create a counter-factual and facilitate calculation of VFM

Deliverables for FMM
Australia would like to suggest two sets of deliverables for discussion. The first is a set of PPP principles for inclusion in the JMS, these principles would provide a framework for economies to expand their use of PPPs and assist in diversifying and deepening capital markets:
Proposed PPP Principles
· Recognising the importance of clear and transparent risk allocation in PPP contracts;
· supporting PPP development by establishing dedicated PPP units that have the capacity to identify, manage and allocate risk appropriately;
· adopting a flexible, streamlined and transparent tendering process that can be tailored to individual projects;
· removing barriers to institutional investment in non government debt and equity markets to facilitate greater private sector financing of infrastructure;
· establishing a solid and publicly available pipeline of infrastructure projects to retain and attract private capital; and
· providing strong government commitment to the use of PPPs in order to help reduce risks that the private sector is unable to manage. 
The second deliverable is the establishment of a Voluntary, Virtual  Register of PPP Projects in APEC economies, this is a form of information sharing that could assist in fostering greater competition in PPP projects and greater diversity in financial markets.
Korea outlined its recent positive experience of PPPs. Korea has seen a tenfold increase  in PPPs in the last ten years, from  1.2 % of projects in1997 to 16.3 % in 2006. Local projects have totalled 4.5 Billion USD, and national projects 43.3 Billion USD (63 projects). Of the main PPP sources of finance, 50% is from Bank Debt; finance with bond issuance accounts for around 11%. Now project finance on increase, with financial institutions either investing directly or lending money based on future projected cash flow. As the PPP market has grown, infrastructure funds have also grown.

The Korean government believes competition in bidding is the key to increasing the efficiency of PPPs. 

Japan’s paper Demand Side Issues, Particularly how we can Develop a Diversified Institutional Investor Base (Document No. 2008/SFOM4/005) and the World Bank paper Development of Deeper and More Liquid Local Currency bond Markets (Document No. 2008/SFOM4/024) examine the characteristics, preconditions and actions needed to diversify a financial sector, while increasing resilience to crisis. It is now well recognized that sound financial and legal infrastructures are critical underpinnings. Financial markets need institutions and appropriate mechanisms to share and transfer risks; and to disseminate reliable information.  

Some of these institutional underpinnings pertain to the financial sector, others are economywide. They are of cen​tral importance and the lack of these might weaken the institutional reform in other areas: These underpinnings are a sound legal frame​work, including those for insolvency and corporate governance; and sound accounting and auditing. There are some common building blocks in local currency bond market development.  These include: money markets; issuance policy and primary markets; secondary markets; derivatives; a good investor base; infrastructure and regulations. Based on these core areas, the World Bank, through its GEMLOC program, has conducted a survey that helps to map the key priorities for action identified by policy makers. A description of the survey outputs and program is the paper provided.

The US outlined a series of measures issued in May by a President’s working group on financial markets, following the sub-prime crisis. Recommendations include:

· reforming oversight of the mortgage origination and mortgage markets 

· enhancing disclosure throughout the securitisation process, 
· encouraging credit rating agencies to enhance disclosure to ensure integrity and transparency; and 

· ensuring prudential regulation enforces risk management in financial institutions.

Beyond the immediate focus on damage control, there is an overall plan to modernize the US financial regulatory system, once the current difficulties have been addressed. The US is also considering what can APEC do, including at FMM, in getting the balance right between market oversight and encouraging innovation in markets.
In their role as lead discussants, the US and Chile summarized the key ideas from today’s discussion on strengthening & deepening capital markets:
1. Market infrastructure and legal and regulatory frameworks are vital; 
2. On the demand side – increasing the investor base, both domestic and foreign 

as noted in Japan’s paper;
3. On the supply side- increase the types, number and liquidity of assets available in the markets. Excellent work on PPPs, consider Australian ideas on best practices on PPPS as well as idea of voluntary ref guide or list of PPP projects; 

4. US facing a big need to replace existing infrastructure – could learn from others.

5. Looking at asset backed securities and securitization, securities are important tools in developing capital markets. Emerging economies should learn from lessons and mistakes of the US and Europe in developing strong Legal and regulatory regimes to encourage asset backed securities.

6. The common lack of almost any high yield investment grade bond issues across APEC markets. 
7. ABAC suggested the issue of creditor rights needs attention, and there is a potential role for APEC in bankruptcy rules.

8. There is a need for more efficient sovereign debt management
Canada Supports US summary of ideas. The Canadian Minister setting up PPP fund, with mixed results at Federal and Provincial level. FMM would also benefit from case studies from economies. Canada asked if the Voluntary register of PPPs would be a description of projects or a register - Australia clarified that their proposal would be for a description of projects.  

ABAC commended the rich discussion on the topic and the quality of comments. In its report to FMM ABAC will be giving its views on the issues raised: 

· On PPPs in assisting deepening of capital markets – timely issue.

· Comments by Peru on the linkage between PPPs and pension funds is an important one in deepening markets. That was highlighted at the ABAC-APEC Bond market forum, held on 9 July in Cusco.

· ABAC commended the suggestion made by Australia of incorporating within the JMS some key principles on PPPs. PECC has also produced good document on this subject. 
· ABAC could suggest another deliverable for the FMM should be establishment of an APEC advisory group on PPPs.
The US comments were beneficial- the work they have done since the sub-prime crisis to strengthen the regulatory framework and make it more responsive is valuable work. Regulatory reform in the Finance system does not stop. The challenges that have come through the sub-prime market crisis should encourage us to all continually review the quality of our regulatory systems. This highlights the importance of work with the APEC Economic Committee on structural reform and within that agenda, regulatory reform, which is underpinned by the principle that markets that have undertaken reform will be more resilient to financial shocks and crises.
ABAC agrees with the emphasis placed by IFIs on the bond market system, and that this is an area where APEC can play a significant role. We should bring more economies into that discussion. Other areas of APEC are working on these issues; the Investment Experts Group (IEG) is doing a lot of work on PPPs, for example comparing the experience of PPPs in Australia and Peru, with a report expected soon. All this similar work is highly relevant to FMM. 

Australia noted that securitisation has the potential for a useful conversation between Finance Ministers, since it is 

· Important to financial markets

· Work is on-going in the US and Europe after the sub-prime crisis – a range of lessons have now been distilled; also

· Emerging economies circumstances should be taken into account.  

DAY 2 
SFOM

SESSION 4: 
THE HANOI MEDIUM TERM AGENDA; REI; REVIEW OF FMP POLICY INITIATIVES
The objectives of this session were to review the Hanoi medium term agenda, consider the proposed FMP areas of action to promote Regional Economic Integration and review existing and nay new FMP Initiatives.

The SOM Chair’s representative presented Document no. 2008/SFOM4/08/011 and presented a brief update from SOM II, where key topics included issues of relevance to SFOM including Doha, REI and food prices – including a strategy to reinvigorate the APEC food system. 

The REI Matrix was discussed at SOM II, with identified deliverables to be completed in 2008. In that matrix, the FMP is called upon to support regional economic integration (REI) agenda by intensifying efforts to strengthen and deepen financial markets in the region. This proposed REI area of action for the FMP complements Peru’s policy theme on capital market reform, and much of what was discussed in the previous session relates to this deliverable. It would be useful for this meeting to discuss concrete measures to advance that implementation.
Australia, on concrete deliverables, suggested that SFOM consider listing the Catalogue of Policy Experience and Choices, a current FMP policy initiative, as a 2008 deliverable to support the third specific agreed area of action in REI - which is on information sharing to enable financial institutions in APEC economies to achieve global standards.

Australia also proposed that the new initiative to support the development of a diversified and sound institutional investor base (see below), be considered as a 2009 deliverable to support the first specific agreed area of action in REI – which aims to explore options to secure diversified and deeper capital markets.

SFOM members could also consider including the proposed voluntary register of major PPP projects across the region as another 2009 deliverable to support the second specific area of action in REI – which seeks to address domestic structural policies and systems that pose barriers to deepening and developing financial markets through information sharing - the register would help foster greater competition in PPP tendering and greater diversity in financial markets.

ABAC, in their response to the SOM Chair’s comments, noted that there is another item on the REI agenda relevant to FMM, item 11 (Structural Reform), so we should add SFOM to the list of relevant fora for that item. SFOM is of course participating in the structural reform agenda, alongside the EC. 

Another possible deliverable could be on the issues of securitization & creditor rights, from Day 1 discussion. These 2 issues are being considered by ABAC and its Advisory group on Financial system capacity bldg. Recommendations have been made to FMM in its previous two ABAC reports to FMM. There is, however, some disconnect bet wk in Advisory group in ABAC and this working group, which could in itself be addressed as a deliverable. In a the JMS Ministers could welcome the work of the Advisory group in ABAC and ask officials to take that work into account in furthering the agenda. This places an obligation on the SFOM Chair that there is a body of wk in this area in strengthening financial systems that should be taken into acct.

Second, since ABAC as group have considered securitisation and the absence of creditor rights in international bond issuance in the APEC region, FMM so should ask the ABAC Advisory Group to do further work in those areas to strengthen financial markets and thereby contribute to REI. They should be asked to seriously contribute to the work of the SFOM in developing REI and the Ministerial Agenda.

Malaysia recognizes the importance of developing a sound investor base, and welcomes the Australian initiative. Malaysia will be happy to work with Australia in hosting the first workshop in Kuala Lumpur. 

Review of FMP Policy Initiatives

The Chair invited sponsors to briefly report on progress in their current FMP initiatives. Currently, the FMP is running 14 initiatives. Three of these initiatives will conclude this year – Voluntary Action Plan for More Stable Capital Flows (led by NZ); Fiscal Management: Public-Private Patrtnerships (led by Australia); and Fiscal Space:  Reviewing, Assessing and Prioritising Government Expenditure (led by Australia).

The Chair also noted that in March 2008, BMC approved a new project with funding from the APEC Support Fund, Enhancing Risk management and governance in the region’s banks to implement Basel II co-sponsored by Australia and China.   
ADB reported on the APEC Financial Regulators Training Initiative (FRTI) which aims to strengthen and ensure coordination of training programs for bank supervisors and securities regulators in the region. Since 2001 the initiative has trained 2,202 participants. 

Korea gave an update on their Initiative on Ageing. This has been conducted in two phases. Core group was launched at the end of 2006, with a first meeting in Seoul. Experts and officials from5 economies submitted project proposals. A second meeting was then held in June in Korea. China also supports this initiative.

NZ updated on its initiative, the Voluntary Action Plan for More Stable Capital Flows that Finance Ministers endorsed in 2000. Thanked co-hosts from Russia, IMF and WB for participation in the recent Pensions seminar. This was the latest initiative under the voluntary action plan. NZ thinks the initiative has run its course, and would signal to FMM in November lot of good work has been done and could wrap up this project at the end of 2008.  NZ will prepare a draft report to Ministers as part of the normal progress report. 

ABAC updated on a number of its initiatives. 

(i) The APEC Public-Private Dialogue on Bond Market Development held a second dialogue in Cusco on 9 July. ABAC will propose a third and possibly a fourth Dialogue, on Bond market issuance and deepening the investor base. 

(ii) An new initiative on Enhancing Risk Management and Governance in the Region’s Banks to Implement Basel II, was, as noted by the Chair in opening this session, approved for ASF funding in March this year. This is the first joint initiative by the Melbourne ABAC Finance Centre and the Asia Pacific Financial Development Centre in Shanghai. Training will be held in Shanghai in December 2008 for banking regulators from the region. This will be a five day course, focussed on assisting bank regulators to understand liquidity issues impacting on the banking sector. Invitations will be issued to economies to participate shortly. Australian experts will attend, and will look to attract medium to high level banking managers to that session. 

Australia reported on five initiatives: 

(i) APEC Future Economic Leaders’ Think Tank

The APEC Future Economic Leaders’ Think Tank was established in 2001 and Australia has hosted a total of seven annual events relating to this initiative. The Think Tank brings together representatives from public financial institutions in APEC who are likely to play significant future leadership roles in their respective economies, to build their problem solving skills and establish a network of future leaders.

At SFOM3, Australia invited other economies to host future events; to date no economy has confirmed acceptance of this role. Australia will not be organising a think tank event in 2008, but would like to continue to list this initiative as an ongoing FMP activity. 

(ii) Insolvency Reform: Regional Network

The establishment of the regional network was endorsed by the SFOM in Vietnam in June 2006.  Australia has coordinated the initiative and developed Phase Two of the initiative, being the establishment of a Regional Network on Asian Insolvency Reform. The website for the network which was established in February 2008.  Australia would like to encourage officials who are involved in insolvency reform to register as a member of the network.  Australia is currently discussing with the OECD and AusAID the possibility of holding a meeting of network members in conjunction with another FAIR meeting to be held in the first quarter of 2009.   

(iii) Catalogue of Policy Experience and Choices 

The Catalogue of Policy Experience and Choices, presented in the form of a pilot website, went live on 30 April this year.  Known simply as the Catalogue, the website provides resources and shares experience on financial sector reform.

The Catalogue is being implemented as a pilot scheme which will be reviewed at the end of its third year, with a report presented to APEC finance ministers in 2011. As Chair of the Steering Committee overseeing this initiative, Australia greatly appreciates the support committee members from Indonesia, PRC and ADB have provided to date. 

(iv) Fiscal management: Public-Private Partnerships

A follow-up workshop on PPPs took place in Ho Chi Minh City in May this year, which included a one-day seminar. The aim of the seminar was to look at the key factors that influence and facilitate PPP market development in the region. It also considered the role APEC can play to support this development.  Around 50 participants from 12 economies attended the seminar.

Discussion at the seminar highlighted that some of the fundamentals for PPP market development in the region are still missing. These include: policy guidance on a flexible, streamlined and transparent tendering process; focus on value; effective risk allocation; and vigorous policies on investment planning to establish a pipeline of projects to retain and attract private capital. 

At the action planning workshop held in conjunction with the seminar, targetted economies including Indonesia, the Philippines, Thailand, Vietnam and the People’s Republic of China formulated action plans for better risk management of PPPs. The workshop provided a valuable opportunity for peer review and discussion of the plans. With the delivery of the seminar and action planning workshop, this initiative has now come to a conclusion. 

(v) Fiscal space – reviewing, assessing and prioritising government expenditure

The second activity on the fiscal space initiative was held in Jakarta from 14‑15 May this year, and was co-sponsored by Australia, Indonesia, Brunei Darussalam and the Russian Federation. Around 40 delegates from seven economies plus the IMF attended the workshop.  The workshop was designed and delivered to encourage participants to apply fiscal space concepts and practices in ways that would be suitable to their local conditions, institutional circumstances and fiscal management priorities.  This initiative has now reached its conclusion, and Australia would like to thank co-sponsors; and the IMF Regional Office for Asia and the Pacific for co-funding the workshop in Jakarta. Indonesia reiterated thanks for co-sponsorship in hosting the workshop.

China briefed the meeting on achievements of the APEC Finance and Development Program. Since last October, AFDP has successfully organised five workshops and one seminar in China, and one seminar in Indonesia, with 401 participants from APEC economies.  There are also another four training workshops and the biennial AFDC forum coming up in the second half of 2008. AFDC would like to invite all economies to send two to three participants to each up-coming event. China also mentioned the use of the Global Development Learning Network - the World Bank’s distance learning system. Shanghai hosts a distance learning centre, and have used this system to deliver training via video-conferencing including to Vietnam and Mongolia and would welcome others joining workshops via this means.

The United States spoke on the Stregthening Capital Markets initiative.  USAID has placed 2 advisors in the region, to deliver technical assistance to government agencies in Indonesia and Viet Nam. In Indonesia, the advisor is working closely with Indonesian authorities on developing government securities and debt market. In Viet Nam, USAID is about to begin a program on debt and securities market program. Those advisory programs have been very fruitful, and USAID would welcome the opportunity to provide such technical assistance in other economies. Also can contact SFOM delegates anytime. 

The US Trade representative in Singapore also organised a one day seminar there this year on implementation of public debt management strategies. The US are would welcome proposals for similar regional workshops or seminars.  

Indonesia expressed appreciation of US support and technical assistance, which has helped set up a new unit on developing government securities and debt markets. Capital market regulators very interested in developing some international standards implementation, and also work closely with the Australian Securities Industry Commission (ASIC). 

Hong Kong, China informed the APEC Secretariat by writing prior to SFOM4 that Japan is the host economy of the SMEs  initiative for this year. 

New Initiatives seeking endorsement: 

 (1) 
Australia introduced its new APEC policy initiative to support the development of a Diversified and Sound Institutional Investor Base, which FMM sees as critical for strengthening capital markets. Greater participation of specialist institutions such as pension funds, insurance companies and fund managers is needed to provide depth and innovation in markets. 

The objective of the proposed activity is to provide technical training to government officers who are responsible for developing policy measures, reforming regulations and addressing key constraints that would help support the development of a diversified and sound institutional investor base in targeted APEC member economies.

The activity will consist of two customised technical training workshops. 

· The phase one workshop (Feb. 2009) will involve delivering a three-day training activity to impart knowledge, skills and tools to support the development of the institutional investor base. 

· The second phase workshop (June 2009) will comprise the formulation of action plans to assist participating economies address a key issue constraining the development of a diversified and sound institutional investor base.

The activity will be funded by the Australian Government and economies are invited to consider co-sponsoring. 

Malaysia echoed its support as a co-sponsor for this initiative when Australia briefly introduced the Project during the discussions on the REI Matrix (see page 16, above)

ABAC see this as a useful new initiative, important in terms of capacity building. In developing the initiative there should be private sector support, and ABAC would be delighted to support it. Singapore agreed on the importance of private sector support.

Indonesia also supports this idea as a co-sponsor, as it is very important to them as a developing economy. 

The US has been working with several economies here on an informal concept which could complement this initiative, a pathfinder initiative, also on strengthening the institutional investor base in the region. This is still in an informal phase of development. A first step would be to develop a toolkit to try to synthesize work already done to try and produce a more usable guide on practices to help develop investor bases in economies. The US would work with others to develop the toolkit. Then on a pilot basis, they could work on some of items identified in the toolkit. 

(2) 
The World Bank announced its new initiative on the Economic Impacts of Climate Change. For Climate Change to be part of the mainstream economic development agenda, it is essential that economies’ Economic Agencies fully understand the implications of climate change, for the economy, the poor and in key areas of interest to FMM. This APEC initiative should provide a framework for collaboration and capacity building, and regular consultational reviews. Case studies would be developed in Asia and Latin America, and the WB will put together three synthesis papers on the issue. Policy dialogues, workshops and consultations will be held with officials, at  SFOM in 2009 and 2010, with a final report to be presented at FMM 2010 in Japan.

Australia expressed their support for the World Bank initiative. There is a lot of work on this topic in IFIs and elsewhere, so it will be important to target this project in a way that adds value and does not duplicate other work. The project focuses heavily on fiscal issues and it could also contribute on market based instruments.  Australia would like to see these ideas reflected as the proposal evolves. 

Indonesia and NZ also expressed support, the latter especially seeking some focus on market instruments to support economic adjustment. NZ would like to offer resources in support but currently has legislation on emissions trading before Parliament occupying the full attention of the Government’s CC team and relevant Ministers. However, some resources may become available in due course. 

ABAC commends the WB initiative. ABAC Japan organised a seminar on environmental finance in Tokyo in April and had recommendations for further action. ABAC would therefore like to explore if there are synergies between that work and this new initiative. ABAC will consult with the WB on that. 

SESSION 5: 
PREPARATIONS FOR THE FINANCE MINISTERS’ MEETING
The Chairman briefed the meeting on plans for the 15th APEC FMM, which will be held from the 5-6 November in Trujillo, northern Peru, with the drafting session & Deputies meetings from 2nd-4th November. The Draft Agenda is contained in Document 2008/SFOM/042rev1.

Peru would like to see an open discussion on global economic developments – under the heading ‘the common challenges we all face, and on ways to address the technical and political elements that directly interest finance ministers.  Food and commodity prices are likely to remain elevated for some considerable time.  Coping with the stresses and strains of these relative price movements requires policies that maximise the flexibility of our economies to adapt. Ministers lead discussion in these sessions.

Peru expects to have a series of short discussion papers for ministers (no more than two pages) and for the chair to have a set of relevant and practical questions to facilitate engagement and discussion amongst ministers.

Mexico believed Capital Market reform as a topic should not be dealt with only at the Business lunch but also somewhere in main session. 

The US advocated building in time after lunch for Ministers to reflect among themselves on what they heard in the lunch-time discussion with ABAC. Financial market turbulence and food and commodity prices should be topics at plenary. Ministers could still highlight the cross-over between issues of food process and capital markets.

NZ for Session 3 at the Plenary, would like to propose a change from the topic ‘RBB’ The discussion should be broadened to cover improving the quality of Public Expenditure, including: RBB and Fiscal Risks, in line with IMF papers 2008/FMP/SFOM4/20 and 20a.  

Mexico, China, Indonesia the US, and Viet Nam noted their preferred order of substantive sessions:

· Global Economic Issues (‘The Challenges we all Face’), as a retreat, then 

· Improving the Quality of Public Expenditure, including RBB & Fiscal Risks, then 

· Capital Markets.

Australia also affirmed the value of the business engagement with ministers, but together with ABAC felt the lunch topic should be broader than just Capital Markets on the global economic situation.

Joint Ministerial Statement   The Chair noted that Peru will collate a draft JMS based on the usual elements:

· General global developments & Insights from discussions on the global economic outlook but also issues such as:

· The Doha Development Round

· International financial institutions

· Insights from the two policy theme discussions, and

· As always, the general material on the hosting arrangements for the following year, the progress of initiatives and other matters.

Peru will be providing an initial draft JMS by the end of September, based on discussions at the SFOMs, and will be seeking comment within two weeks of distribution.  A week after that we are hoping to re-distribute the new draft incorporating your suggestions, additions and changes ahead of the drafting session in Trujillo on 2 November. The JMS will be released on November 6. 

Australia – suggested that in addition to points above, the outcomes from discussions at this session should go into the JMS, as follows: 

· Structural (Behind the Border)  impediments to food production and transport/logistics

· higher commodity prices & monetary and fiscal responses thereto;

· APEC support for the World Bank 10 point plan “A new Deal for Global Food Policy” and how APEC economies can help implement that. 

· REI – SFOM and FMM should take into acct work in ABAC Advisory Group and commission further work in that group

· on Capital Market development: request some further work be undertaken by ABAC on creditor rights and securitisation.

China suggested that new issues not discussed at SFOM should not be included in the JMS. Also the issue of transparency should not just address SWFs but also hedge and mutual funds and private equity transparency. When talking about high oil and commodity prices, the JMS should also address the speculation and strong dollar issues.

The US noted that although it has not been discussed this time, we should include a reference in the JMS to APEC continuing to combat illicit finance and money-laundering. On transparency, agree with China that it should be non-discriminatory, but do not think it appropriate to focus on "strong dollar issues" in the JMS.

ABAC would want to see several points added in the JMS list of elements:

· Should give the FMM response to the REI agenda in the statement, including the point ABAC made about links with other APEC Processes and having SFOM and FMM take into account work underway in the ABAC Advisory Group;

· Capital Markets: JMS should ask for some more ABAC work on creditor rights;

· Refer to outcomes of the SRMM and the role of FMP in implementing outcomes;

· Fin and Economic linkages with the broader Structural Reform agenda especially B-t-B regulatory and legal issues on capital and bond markets

The US noted that although it was not explicitly discussed this year, we could remind from last years JMS of the importance of reduction in global imbalances – including what economies can do to bring orderly reduction of imbalances. 
SESSION 6 : 
  UPDATES FROM ABAC, SOM, EC, AND THE APEC SECRETARIAT
ABAC: The Coordinator of ABAC Advisory group on Financial Systems addressed the meeting about the current work of the Advisory Group, including on the APEC Investment Facilitation Action plan; SRMM; taxation reform issues; a Model Pension system for private pensions; the issue of Environmental Finance and consumer credit; and papers on SWF and national security and the national interest in investment issues. ABAC clarified that Hong Kong, China does not have any SWF. (Hong Kong, China was regarded as having SWF in a paper submitted by ABAC to SFOM4)

ABAC is also supporting seminars on corporate governance & transport infrastructure – to be held at EC2, and the ABAC Bond Market Seminar was held in Cusco on 9 July.

The SOM Chair representative briefed the meeting on the APEC calendar reform issue. This is a Singapore proposal, taken by SOM through the Reform FotC includes holding an SFOM meeting back-to-back with SOM, to harness synergies and ensure SFOM outputs feed directly into broader APEC agenda. Issues of common interest include SR, REI, trade liberalisation and finance issues. SFOM participants would be invited to attend the EC and SOM plenary and then hold the SFOM meeting after that. Singapore is prepared to implement during its year, though may be some scheduling issues making this difficult to do at SOM I.

SFOM members expressed support for the idea as a way to better integrate trade and finance work, further strengthen linkages between SFOM and EC. 

The representative from NZ spoke on behalf of EC Chair Professor Bob Buckle, and presented Document no. 2008/FMP/SFOM4/021, the Economic Committee (EC) Update to the 4th Senior Finance Officials’ Meeting.
The APEC Secretariat presented an update highlighting establishment of the PSU, developments on APEC reform including progress toward a term-appointed Executive Director for the APEC Secretariat, and timelines for submission of projects to the October meeting of the APEC Budget and Management Committee.  

SESSION 7:
CAPACITY BUILDING, POLICY SUPPORT UNIT, OTHER BUSINESS (MINISTERIAL MEETING ON STRUCTURAL REFORM)
· Capacity building is a key focus of APEC, building on voluntary action in policy analysis and cooperation.

· To discuss modes for delivering capacity building in the region or to share any experience or lessons learned from the activities we have developed and delivered.

· Introduce Mr Phil Gaetjens, incoming manager of the APEC Policy Support Unit.

ABAC has a number of Capacity Bldg proposals, on which they will report to FMM: 

1) 
Promoting a regional PPP dialogue

2) 
Enhancing information on regulation and investment flows

3) 
Reporting and Privacy issues

4)
Strengthening a regional dialogue between regulators; and 
5)
Microfinance: there is a report on the ABAC website detailing a recent survey which finds that as many of 50-70% of adult population are still financially excluded. Microfinance has enhanced potential for greater inclusion. ABAC believe FMM should consider a policy initiative on financial inclusion using Microfinance as a tool: this would be timely as boundaries between micro-finance and the formal financial sector are lowering.  

NZ congratulated ABAC on its substantial and influential agenda. On the microfinance issue, NZ has no problem with financial inclusion as a policy goal, nor with microfinance as part of that. A key question, though, is the potential role of financial literacy in supporting that. NZ is developing a new financial literacy strategy, and would be interested in any thoughts ABAC has had on that issue. 

PSU The newly appointed Manager of the APEC Policy Support Unit (PSU), Philip Gaetjens introduced himself, and outlined some initial ideas about work for PSU. He would welcome ideas from SFOM, such as the new proposal on Behind-the-Borders impediments to food transport, storage and infrastructure, impacting food security.  Mr Gaetjens would be taking up his appointment at the APEC Secretariat in Singapore in August, and would then be recruiting several researchers and an economist. 
Structural Reform Ministerial Meeting (SRMM)
Australia and the SOM Chair representative outlined planning for the Structural Reform Ministerial Meeting to be held in Melbourne from 3-5 August. 
Concluding Remarks 

The Chair thanked participants for their constructive participation over the last two days and reviewed key topics for discussion which would form the basis for further refinement of the agenda for FMM and a draft joint ministerial Statement, to be circulated in September. 
____________________________
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