
SUMMARY RECORD OF
THE SENIOR FINANCE OFFICIALS MEETING 7 (SFOM7)

Tokyo, Japan

18-19 February 2010

The Senior Finance Officials Meeting (SFOM) 7 was held on 18-19 February 2010 in Tokyo, Japan. The meeting was chaired by Mr Takeshi Kurihara, Director, Research Division, International Bureau, Ministry of Finance, Japan. 

Twenty economies were represented: Australia; Brunei Darussalam; Canada; Chile; China; Hong Kong, China; Indonesia; Japan; Korea; Malaysia; Mexico; New Zealand; Papua New Guinea; the Philippines; Russia; Singapore; Chinese Taipei; Thailand; the United States and Viet Nam. The Asian Development Bank (ADB), the International Monetary Fund (IMF), the World Bank, the APEC Business Advisory Council (ABAC) and the APEC Secretariat also attended the meeting. 

Opening Remarks
The Chair opened the meeting by welcoming delegates to Tokyo. The Chair noted in 2010, SFOM would need to concentrate on the balanced growth report that Finance Ministers will be preparing for APEC Leaders. 

Adoption of the agenda

The agenda (2010/SFOM7/001) was adopted without change. 

Adoption of the summary record of the previous meeting

The meeting adopted the Summary Record of SFOM6 (2010/SFOM7/008), held on 
17-18 July 2009 in Singapore, which was circulated and finalized intersessionally.

Session 1:  Global and Regional Economic Developments

The IMF presented a summary of the current global economic outlook and the implications of this outlook (Recent Global Developments and Prospects and Global and Regional Outlook, 2010/SFOM7/019). The IMF noted the global recovery since the second half of 2009 has been stronger than anticipated, with recoveries in global trade and production and improvements in financial market conditions due to supportive fiscal, monetary and financial sector support policies. The IMF expected the recovery to continue, with advanced economies recovering at a slower pace than emerging economies. In terms of risks for the global outlook, the IMF judged it was balanced: on the upside, there was the possibility of further improvements in terms of confidence which could boost financial market activity and could lead to improvements in trade and demand; but, the downside risks included the process of exiting from the extraordinary measures of support, increased unemployment and the impact that this could have on personal consumption, and debt sustainability.

The IMF noted, in terms of policy challenges, due to significant differences between economies there was no one-size-fits-all solution. The IMF highlighted the need to look at inflation and inflationary pressures and to think about how to deal with the impact of exit strategies on capital inflows. In terms of fiscal policy and exit strategies, the IMF noted there was still a sizable risk that there was not enough private demand to substitute for public support in the region.
ADB updated the meeting on Emerging East Asia: Regional Economic Outlook and Policy Issues (2010/SFOM7/002). ADB expected a v-shaped recovery for Emerging East Asia as a whole and for several of the economies in the region. The key risks to ADB’s outlook were a short-lived recovery in the G3 (US, Europe and Japan) and mistimed or incoherent exits from monetary and fiscal stimulus. ADB noted the key policy issues for the region were to manage exit strategies carefully and to ensure policy coordination both between finance ministries and central banks in economies and between economies in the region. ADB noted how China manages its policies and how it interfaces its policies and coordinates with the rest of the region will be crucial given its importance in the region. 
The Chair summarised the three broad messages from the presentations: the current recovery is greater than expected; there are still upside and downside risks; and, exit strategies need to be economy-specific and not premature.
Thailand sought the views of the IMF on the current debt issues in Europe and its possible effect on the APEC region. The IMF suggested it was too early to say what the possible mid-term impact would be. The IMF hoped measures the Greek government was negotiating would address the short-term issues in terms of market jitters as well as long-term sustainability issues and medium-term fiscal adjustments. The IMF noted the issue of medium-term fiscal adjustment in advanced economies would need to be dealt with by many economies in the advanced world at some point. The impact on Asia has been limited, as investors don’t seem to be worried Asia could be affected by that. The only possible impact may be in terms of increased risk aversion and maybe some temporary capital outflows.
Chinese Taipei provided a brief outline of efforts to stimulate its economy. In terms of short-term measures, Chinese Taipei reduced the commodity tax on new motor vehicles and released consumer vouchers. Long-term measures included reducing individual income tax and estate tax rates. Chinese Taipei noted it continued to pay attention to inflation risks, including in the preparation of its exit strategies. 
Japan noted both the IMF and ADB viewed the risks as broadly balanced on the upside and the downside, but asked whether this was the probability or magnitude of the risks.  The IMF answered the size of the upside and downside risks are similar. 

The World Bank broadly agreed with key points in the presentations, but stressed in the APEC region, if you took out China’ recovery from the other economies there would be a different picture as the other economies lag behind by a couple of percentage points in the recovery and questioned what that implied for the strategy for the region in general. The World Bank asked the presenters to address the sovereign risks in Europe and the concerns about asset bubbles in China and the Chinese authorities scaling back stimulus especially on the credit side, and what would that imply for the recovery. 

ADB noted the events in Europe strengthened the assessment that a short-lived recovery in the G3 is a clear risk to Emerging East Asia. It appeared the European recovery was less solid than thought, and was perhaps led by Germany’s specific stimulus plan. With regard to China, China played a large role in the region’s recovery as a whole. How China exits from its current policies will be crucial to China and the region as a whole. 

Australia commented the situation in Greece underlines the need for credible fiscal consolidation plans. Australia suggested it would be important for Finance Ministers to have a strong and unified voice in the report going to Leaders on the commitment of all economies to fiscal consolidation and to manage the exit process over coming years to try and avoid the sorts of problems being seen in Greece. 
The Philippines requested future presentations from the IMF and ADB reflect the exit strategies undertaken by advanced economies and their implications for other APEC member economies. The IMF noted the paper on Aging and Fiscal Sustainability in APEC Economies (2010/SFOM7/020) refers to an IMF paper which provides details on the key elements of the exit strategies. 

China responded to comments on China’s economy, noting external demand will not be a significant contributor to China’s economic development in the next few years but the economy will be driven by domestic consumption and investment. With regard to China’s exchange rate, China noted it had been undertaking gradual reform of its exchange rate since 2005, but the international financial crisis interrupted this process. China noted in the coming years the reform exchange rate system would be reformed gradually to increase the flexibility of the exchange rate.

Russia spoke to its papers on Russia’s Economy in 2009 and Early 2010 (2010/SFOM7/014) and Bank of Russia: Implementing and Phasing out Anti-Crisis Measures (2010/SFOM7/015), noting the Russian economy and banking system are showing sign of stabilization leading to a gradual winding down of certain anti-crisis measures.

Malaysia noted it was a big challenge for Malaysia to encourage private investment and asked ADB to comment on the short-term measures taken and the mid- to long-term challenges economies faced. ADB responded in most ASEAN economies investment collapsed in the aftermath of the Asian Financial Crisis and had not recovered very much. A number of business environment related issues holding back private investment were identified in an ADB paper prepared in 2006 (Investment Climate in Selected East Asian Countries, 2006/FMP/SFOM1/027). ADB also noted there was a big challenge for ASEAN as it was being pressured from above and below – from newly industrialized economies, and from China and India. ADB suggested ASEAN needs to focus on the integration within ASEAN itself so that ASEAN is seen as one entity for the foreign investor.

Japan provided an update on the Japanese economic situation, noting Japan’s economy grew in the second quarter of 2009 and had registered positive growth for three consecutive quarters. Japan noted the growth came from both the external sector and domestic demand, but that the domestic component is still largely dependent on the economic stimulus package. Japan noted it was developing a medium- to long-term fiscal consolidation plan.
The United States shared the views of the ADB on the need for caution about premature withdrawal of stimulus in economies. The United States noted the key issue for APEC, in the Finance Ministers Process (FMP), was the question of rebalancing growth. 

Session 2: Strong, Sustainable and Balanced Growth in the Asia-Pacific Region 

· Session 2-1: Introduction

Japan referred to the paper, APEC Finance Ministers’ Report - Stronger, More Balanced, and Sustained Growth (2010/SFOM7/010) and Finance Ministers’ commitment to prepare a report to Leaders on efforts to achieve strong, balanced and sustained growth in the Asia Pacific region which was welcomed by the Leaders.

The Chair noted the issue would be discussed further in Session 2-8.

· Session 2-2: Aging And Fiscal Sustainability
The IMF briefed the meeting on Aging and Fiscal Sustainability in APEC Economies (2010/SFOM7/020). The IMF noted over the next few decades a significant demographic shift is expected in both advanced and emerging economies of the APEC region which will place further pressure on age-related spending. The IMF noted economies would need to consider options for addressing related spending pressures, including public pension expenditures and public health expenditures.

The IMF noted advanced and emerging APEC economies face different challenges. For the advanced APEC economies, the primary objective should be to stabilize pension finance over the longer term. For the emerging APEC economies, the main task is to expand pension coverage in a manner that does not generate large fiscal liabilities for future generations. For all economies, the key challenge will be to balance concerns regarding fiscal sustainability with the need to ensure adequate rate of return on pension contributions and adequate benefits to prevent old age poverty. The IMF suggested some of the options to respond to the aging challenges include: raise statutory retirement age and tighten eligibility; reduce generosity of benefits; increase pension contributions; and, strengthen private pension systems. 
The World Bank made a presentation on Aging and Fiscal Sustainability (2010/SFOM7/021). The World Bank noted aging patterns in APEC economies patterns varied and the solutions to the aging problems are going to be economy specific. In terms of the fiscal impact of aging, there were two channels of fiscal impact: (i) aging from above i.e. the old age population growing; and (ii) aging from below i.e. the working age population shrinking. The fiscal impact of aging would include changes in social expenditures (increase in health and pension expenditures, decrease in education expenditures) and change in revenues (reduction in working age population leading to lower GDP). 
In terms of addressing the aging expenditure challenges, the World Bank suggested a three-part process: (i) developing a diagnostic framework to think about the policy design options; (ii) implementing institutional changes i.e. strong regulatory frameworks, governance accountability, and transparency; and (iii) putting in place automatic stabilizing mechanisms that operate in the  long-term to take these processes out of short-term political considerations and place them in a much longer-term path of stability. 

Japan presented on Aging and Fiscal Sustainability in Japan (2010/SFOM7/016).  Japan noted the serious demographic challenges it is facing, with rapidly aging population in Japan. Japan noted it took only 24 years for the share of elderly people in Japan to increase from 7 percent to 14 percent, which was much faster than advanced economies such as US, Canada and Australia but not as fast as other economies with rapidly aging populations such as Vietnam, Singapore and Korea. Japan noted its social security system had been overhauled many times to meet the demographic challenges. Expenditure is forecasted to increase further due to pressure from medical care and welfare expenses. 

Japan suggested the SFOM may wish to further discuss the fiscal impact of aging societies, designing better social safety nets, and demographic challenges and possible counter-policy measures. 

ADB asked what kind of pension system would be appropriate for economies in APEC. The World Bank responded there isn’t an externally applicable model that can fit all economies as they face very different challenges, initial conditions and demographic patterns. The World Bank did note, however, they were beginning to see some convergence in economies using three-part systems, incorporating a public tax-financed poverty alleviation structure, a modest earnings-based system through tax on wages, and a meaningful funded pillar to address higher income groups. For the system to be effective from both the fiscal and the social policy perspective, it needs to be balanced, with none of the three elements becoming too large.

The United States asked for further information on the impact of aging on the external positions in the near term and suggested in some emerging markets very high precautionary private savings may come down somewhat if there was greater confidence on the part of the individual savers that there was going to be an adequate safety net for their retirement. The IMF noted they had done some studies on these issues e.g. a study on the public expenditure on social programs and the household consumption in China showed that a sustained 1 percent of GDP increase in pension spending in China would result in permanent increase in household consumption of 1.5 percent of GDP and a 1 percent of GDP increase in public health spending in China would result in a permanent increase in household consumption of 0.75 percent of GDP. 

The World Bank asked why it took longer for the share of elderly people to increase from 7 percent to 14 percent in some economies.  Japan responded it was partially due to the difference in total fertility rates and immigration. ADB also added the high life expectancy in Japan was another factor. 
Australia confirmed immigration was a reason why the doubling was slower in Australia. Australia also noted the Australian government had recently released its third intergenerational report which projects the fiscal impact of current policies out for 40 years. It found that currently approximately one-quarter of total spending is directed to health, age-related pensions and aged care, but this would increase to a half of total spending by 2050 which is a significant impact. 

Singapore stated it is facing a double challenge of both aging population as well as low fertility rate. Measures that have been put in place to tackle these challenges include: increasing the working age to 67 years old; putting in place the life annuity plan called CPF Life; marriage and parenthood packages have been implemented to give tax incentives to working mothers and encourage increased female participation in the labor force. 
Malaysia noted it had a public sector pension system and for the private sector it had an employees’ provident fund where private sector employees and the employer pay a certain percentage of wages. As Malaysia is not a high income economy, they found retirees had finished the money in their funds within 5 years, so the government has the burden of looking after them.  Another issue for Malaysia was the informal sector that did not have a pension system. Malaysia is currently developing a comprehensive social safety net studying the development of a private pension fund. 

Thailand noted it was preparing a national saving fund for people not in the employment system.

The Chair stated he would like SFOM to follow aging and fiscal sustainability issues this year.  
· Session 2-3: SME Finance And Micro Finance
ADB made a presentation on Financing Small and Medium Enterprises (2010/SFOM7/004).  ADB noted the importance of SMEs in terms of generating employment and government revenues, and also due to their role in the supply chain and value chain. ADB noted in developing Asia characteristics of SMEs include: high proportion of informal micro-enterprises; weak integration into value chains; low degree of specialization; and, limited access to finance and technology. 

ADB suggested ways to support for the SME sector would include: improving the overall investment climate; upgrading support services and financial infrastructure; enhancing access to finance; designing appropriate public intervention mechanisms; and, building capacity in accounting and business planning, risk management, and market know-how.
Japan updated the meeting on measures to facilitate SME finance in Japan (2010/SFOM7/017). Japan noted SMEs account for about 50 percent of value added, 70 percent of employees and 99 percent of the number of enterprises in Japan. In the wake of the financial crisis, Japan enhanced the safety net finance to facilitate SME finance. The safety net finance is comprised of two measures: (i) emergency credit guarantee scheme; and (ii) safety net loans. Japan suggested issues that could be further discussed by SFOM included: ramification of the subprime fallout in economies in terms of the impact on SME finance; possible exit strategies from the support measures introduced; and, identifying international best of practice in SME finance. 
The Consultative Group to Assist the Poor (CGAP) presented on Global and Regional Trends in Inclusive Finance (2010/SFOM7/022). CGAP noted microfinance is becoming part of the mainstream financial sector, with 30 economies adopting policies on access to finance, and is increasingly profitable. As a consequence there are more investors who are interested in microfinance and there has been a proliferation of microfinance investment funds. CGAP noted some challenges remain, including: reducing transactions costs; mobilising savings and building local domestic markets; maintaining the social mission of microfinance; and, reaching the poorest with microfinance and “pre-microfinance”. 
In Asia, CGAP noted there was a very large for microfinance, strong deposit-taking institutions, fast growing economies, and some success stories that can be easily replicated in the region e.g. the Philippines, Indonesia. But CGAP also noted there were challenges in the region, including high level of government intervention, a lack of conducive regulations for commercial microfinance investments and, very few solid microfinance institutions in which investors can put their money. 
CGAP also highlighted its interest to explore further collaboration with ABAC and APEC on inclusive finance in the future. 

ABAC provided an update on Promoting Financial Inclusion through Innovative Policies (2010/SFOM7/007). ABAC noted in the past decade microfinance has rapidly developed into a profitable and sustainable business model through the introduction of technology and innovation which had dramatically brought down the cost of providing microfinance services. ABAC suggested APEC could play an important role in sharing best practices in the design of policies and regulations that would enable the introduction and use of new technologies and innovations to promote microfinance. ABAC noted six areas where policies can have the most impact: mobile phone banking; agent baking; diversifying services which would include micro-savings, micro-insurance, micro-remittance; making use of state-owned banks; creating financial identities; and, consumer protection. ABAC further noted models for these policy reforms already exist in APEC developing economies.

In 2009, ABAC proposed APEC launch a policy initiative on financial inclusion. ABAC has also been looking at how such an initiative could complement what is being done in the G-20.  ABAC thanked the Ministry of Finance, Japan, for supporting efforts to have a discussion in APEC on this subject and noted a panel discussion on financial inclusion would be held in Sapporo on 31 May 2009. 
Malaysia commented one of the more popular microfinance programs in Malaysia is the AIM, which was used to address rural poverty and then replicated to address urban poverty. Malaysia noted one of the challenges faced was getting women to graduate from AIM and wondered if any economies had similar experiences. 
Indonesia agreed microfinance institutions in Indonesia were more resilient to the crisis. Indonesia noted it had just established an export financing agency and suggested they could learn from other economies the role of the export financing agency in supporting SMEs. ADB responded it was important to have a clear objective about what the agency is trying to support i.e. is it trying to support exports in general or is it trying to support the SME sector. Depending on the objective, the agency’s instruments would be designed differently.

China shared its experience with the collective issuance of bonds and commercial notes by SMEs. The concept is that a group of SMEs, usually organised by the local governments, collectively issue bonds or commercial notes which are guaranteed by some credit guarantee companies or institutions. In this way, the SMEs can gain economies of scale and enhance their credit ratings, which reduces their financing cost. China noted this was a very promising way of SME financing.
Chinese Taipei updated the meeting on its efforts to facilitate SME finance in the wake of the current financial crises. Chinese Taipei promoted a program to encourage lending by domestic banks to SMEs and set up a SME credit guarantee fund. 
Chile highlighted some SME finance programs it had implemented including: direct credits, loans and guarantees; nonbanking credit lines; transaction cost subsidies; and, reprogramming of credits. 
The Philippines shared the experiences of the Philippines in terms of promoting microfinance and financial inclusion. The General Banking Law in the Philippines mandates the central bank to recognize microfinance as a legitimate banking activity. The Central Bank’s approach to promoting microfinance is three-pronged: (i) to create the enabling policy and regulatory environment; (ii) to provide training and capacity building; and (iii) to promote and advocate for sustainable microfinance. The Philippines noted it has 214 banks with microfinance operations, reaching about 900,000 clients. The issues that the Philippines are currently grappling with in terms of financial inclusion are anti-money laundering related issues and consumer protection issues. The Philippines is also trying to collect more robust financial inclusion data that can be used to develop evidence-based financial inclusion policies. 

ADB sought opinions on whether interest rates on microcredits should be capped, noting that capping interest rates would make it difficult to achieve commercial viability of the microfinance institutions and could discourage the development of the microfinance industry, but if interest rates are not capped there is an argument that it could lead to some exploitation of poor people. 
CGAP responded poor people do not have access to commercial interest rates; they have access to interest rates that are actually about 300% per year with money launderers. As it costs more to make smaller loans, if interest rates are capped then it will push microfinance institutions to hide their costs through fees or to target richer clients, so the direct result will be to create a lot of disincentives for access. CGAP suggested ways to lower interest rates, rather than capping the rates, would be to increase the efficiency and transparency of the institutions. 
ABAC echoed CGAP’s comments and noted costs can also be lowered by focusing on regulations and policies that promote competition and by promoting the use and introduction of technologies and innovation. ABAC suggested APEC could play a role in these issues.

The United States agreed APEC could provide a good platform for discussions on financial inclusions and noted the United States would commit to undertaking a financial inclusion initiative in 2011. 
· Session 2.4:  Infrastructure Finance

ADB made a presentation on Infrastructure Finance (2010/SFOM7/005). ADB focused on two themes: regional integration through cross-border infrastructure has high pay-offs; and, regional resource mobilisation is needed to meet massive infrastructure costs. In addition to mobilizing funding, ADB noted there was a role for international financial institutions and bilateral institutions to play as knowledge partners, technical advisers, capacity builders and honest brokers. ADB’s key messages were: there are large infrastructure needs, but they can be translated into viable, bankable projects; Public/Private Partnerships (PPPs) clearly need partnership arrangements; regional cooperation programs should be encouraged to build a “Seamless Asia”; and, it is also important to focus on soft infrastructure initiatives. 

The World Bank asked how the ADB saw the financing gap being met. ADB responded resources from various sources are needed, with co-financing becoming important as well as regional funding arrangements. 

Japan asked the ADB to elaborate on the need to focus on soft infrastructure. ADB responded, in its experience, there are clear benefits of investments in soft infrastructure, with trade facilitation initiatives enabling significant improvements in the flow of goods.

The World Bank presented on Financing East Asia’s infrastructure after the Crisis: Towards a Regional Strategy (2010/SFOM7/023). The World Bank discussed the global context of infrastructure financing; key bottlenecks for attracting private capital in infrastructure in East Asia; and, the possibility of a regional strategy to approach these issues in a more effective way. The World Bank noted it would be difficult to fill the infrastructure financing gap unless economies partnered with the private sector and attracted private capital. The World Bank suggested economies needed to be mindful of: establishing a credit culture in infrastructure operations; breaking down the project financing silos; reducing pre-construction risks associated with PPPs; underdeveloped capital markets and lack of local currency debt financing; and, the knowledge gap in implementing innovative infrastructure finance policies. The World Bank also suggested there was a need for regional solutions to the infrastructure financing challenges and to leverage the regional platforms like APEC and ASEAN. 

Australia provided an update on the APEC Infrastructure Pathfinder Initiative (2010/SFOM7/011). Australia noted APEC had a track record of meeting the infrastructure challenge in practical way and that it was an important stream of work, with Ministers and Leaders strongly supporting the pathfinder initiative. Australia outlined the next steps in the initiative which included: consideration of the scoping note; delivery of the technical training workshops; hosting a high level Ministerial dialogue; and, reporting to Ministers at the 17th FMM in November. Australia welcomed the involvement of the Economic Committee (EC) in the initiative and noted it would provide the scoping note to the EC to ensure there was no duplication in the work being done. 

Australia noted the technical workshops were scheduled to be held on 26-27 May in Bangkok and would examine best practices in successful PPP project development and how economies can best adopt these practices with the aim of developing greater commonality in PPP markets in the APEC region. Australia encouraged the participation of economies and ABAC in the workshop. Australia also noted, with the high degree of political interest in what was being done, Australia was planning a half day high level dialogue to be held in conjunction with the second workshop in August 2010, for Ministers to discuss these issues at a political level. Australia noted they would also organise a number of activities, such as site visits to completed PPP projects, for Ministers. 

Indonesia provided an update on what Indonesia was doing with regard to infrastructure financing (2010/SFOM7/018). Indonesia noted it had a limited ability to finance its infrastructure needs and expected almost 70 percent of the finance would need to come from the private sector. To encourage private sector involvement, Indonesia has developed financing facilities such as Land Fund, Guarantee Fund and Infrastructure Fund. Indonesia noted it fully supported Australia’s initiatives for technical training and the high level dialogue.

ABAC made a presentation on Infrastructure PPP: Institutional Framework for an Asia-Pacific Infrastructure Partnership (2010/SFOM7/027). ABAC noted the issue of how to promote infrastructure PPPs was a key issue. ABAC suggested it would be desirable to have a regional platform for collaboration among the public sector, private sector and multilaterals – which ABAC tentatively named the Asia Pacific Infrastructure Partnership (APIP). A key element of this partnership would be a structure to ensure sustained and continuous private sector inputs into the process of promoting infrastructure PPP in the region, which can work closely with APEC, multilateral institutions and governments. 

Chinese Taipei noted, in order to encourage the private sector to participate in infrastructure projects, Chinese Taipei used tax incentives and preferential customs duties. 

Korea noted it was very interested in the area of infrastructure financing and would be happy to contribute to Australia’s initiative.

· Session 2-5: Green Growth
Korea provided an update on the Study Plan of Green Finance for Green Growth (2010/SFOM7/006). Korea noted it is making large efforts to pursue green growth. Green growth was declared a new growth paradigm for national development in August 2008 and many financial institutions in Korea started to become interested in green finance from early 2009. 

Korea explained an expert group (from six economies and two international institutions) had been formed to complete the study, which would take two years. The research tracks in the study included: the concept of green growth and current status; supporting green companies and industries through banks; revitalizing investments in green companies and industries through capital markets; development of the green finance through other market-based instruments; and, subsidies, tax benefits, and other incentives for green companies and industries. The study will try to suggest policy recommendation in green growth and green finance and will report results at the Finance Ministers Meeting in 2010-2011. 

ADB presented on Green Growth in the Asia Pacific (2010/SFOM7/003). ADB noted the three main benefits of green growth were boosting economic growth, sustaining the environment, and, energy security. In terms of promoting green growth, ADB noted actions were focused on: promoting clean energy; creating livable cities; natural resource management; and, enhancing climate resilience. ADB posed some green policy questions for APEC i.e. how to spur innovation and transfer technology within APEC and beyond, how APEC can cooperate on energy security, how to deal with rapid deforestation, and how to help deal with the natural disasters.

The World Bank made a presentation on Green Growth in the East Asia and Pacific: Opportunities and Challenges (2010/SFOM7/024). The World Bank suggested three pillars for promoting green infrastructure: defining green growth – measuring size and scope; figuring out how to address the policy challenges; and, rethinking planning and design. The World Bank noted it is possible for economies to launch on a trajectory of green growth but it does require a lot of investment in energy efficiency, low carbon technologies and renewable energy. A key challenge is how to share the burden of this cost in economies. In terms of financing, the World Bank suggested economies need to look at: the engagement of various stakeholders; the engagement of the financial sector; and, government financing. 
Australia noted it was committed to participating in Korea’s initiative on green finance for green growth and would be providing an expert to contribute. Australia noted it would be important as part of this initiative to actually identify ways to encourage efficient and profitable green growth projects that can stand alone without subsidies. 
Thailand supported Korea’s study plan and noted it had been working with international financial institution on particular projects in order to promote green growth. 

Chinese Taipei noted it had introduced a green tax system and a system to create business opportunities for green industries. 
The Chair encouraged Korea to report back on progress with the study to the SFOM.
· Session 2-6: Structural Reform 
Singapore provided a presentation on the First Meeting of the APEC Study Group on Structural Reforms (2010/SFOM7/031), noting the study group would meet following the SFOM meeting. Singapore suggested the study group would look at three types of initiatives: (i) broad-based e.g. survey/catalogue of structural reform priorities and policy measures; (ii) focused initiatives e.g. infrastructure finance; and (iii) financial market reforms, what can be done on a practical basis at the regional level to complement what the G20 have been talking about. Singapore also noted the EC was currently looking at the post-LASIR agenda, so the study group would coordinate with the EC to identifying gaps and synergies. 

· Session 2-7: Balanced Growth
The United States recalled the United States had a major fiscal expansion as part of the crisis and noted that would be kept in place until the United States was convinced the exceptional measures are no longer necessary. The United States noted, in the medium term, they were committed to their obligations under the G20 framework i.e. substantial fiscal consolidation, greater private savings, better financial regulation and stronger emphasis on green growth. 

· Session 2-8: Other Issues
The Chair noted the issues in session 2-8 and session 3 were intertwined, so both sessions would be combined.
Japan spoke to their paper, APEC Finance Ministers’ Process in 2010 (Document 2010/SFOM7009). Japan noted the highest priority for this year was to prepare the Finance Minister’s report on stronger, more balanced, and sustained growth to Leaders. Japan also noted their intention to change the format of the FMP – with some workshops to be held on 31 May – 1 June in Sapporo, a Finance Deputies’ Meeting (FDM) on 22 September in Tokyo (possibly with a preparatory SFOM held on 21 September), and a short second Finance Deputies’ Meeting if necessary on 5 November, prior to the Finance Ministers’ Meeting. 
The United States supported the proposed timeline, but was more concerned about the report itself which would need to be substantive, relevant and meaningful. In terms of SFOM’s relationship with the SOM and the EC, the United States suggested better coordination and collaboration would come from a greater delineation of work i.e. there should be less overlap and more clarity on which group is doing what. 

Australia endorsed the comments of the United States, noting the report to Leaders was important and a unique task. Australia noted at present, they didn’t have a strong sense of what the report to Leaders would involve. Australia agreed an early FDM was a good idea, but substantive work needed to be done intersessionally on the report before the FDM.  Australia also agreed with the United States on the importance of clear delineation of the roles on fora on these issues. 
New Zealand endorsed the comments of Australia and suggested SFOM needed a process to do the work intersessionally.

China echoed the United States’ comments on the issue of overlapping work. On the report, China commented as both developed and developing economies were making efforts to rebalance growth patterns, they expected to see a balanced report in that regard. China suggested the development gap is one of the root causes of the global economic imbalance and that this should be contained in the report.

Singapore noted the timing at which the report will be submitted to Ministers and Leaders would probably be quite close to the G20 meetings so it would pose a challenge to make sure the report stands out among the many things that will happen during that time. Singapore suggested it would also be an opportunity to reflect how APEC’s work can add value to the G20 process. Singapore also suggested the report should leverage the strength of APEC, which is its consensus-based, voluntary nature.

The United States agreed with the comments made by Singapore on leveraging the voluntary nature of APEC. The United States noted SFOM should avoid providing just a summary of what each economy is doing and suggested SFOM could ask the IFIs to provide an analysis of what economies were doing in terms of the impact on growth and external balance.

China sought clarification on the United States proposal. The United States responded it was suggesting a concept to invite feedback from the IFIs on the contributions from member economies. The United States suggested members provide details of what they were doing to address the need for new growth models or to rebalance global growth, which is unique to their circumstances and that would not be unduly burdensome in terms of requiring very much new work or data analysis, then members could learn from the different measures being implemented. The IFIs could then analyse the consequence of those measures, such as whether there will be useful movement toward the shared objective of rebalanced growth. 
China suggested it may be more feasible for members to voluntarily submit progress reports on rebalanced growth in their economies as inputs to the report to the Leaders. China also asked whether this would be a one-off task or whether it would be repeated. 
The World Bank was willing to provide comments on the outlines of the report and the contributions to it, but did not know what unique analysis it could provide if the angle of the report was similar to that of the G20 report. The World Bank noted the G20 report would mainly focus on macroeconomic management and suggested, given APEC’s comparative advantages, SFOM may want to focus on the supply side i.e. structural policy. The World Bank asked about the horizon of the report, whether it would backward or forward looking. 

The IMF noted there would need to be coordination among the institutions regarding what kind of contribution that could provide. 

Australia asked for clarification as the whether the IFIs would be providing a quantitative or qualitative assessment. 
Malaysia noted economies would have sufficient information to share as each economy was undertaking structural reforms, but Malaysia thought the report should stay clear of reviews and assessments. 
Singapore agreed with Malaysia staying clear of assessments, noting structural reform is what is needed to achieve balanced growth and focusing on structural reforms being undertaken seems to be more forward looking and progressive. The IFIs could add value to the practical aspects of implementing structural reforms in the region. 

The Chair noted there seemed to be some consensus for economies, on a voluntary basis, to provide information on their efforts to balance growth in line with the Finance Ministers’ statement in 2009. The Chair would then put together a brief summary report, picking out the common denominators in the information from economies, and redistribute it to member economies and IFIs. The Chair suggested there may also be an opportunity to informally get together in margins of the June workshop to discuss the report.
The World Bank suggested developing a template to send to economies so that standardized answers could be received.

Singapore recalled the structural reform study group was developing a broad-based survey of structural reform priorities and policy measures. 
The United States reiterated the voluntary nature of the process and agreed the report should not be anything like a hard surveillance assessment. With regard to the contribution of the multilaterals, the United States suggested it could be qualitative and quantitative. 

The Chair noted the growth report would be a one-off task as there was no agreement from Ministers that they would like to continue with the report. The Chair confirmed he would develop a survey-type questionnaire based on the 2009 Finance Ministers’ Statement for economies to provide their input. 
Australia sought clarification as to whether there would be two surveys – one on structural reform and one rebalancing growth.  
Singapore noted the Ministers’ Statement was very high level and may not translate into a survey. Singapore also noted their preference not to have two separate surveys.  Australia agreed with Singapore that it would be difficult to develop a survey that picked up high level elements of the Joint Ministerial Statement. 
The World Bank noted, where their mandate was concerned, they were not supposed to get into the specific assessment of economies which are not members of the Bank in terms of operational work. The World Bank instead suggested they could provide a regional overview of the documents sent to them. 

The United States noted the interchange between delegates brought out some of the complexities of trying to do something like this. The United States agreed SFOM could do one survey as most of the work which is going to be done by members is on structural reform. In terms of timing, it would be useful to have something more concrete to discuss in June, which could be easily updated in subsequent months if required.
The Chair summarized discussions: (i) there would only be one survey developed; (ii) the Chair’s office would distribute the survey template by mid March, so that member economies can voluntarily respond by the end of April; and, (iii) in May, the Chair's office will put together a brief summary based on the inputs from economies and try to distribute the summary and the surveys submitted to all members and the IFIs, so that in the margins of the June workshop, SFOM could discuss the outcomes of the survey. 

Australia suggested there was a very high likelihood that SFOM would need to meet in the middle of the year to work out what to do next and how take the survey and turn it a part of the report to Leaders. 
Session 3: 2010 APEC FMM Process
· Roadmap To Kyoto
This session was combined with Session 2-8.
Session 4: Mid-Term Agenda 

· Update on FMP Policy Initiatives

Malaysia updated the meeting on the APEC Financial Institutions dealing with SMEs initiative. The Association of Banks in Malaysia (ABM) will host the 7th Annual Meeting of APEC Financial Institutions dealing with SMEs on Thursday 15 July and will hold a conference titled SME Development and Financing at the Threshold of the Next Decade: Review, Re-strategize and Revamp on Friday 16 July. 

China provided an update on the Asia-Pacific Finance and Development Center (AFDC) activities for 2010 which included: The Implementing of Financial System Regulatory Reforms in the Region Following the Global Financial Crisis; Workshop on SME Financing in Asia-Pacific Region - Creating a SME Credit Guarantee System; Workshop on Developing Corporate Bond Market in Asia-Pacific Region; Shanghai International Program for Development Evaluation Training (SHIPDET); and, Workshop on Subnational Debt Management in Asia-Pacific Region.
Malaysia also reported on the fiscal sustainability workshop held under the Improving Strategies for Fiscal Sustainability and Economic Recovery initiative that was held in Kuala Lumpur in late 2009. The aim of the capacity building program was basically to meet the training needs of officers who are involved in formulating and implementing policies and strategies that support fiscal sustainability. The first part of the capacity building program was held mid-December. The second segment of the workshop involves a homework assignment where participants are expected to develop a draft action plan on fiscal issues involving their respective home economies. The third segment would be held in Bangkok in mid-March. 
The World Bank provided an update on the Economic Impacts of Climate Change initiative. The World Bank has launched three studies under this initiative: Traded Investment Policies to Promote Climate Funded Technologies; The Impact of Extreme Climate Events and Adaptation Strategy; and, The Fiscal Policies for Mitigation and Adaptation Strategies for Climate Change. The World Bank expected the first two studies to be done by June and the third study to be completed around August. 

Australia asked the APEC secretariat to include the APEC Infrastructure Pathfinder Initiative in the list of the initiatives. 

· Report From ABAC

ABAC provided a report on the ABAC 2010 Work Program (2010/SFOM7/028). ABAC noted its main theme for this year would be “working toward sustainable growth for all” with three sub themes: strengthening economic structure for balanced growth; advancing regional economic integration; and, enhancing economic growth in harmony with environment. The Finance and Economic Working Group (FEWG) has aligned its priorities in accordance with the APEC growth agenda. 
ABAC also reported on a letter submitted to the IMF, and copied to the Financial Ministers Meeting Chair, on financial sector taxation. ABAC believes that a global tax is an inappropriate response and will further burden industry, especially SMEs and consumers in the wake of the global financial crisis. 
· Report From Economic Committee (EC)
The EC Chair provided an update on the activities of the EC and what it would be doing in 2010 (2010/SFOM7/030). The EC activities in 2010 would fall under three headings: implementation of LAISR, including Ease of Doing Business (EODB) and Supply Chain initiatives; APEC growth strategy; and, post-LAISR agenda. LAISR activities on five major areas: (i) competition policy; (ii) regulatory forum; (iii) public sector governance; (iv) corporate governance; and, (v) strengthening the economic and legal infrastructure. The EC will discuss the post-LAISR agenda at EC1 and there are a number of factors to be taken into account, including: a need for continuous strong commitment on structural reform; new priorities including the growth strategy, EODB, and SCI; changes in the economic circumstances including the implication of global financial crisis; and, possible widening of structural reform issues in the whole-of-APEC context. 

The EC Chair noted there does not seem to be a big risk of duplication between the current EC activities and the proposed SFOM activities, but the EC and SFOM should seek positive synergies out of cooperation rather than just trying to avoid duplication. The EC Chair suggested one way forward would be to ensure a mutual flow of information on activities and work schedules of each forum.

The United States noted there was a clear sentiment from the SFOM that greater delineation of SFOM/EC responsibilities was required to provide increased accountability. Australia and Indonesia agreed with the United States. 
The EC Chair reiterated fora should avoid duplication, and that there had not been any duplication between the activities of the EC and SFOM. 

Singapore noted the topic of structural reform is very wide and it was possible for SFOM and EC’s work on structural reform not to overlap. As members were concerned about possible overlap, Singapore suggested this was even more reason the EC and SFOM needed to talk. 

Australia suggested there was an important role for Finance Ministers to provide some political momentum to the importance of structural reform.
The Chair referred to the Basic Outline of the APEC Growth Strategy (2010/SFOM7/026) to let economies know what the SOM was going to discuss about growth.
· Report From APEC Secretariat

The APEC Secretariat referred to the APEC Secretariat Report on Key Developments (2010/SFOM7/029a) and the Project Management Information Session presentation (2010/SFOM7/012). The Secretariat also provided an update on FMP projects which had applied for APEC funding in approval session one and an update on communication issues. 
· Document list

The meeting agreed other than draft and working documents, all documents would be accessible to the public (Restricted documents: 000, 009, 010, 019, 020 and 026).
Closing Remarks by the SFOM Chair
The Chair thanked delegates for their input and cooperation over the course of the meeting and looked forward to seeing them all again in Sapporo in May.


