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The Senior Finance Officials Meeting 5 was held on 16-17 February, 2009 in Singapore. The meeting was chaired by Mr Poon Hong Yuen, Director, Economic Programmes/ International Relations, of the Ministry of Finance, Singapore.

All member economies were present. The International Monetary Fund (IMF), the World Bank (WB), the Asian Development Bank (ADB), the Pacific Economic Cooperation Council (PECC), the APEC Business Advisory Council (ABAC) and the APEC Secretariat also attended the meeting. 

DAY 1 – 16 February 2009

Opening Remarks

The Chair opened the meeting by extending a welcome to Singapore. The Chair expressed his thanks to Peru as the previous year’s host and Chair. 

The Chair observed that it had been a difficult time for the global economy and that the Leaders Statement last year urged officials to work closely in a coordinated and comprehensive manner to implement measures to address the global financial crisis. Fiscal policy had become more important and it was timely this year to discuss fiscal strategies to deal with the economic downturn. 
The Chair commented that given the uncertainty of the current economic situation, there would need to some flexibility in SFOM so that when Ministers and Leaders meet they will be working on relevant issues. 

The Chair highlighted that there would be a new approach in closer collaboration between trade and finance officials this year. While not wanting to commit SFOM to a new work stream, nor duplicate what is going on in other fora such as the G20, the Chair noted the importance of bringing both sets of officials to a common understanding on what needs to be done in issues that intersect both areas. The Chair proposed having further discussions in July and perhaps having a joint Trade and Finance Ministers’ Meeting. In addition, Singapore was thinking of bringing the Finance Ministers Meeting (FMM) closer to the Leaders Meeting so that what is discussed at the FMM is still relevant by the time the Leaders meet. 
Adoption of the agenda 
Canada proposed addition of a session to follow the joint SOM-SFOM dialogue, to review the joint discussion, which was added to the agenda. 
Session 1:  Global Economic Developments 
The IMF presented a summary of the current global economic outlook and the implications of this outlook (Recent Global Developments and Prospects, Document 2009/FMP/SFOM5/014). The financial crisis has brought global growth to a virtual standstill. Growth levels are the lowest they have been in last 60 years – with global growth estimated to fall from 3.5% in 2008 to 0.5% in 2009. IMF estimates global growth of 3% in 2010, but this estimate is conditional on sizeable fiscal support, some gradual improvements in credit conditions and stabilization in housing markets. Advanced economies are likely to suffer deep recessions in 2009. Emerging and developing countries growth is likely to be impeded by financing constraints, lower commodity prices, weak external demand and associated spillovers in domestic demand. Most economies are expected to rebound in 2010.
The IMF highlighted that the timing and pace of recovery in APEC depends critically on strong policy actions. Most economies have responded aggressively to support aggregate demand and to keep markets functioning, but more policy actions are needed to support domestic activity to revive growth and to re-invigorate the flow of credit. Monetary policy remains important in a lot of countries, but its effectiveness has been constrained. There is increasing reliance on fiscal stimulus to support domestic demand, but not all can countries can afford to run large fiscal deficits. Fiscal action needs to be properly targeted and the deficits will eventually have to be reversed. The financial system needs to remain well capitalized and the injection of public capital may be needed to re-capitalize banks. Distressed banks should be resolved quickly and not allowed to affect the rest of the financial sector. APEC economies can make a strong contribution by implementing a coherent and coordinated set of international policies directed aimed at restoring confidence in global financial markets and institutions, supporting aggregate demand and breaking the corrosive feedback loop between financial and real sectors in the global economy. 
The World Bank briefed the meeting on commodity prices, the impact of economic crisis on development and the economic situation in Latin America (Overview of Global Economic Prospects 2009, Document 2009/FMP/SFOM5/003, and The World Bank Group Coordinated Response to the Financial Crisis, Document 2009/FMP/SFOM5/034). 
Due to recessions in developed economies, all contributions to growth will come from the developing world. The World Bank noted the critical importance of sustaining this growth. For this reason, World Bank President Zoellick suggested that part of fiscal stimulus packages should be devoted to development. 

The World Bank highlighted the current external environment for developing countries: global industrial output and world trade has contracted sharply; financial markets remain volatile; and, commodity prices have dropped – real food prices are expected to fall by 26% between 2008 and 2010, metal prices by 32%, and oil prices by 25%. The World Bank projects GDP growth in developing countries of 4.5% in 2009.
With regard to growth in Latin America, the World Bank noted there was a strong link between growth cycles and commodity prices, with 90% of the region’s population depending on commodities. Regional stock markets have fallen sharply, currencies have depreciated significantly, commodity prices have plunged, remittances flows have contracted significantly and companies and governments are starting to feel impact of the credit crunch. All countries have felt the impact of the crisis, though in different ways. The World Bank forecast growth in the region of 1% in 2009.
The ADB summarized the key messages in its paper The Global Financial Crisis and Asia (Document 2009/FMP/SFOM5/015). The ADB noted that 2009 will be a very difficult year for Asia, with economic growth likely to slow dramatically. What happens in developing Asia will depend on what happens in China and India i.e. how they slow down or hold up. ADB did not think inflation was any longer an issue. 
The ADB noted that the region had already acted in taking measures to build confidence, by providing immediate liquidity support and deposit insurance guarantees. The region had also eased monetary policy across the board, but the ADB noted that fiscal policy should be taking centre stage at times like this. The ADB provided some guidelines for the region in implementing an effective fiscal stimulus response: give money to those who are most likely to spend it quickly; use programs or policies that take effect very quickly; and, keep an eye on medium-long term fiscal debt stability. 
The US made a short presentation on the current economic conditions in the US; the recent policy developments on the fiscal stimulus and financial stability plans; and, the outlook for the US economy in 2009 (The U.S. Economy in 2008 and 2009, powerpoint presentation 2009/FMP/SFOM5/029). The US noted that the Government had actively pursued a number of policies to minimize the severity of the economic downturn, including the recently announced Financial Stability Plan and the US$787bn fiscal stimulus plan. The US noted that while it would take time to work through the many problems its economy faces, private forecasters anticipate that the US economy will return to positive growth by the second half of 2009. 
The US suggested that APEC had an important role to play in responding to the global economic challenge. The US noted that APEC was a useful forum as it provides an opportunity for those member economies in the G20 to engage with non-G20 members about how work in the G20 could proceed; it can encourage member economies to abstain from protectionism; and, it can continue to encourage members economies to continue to pursue financial and structural reforms that help boost domestic demand.

Korea supported the US comments against protectionism, noting that the re-emergence of protectionism may be the most horrifying scenario for the world economy. Korea questioned what APEC could do in this area. 
Japan made a presentation on how the global economic downturn has affected Asia and how Asia would cope with the crisis(Asian Perspectives on the Crisis and Possible Policy Responses, powerpoint presentation 2009/FMP/SFOM5/021). Japan noted that when the subprime issue emerged in 2007 and the Lehman shock occurred in September 2008, there was a view that Asia could keep relatively high growth. As it has turned out, Asia is also having a severe economic slowdown. 
Japan suggested several measures that should be done in the current crisis: each country should put maximum effort into their own economy to fight protectionism and stimulate domestic demand; and, on the international front, to strengthen, including their capital bases, the international financial institutions. Japan also suggested that economies needed to use monetary policy; fiscal policy, while being mindful of maintaining medium-long term sustainability; and, a sectoral approach to help re-direct industry from export to domestic or develop new sectors.  
Japan noted that it had 3 fiscal stimulus packages so far. The packages are focusing on stimulating consumption and housing construction directly and providing support to SMEs and those people who most need it. Japan also noted its international contribution to the crisis in providing a US$100bn loan to the IMF and a US$2bn contribution to set up Bank Recapitalization Fund with IFC, as well as recently-announced US$1bn trade finance facilitation. Japan also emphasized the importance of Asian regional cooperation and reaffirmed its commitement to promote regional financial corporation like CMI and ABMI.
Canada commented that there are five priorities for Governments to get back to a path towards global recovery: get financial markets working; support domestic demand and jobs in each economy; help those most affected by the recession; ensure actions are consistent with longer term growth and stability; and, work together to preserve free flowing trade and investment. Canada suggested that SFOM needs to build its work plan within these priorities, tailoring the work plan according to where the economy may be in November i.e. recovering, stagnating or getting worse.
The Chair observed that it would be difficult to say what the economic situation will be like in November, but it would be useful to look at different scenarios and discuss strategies and policies based on flexibility to address any of these scenarios.
Singapore noted that biggest change since the Leaders meeting in 2008 is the downside presented by Asia – whereas there was a consensus that major economies in Asia could still hold out and continue to have sustained growth, but in the past 2-3 months this has come down significantly. Singapore also noted that it is the worst hit economy, with the IMF forecasting Singapore’s growth in 2009 as -2.4%. In that context, the risk of protectionism is of extreme concern for Singapore as an open, trade dependent economy. 
Singapore noted the calls for coordinated action, but commented that it is difficult to have coordinated fiscal policies due to differing circumstances in each economy. Singapore suggested that it would be more useful to agree on what needs to be done, and then develop a set of principles to guide each economy’s specific response.  

The US suggested that another possible topic of discussion for SFOM and Finance Ministers could be how immediate-term fiscal measures can be used to help complement or shift growth models more towards domestic demand driven growth that can help economies be more resilient to external demand shocks. 
The Chair summarized the key points discussed in the session: balancing immediate concerns and making provision for long term growth; boosting domestic or intraregional demand could be looked at as another base for growth and a stabilizer of global markets; recognition that SFOM should think about addressing structural issues in financial markets including the role of rating agencies; and coordination of policies will be difficult to achieve, but agreeing to principles that could be brought to bear when designing fiscal policies may be easier. The Chair also noted SFOM’s interest in discussing protectionism. The Chair suggested that a holistic discussion on the issue would include the downsides of globalization. To this end, SFOM could discuss the development of targeted social resilience and training programs to address the needs of people who feel they have lost out due to globalization. 
Session 2: Preparation for Joint SOM-SFOM Dialogue

Singapore spoke to its paper, APEC’s Response to the Economic Crisis: 2009 Roadmap for Trade-Finance Collaboration – Discussion Paper (Document 2009/FMP/SFOM5/009). One of the key things to recovery and sustaining economic growth is to create and sustain the conditions for trade and investment to grow – this entails keeping markets open while using the necessary tools to help individuals and companies tide over the crisis.  
APEC could bring the trade and finance groups together to look at ways to address this issue e.g. SOM and SFOM could work together to strengthen measures such as facilitating trade financing for business and building capacity for social resilience programs. Singapore noted the crucial role of trade finance in facilitating trade and, while recognizing a few international organizations such as the WTO and IFC are looking at this issue, Singapore recommended that this is one issue SOM-SFOM could look at in more depth.

Singapore outlined its proposals for the way trade and finance officials could work together this year: the first session would be a broad discussion regarding APEC’s response to the global financial crisis, discuss trade financing and decide what to do if there is agreement that trade financing is an issue; at the second joint session in July, officials could revisit the issue of trade finance and any intersessional work done and discuss how APEC can build social resilience programs; and, in November could  possibly have Trade and Finance Ministers meet, for half a day on the sidelines of the Leaders week, to have dialogue on issues officials had been discussing through the year. 
The Chair added that beyond commenting on the proposed content of SOM-SFOM collaboration, SFOM was also welcome to make suggestions on the form of collaboration; be it through formal meetings, seminars or symposiums.

Australia commended Singapore’s initiative to explore how APEC can work better, but noted that it was important to revisit some of the activities SFOM is already involved with and explore whether we can target these policy initiatives better. Australia agreed that moving the FMM closer to the Leaders process would provide the FMP a more central role within the APEC process.
ABAC commented that Singapore’s proposal was desirable. At ABAC’s first meeting in Wellington, member economies expressed serious concerns about protectionism and the shortage of trade finance. 

Japan also commended Singapore’s initiative, but had some concerns about the ability of trade officials to contribute to the topic of social resilience programs and the logistics involved with the joint Trade-Finance Ministers Meeting. 
The US shared some of Japan’s concerns. The US noted that a joint Ministerial meeting in trade finance may risk shifting the focus too much to the short-term response and may detract from the important longer-term focus on stimulating demand. The US suggested a joint symposium or working group at the senior official level that could look at issues such as trade finance and protectionism and submit conclusions jointly to the Finance Ministers and the Trade Ministers meetings. The US also had practical concerns about the logistics of the meeting and the risk that large portions of the discussions would duplicate the discussions Ministers had in their separate meetings. 

Mexico echoed the concerns of the US and Japan. Mexico welcomed Singapore’s proposal to move the FMM closer to the Leaders Meeting, but Mexico had some concerns whether this should be more permanent or just for this year. Mexico agreed that it would be better for senior officials to meet and discuss the issues and report back to Ministers. 
Australia commented that Japan had a valid point regarding the logistical complexity of a joint Ministerial meeting. Australia suggested that the financial and economic impact of the Free Trade Agreement of the Asia Pacific region (FTAAP) could be an issue that Trade and Finance Ministers could discuss.
ABAC briefed the meeting on the work being done on financial inclusion in ABAC. ABAC is working with the IFIs to deliver a workshop in March/April in Japan. ABAC undertook to report on the workshop at SFOM6 and discuss ideas for a possible policy initiative to accelerate the development of financial inclusion in the APEC region. 
Canada commended Singapore on raising the topic of open markets. Canada suggested that SFOM should avoid getting into too narrow a theme topic, which occurred last year, and proposed that SFOM could talk about avoiding protectionist measures in terms of both trade and financial protectionism.

Korea endorsed Singapore’s comments about the importance of the trade finance issue and the comments of the US, Singapore and Canada about the importance of coordinating efforts against protectionism. Korea proposed developing a list of recent measures made by economies which could be potentially protectionist. 
Peru commented, that based on their experience as host in 2008, a joint meeting would have been a richer experience and would have avoided duplication of efforts. Peru supported Canada’s suggestion to discuss protectionist measures. 

The World Bank noted that all the proposals have merit, but trade finance is a pressing issue right now. 
The PSU noted that between now and the middle of this year, there will be a lot of other fora discussing these issues in which the Finance Ministries will have greater role than the trade side. The PSU commented that it was important to keep information on what was happening and its implications flowing between the finance and trade groups, whether it is at officials or at Ministerial level. 
In regard to trade finance, the PSU noted that the cause of the problem is shortage of credit and suggested that APEC should resist partial analysis – providing favour to one use of credit over other uses of credit may shift a fixed and finite resource into a particular area and credit is not made available credit for production itself and project finance, economies may lose the ability to export and trade. 
The Chair closed the session noting that there seemed to be consensus that trade finance is an important issue and APEC is an appropriate platform in which to discuss the issue, but there were concerns about having the discussion at the Ministerial level. The Chair noted that all members were quite supportive of trade-finance collaboration, but there are some coordination and logistics issues that need to be worked through. 
Session 3: Joint Senior Officials and Senior Finance Officials Dialogue
The SOM Chair opened the joint dialogue, noting that it was the first time that two tracks have come together and it was an opportunity to share views and perspectives on the current financial crisis. The SOM Chair noted the tentative plan to meet again in July and perhaps discuss social resilience issues. The SOM Chair also noted the possibility of a joint Ministerial meeting, although this will be left open. 
The SFOM Chair noted that the two words struck him were “unique” and “flexible”: unique, in that the timing is unique as the economic situation calls for collaboration; and, flexible, in terms of what issues should be discussed and the form of the collaboration. 
Australia applauded Singapore’s efforts in organizing the joint dialogue. Australia noted that trade and finance officials all work for the one government and most economies use a whole of government approach to international economic and foreign relations, but Australia sensed that the APEC architecture is still not right and the Finance Ministers need to be embedded more centrally into the APEC process. 
Addressing the Economic Crisis
The SOM Chair opened the session by noting in discussions at the SOM retreat it was questioned how APEC could add value to what was being done by individual economies, in particular through trade finance collaboration, if there was such collaboration. The SOM Chair noted that the threat of creeping protectionism was a big concern to senior officials and there is a deep interest that fiscal policy measures in stimulus packages do not have protectionist elements. The SOM Chair also noted that to the extent that fiscal policies can be directed towards those worst hit by the crisis, there will be less pressure to protect jobs and industries, which is where protectionism creeps in. 
The SOM Chair noted that the SOM had asked the APEC Secretariat to assist with compiling a list of government measures put in place. SOM Chair noted that this would be a useful exercise in transparency, but needed cooperation from finance colleagues. The SOM Chair also wanted to sensitise finance colleagues that measures may seem innocuous but could actually stand in the way of trade flows. 

The SFOM Chair provided a brief summary of discussions at SFOM: the need to avoid protectionism; the design of fiscal stimulus packages to look after vulnerable sectors; the need to balance immediate needs versus long term needs; the development of exit strategies; addressing structural issues; and the need to boost domestic and intraregional demand. SFOM also noted that there were practical difficulties on coordinating fiscal policy due to differing circumstances in each economy, but coordination on principles could be achieved.
The US, Thailand thanked Singapore for its initiative in bringing trade and finance officials together to discuss policy responses to the current economic turmoil. 

China commented that all agreed that discussions on trade finance were important at this time, but whether to bring the discussions to the Ministerial level remained to be seen. China proposed further study in the issue to facilitate discussion. 

Japan noted that it is not easy to coordinate fiscal policy measures, but should develop guiding principles/a common understanding. 
Hong Kong, China echoed Japan’s views that coordinating measures would be very difficult and that only rough guidelines should be developed. 
Canada commented that on a national level, Canada had a whole of government perspective in developing Canada’s response to the financial crisis. Canada noted that getting finance and trade officials together is in line with developing a whole of APEC response. Canada suggested that APEC should be looking at the G20 action plan and deciding which of the actions would be appropriate for APEC consideration. 
China noted that it didn’t have any difficulty with Canada’s suggestion as most of the initiatives were quite relevant, but noted that the roles of the G20 and APEC were different – with the G20 being a group to organise joint actions, while APEC was a forum for exchanging experiences.

The US endorsed Canada and Japan’s comments. The US noted that one of APEC’s most valuable functions is in diffusing best practice principles that can be implemented in members’ own economies. The US also agreed that developing coordinated policies is difficult and suggested looking at the G7 principles on fiscal stimulus.
Chile agreed that it was impossible to coordinate measures between countries due to the different nature of the problems in countries, but can coordinate on principles. 
Peru noted structural reform work is being done by the EC and that the work plans for EC and SFOM should complement each other. 
The Philippines observed that in the time of crisis that the poor are worst affected and suggested that APEC should look at the issue of social safety nets. 
New Zealand commented that the concept of protectionism was very much on their minds and needed re-defining in the new environment. New Zealand suggested there was a role for APEC to take what is being discussed in other fora and to bring it back into the region.
Mexico stressed that they would want the SOM-SFOM dialogue to remain focused on international and other economic activity financing conditions, social resilience programs and capacity building in those areas.
The SOM Chair noted that there were three areas in which the SOM/SFOM could possibly work together: a capacity building role for APEC in looking at the G20 action plans of short and long term measures and enhancing APEC economies’ ability to  undertake some of these measures; development of principles of non-protectionism, as active coordination of fiscal policies is too difficult, that could be applied to fiscal and other stimulus packages; structural reform, although there was not a clear sense of how this could be done.
Hong Kong, China offered to assist with any capacity building for trade financing. 
Facilitating Trade Financing

The SOM Chair opened the session by noting that the crisis has resulted in capital depletion and much heightened risk aversion and generally tighter credit conditions. SOM discussions on trade financing had focused on: the sharp declines in trade volumes and whether there was a need for senior officials to get a better handle on the trade financing front; the role export credit agencies (ECAs) – how they could broaden cooperation and information sharing; and, the useful role of development banks, including the call for the speedy replenishment of ADB funds. 
The ADB made a presentation on “The Role of Trade Finance in Financial and Economic Crisis”. The ADB confirmed there is a growing gap between the demand for and the supply of trade finance – not withstanding the declining levels of trade, the demand for trade finance is higher as exporters are now increasingly requiring documentary credit to support their trade transactions due to increased concerns about risk; but the supply of trade finance is tightening. 
The ADB highlighted the work it was currently doing with regard to trade finance and suggested that APEC should consider: looking at holding sessions on trade finance on an annual basis; communicating to members the importance of supporting their respective ECAs and increase support for exports to developing countries; and, working with members to impress upon them that protectionist sentiment will do us no good.

The IFC presented on “Innovations in Trade Finance Solutions”. The IFC noted that their Global Trade Finance Program is in effect a trade insurance program, and provides IFC’s guarantee to international banks so that banks will be willing to take the risk of the emerging markets. IFC noted it has approached a number of development financial institutions and ECAs to try to form a global trade fund to provide some of the liquidity missing from the market. IFC aims to launch the Global Trade Liquidity Program at the G20 meeting in April, and noted that at the G7 meeting in February, Japan contributed the first $1bn into the global trade pool.
Australia noted that so far Australia’s exporters were not having a problem with trade finance. Australia asked whether it would be better to pool money in a big fund through the IFC rather than encouraging national export credit agencies to do more.
The IFC responded that the trade program is done at commercial rates so as to not crowd out the private sector and that the program will run co-terminus with the crisis. 
The ADB responded, with respect to Australian banks, that the perception of risk and the ability to provide comprehensive cover by ECAs is not uniform across the region. 
The SOM Chair noted that both presentations referred to Basel II and asked whether there was a suggestion that Basel II got it wrong.
The ADB responded that representations were made when Basel II was being drafted with regard to the potential implication it would have on trade finance. The ADB noted that it plays a policy advocacy role with respect to what is required to perhaps re-examine capital adequacy requirements. 
Japan noted it is holding a networking exercise for ECAs focussing on information sharing and capacity building from 15-25 February. 
China observed that a deeper understanding of trade finance issues was required and suggested the co-chairs could ask economies to provide trade finance case studies in July. 
The IFC noted that there is a survey being undertaken in conjunction with the IMF and the WTO to try to get updated figures on the global trade crisis is. The survey should be prepared and distributed with the next month.
The SOM Chair noted that the dialogue was a useful experience. The SOM Chair did not immediately recommend any specific follow up steps, but said that he and the SFOM Chair would take all comments on board, deliberate on the next steps and then consult SOM and SFOM further. but noted the suggestion to share country experiences. 

The SFOM Chair closed the dialogue, recognising there was a lot of interest in the trade finance area. The SFOM Chair noted the suggestion of sharing case studies on trade finance and agreed that it was a practical way to learn more and exchange views further. The SFOM Chair thanked participants for their contributions to the discussion.
DAY 2 – 17 February 2009

Post mortem of SOM-SFOM joint dialogue

The Chair thought the joint dialogue was useful, but noted feedback from SFOM members that the format of the session next time would probably be a symposium or a seminar. The Chair suggested that a panel session could be developed on protectionism, if that was a key interest. The Chair commended China’s suggestion to develop some case studies on trade finance to be presented at the next session. The Chair noted that the format of the joint session should not be too imposing in terms of new work streams or new initiatives, but should be aimed at sharing of best practices and raising awareness.

Canada commented that there were a lot of issues on the process side that needed to be ironed out and suggested that there was a need to avoid getting into too narrow a discussion on the content side. 

The US agreed that the discussions were useful, but suggested APEC should not be duplicating the trade finance work already underway in other foras and commented that the Chinese suggestion of case studies was a good way to proceed in the least resource intensive way. The US noted that while having these discussions at officials level was useful, they remained somewhat concerned regarding a possible joint Ministerial meeting. The US thought that the trade finance discussion was too micro for the Ministers to discuss and suggested that officials could look at preparing a joint report of topics of mutual interest to be provided to Ministers. 

Malaysia shared the reservations of the US regarding the need for a joint Ministerial meeting and queried whether the joint dialogue would be a regular occurrence. 
The Chair clarified that Singapore’s proposal was not to institutionalize SOM-SFOM collaboration. Singapore was suggesting collaboration in 2009 only because of the value it brought to APEC’s efforts in addressing the financial crisis. The Chair noted that it would be up to future hosts to determine if the joint dialogues would continue. 
Japan noted that, as next year’s APEC Chair, they were not likely to have a joint Ministerial meeting next year as this would decrease the number of cities that could host meetings, but they remained flexible on joint meetings at officials level. 
Vietnam commented that the joint dialogues are a good idea for this year at least, but believed it was too early to make a decision whether to have a joint Ministerial meeting. 
Peru suggested that it would be useful to work more closely with the Economic Committee (EC). The US agreed that it would be useful for SFOM to be aware of what the EC was doing. The PSU Manager offered to play a role informally to assist Chairs to build a bridge between the APEC committees. Japan did not want to pursue any formal anything formal like a working group.
The Chair summarized that SFOM agreed collaboration between the finance and trade officials was a good idea and that in the longer term the dialogue should be kept at officials level, but that the collaboration should not formalized or institutionalized. In term of content, there was a view that APEC should not duplicate the work being done in other fora; that trade finance case studies were a good idea; and, that in dealing with the financial crisis, protectionism and social resilience were areas that SFOM could contribute. With regard to the form of the collaboration, there seemed to be appetite for a symposium and while it may be too early to decide on whether there should be a joint Ministerial meeting, there was some feeling that it may not be necessary.
Session 4 – Fiscal Strategies in a More Uncertain Environment

The Chair opened the session by noting that yesterday SFOM had discussed the state of the global economy and the increased importance of fiscal policy in the current environment. There had been discussions on how to coordinate fiscal stimulus packages and it was thought the most practical way to do that would be to distil principles for countries to keep in mind when designing their own stimulus packages. 
China spoke to its paper, China’s Fiscal Policies to Address the Current Financial Crisis (Document 2009/FMP/SFOM5/023). China noted that its fiscal policies attempted to: increase government public investment to promote consumption demand; promote taxation reform and adopt structural tax reduction; adjust national income distribution to raise the income of low-income groups; further optimize the fiscal expenditure structure to ensure and improve people’s livelihood; and, encourage technological innovation and energy efficiency to promote economic restructuring and transformation of growth pattern. 
Chile gave a presentation on Chile’s fiscal strategy over the past few years and the fiscal stimulus package announced in January 2009 (Fiscal Strategies in a More Uncertain Environment, Document 2009/FMP/SFOM5/024, and How Can Fiscal Policy Boost Development?, powerpoint presentation 2009/FMP/SFOM5/035). Chile noted that the fiscal strategies it had implemented since 2000 meant that Chile was in a position to announce a countercyclical package in January to boost the economy and create 100,000 jobs, both directly and indirectly. The stimulus package, which equated to 2.8% of GDP, included: more investment in public infrastructure; temporary tax cuts; and, transfers to lowest income families. 
The Chair noted that there was an element in both fiscal stimulus packages to achieve certain social objectives. 
Russia spoke to its paper, Fiscal Policy Measures in Russia (Document 2009/FMP/SFOM5/026). Russia noted that the total value of tax policy and budgetary policy measures was $61.2-64.2bn, equating to 5.2-5.4% of GDP.    
Peru noted that social transfers are a regular part of their budget and were part of Peru’s fiscal stimulus package.
Chinese Taipei briefed the meeting on its package to stimulate the economy. Chinese Taipei noted that with the fiscal stimulus package, it was no longer possible to maintain a balanced budget, but that this was no longer their main priority.
Canada spoke to its paper, Budget 2009: Canada’s Economic Action Plan (Document 2009/FMP/SFOM5/005). Canada noted that it had introduced a stimulus package last month. The fiscal package is equivalent to 1.9% of GDP and is consistent with Canada’s commitments at APEC and the G20 to provide timely stimulus to domestic demand while maintaining long-run fiscal sustainability. Canada focused its spending measures over two years to maximize the fiscal multipliers in the short run but to also allow for the early return to balanced budgets. 
New Zealand commented that it had started from a relatively strong fiscal position. New Zealand’s gross debt was 20%, but with a fiscal stimulus package of about 5% of GDP, gross debt is expected to increase to 33% by 2013. The fiscal stimulus package includes: tax reductions; infrastructure spending; and, assistance for SMEs.

The Chair noted that one of the G7’s principles for the development of fiscal stimulus packages is “quick execution” and asked how economies designed their packages to enable quick delivery. 

Canada responded that its infrastructure and housing projects are all “shovel ready” and the tax cuts are immediate.
Peru noted that when it developed its plan it took into account its big infrastructure gap. As such, Peru put a lot of money into infrastructure development that was integrated with an employment plan. 
Indonesia, Mexico and the Philippines briefed the meeting on their stimulus plans. Mexico noted that they had implemented a group of measures to increase aggregate demand including promoting infrastructure and housing. Mexico also noted they had hedged their oil revenues to protect their revenue. The Philippines noted the foremost priority was to pursue a sustainable tax collection program.
Singapore briefed the meeting on its considerations in designing Singapore’s stimulus package and provided details of the stimulus package (Discretionary Fiscal Policy in Economic Downturns, Document 2009/FMP/SFOM5/016). Singapore noted that in a prolonged downturn such at this some of the usual limitations of discretionary fiscal policy do not apply, and that it is important to pursue policies to improve the well being of citizens. Singapore’s US$13.7bn Resilience Package, which was partly funded from Singapore’s official reserves (for the first time), had elements to create jobs, stimulate bank lending, enhance business cash flow and competitiveness, support households, and develop infrastructure. Singapore noted that most of the measures would be front loaded from March 2009. Singapore also highlighted its jobs credit scheme, designed to mitigate retrenchments and boost employment.
Malaysia noted that due to decreasing oil prices, the savings that were realized from fuel subsidies enabled them to implement an RM7bn stimulus package last year. Malaysia further noted that another stimulus package is being planned and that Malaysia is also looking at undertaking structural reform. 
Australia briefed the meeting on the two stimulus packages it had passed, equivalent to 2% of GDP. Australia noted that the packages were broad based in nature. Due to Australia’s keen interest in pursuing climate change initiatives, the packages included incentives to increase energy efficiency and install water tanks. Australia highlighted that its budget was in surplus prior to the crisis, but would now go into deficit. Australia noted that its medium term fiscal strategy was to achieve a budget surplus on average over the economic cycle. 
The World Bank spoke to its paper, Developing Countries and the Financial Crisis: Vulnerabilities and Fiscal Policy Options (Document 2009/FMP/SFOM5/004). The World Bank noted that in designing fiscal policy, the objective shouldn’t only be on mitigating impact, but should also aim at being well positioned for recovery. In terms of composition, the World Bank advised that expenditure adjustments should politically and economically durable and that the large fall in commodity and oil prices should create an opportunity for countries to move away from untargeted subsidies. The World Bank noted the importance of assessing the impact of fiscal policy on the current account, and of being proactive in labour market policies if countries have the fiscal space.
The IMF noted its paper Fiscal Policy for the Crisis (Document 2009/FMP/SFOM5/006). The IMF also submitted an outline of a paper which it hoped would contribute to discussions and undertook to develop the paper for when Finance Ministers meet to assess the fiscal measures that have been taken, at least drawing some initial lessons. The paper proposed would look at three areas: direct fiscal policy measures that have been applied to the financial sector; automatic stabilizers in fiscal finances; and discretionary fiscal policies that have been announced by economies. IMF undertook to present a fuller paper at SFOM6 in July and an update for FMM. 

Singapore commended IMF’s proposed paper. Singapore suggested that there may be value in the paper grouping economies and analyzing what their key multiplier effects are. Singapore also suggested that it would be useful, although recognizing that it would be very difficult, for the IMF to analyze what the collective efforts within APEC amount to in regard to mitigating unemployment or increasing growth.  
The US welcomed the IMF paper. The US noted that there are opportunities to use fiscal stimulus measures to address longer term issues. 
The ADB noted that in the document it provided (The Global Financial Crisis and Asia,  Document 2009/FMP/SFOM5/015) there was appendix outlining fiscal policy responses in developing Asian and G7 countries which may be of interest to SFOM. 
The Chair closed the session, noting that the sharing of fiscal stimulus packages was useful and that there seemed to be agreement that the stimulus packages needed to follow certain principles, such as: having impact; considering multiplier effects; being targeted to where the impact will be most greatly felt; being quickly delivered i.e. frontloaded; being delivered in a way that is administratively easy and efficiently; considering long term sustainability; making sure the measures are only temporary. The Chair also noted that there was agreement that crises presented a good opportunity to engage in structural reform, as crises would expose the “stress points” of an economy. 

The Chair noted, as follow up, that the IMF would look at measuring the effectiveness of some of these measures; and there was a suggestion to catalogue these measures and to make the catalogue available to all member economies. 
Session 5a – Infrastructure Financing
The Chair suggested drilling deeper into the topic of reform for the next SFOM but, as the topic is so broad, the Chair suggested narrowing down the field and focusing on a specific type of reform – preferably one that has more direct impact on fiscal sustainability. 

The Chair opened the session by noting the need for governments to work closely with the private sector on infrastructure development and financing through Public-Private Partnerships (PPPs). 
The ADB presented a case study on the Asia Infrastructure Project Development Private Limited (Infrastructure Development and Financing: a Case Study on Public-Private Partnership Initiatives in APEC, Document No. 2009/FMP/SFOM5/017). The ADB noted that the context of the partnership between ADB, the Singapore Government and the private sector partners is the huge need in Asia for infrastructure, together with inadequate financing from the private sector. 
Australia shared its experience with infrastructure investment in the PPP context and how the frameworks for infrastructure investment decisions need to change in light of the current economic crisis (Infrastructure Investment in the Current Economic Climate, Document 2009/FMP/SFOM5/020). Australia noted that the state of Victoria had an advanced and well functioning PPP market. The PPP model used in Victoria has a clear focus on trying to achieve service delivery and value for money and projects undertaken are characterized by a high level of risk transfer. Australia noted that tighter credit market conditions will present challenges to PPPs in the near term. 
Australia noted that infrastructure investment was now a feature of the Government’s fiscal policy, and noted that some types of infrastructure investment may be more effective as discretionary fiscal policy tools than others. 
Korea briefed the meeting on Korea’s experience with PPP schemes (Private Participation in Infrastructure and Policy Direction in Korea, powerpoint presentation 2009/FMP/SFOM5/032). PPPs were first adopted in Korea in 1994 and were intended to bring private sector efficiency and innovation to infrastructure projects and to provide stable investment opportunities to the private sector. Korea noted that the most common type of PPP projects in Korea are BTOs (build, transfer and operate) and BTLs (build, transfer and lease). Government support for PPPs in Korea includes financial support and risk sharing. 
ABAC noted the ongoing work on infrastructure PPPs in ABAC. Work in ABAC is focused on a regional partnership between Governments, businesses and IFIs to develop viable alternatives to commercial bank lending for long-term investment in infrastructure in the region. ABAC noted discussions at the ABAC meeting in Wellington with regard to the future direction of the work focused on dealing with information asymmetry, the need to develop broader and deeper capital markets, and how to promote a more active role for IFIs. ABAC undertook to provide an update on progress at SFOM6.
Singapore recalled that in the meeting of ASEM Finance Ministers last year, an initiative was proposed by Korea (“the Jeju Initiative”) to facilitate the exchange of information on PPP experiences and expertise between Europe and Asia. Singapore asked Korea what the plans were for the initiative and whether there was any scope to share the experiences with those countries in APEC that are not members of ASEM.  Korea undertook to check on this and report back at the next SFOM. 
The Chair closed the session, observing that infrastructure development and finance is important for economic development especially for emerging economies, and that the risk environment for PPPs has changed. The Chair noted that PPPs were quite a technical area and noted Australia’s proposal to bring together government and private sector people to have more in-depth and technical discussions based on the new environment. The Chair suggested it would be useful to have a workshop during the year to bring together experts to discuss PPPs and perhaps draw some conclusions which can be shared with the SFOM. 
Indonesia supported the proposal for a workshop.

Australia referred to a document circulated, Financing and Managing Risks in PPPs at a National and Sub-National Level (Document 2009/FMP/SFOM5/027). The proposal relates to PPPs at a sub-national level and will look at the technical aspects of managing and allocating risk. Australia noted that SFOM might want to have a development and a policy outcome from the discussions.

The Chair noted that the training course would be complementary to the workshop, which would be more of a meetings of experts coming together to share best practices.
ABAC noted that it would be happy to contribute to the workshop and identify people from the private sector for the workshop.
SFOM agreed to deliver a technical workshop on infrastructure PPPs.  
Singapore noted that the LKY School of Public Policy recently held a leadership program on this topic. While the topic is technical, there is a need for non-technical experts to make decisions. The program will be replicated for other sectors such as transport and railways in the future.
Session 5b – Broadening the Institutional Investor Base

The ASEAN Secretariat presented a short overview of the case study on the work ASEAN is doing to promote greater cross–border financial flows in the region (Broadening the Institutional Investor Base: a Case Study on ASEAN, Document 2009/FMP/SFOM5/018). The ASEAN Secretariat noted that they have developed, in conjunction with the ADB, an implementation plan to promote the development of an integrated capital market in ASEAN. The aim of the plan is to harmonize standards; achieve mutual recognition frameworks; and, develop exchange alliances within ASEAN. 
Singapore agreed that at this time of crisis an initiative for capital market development within APEC economies would be beneficial in a number of ways, including: facilitating greater intra-regional, as well as inter-regional, cross-border flows;  allowing economies to tap into various pockets of liquidity that may lie in other jurisdictions; and, promoting recycling of reserves.
Australia briefed the meeting on the targeted capacity building project it developed as a practical response to the technical needs of those responsible for reforming the regulatory environment or the policy measures and other key constraints to diversify the institutional investor base (Notification – APEC Institutional Investor Base Workshop, Document 2009/FMP/SFOM5/013). The workshop will be held in Malaysia in March 2009. Australia is hoping that in addition to the development outcome of the workshop, that there will also be a policy outcome from the workshop that could be fed into this year’s Finance Ministers Process. Australia undertook to report back to SFOM after the workshop.
ABAC noted that they were currently talking to the Singaporean Ministry of Finance and MAS with regard to holding the third bond market forum. ABAC undertook provide a summary of the previous two bond market forums (held in Australia and Peru) at SFOM6.
Session 6 – Mid-Term Agenda

Report on FMP Policy Initiatives

The Chair invited sponsors to briefly report on progress in their current FMP initiatives. 

China briefed SFOM on the work of the Asia-Pacific Finance and Development Centre (AFDC). The AFDC was established to promote capacity building by organizing training programs, workshops and undertaking research. During the past year, AFDC has organized training workshops on SME financing and risk management for commercial banks and a forum with the World Bank on fiscal and financial policy options. Feedback from workshops has been encouraging. In 2009, AFDC would like to organize a workshop on SME financing in May (Project proposal – Workshop on SMEs Financing in the Asia-Pacific region, Document 2009/FMP/SFOM5/030). AFDC will be seeking support from the APEC Support Fund for the workshop and requested SFOM endorsement of the application. 

Australia deferred reporting on Deepening Prudential Regulatory Capacity in Non-Life Insurance until SFOM6.
Australia noted that there was no future forums planned under the APEC Future Leaders’ Think Tank and sought agreement to bring the initiative to a conclusion. SFOM agreed to conclude the initiative
ADB reported on the APEC Financial Regulators Training Initiative (FRTI). The purpose of the initiative was to build and enhance staff expertise at supervisory and regulatory authorities and to promote financial stability in APEC economies. The initiative has eight training sessions a year – four for banking and four for securities. 
Japan noted that sponsoring country for the APEC Financial Institutions Dealing with SMEs initiative rotated each year and that it believed Korea would be looking after the initiative in 2009. Korea could not confirm whether this was the case.    
Australia briefed the meeting on plans under the Insolvency Reform initiative for network members to meet in conjunction with the next Forum on Insolvency Reform (FAIR) in the second quarter of 2009.
Australia updated SFOM that under the Reform of Financial Sector initiative a pilot scheme was set up last year to catalogue policy experiences and choices. Australia noted it was a web-based tool which invited economies to submit papers and information on financial sector and capital market reforms. Australia noted that a report would be submitted to Finance Ministers in 2011 to determine future viability of the initiative.
China briefed the meeting on the workshop held under Enhancing Risk Management and Governance in the Region’s Banks to Implement Basel II in December 2008. 
The World Bank noted that the Economic Impacts of Climate Change initiative was endorsed in Peru in 2008. The World Bank noted that it was currently preparing papers for discussion and would be organizing a workshop in the second half of the year. 
Australia noted that they had spoken about the Diversified and Sound Institutional Investor Base in the last session. Australia noted the as part of the twinning arrangements explored with the SCE Chair, a pilot work placements scheme would be run in conjunction with this initiative. The work placements would be on a multilateral basis, with Malaysia hosting eight officers, and on a bilateral basis, with the Philippines hosting a Vietnamese delegate, although this was subject to further discussion at SCE.
The US noted that were very supportive of this initiative.

Australia proposed a new policy initiative (Financing and Managing Risks in PPPs at a National and Sub-National Level, Document 2009/FMP/SFOM5/027) looking at PPPs and managing risk at a sub-national level. SFOM agreed to the initiative. 
Report from Policy Support Unit (PSU) 

The PSU submitted a report to SFOM as one of the major stakeholder groups that provides the work for the PSU (Policy Support Unit Report to SFOM5, Document 2009/FMP/SFOM5/012). The PSU noted that they had concluded a final agreement with Concept Economics from Australia for the food project sponsored by SFOM. 
Report from APEC Secretariat

The APEC Secretariat presented an update on APEC developments and highlighted the transitional arrangements for APEC project submissions. 

Report from ABAC

ABAC provided a report on the first ABAC meeting held in early February in Wellington, New Zealand. ABAC noted some of the work they are undertaking in regard to financial system capacity building, including: a financial inclusion workshop to be held in Tokyo in March (Promoting Financial Inclusion Through Innovative Policies, Document 2009/FMP/SFOM5/031); the 3rd APEC public-private dialogue on bond market development; a  regional infrastructure partnership between government, the business leaders and IFIs; the development of a full file comprehensive credit reporting centre; and, the annual dialogue between the financial industry and financial regulators to be held in Bangkok in July.
Report from Economic Committee

Did not take place. 
Concluding remarks
The Chair summarized discussions over the past two days as:

· The first session on global economic developments was useful to set the stage for subsequent discussions. The Chair noted that the key word for him this year was flexibility. Flexibility was important to make sure that at the end of the year when the Finance Ministers meet, the points discussed are still relevant.
· There was acknowledgment that fiscal policy was taking centre stage in this economic environment. Member economies did some useful sharing of fiscal stimulus packages. 
· The 1st SOM-SFOM joint dialogue exceeded expectations. It was a useful session to bring both sides up to speed on issues of mutual interest. The suggestion to develop specific case studies for trade finance was good and practical. The Chair undertook to follow up on this with interested economies. 
· The discussion on fiscal stimulus packages was interesting. SFOM managed to distil a few useful principles from the discussions. It was suggested that SFOM drill down deeper on reform issues. The Chair undertook to think about which areas of reform to focus on – although he was inclined to look at areas that have more direct impact on fiscal sustainability – and to have some intersessional discussions on that.
· The idea to have a workshop on infrastructure financing was a good one. The Chair would see how it could be put into action.
· There was no confirmation on the dates for the Finance Ministers’ Meeting (FMM). SFOM had agreed that the FMM should be held close to the Leaders Meeting to ensure the timeliness and relevance of Finance Minister’ recommendations, but a G20 Finance Ministers’ Meeting on 7 or 8 November would make this logistically difficult. Nevertheless, Singapore would try to move the FMM as close to the Leaders’ Meeting as possible.

The Chair thanked participants for their contributions to the discussion and looked forward to working with participants throughout the course of the year.  
