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SUMMARY REPORT OF THE APEC STUDY CENTERS

CONSORTIUM CONFERENCE 2015

May 12-13 2015, Boracay Island, Philippines

The APEC Study Centers Consortium (ASCC) Conference 2015 on “Building Inclusive Economies, Building A
Better World™” was held in Boracay Island, Philippines, on May 12-13, 2015. The conference was organized by
the Philippine Institute for Development Studies (PIDS) and the Philippine APEC Study Center Network
(PASCN) in cooperation with the Ateneo de Manila University (ADMU) and the Asian Development Bank
Institute (ADBI). More than 90 participants from 15 APEC member-economies attended the conference including
guests from non-APEC member-economies (Colombia, Mongolia, and The Netherlands) and non-ASC (Asian
Development Bank Institute, Asia Pacific Rim Universities, and Elsevier) participants.

OPENNING SESSION

The conference officially started with an opening ceremony that set the tone for the conference discussions. In
his opening remarks, Dr. Fernando Aldaba, Dean of the School of Social Sciences of the Ateneo de Manila
University (ADMU), noted that the world is still confronted with the twin problems of poverty and inequality. He
added that academic inputs and discussions are critical ingredients in the policy formulation for promoting
inclusive and sustainable growth. Meanwhile, Dr. Bokhwan Yu, Deputy Dean of the Asian Development Bank
Institute (ADBI), emphasized that for growth to be truly inclusive, governments, together with the private sector,
the academe, and the civil society, should work together. In his keynote speech, Undersecretary Rolando
Tungpalan of the National Economic and Development Authority (NEDA), the Philippine government’s
socioeconomic planning agency, highlighted the contribution of the APEC Study Centers (ASCs) in providing
the analytical work that has been valuable in sharpening the policymakers’ tools for addressing issues. He noted:
“Without a doubt, the APEC Education Leaders’ Initiative which was the motivation behind the establishment of
the APEC Study Centers in the different APEC member-economies has lived on. The ASCs are steadily gaining
ground and will continue to do so with the support of the APEC Secretariat.” Finally, the APEC 2015 SOM Vice-
Chair, Mr. Ferdinand Cui, Jr., introduced and expounded on the APEC 2015 priorities.

The Bogor goals of free and open trade and investment remain at the core of the APEC agenda. However, while
gains from open trade remain fundamental, the issues of how the benefits of economic growth are distributed and
how different economies and various economic agents are able to participate in regional and global processes
have become more complex with the changing global environment. The APEC priority agenda have thus
broadened to encompass the goals of regional economic integration and sustainable and inclusive growth. For
APEC 2015, the Philippines has chosen the theme: “Building Inclusive Economies, Building a Better World”,

putting the overarching goal of inclusive growth in the center. In support of this theme, the Philippines has chosen
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four major priority areas for the APEC 2015 agenda:
e Enhancing Regional Economic Integration
e Fostering SMEs' Participation in the Regional and Global Economy
e Investing in Human Capital Development
e Building Sustainable and Resilient Communities

The ASCC Conference program was structured along the same priority areas. A total of 24 papers were presented
that covered a wide range of issues. Three sessions were devoted to the first priority area due to the numerous
papers received on regional economic integration.

ACADEMIC DISCUSSIONS

Session One—Enhancing the Regional Economic Integration: Pathways to FTAAP

The discussions reiterated support for the realization of the FTAAP and highlighted APEC’s role as incubator. It
is clear from the 2014 APEC Economic Leaders’ Meeting that FTAAP is at the top of the APEC agenda. Although
APEC has formulated a road map for realizing FTAAP, many challenges remain. Recommendations ranged from
what would be most feasible, such as adopting moderation and recognizing the real limitations APEC faces when
it comes to trade and investment liberalization, to higher levels of ambition; and from using regional agreements
in APEC as building blocks, to starting with a clean slate by negotiating a fresh agreement (FTAAP). In whatever
scenario, APEC should act as the breeding ground and mechanism for communication, exchange of best practices,
and capacity building, among other things, while keeping the fundamental APEC principle of open regionalism
and the commitments in the World Trade Organization agreements. In any pathway to FTAAP, the role of small
and medium enterprises (SMEs) should be highlighted, and concrete mechanisms to enable SMEs should be
formulated and included in the process.

Session 2—Enhancing the Regional Economic Integration: Connectivity through Services

Current studies reveal that the role of the services sector in the growth and evolution of APEC economies has
become the distinguishing feature of the recent years. Efficiency in services, particularly those embodied in goods
or manufacturing-related services, has increasingly become associated with higher labor productivity and
competitiveness in manufacturing. Services are also widely recognized as both the glue and the facilitator of
global value chains particularly in the logistics chain. However, despite the importance of services and the
reported benefits of services liberalization, there is a unanimous observation that the services sector remains
highly restrictive in many parts of the globe including the APEC region. Economies, which could benefit the
most, are also those with the highest levels of services restrictiveness. The trend may be attributable to the fact
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that compared to goods, services are relatively an unknown frontier. The uncertainty of successfully introducing
changes to domestic regulations contributes to the economies’ reluctance to liberalize their services sector, as
evidenced by the Services Trade Restrictiveness Indices (STRIs) and the unbound commitments in the General
Agreement on Trade in Services.

To better appreciate the interconnection between manufacturing and services, and to build confidence over the
associated need for regulatory reforms among economies, the issue of knowledge sharing was pointed out and
the development of a knowledge community was suggested. This is an obvious task for APEC in its role as
incubator of innovative approaches to economic cooperation. Presumably, this proposal also addresses the need
to emphasize the link, and accentuate how growth in manufacturing could increase derived demand for services.
There was also a suggestion for APEC to formulate its own version of service trade liberalization target, under
the context of the FTAAP

Session 3—Enhancing the Regional Economic Integration: Trade and Investment Patterns and Supply Chain
Connectivity

How much gains could be derived from regional integration and how extensive would be the scope of these gains
would depend to a large extent on the volume and quality of trade and investment patters, infrastructure, and
connectivity in the region.

The experiences of Thailand and Viet Nam, for instance, illustrate how factors such as gross domestic product per
capita (which reflects a country’s purchasing power), real interest rate (which affects the cost of doing business),
degree of openness, and exchange rate (in the case of Viet Nam only) could significantly affect and explain foreign
direct investment (FDI) trends and patterns. Policies that promote investments and reduce trade transaction costs
were also deemed crucial to FDI inflows in both countries.

Nothing can connect economies more significantly than participation of firms in a global network of production
activities. By examining the behavior of exporting and importing firms in terms of track entry, re-entry, exit, and
survival of firms, the session gave a glimpse of what the supply chain is all about and how countries positioned
in the wrong direction of the value chain could end up in a state of middle-income trap.

Session 4—Fostering SMEs’ Participation in the Regional and Global Economy

Regional economic integration that promotes economic growth and ensures that all sectors benefit will only
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succeed if there is an effective strategy for SMEs’ development. SMEs account for more than two-thirds of
employment in APEC economies, developed and developing alike. They are a major source of employment for
low-income workers, particularly those in poorer areas within economies. In this regard, SMEs play a huge role
in poverty reduction. At the same time, SMEs could be a critical driver for economic growth. They contribute by
creating a stable economy given their flexibility and capacity to easily absorb both skilled and unskilled labor.
The viability of SMEs is essential for creating competitive and efficient markets. As such, a vibrant SME sector
is also a potential, dynamic source of growth and innovation.

However, there are constraints inherent to SMEs, both internal and external. These constraints are well known
and have been what the various APEC activities on SMEs are trying to address. Of the internal challenges
discussed, SMEs face the greatest difficulty in borrowing money from banks because of the absence of credit data
and the perceived risks in lending to SMEs. These information asymmetries could grow worse in a more open
financial market, with agency cost likely to be magnified on an international scale due to national disparities in
terms of firms' credit worthiness and credit rating system, among other things. To overcome these issues, several
proposals have been forwarded including the need for stronger financial cooperation and setting up of a credit
rating system for SMEs. The suggestion to develop and implement a local economic development and
competitiveness indicators system can also provide investors with critical decision information on where to locate
their SMEs. The said system also simultaneously addresses the issues of productivity, efficiency, facilities, and
interconnectivity.

Moreover, as trade continues to be increasingly integrated and interlinked by production and supply chains,
disaster-related disruptions can wreak serious havoc to SMEs in the Asia-Pacific region. It is estimated that only
25 percent of SMEs re-open following severe disaster disturbance. APEC member-economies are prone to intense
natural disasters, but in many instances, government disaster risk reduction and management (DRRM)
frameworks are not translated into local and concrete sectoral or business plans. Strategic policies to embed
DRRM into the business sector have been widely discussed and there are expectations for APEC to assume a
bigger role in enhancing the resilience of micro, small, and medium enterprises in the region

Session 5—Investing in Human Capital Development

Success of SMEs, promoting participation, increasing productivity, and encouraging growth and inclusion within
the context of regional economic integration would be limited without capable people. Education and training,
and, on the whole, human resource development (HRD) are needed investments in human capital, which, like
other forms of investment, can raise the output and productivity of workers. The link of HRD to economic growth
and sustainable and inclusive development is clear and undeniable, and empirical studies bear this out.
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APEC has been tackling HRD and human capacity building to explore areas for cooperation. Many issues remain
critical concerns, such as developing 21st century workforce, aligning education and training to industry needs,
and enhancing the productivity of SMEs through skills training.

To further strengthen APEC’s Cooperative Measures in Human Resource Development, the general consensus
was to create an environment that would foster academic and technical exchanges, including the creation of an
APEC Network of Universities and similar initiatives. A facilitative measure suggested toward this end is
establishing an academic exchange visa for students and professors similar to the APEC business visa. Inaddition,
specific targets were also suggested including: (1) creating cooperative programs in at least two of the leading
universities of each APEC member-economy; (2) sending at least five percent of the student population enrolled
in their leading universities to higher educational institutions in other APEC economies to provide exposure in
cross-border education; and (3) for key universities to accommodate students from other APEC member-
economies by 2020.

Furthermore, the discussions cited the need to have comparability of skills for greater intra-firm connectivity
within the region. Among the suggested recommendations is the establishment of the APEC Reference
Qualification Framework. The reference framework can serve as a benchmark in comparing the training,
qualifications, skills, and competencies of various semi-skilled workers.

Session 6—Building Sustainable and Resilient Communities

Father Jose Ramon Villarin, President of the ADMU, opened Day 2 of the ASCC Conference. In his keynote
speech, he highlighted environment and sustainability by discussing the issue of climate change. His key message
focused on the need to “strengthen the supervision of change” by capacitating leaders and adopting an integrated
approach given the multi-level and wide-ranging impacts of climate change. This would require intersectoral and
inter-agency collaboration, and more multidisciplinary research to understand climate change.

Connectedness can bring about many economic benefits, but it also carries with it more exposure to risks. What
used to be defined as local risks could now be easily transmitted via the global value chains network, creating
additional exposure to risks. Although the Asia-Pacific region faces moderate risk levels, APEC can further
facilitate and support individual governments in responding and crafting appropriates strategies to manage and
handle risks associated with stronger trade and economic integration.

Fiscal risks and related budgetary liabilities arising from natural disasters is a concern shared by most APEC
member-economies. The region has more than its share of natural disasters and the financial implications,
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especially in terms of damages, could be massive. Individual governments often bear a large part of assuming the
cost of disasters, especially in emerging economies where the private sector and the capital markets are not fully
developed. Drawing from Australia’s experience, the discussions centered on various ways in which policy
frameworks can be adapted so that these disaster-related contingent liabilities can be best managed, while also
taking advantage of the possibilities offered by insurance and other risk-sharing schemes.

APEC is likewise expected to contribute to the mitigation and prevention of the adverse effects of environmental
degradation. Because these issues span borders, solutions must be devised through international cooperation and
it is suggested that APEC should consider liberalizing a number of environmental goods in the APEC list. in a
manner that addresses the free-rider problem. This initiative will contribute to the global effort to foster
sustainable development.

Fostering sustainable development is also the motivation behind the promotion of social enterprises (SEs), which
provide jobs to those negatively affected by an integrated regional economy. The increasing popularity of SEs as
an innovative business model has captured the interests of APEC member-economies such as the Philippines and
Mexico.
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APEC 2015 SECOND SENIOR OFFICIALS' MEETING (SOM 2) AND RELATED MEETINGS

APECSTUDY CENTERS CONSORTIUM
CONFERENCE 2015

12-13 May 2015 B Boracay Island, Philippines
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Conference Participants

e 90+ participants from APEC and Non-APEC economies (guests from
Colombia, Mongolia and the Netherlands); and non-ASC participants
(Asian Development Bank Institute, Asia Pacific Rim Universities, and
Elsevier) attended the 2-day forum

* |t was noted that no participant from the following economies: 1)
Brunei Darussalam, 2) Canada, 3) Chile, 4) Indonesia, 5) Malaysia and
6) Mexico.

e Speakers from APEC’s Policy Support Unit were also invited to share
their research outputs during the conference



Opening Session

e Developing policies that promote inclusive growth
e Academic inputs and discussions are critical

 Need for greater collaboration among governments, the private sector, the
academe, and the civil society

e APEC Study Centers

e Provide analytical work valuable in policymaking

e ASCs are steadily gaining ground and will continue to do so with the support
of the APEC Secretariat

The ASCC Program

e A total of 24 papers were presented covering a wide spectrum of
issues, structured along the APEC 2015 priority agenda



Session 1
Enhancing the Regional Economic Integration: Pathways to
FTAAP

e Supported the realization of FTAAP and highlighted APEC’s role as
incubator of trade policy ideas

e Upheld the formulation of FTAAP roadmap and discussed several
pathways to realize FTAAP— i.e., building on and using regional
agreements within APEC; negotiating fresh agreement

* In whatever scenario, APEC should act as a breeding ground and
mechanism for communication, exchange of best practices, and
capacity building, among other things, under the context or principle
of open regionalism

e Any FTAAP pathways must include SMEs and establish ways to ensure greater
SME participation



Session 2
Enhancing the Regional Economic Integration: Connectivity

through Services

e Affirmed the importance and role of services in the growth and evolution
of APEC economies

e Services as a glue and facilitator of GVCs
e Despite the importance and reported benefits of services liberalization,
the sector remains highly restrictive

e Economies which could benefit the most are also those with the
highest levels of services restrictiveness

e Services is relatively unknown and the uncertainty of introducing
regulatory reforms contributes to the wave of protectionism among
economies



Session 2
Enhancing the Regional Economic Integration.: Connectivity
through Services

e To better appreciate the link between manufacturing and services, and
build up confidence over the associated need for regulatory reforms:

* Encourage knowledge sharing and develop a knowledge community—
fitting task/role for APEC as an incubator of innovative approaches to
economic cooperation

e APEC to formulate its own version of service trade liberalization target
under the context of FTAAP



Session 3
Enhancing the Regional Economic Integration: Trade and

Investment Patterns and Supply Chain Connectivity

e RE|l benefits would depend largely on the volume and quality of trade
and investment patterns, infrastructure, and connectivity in the region.

e Policies that promote investments and reduce transaction costs are
crucial in attracting FDls, as illustrated by the experiences of Thailand
Vietham

* Inability and failure to upgrade can confine economies in the wrong
side of the supply chain and lead them in a state of middle-income trap



Session 4

Fostering SMEs’ Participation in the Regional and Global
Economy (1/2)

e Regional economic integration that promotes inclusive economic

growth will only succeed if there is an effective strategy for SMEs’
development.

 SMEs face difficulty in accessing formal credit: absence of credit data
(information asymmetry); SMEs are perceived as ‘high risks’
e Could grow worse in an open financial market

e Disaster-related disruptions can have serious negative impact on SMEs

e APEC countries are prone to intense natural disasters and only about 25 percent
of SMEs in the region re-open following severe weather disturbance



Session 4
Fostering SMEs’ Participation in the Regional and Global

Economy (2/2)

* Need for stronger financial cooperation and setting up of a credit
rating system for SMEs;

 Promote the integration of government Disaster Risk Reduction and
Management (DRRM) frameworks in local and concrete sectoral or
business plans

e Develop and implement a development and competitiveness
indicators system which could aid in location decisions of firms



Session 5
Investing in Human Capital Development

e To further strengthen APEC’s Cooperative Measures in Human
Resource Development, there is a need to foster academic and
technical exchanges:

e Create an APEC Network of Universities and similar initiatives

e Establish an academic exchange visa for students and professors similar to the
APEC business visa

e Affirmed the need to have skills comparability for greater intra-firm
connectivity within the region:

e Establishment of the APEC Reference Qualification Framework



Session 6
Building Sustainable and Resilient Communities

e Call to “strengthen the supervision of change” by capacitating leaders and
adopting an integrated approach to the varied problems associated with
climate change

 More inter-sectoral and inter-agency collaboration, and more multidisciplinary
research to understand climate change

e Explored ways and policy strategies to manage disaster-related risks;
insurance and other risk-sharing schemes offer some potential

e APEC is likewise expected to contribute to the mitigation and prevention
of the adverse effects of environmental degradation

e Liberalization of environmental goods in the APEC list

 Promotion of social enterprises (SEs) as an example of innovative
business model that foster sustainable development



Administrative Issues: Focus on Mainstreaming the ASCC
into the APEC Process

 Mainstream the ASCC into the APEC process
e Accord ASCC a guest/observer status in SOM meetings

e Strengthen the existing ASCC mechanism

e Guest/observer in various APEC working groups, i.e. Policy Partnership on Science,
Technology and Innovation (PPSTI), Human Resources Development Working Group
(HRDWG) and other relevant APEC groups

e Strengthen linkages between the ASCs and the APEC Policy Support Unit
(PSU) by engaging the ASCs in APEC projects and exploring possible
collaboration between the ASCs and the PSU in research studies/activities;

 Encourage respective economies APEC working groups to involve and tap
ASCs researches to serve as inputs to APEC policy making process.



Thank you

To access the conference materials, visit:

WEBSITES: www.ascc2015.org: www.pids.gov.ph

FACEBOOK: facebook.com/PIDS.PH

TWITTER: twitter.com/PIDS PH

EMAIL: anavarro@mail.pids.gov.ph



http://www.pids.gov.ph/
http://www.facebook.com/PIDS.PH
http://www.twitter.com/PIDS_PH
mailto:inquiries@pids.gov.ph

Opening Session: Remarks and Speeches




Opening Remarks by Fernando T. Aldaba
“Building Inclusive Economies, Building a Better World”
12 May2015

Dr. Gilbert Llanto, President of PIDS, Dr. Bokhwan Yu, ADBI Deputy
Dean, Dr. Alan Bollard, Executive Director of the APEC Secretariat,
Deputy Director General Rolando Tungpalan of NEDA, friends and
colleagues from the various countries of the Asia Pacific region, good
morning and welcome to Boracay, Philippines!

One of the major thrusts of our university, the Ateneo de Manila
University, is “Internationalization”. Our goal is to instill a stronger
global citizenship among our faculty and students in the following ways
- first, to have the ability to frame issues not only from a local and
national perspective but also from a global one, second, to promote the
skills required to navigate an increasingly interconnected world and
lastly, to be able to commit and engage the key challenges of the world
today. Every year, we send 200-300 students to study one term abroad
and also promote faculty exchanges. It is most fitting that as a
university, Ateneo de Manila partnered with PIDS, PASCN and the ADBI

in hosting this very important conference. This conference is very



important for us as our President, Fr. Jose T. Villarin S.]. will also attend
and give a keynote speech tomorrow morning.

While the world is enjoying moderate economic growth the past years, it
is persistently confronted with the twin problems of poverty and
inequality and more recently terrible disasters and catastrophes
brought about by climate change. Thus, regional cooperation through
APEC is warranted more than ever. We see in this occasion, an
important avenue where academics, researchers, policy makers, experts
and other key stakeholders may share insights and perspectives in
order to build more inclusive economies and a better world.

The sub-themes to be discussed such as enhancing regional integration
through free trade, services and production networks, promoting the
roles of SMEs and human capital development in the regional and global
economies and building resilient communities are very much aligned
with the goals and aspirations of the Philippines. Inputs and discussions
on these sub-themes are important ingredients in the formation of truly
inclusive and sustainable economies in the Asia Pacific region.

It is our wish that we are all able to actively participate and share our
ideas in this very relevant conference. Thank you very much and we are

happy to engage with you in the coming two days. Good day!



Keynote Speech
“The Role of Knowledge in Regional Economic Integration”

APEC Study Centers Consortium Conference 2015
Boracay, Philippines 12 May 2015

Dr. Bokhwan Yu
Deputy Dean, Asian Development Bank Institute

Good afternoon.

I’'m very pleased to address this distinguished audience of researchers,
academicians and policy makers from Asia and the Pacific.

In keeping with the objective of this ASCC Conference about knowledge
sharing, | would like to focus my remarks on the role of knowledge
generation and sharing in regional economic integration. In particular, |
would like to discuss two things:

e The importance of knowledge in economic development
e The critical role of knowledge in economic integration

As a knowledge-based organization, ADB is no stranger to the
importance of knowledge for innovation and development.

A new approach for knowledge management, called “Finance +++”, has
been adopted by ADB, that incorporates high-quality knowledge with
financing and partnership to accelerate development effectiveness. This
means that within the broader operations of ADB, knowledge remains a
critical product. ADB’s lending and investment projects will continue to
be imbued with best knowledge and practices. Our economic, sector,
and thematic work is also designed to create insights and make them
widely known, through various tools, techniques and knowledge
solutions to deliver and disseminate knowledge.

At ADBI, our knowledge solutions centre on research and training. Our
research program focuses on medium to long-term development issues
facing the Asia-Pacific countries, and their relation to effective delivery of



regional public goods. For example, we are currently looking at issues
related to housing policy, SME finance, infrastructure financing, financial
inclusion, fiscal sustainability, and urbanization.

In terms of training, we design, implement and evaluate programs to build
capacity for effective policy making in the region, using innovative tools
and approaches. To examine emerging issues with significant impact on
policy formulation, we conduct high-level policy dialogues that promote
best practices. We do this across various issues such as global value
chains, financial inclusion, capital market reforms, labour migration,
among others.

To promote broader knowledge transfer and its application, we conduct
specialized training courses, in areas such as competition policy, trade
facilitation, public-private partnerships, environment and climate change.

To promote new and innovative approach to knowledge management,
we have our e-learning programs that focus on training of micro-finance
professionals.

In all of these activities, our goal is simple. We want to ensure that
knowledge is created, disseminated and shared to influence policy
making in Asia and the Pacific.

No one can deny the role of knowledge in driving growth and economic
development. Knowledge is a fundamental resource by which a
country’s comparative advantage and economic well-being is built. It
affects the way an economy operates since almost all economic
processes are based on knowledge. Finally, it allows a rapid flow of
information and offers opportunities for countries to assimilate good
practices and apply them in their development goals.

According to Asia 2050 Report published by the ADB in 2013, Asia’s
economic potential lies in pursuing knowledge-driven development
process. ADB projects that by 2050, Asia will account for more than 50
per cent of the world’s GDP if Asian countries are able to transform
themselves into knowledge-based economies. Again this will be possible
as a result of knowledge creation, particularly in education, innovation,
information technology, and economic and institutional regime.

As Asia expands, the demand for knowledge-intensive goods and
services is expected to expand as well. According to OECD, the rapid
rise in Asian middle class by 2020 will also fuel the growth of knowledge-
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based economies in the coming years. As a result, the structure of global
and regional trade will also shift in favour of these knowledge products.

This brings me to my next topic which is the role of knowledge in
regional economic integration.

As we all know, Asia is major player in globalization. By end of this year,
the ASEAN Economic Community will be established, culminating a
process that started 20 years ago with the creation of ASEAN Free
Trade Area. Within APEC, various initiatives to expand markets, trade
and investment have also put in place over the years. The Trans-Pacific
Partnership is now in full gear, while the Regional Comprehensive
Economic Partnership is also gathering steam. Overall, the forces of
integration are indeed rising.

Unfortunately, there are still challenges to successful integration in Asia.

One challenge, in my view, is the difficult process of managing regional
economic integration. Many Asian countries have already succeeded in
abolishing tariffs in the region. But the subsequent steps of eliminating
non-tariff barriers remain a challenge. For example, regulatory barriers
continue to prevent free flow of trade particularly in services sector.

The effective implementation of regional initiatives is also a problem.
For example, in ASEAN, there is a need to transpose regional
commitments into national commitments through appropriate domestic
processes to implement the AEC. Capacity building particularly for less
developed economies also needs to be strengthened to enable policy
makers in those countries to follow through on their commitments.

Finally, since regional economic integration is not an end by itself, but a
policy instrument designed to achieve development goals, greater
macroeconomic and policy coordination is needed. In particular, the
coordination of trade and financial policies is crucial to ensure that both
policies support each other. Without significant integration of financial
systems, deeper integration of trade and investment is unlikely to
happen.

Interestingly, these challenges are not only about the difficulty of
countries to create the market mechanisms to support integration. In
some cases, countries are unable to advance integration because of
their limited capacity to understand the complexity of regional economic



integration. It is for this reason that knowledge can play a very critical
role.

There are different ways to create knowledge to support economic
integration, in my view.

One is to pursue innovation. We need an efficient system for firms,
universities, research institutes and other organizations to tap into a
global knowledge, assimilate and adapt it to local needs, and create
technology. For example, there is a need to develop the indigenous
knowledge of small and medium enterprises to enable them to participate
in global value chains. We need to develop national champions in
strategic industries through policies that support innovation, as the
experiences of other Asian countries have shown.

Second is to continuously improve the quality of education and training
systems across the region. Asian competitiveness will very much
depend on the quality of human capital. Thus, it is important that higher
education and skill base is promoted. We need a flexible educational
system that supports effective qualification frameworks for certification,
accreditation, and quality assurance for free movement of services and
people, especially in priority sectors for integration.

Third is to promote market mechanisms for information connectivity and
technology. To create knowledge-based economies, Asia has to expand
the “knowledge infrastructure” in terms of expanded ICT, physical
infrastructure and other forms of connectivity. I'm glad that this is one
key initiative within APEC, in the same manner that ADB looks at it with
greater urgency through our initiatives in economic corridor development
and connectivity.

Finally, we need to create incentives for knowledge for carrying out
economic activity. Our ability to understand markets is also very much
influenced by our understanding of the economic and institutional regime,
including the set of regulations and policies in each country. Here |
would like to highlight the role of think thanks, research institutes and
universities in creating knowledge to understand integration through
relevant policy research.

As earlier mentioned, one stumbling block to regional integration is the
limited capacity of countries to understand policy barriers and
regulations, particularly in sensitive areas such as investment and
services liberalization. For example, in order to lock-in relevant
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regulatory reforms crucial for market integration, a clear understanding of
policy changes is needed. Thus, the role of think tanks and research
institutes is to develop research that creates knowledge for countries to
understand issues and develop appropriate policies in order for them
manage their integration effectively. Again, I'm glad that this Conference
is trying to address that.

In addition to policy research, we need knowledge for monitoring of
regional economic integration. Although a number of integration
initiatives have been implemented, in APEC and ASEAN, the lack of
effective monitoring mechanism is still a challenge. We need to develop
comprehensive tools, benchmarks, and indicators to fully track the
progress of integration — and to serve as critical inputs for evidence-
based policy making. Again this is one area where knowledge creation is
needed.

In conclusion, let me just reiterate that knowledge is power. And in this
age of globalization and information technology, it is imperative that we
use this power to fully understand the complexity of issues around us.

As scholars, researchers, policy makers and development practitioners,
we owe it to ourselves to continuously strive to create, design and
disseminate knowledge for a prosperous and integrated Asia-Pacific
region.

Thank you for your kind attention.

*kkkk



Opening Remarks for ASCC Conference 2015 — Boracay
(on behalf of Dr Allan Bollard, Executive Director, APEC
Secretariat)

Distinguish guests, ladies and gentlemen.

The 2015 priorities for APEC set by the Philippines are about Human
Capital Development; Small and Medium Enterprises’ (SMEs); Resilient
Communities; and Enhancing the Regional Economic Integration
Agenda. This year’s theme of Building Inclusive Economies reflects the
strong emphasis that APEC is putting on development issues within the
framework of regional economic integration.

The economic outlook for the global economy this year shows ample
opportunities. Some economies have recorded good results towards
recovery and sustainable growth as shown by employment and GDP
figures, but overall, major challenges still remain.

The IMF has noted that global growth is projected to be stronger in 2015
relative to 2014 in advanced economies, but weaker in emerging markets.
GDP growth is projected to be 3.5% in 2015, only slightly higher than the
modest growth of 3.4% in 2014.

The International Labour Organization (ILO) has noted that global
unemployment increased by 5 million people in 2013 reaching to almost
202 million, probably impacted by uneven economic recovery and modest
economic growth. Domestic aggregate demand appears insufficient to
provide enough employment opportunities in some economies.

Indeed, economies will be facing a number of key challenges this year,
among which is employment as | just highlighted. Declining
commodity prices and volatility in exchange rate movements are the
other. The United Nations (UN) noted that international prices of
primary commodities have been on a downward trend for the past two
years, with still sluggish projection for 2015-2016.

WTO in April this year noted that modest trade recovery to continue
in 2015 and 2016 following three years of weak expansion, and |
quote: “Growth in the volume of world merchandise trade will pick up only
slightly over the next two years, rising from 2.8% in 2014 to 3.3% in
2015 and eventually to 4.0% in 2016".

On the financial side, global foreign direct investment (FDI) inflows
declined by 8% to an estimated US$1.26 trillion in 2014 - according to



UNCTAD figures. Nevertheless, some indicators on foreign affiliates of
Global Corporations could spur some optimism. The 2013 figures show that
foreign affiliates of global business have managed to hire 71 million
employees and to generate $35 trillion of sales. Both figures represent an
increase of 5% and 9% from 2012 figures respectively.

The APEC Study Centers Consortium has been a long term partner for
APEC in discussing key issues and challenges related with trade and
investment liberalization. Interesting and innovative ideas as well as useful
findings have been discussed by researchers within the ASC forum,
providing valuable inputs for policy makers and trade officials.

Today and tomorrow, we will have presentation on topics such as the Free
Trade Area of the Asia-Pacific (FTAAP), services, supply chain, resiliency
and human resources development by scholars from distinguished
universities and research institutions.

Just last year, APEC Leaders endorsed the Beijing Roadmap for APEC’s
Contribution to the Realization of the Free Trade Area of Asia-Pacific
(FTAAP) to translate the vision of the FTAAP. The roadmap provides for a
Collective Strategic Study on Issues related to the Realisation of the FTAAP
to be concluded by end of 2016, as well as enhanced information sharing
and capacity building.

APEC works on supply chain has also been progressing very well. The APEC
Supply Chain Connectivity Framework Action has been implemented since
2010 with the goal of improving supply chain performance in time, costs
and uncertainty by 2015.

On resiliency, the Committee on Trade and Investment (CTI) together with
the APEC Policy Support Unit delivered their work on studying Value Chain
Resilience last year which involves a four phase project aims to examine
interconnected issues which affect the decision of Global Value Chains
(GVCs) to establish themselves in particular APEC economies, and their
subsequent ability to grow and prosper.

Issues of human resources development have also been included in the
APEC Connectivity Blueprint, under the people to people connectivity pillar.
APEC Leaders last year have committed to facilitate the movement of
people across borders, and to facilitate the exchange of innovative ideas;
addressing issues of business travel mobility, cross-border education,
tourism facilitation, and skilled labor mobility.



Services are said to be the glue that connects supply chains across the
globe. APEC's work in this area includes the Services Trade Access
Requirements (STAR) database, developed and hosted by the Australian
APEC Study Centre at RMIT University.

The topics that will be discussed are going to be very important for trade
officials and policy makers to further advance APEC’s existing work and
Initiatives as well as to craft their economic policies and strategies in
addressing the key challenges as highlighted above. APEC Study Centres
can support APEC by focusing on future issues of regional economic
integration, particularly from the research angle, to strengthen an
evidence-based framework in policy making.

I look forward to a very fruitful and stimulating discussion in this ASCC
Conference.

Thank you.



KEYNOTE ADDRESS
by NEDA Deputy Director-General Rolando G. Tungpalan

for the
2015 APEC STUDY CENTERS CONSORTIUM CONFERENCE
Crown Regency Resort, Boracay, Philippines
May 12, 2015

Undersecretary Ferdinand Cui, Vice Chair of the 2015 APEC Senior Officials' Meeting;

Philippine Institute for Development Studies President and Chair of the 2015 APEC Study
Centers Consortium Conference Gilberto Llanto; Vice Chair Erlinda Medalla; Executive
Director Alan Bollard of the APEC Secretariat represented by Dr. Akhmad Bayhaqi; Dean
Fernando Aldaba of the Ateneo de Manila University; Deputy Dean Bokhwan Yu of the Asian

Development Bank Institute; government officials; APEC Study Centers’ researchers and

scholars; distinguished guests; ladies and gentlemen; good morning and welcome to Boracay.

The Philippines, as host economy to this year's APEC and APEC Study Centers

Consortium Conference, is pleased and honored to gather the best and the brightest

academicians and scholars from the various APEC Study Centers around the region.

Since the launch of the APEC Leaders' Education Initiative in 1993, the study centers
have played a crucial role in fostering regional cooperation among tertiary and research
institutes through the promotion of increased academic collaboration on our key regional
economic challenges. Without a doubt, the research and information dissemination initiatives

of now more than 50 study centers in 20 APEC economies have aided in raising awareness and
facilitating discussions on APEC-related issues and processes to help support the organization’ s

vision and goals.

On our country's end, through our Philippine APEC Study Center Network led by the

Philippine Institute for Development Studies, we have produced a number of scholarly
publications containing research studies on competition policy, coalition building and APEC,

China’s economic growth and the ASEAN, education and globalization, sustainable tourism,



and the Philippines-Japan Economic Partnership Agreement, among other topics. In 2014, the
Philippine Department of Foreign Affairs also commissioned the PASCN through the PIDS to
undertaken the Research Project APEC 2015 that sought to provide the analytical framework

for the substantive priorities and initiatives that the Philippines will advance as the APEC host

economy this year. The project’s resulting set of research studies and policy recommendations

have also proven indispensable in the formulation of our government's national plans and

strategies. Without a doubt, the APEC Education Leaders’ Initiative which was the motivation
behind the establishment of the APEC Study Centers in the different APEC member-economies
has lived on. The ASCs are steadily gaining ground and will continue to do so with the support

of APEC Secretariat.

Recognizing the impact of research and development in putting forth the APEC agenda,
the Philippine government intends to further tap and increase our collaboration with the APEC
Study Centers Consortium. The analytical work that these centers put in will be valuable in
sharpening our tools for addressing cross-cutting issues especially on services, trade and
investments, supply chain connectivity, and enhancing regional economic integration through

the Free Trade Area of the Asia-Pacific.

This two-day conference gives us an opportunity for exciting discussions, fruitful

exchange of ideas, and sharper policy propositions as we work to build more resilient and
inclusive economies. With everyone’ s support, we are confident that all of the aforementioned

initiatives will be realized by end of 2015.

As evidenced by the outcome of the First Senior Officials' Meeting in February, our

country initiatives were able to draw strong support from co-APEC economies. These
initiatives include: improving transparency and trade facilitation through the APEC Trade
Repository; fostering the participation of SMEs in regional and global markets through the
advancement of an SME Action Plan; and building the competitiveness of the services sector

through the formulation of the APEC Services Cooperation Framework.



As I go through the conference program booklet, I cannot help but to feel amazed at the
wealth of knowledge and insights that we will hear today and tomorrow. As discussions
continue in the different working groups and committees, officials of APEC member-
economies will constantly need the rational and impartial perspective of the research
community to shed light on APEC issues before major policy decisions are made. Policies
should be based on careful thinking and meticulous analysis. That can be readily and
competently supplied by your group. Indeed, the APEC is fortunate to have the APEC Study
Centers. It is therefore important that the research you produce is disseminated widely within
APEC and the member-economies—using various formats and platforms that will appeal not

only to APEC’s decision makers but also to other stakeholders.

APEC 2015’s theme of “Building Inclusive Economies, Building a Better World”
comes at a very opportune time when the lack of inclusivity in many parts of the Asia-Pacific
region continues to persist. The priority areas of APEC 2015 are excellent pathways to
inclusivity, yet are fraught with many challenges, including differing national priorities,
widening development gaps between member-economies, geopolitical tensions, the enduring
threat of climate change and natural disasters, threats to peace and security, and the
transnational character of diseases and epidemics, among other issues. With your painstaking
analysis of issues, APEC will have a better chance at putting ideas and plans into action, and

will be able to craft more effective solutions and anticipate problems before they occur.

Let me emphasize that it is also very important that our local leaders in our respective
economies understand and appreciate the importance of APEC. Support from the local level is
critical to advance APEC’s agenda. Mainstreaming the agenda not just in national development
plans but also in local development plans is necessary, and this can be achieved through
continuous education, information dissemination, and advocacy. This is where our academic
and research institutions comprising the study centers become more relevant besides
conducting research. I challenge the academics and scholars present in this room to go beyond
your teaching and research functions and be envoys on APEC-related matters. Your direct
interaction with your students, fellow educators and researchers, and program implementers
and decision makers in your localities make you excellent go-betweens between APEC and the

local communities.



I thank the organizers and benefactors who made the conduct of this year's conference

possible. And to our delegates, please also find time to go around the island and experience the

beauty of our country and the hospitality of our people.

Thank you and mabuhay!

—END--
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Outline
.  The 1996 APEC Leaders’ Vision

Il. The Hosting Theme
I1l. The APEC 2015 Priorities

V. Outcomes-Orientation for APEC 2015
and Beyond
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The 1996 Leaders’ Vision for APEC

“We came to Subic... to reaffirm that the
ultimate objective of our individual and
collective endeavors is to enrich the lives and to
improve the standards of living of all our
citizens on a substantial basis.”

—AELM Declaration: From Vision to Action
25 November 1996
Subic, Philippines
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The Hosting Theme

BUILDING INCLUSIVE
ECONOMIES,

BUILDING
ABETTERWORLD
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Inclusive Growth means...

Everyone benefits.

Everybody contributes.
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e — ONLY FOR THE ASCC (as of 12 May)

Enhancing the REI Agenda

Regional Economic Integration
» Connectivity

Trade in Services + Ease of Doing Business

STRUCTURAL REFORM FINANCIAL INCLUSION

GOOD GOVERNANCE
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Fostering the Participation of SMEs
in Regional and Global Markets

Small and Medium Enterprises (SMES)
» Generate employment;

> Serve as sources of innovation and new
technologies;

» Catalyze inclusive growth; and
» Enhance social integration.
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Fostering the Participation of SMEs
in Regional and Global Markets
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ONLY FOR THE ASCC (as of 12 May)

Investing in Human Capital Development

Competitiveness + Sustained Growth

Skilled and adaptable APEC community

» Quality human resources

APEC 2015 NOC PHILIPPINES
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Investing in Human Capital Development

Cross-
border
education

I\/Iat(_:hing S&T

_ with education

industry and
needs innovation

Human
Capital

Development

215t Century

Health Skills
training
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Building Sustainable
and Resilient Communities

* Increasingly integrated
ASEHFEIEIE, [ > Increasing vulnerabilit
Interlinked supply & J y

demand of goods and of production and

: supply chains across
services :
borders; and

* |ncreasing impact and
frequency of natural
disasters & health
pandemics

» Greater challenges to
Food Security
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Building Sustainable
and Resilient Communities

Greater urgency for regional
mechanisms to:

» Build resilient infrastructure;

» Promote risk reduction and management,
» Build SMESs’ resilience to disaster; and

» Foster business continuity.
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Outcomes-Orientation for APEC 2015
and Beyond

“... to improve the standards of living
of all our citizens on a substantial
basis.”

—AELM Declaration: From Vision to Action
25 November 1996
Subic, Philippines
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Clear, relevant,
and measurable
set of APEC 2015

Initiatives
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Elements of an Outcomes-Oriented
APEC Initiative

- Relevance - leads to tangible results that
are beneficial to Asia-Pacific communities;

- Measurability = Qualitative, Quantitative,
and Timeliness (QQT) indicators; and

- Baseline and Milestone - starting point
and annual accomplishments leading to
end-result.
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Examples of Outcomes-Oriented
APEC Initiatives

» 10% improvement in APEC supply chain
performance by 2015 in terms of time, cost,
and uncertainty using 2009 as a base

» Aspirational goal of a 25% improvement on
“Ease of Doing Business” by 2015, taking 2009
as a base In five priority areas: starting a
business, getting credit, trading across borders,
enforcing contracts, and dealing in permits

Source: Key APEC Targets for 2015 and Beyond, www.apec.org.
APEC 2015 NOC PHILIPPINES


http://www.apec.org/
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On a lighternote...
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KeenfitforSOM3

Kimberily Moreno, www.tourismcentralvisayas.com


http://www.tourismcentralvisayas.com/
http://www.tourism.gov.ph/

ONLY FOR THE ASCC (as of 12 May)
HiE

Allthe best
and
Thank you!

©
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Session 1 - Enhancing the Regional Economic

Integration: Pathways to FTAAP



ADVANCING THE REALIZATION OF
APEC’s FTAAP

Chen-Sheng Ho, Ph.D.

Associate Research Fellow

Chinese Taipei APEC Study Center
Taiwan Institute of Economic Research




Purpose of Presentation

Relate the latest development in APEC torealize
the FTAAP.
Analyze the APEC Beijing FTAAP Roadmap

Provide suggestions to advance the FTAAP



Latest Development in APEC

“The Beijing Roadmap for APEC’s Contribution to the
Realization of the FTAAP”

Attached as Annex A of the 2014 APEC Leaders’ Declaration.
Stated six major views of Leaders toward the FTAAP.

CTI’s Friends of the Chair Group on REI and the FTAAP (REI-
FTAAP FotC Group)

Created the Task Force for the “Collective Strategic Study on
Issues Related to the Realization of the FTAAP.”

Developed the Terms of Reference (TOR) of the Study:
1. The Task Force is comprised of all APEC economies.

2. The Task Force members will oversee the drafting of one or
more chapters of the Study.

3. The Task Force will consult with the PSU, ABAC, PECC and
APEC Study Centers.

4. The Task Force will develop the first draft of the Study before
SOM1 2016.



Latest Development in APEC

ABAC FTAAP Study

Agreed the undertaking of the Study at ABAC1
2015.

Provide business perspective on the FTAAP.
Approve the final report to Leaders by ABAC4 2015.



The 2014 APEC Beijing FTAAP Roadmap

General Points

APEC agreed to examine the FTAAP idea as a
long-term prospect in 2000.

In 2010, APEC Leaders generated the notion of
“Pathways to FTAAP.”

The 2010 idea was that an FTAAP should be
realized as a comprehensive free trade agreement
(FTA) that will be built through regional
undertakings, such as ASEAN+3, ASEAN+6 and
the Trans-Pacific Partnership (TPP).



The 2014 APEC Beijing FTAAP Roadmap

APEC Leaders’ Common Views

The FTAAP will support and complement the multilateral
trading system.

The FTAAP should be comprehensive, high quality and
address next generation trade and investment issues.

APEC will attain the Bogor Goals by 2020. The Bogor Goals
will advance APEC’s contribution to the eventual realization of
the FTAAP.

The FTAAP will be realized outside of APEC, parallel with the
APEC process. APEC should maintain its non-binding and
voluntary cooperation principles.

The FTAAP should aim to minimize any negative effects
resulting from the proliferation of RTAs/FTAs and will be
pursued by building on regional architectures. Greater efforts
should be made to concluding the possible pathways to the
FTAAP, including the TPP and RCEP.

APEC will assist APEC economies with participating in
ongoing regional undertakings and preparation for the
realization of the FTAAP.



Analyzing the Main Points of the FTAAP Roadmap

Point 1: The FTAAP will support the multilateral trading
system.

The Roadmap has not specified how APEC will support the
multilateral trading system.

APEC needs to relate how the FTAAP will support the
multilateral trading system.

APEC has always expressed support for the multilateral
trading system.

APEC’s open regionalism idea is about strengthening APEC’s
regional economic integration and the WTO.

APEC could add more APEC members that are alsoWTO
members.

The FTAAP would become larger and would promote the
inclusive and trade liberalizing spirit of the multilateral trading
system.



Analyzing the Main Points of the FTAAP Roadmap

Point 2: The Bogor Goals will advance the realization of the
FTAAP.

The Roadmap has not explained clearly how the Bogor Goals
will move forward the FTAAP.

The APEC structure has strengthened substantially inrecent
years with the existence of active APEC fora, so that they
would be able to address the FTAAP issues.

The APEC structure has also been enhanced by the ability of
APEC members to build consensus. This characteristic would
play an important role in achieving the FTAAP.



Analyzing the Main Points of the FTAAP Roadmap
Point 3: The FTAAP will be realized outside of APEC.

The Roadmap has not elaborated on the idea that the FTAAP will be
realized outside of APEC, parallel with the APEC process.

Leaders have stated that APEC will continue to adhere to the non-
binding and voluntary principles. Since a free trade agreement (FTA)
is binding in nature, it is only logical that the FTAAP will be
negotiated outside of APEC.

Leaders are implying that the FTAAP could be a FTA, so that the
FTAAP is to be negotiated outside of APEC.

Leaders have stated that the FTAAP will be paralleled with the APEC
process and APEC will provide guidance to the FTAAP. This point is
about maintaining APEC'’s linkage to the FTAAP.

APEC could clearly state that the FTAAP would be an FTA, so that it
would be negotiated outside of APEC to maintain the non-binding
and voluntary principles of APEC.

APEC would need to ensure that all APEC members are also
members of the FTAAP, so as to show that APEC would play a major
role in the realization of the FTAAP and to strengthen theirlinkage.



Analyzing the Main Points of the FTAAP Roadmap
Point 4: The FTAAP will build on regional architectures.

The Roadmap has not stated how the FTAAP will be linked with the
regional architectures (pathways), TPP and RCEP.

One possibility is that a race would take place between the TPP and
the RCEP to see which one is selected to be the only pathway to the
FTAAP.

Another possibility is that both the TPP and the RCEP would be
considered by APEC to be viable pathways to the FTAAP.

If the FTAAP would be negotiated as a FTA, one way for the FTAAP
to incorporate both would be for APEC to choose some parts of the
TPP rules and some parts from the RCEP rules.

For example, the FTAAP could follow the Bogor Goals spirit.
Developed and developing economies could have different market
access schedules.

The FTAAP could include all the Chapters that are found in the TPP
and the RCEP.

The FTAAP could include capacity building programs to assist
developing economies.



Analyzing the Main Points of the FTAAP Roadmap

Point 5: The FTAAP will be pursued as a Free
Trade Agreement (FTA)
The Roadmap reaffirms the 2010 idea that the

FTAAP will be a FTA but the Roadmap has not
clearly stated that the FTAAP will be a FTA now or

in the future.

APEC could consider the FTAAP to be an informal
idea that promotes an Asia-Pacific free trade area
like the Bogor Goals.

APEC could also realize the FTAAP through a FTA.



Suggestions to advance the FTAAP

The APEC FTAAP study and the ABAC FTAAP study should
elaborate on the Leaders’ views stated in the 2014 APEC
Beijing FTAAP Roadmap.

Specifically, the APEC and ABAC studies could considerthe
following suggestions:

APEC would clearly state that the FTAAP would be realized in
the form of a FTA. The Beijing FTAAP Roadmap has
mentioned that the FTAAP will be negotiated outside of APEC,
which implies formal negotiations.

APEC must ensure that all APEC members are also members
of the FTAAP, since APEC has reached the consensus to
achieve the FTAAP. The economic benefits to APEC would be
substantial when all APEC members are participating in the
FTAAP.



Suggestions to advance the FTAAP

Specifically, the APEC and ABAC studies could consider the
following suggestions:

APEC would need to add more WTO members to APEC. The
FTAAP would become larger and would promote the inclusive
and trade liberalizing spirit of the multilateral trading system.

APEC would ensure that the TPP and the RCEP are pathways to
the FTAAP. APEC’s FTAAP agreement could be a hybrid
agreement that includes parts of the TPP and parts of the RCEP.

1. The developed economies and developing economies would
have different market access schedules, just like the Bogor
Goals.

2. The FTAAP would consist of all the chapters from the TPP and
the RCEP.

3. The FTAAP would include the development of capacity
building programs to assist developing economies, which is in
line with the APEC process.



Suggestions to advance the FTAAP

Specifically, the APEC and ABAC studies could
consider the following suggestions:

APEC would continue to strengthen the APEC
structure. The focus would be to ensure the
existence of active APEC fora and to enhance the
ability to build consensus. As a result, the FTAAP
negotiations could be less contentious.



Thank You



Enhancing the Economic
Integration Agenda — Pathways
to FTAAP

Australian APEC Study Centre at
RMIT University
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The Challenge

. Using existing regional FTAs as foundation
stones

. Providing for the varying patterns of growth and
liberalization among Asian Pacific economies

. Maintaining the integrity and authority of the
WTO system.



Regional FTAs

 There are several large agreements

- ASEAN and the ASEAN plus agreements

- NAFTA
- The Trans Pacific Partnership

- The Regional Comprehensive Economic
Partnership

* And a number of smaller ones — Pacific Alliance, P4.

 Commitments vary significantly in the Agreements



The Global Trade Policy Setting

* The Asian Pacific regional agreements generally presume WTO
Agreements lay down reference points for most aspects of
regulations to open global trade markets;

- it is traditional APEC policy to support WTO.

* Regional agreements have differed by
- covering investment (WTO does not);
- extending IP commitments;

- changing some elements — e.g. services, rules of origin,
government procurement;

- creating some new rights to regulate trade

-adding new elements — e.g. provisions on SOEs,
competition

 WTO agreements create a unique system of global rules, the
authority and relevance of which must be protected and preserved.



Foundation stones for FTAAP

e 1.-TPP which covers 12 APEC economies
(AU,BRN,CAN,CHL,JAP,MAL,MEX,NZ,PER,SIN,US,VN)

e 2. - RCEP which covers 16 economies
(ASEAN -10, AU, CHIN, IND, JAP, NZ, ROK)

* 3. - Remaining APEC economies
(HK China, Chinese Taipei, Russia, PNG)



Negotiating an FTAAP - the Challenges

Addressing:

* Different treatment in existing commitments to
liberalize

* Different scope of liberalization in other agreements
* Different coverage of measures

* Different timing for negotiations and implementation



The Challenges —Content

e Different treatment in existing commitments

- ASEAN provides slower phase-in rates to
reduce barriers to trade in goods & services for
the Mekong economies, and in particular for
agriculture. Expect similar measures in RCEP.

- TPP does not recognize “Special & Differential
Treatment” for developing countries

* Differences in scope ofliberalization

- ASEAN has made few commitments to
liberalize services and investment controls
(although frameworks are in place). RCEP might
advance this, but unlikely.



The Challenges - Modalities

* Different spread of coverage of measures

- Coverage of some issues in RCEP (e.g. IPR and
other and other economically-related matters,
such as SOE’s is likely to be narrower.

* Different timing for negotiations and
implementation

- If TPP does not complete this year, it will be deferred a
year (US election timetable)

- Very difficult to see RCEP concluding this year given the
pace of work



Prospective impacts of liberalized outcomes in TPP &
RCEP — Primary Issues

m-

Trade in Goods ++++ Markets for goods are open

e Agriculture + + Remains heavily protected

* Textiles ? ? Significant restraints in US trade

* Rules of Origin  ? ? Bureaucratically complex — regional
cumulation & simpler administration the
key

* Least Developed + ASEAN LDC's liberalizing

Trade in Services +++  +* Large prospective gains

Investment +++  +* Large prospective gains

* ASEANS behind targets in ASEAN EconomicBlueprint

+ (economically beneficial) — (illiberal/negative impact)



Prospective impacts of liberalized outcomes in TPP &
RCEP — Other Subjects

Intellectual property ++ ASEAN focussed on copyright

Competition + +/? ASEAN blue print mostly
unimplemented

SOE’s + ? Greater clarity on competitive impact

+ (more comprehensive measures) — (illiberal/negative impact)



Two strategies

I. Building Blocks

- Advanced RCEP members join
TPP

- LLDC ASEAN (Mekong) members
graduate to full ASEAN
commitments, then RCEP
commitments and, when ready,
then to TPP.

Il. Clean sheet

A fresh agreement (FTAAP) is
negotiated

Pros Cons

Logical
Politically
Easier passagein unacceptableto

US Congress key parties
Common Apparent
starting point for duplication for
all parties, TPP & RCEP
particularly parties

China




Maintaining the integrity of the WTO system

* IMPACT OF FTAAP

- Would set a new global standard for
liberalizing trade and investment

- It will have authority — two thirds of
global GDP; covers the fastest growing
sector of the world economy.

- Will set liberalizing framework for
future the drivers of global economic
growth - investment & services.

- Risks making the WTO system
redundant unless conscious action is
taken to design measures which
respect and maintain WTO legitimacy
and authority.

Parallel action which will preserve
WTO legitimacy and authority

Preserve authority of WTO
Disputes Settlement system.
Eliminate the multiplicity of
rules of origin in FTAs.

Adopt services schedules which
are negative list (supporting a
parallel strategy in the WTO).
Open agricultural markets.
Phase out constraints in textile
trade (yarn forward rule).
Align WTO schedules with
FTAAP commitments



Timing the key — maybe delay is positive

* OnTPPside, - US Congress divided, common view if
Congressional trade authority is not agreed within 3 months,
conclusion of TPP will be delayed until early 2016

* On RCEP side, - Additional time will provide opportunity to
advance RCEP commitments and create opportunity for ASEAN to
craft measures for RCEP which are set out in the ASEAN Economic
Blueprint

* For Remaining APEC economies (HK China, Chinese Taipei, Russia,
PNG) - Additional time will enable them to contemplate positions
to advance in FTAAP

* In WTO, - APEC parties could collaborate to develop measures in
the Doha Round negotiations which will align WTO Agreements
with major policy changes considered for FTAAP.



APEC and FTAAP: Matching Inspiration and Reality
Malcolm Cook, Singapore APEC Studies Centre, ISEAS

President Xi Jinping’s fulsome embrace of the long-standing Free Trade Area of the Asia-
Pacific (FTAAP) idea as the 2014 host of APEC renewed hope that APEC could again
become a major inter-governmental mechanism for regional, and by extension, global trade
and investment liberalization.! While each APEC leaders’ statement since 2006 has
mentioned the APEC Business Advisory’s Council’s 2004 FTAAP recommendation, China’s
decision to make it the centrepiece of China’s year as host has elevated the proposal from one
of many issues mentioned in APEC leaders statement to a commitment to APEC by Asia’s
leading economy and the world’s fastest growing one. China’s 2014 APEC commitment to an
FTAAP is, by the nature of China’s position in the region, also an APEC commitment to do
more on the FTAAP to China and a new test of APEC’s relevance to one of its most
important members.

APEC leaders’ less than fulsome embrace of the FTAAP proposal, despite increasingly
urgent advice from the business advisory council, prior to 2014 is a political caution about the
real institutional limits APEC faces in upholding this hope, a hope that inspired the formation
of APEC and has kept global attention on it since. After a 2008 study requested by the leaders
supported the economic case for an APEC-wide FTAAP, in 2010, leaders declared that,

"APEC will make an important and meaningful contribution as an incubator of an FTAAP
by providing leadership and intellectual input into the process of its development, and by
playing a critical role in defining, shaping, and addressing the "next generation" trade and
investment issues that FTAAP should contain.”

In 2011, adding to this incubator role, leaders declared that,” a Free Trade Area of the Asia-
Pacific ... is a major instrument to further APEC’s regional economic integration agenda. ”
The 2014 statement went further declaring that, “We agree to launch a collective strategic
study on issues related to the realization of the FTAAP, and instruct officials to undertake the
study, consult stakeholders and report the result by the end of 2016.” A friends of the
Committee on Trade and Investment grouping also was established to support APEC work on
FTAAP. Peru, as 2016 host, will have to focus again on FTAAP progress as well as the
APEC initiatives they, as hosts, would like to emphasise.

APEC’s own mixed history as an inter-governmental mechanism for trade and investment
liberalization provides some very useful lessons for APEC leaders and officials on APEC’s
FTAAP challenges and the most feasible ways that APEC can act as an FTAAP “incubator”
in a way that will allow progress on an FTAAP to strengthen APEC and be a “major
instrument” for APEC’s regional economic integration agenda. Before making four
recommendations for APEC in its FTAAP quest, this paper will look at two APEC dynamics.
First, it will look at APEC’s early history and the nesting of APEC within the GATT-WTO.
Second, it will look at the diffusion of trade negotiations since the formation of APEC from
the global multilateral level to the regional and bilateral level. These two dynamics, one
internal to APEC as an inter-governmental institution and one environmental, will shape
APEC’s FTAAP role and what it will mean for APEC’s and FTAAP’s prospects.



Lessons from within

China’s choice to make the Beijing Roadmap for APEC’s Contribution to the Realization of
the FTAAP? the main deliverable from the 2014 APEC leaders’ meeting in Beijing brought
APEC back to the inspiration that led to its founding and its early days of great expectations.
The idea of a trans-Pacific trade agreement linking the world’s largest and most advanced
economy, the United States, with the world’s fastest growing region, East Asia, provided the
primary impetus for the establishment of the coterie of Track 2 and Track 1.5 bodies that pre-
date APEC and provided the institutional and intellectual framework for APEC. As noted in a
2007 joint study on FTAAP by the Pacific Economic Cooperation Council (one of this coterie
of APEC-inspiring and supporting bodies) and the APEC Business Advisory Council (the
originators of the present FTAAP proposal),

The proposal for a regional free trade agreement (FTA) is one of the oldest ideas for
promoting mutually beneficial Asia-Pacific regional cooperation. Japanese economist
Kiyoshi Kojima is usually credited with the first Pacific Free Trade Agreement proposal in
1966. While that proposal was clearly premature and unrealistic, it enhanced awareness of
regional interdependencies and potentials for increased benefit through co-operation, and
eventually led to the establishment of both the Pacific Economic Cooperation Council
(PECC) and to the APEC process.’

From its very beginning, APEC leaders chose to “nest” their regional trade liberalization
goals and the new inter-governmental body itself within the global inter-governmental
GATT-WTO process.* Every APEC leaders’ meeting statement has made reference to the
WTO and APEC’s commitment to and support for the GATT-WTO. APEC’s nesting in the
larger GATT-WTO process provided an inter-governmental rationale for the formation of the
Asia-Pacific’s first inter-governmental regime in 1989, its elevation to the level of leaders in
1993, and its original focus on traditional trade liberalization. APEC’s nesting within the
GATT-WTO also fomented strong early offensive support for APEC in the region’s two
major powers, the United States and China and defensive support for APEC from Japan,
South Korea and the Southeast Asian member economies.

United States

The United States’ active embrace of APEC, including hosting the first APEC leaders’
summit, belied the conventional wisdom that the United States was against participating in
regional organizations in Asia or that the US would not join organizations planned by others.
The end of the Cold War and fear of East Asia-only regionalism attracted the State
Department and Secretary of State James Baker to the idea of APEC.’ For the United States
Trade Representatives, interest in APEC was nested in the US goals for the ongoing Uruguay
Round and their US-EU negotiations.® The formation of APEC provided a useful spur to the
European Union to change its Uruguay Round negotiating positions to ones more favourable
to the US or face the threat of a trans-Pacific alternate to trade liberalization through the
WTO. The first report by the APEC Eminent Persons’ Group chaired by US economist Fred
Bergsten encapsulated this offensive interest. The group happily reported to leaders that they
“were able to achieve full unanimity on our conclusions and recommendations.” The third
recommendation states that,

3. Every member of the Asia Pacific region has a vital interest in the health and openness of
the global economy and its institutions, notably the General Agreement on Tariffs and Trade



[GATT]. Our goal of "'free trade in the Asia Pacific' should be pursued to the greatest
extent possible through multilateral liberalization.

Recommendation 6 focusses on what happens if “to the greatest extent possible” is not
enough and states that,

6. To the extent necessary to achieve the ultimate goal of free trade in the region, APEC
should also pursue an active program of regional trade liberalization. A/l such efforts
should proceed on a GATT-consistent basis and maximize their contribution to global
openness. For example, APEC should seek regional agreement on proposals which had been
considered in the GATT (e.g., during the UR) but could not yet be adopted there. It should
offer to multilateralize, in future global negotiations, all steps taken at the regional level. The
Asia Pacific Economic Community should seek to ""ratchet up™ the process of global trade
liberalization.’

In line with these interests, the United States was the strongest and most aggressive APEC
member when it came to trying to use APEC to “rachet up” the process of global trade
liberalization. The United States, along with other ‘Western” APEC members, was the
strongest proponent of the failed APEC attempt to seek “regional agreement on proposals
which have been considered in the GATT but could not be adopted there.” The Early
Voluntary Sectoral Liberalization scheme from 1995-1999 was APEC’s attempt to do so.
With the sole important exception of the Information Technology Agreement first agreed
upon within APEC and then multilateralized through the WTO, EVSL was a institution-
wrenching failure.® In 1999, APEC gave up on EVSL and the idea of using APEC as a
traditional negotiated trade liberalization body.’ USTR interest in APEC waned accordingly.
In the second George W. Bush term, US interest in APEC and its potential role in spurring
further progress in the stalled WTO Doha round and precluding Asia-only economic
regionalism revived briefly as shown by strong US support for the FTAAP idea at this time.'°

China

If the mutual goal of East Asian members and the United States was to use APEC to keep the
United States in Asia, the mutual goal of Asia-Pacific members and China was to use APEC
to help China enter the regional inter-governmental architecture and trade liberalization
processes. For China, APEC membership provided a good platform to engage in multilateral
trade liberalization talks at the regional level in a voluntary, non-binding manner.
Membership in APEC provided a good stepping stone to and support group for China’s WTO
ascension and membership. In many ways this was the reverse interest in APEC’s nesting
within the GATT-WTO to that that of the United States though still offensive as its goal was
to broaden China’s trade liberalization policy options and deepen its participation in
multilateral trade diplomacy.

China’s hosting of APEC in 2001 led to APEC’s strongest support for China’s speedy and
successful conclusion to China’s WTO ascension talks. The 2001 APEC leaders’ statement
from Shanghai states that,

We applaud the conclusion of all negotiations on the terms for China's membership in the
WTO as a historic development that not only helps make WTO a truly world organization but
also reinforces the underpinnings for global economic cooperation. We urge that the decision
on final approval of China's accession be taken at the upcoming Ministerial Conference. We
also reiterate strong support for the final approval of the accession by Chinese Taipei at the



Conference and the advancement of WTO accession by the Russian Federation and Viet
Nam.

Prior to China’s active embrace of the FTAAP idea in 2014, China’s position in APEC and
its interests in APEC’s nesting within the GATT-WTO was depicted as quite different and
mutually exclusive from that of the United States. In 2007, Sheng Bin, noting China’s
primary focus on completing WTO ascension requirements and (unsuccessfully) promoting
the Asia-only East Asia Free Trade Area, argues that Beijing took an ambivalent view of the
2004 FTAAP proposal by the APEC Business Advisory Council. Sheng contends that
“notwithstanding such seemingly convincing arguments of the FTAAP’s constructive role,
there are still several suspicions of an APEC-wide FTA from the Chinese perspective.”!!

Zhang Jianjun argues that China took a similarly cautious, defensive approach to the EVSL
scheme, noting that “In the past, China regarded APEC's trade and investment agenda as a
nonbinding, long-term process, and drafted its IAPs in that fashion. But this perception was
strongly challenged with the rapid evolution of the EVSL process;” while concluding that
China’s EVSL experience, “changed China's perceptions of APEC and forced it to amend its
even-paced approach towards APEC's trade and investment agenda.”!?

Japan, South Korea and Southeast Asian members

China’s offensive interests in APEC and its nesting within the GATT/WTO has been very
similar in policy outcomes to the largely defensive interests of the other East Asian member
economies with the partial exception of Taiwan given the severe China-imposed limits on
Taiwan’s trade diplomacy.'® This grouping (the largest of its kind in APEC) has stayed
committed to maintaining APEC as a voluntary, lightly-institutionalised functional body of
non-binding advice and persuasion. Their overriding interest in the nesting of APEC within
the GATT-WTO was to support the GATT-WTO process and preclude the risk of inward-
looking trade blocs in East Asia in the wake of the European Union single market and the
North American Free Trade Agreement. East Asian members from Japan and South Korea to
Malaysia and Indonesia showed little appetite for the US offensive interests in this nesting
described above.

Led by Japan and Malaysia, this grouping was ambivalent about the EVSL process seen as an
attempt to turn APEC into a legally-binding trade negotiation body. The synchronous timing
of the US-led EVSL push within APEC and the Asian financial crisis and its political
economic fallout likely enhanced this East Asian opposition to EVSL and added a bit of
animus on both sides to this disagreement over what APEC was and should do.

These differing interests in how APEC should be nested within the GATT-WTO among
APEC members was the decisive factor in APEC’s EVSL failure and APEC’s cautious,
ambivalent approach to the FTAAP despite, at different times, strong support for FTAAP
from the US and from China. The painful lessons on APEC’s institutional limits in trade
liberalization have been learned. APEC leaders have ruled out APEC being used as a
negotiating body for FTAAP. Yet, APEC’s assigned role as an FTAAP incubator lacks clear
definition or policy guidance for APEC members and still leaves the questions begging how
will FTAAP be concluded. The painful EVSL lessons clearly show what APEC cannot and
should not do as a regional body nested within the GATT-WTO. Alas, these lessons provide
fewer clues for what APEC can and should do now in relation to FTAAP.



Disruptive diffusion

China embrace of the FTAAP idea is a double-edged sword for APEC. On one edge it does
breathe new life into APEC’s trade and investment liberalization focus, a focus that for most
outside the confines of APEC meeting rooms still see as the organisation’s main claim to

relevance. On the other edge, it is a necessary repudiation of APEC original approach to trade
liberalization and nesting within the GATT/WTO.

For many of the academic protagonists behind the coterie of APEC-linked non-governmental
bodies, APEC was supposed to be a repudiation of the diffusion of trade liberalization efforts
from the GATT-WTO to smaller, less optimal regional and bilateral processes. To overcome
the apparent contradiction between professed support for the GATT-WTO and APEC’s
regional exclusivity, the concept of “open regionalism” and supporting economic theory was
proffered.!* Aware of the oxymoronic nature of this combination of words, its academic
supporters define open regionalism to mean that any agreement for greater trade and
investment liberalization agreed upon among APEC members should be extended on an MFN
basis to all countries. Hence, the 1994 Bogor Goals for free and open trade and investment
liberalization among developed APEC members by 2010 and developing by 2020 should be
extended globally with no requirement for reciprocity from non-APEC members.

Not surprisingly, APEC leaders, while supporting the general concept of open regionalism,
have never defined it operationally and certainly have never committed to this apolitical and
hence naive one above.'® The trajectory of inter-governmental trade negotiations over the life
of APEC among its members underlines the political infeasibility of this maximalist
definition of open regionalism. Few APEC members were active bilateral and regional
preferential trade deal pursuers when APEC was formed with APEC’s Northeast Asian
members in particular being clean skins. Today, all APEC members are signatories and
negotiating parties to a growing number of bilateral and regional preferential trade deals, the
more the merrier. Many of these have not even been deemed yet to be GATT-consistent
visibly undermining APEC member economies’ commitment to even a minimalist definition
of open regionalism and its operationalization of APEC’s nesting within the GATT-WTO.

FTAAP realism

It is not surprising that the original open regionalism idea came from APEC academics while
the present idea for an FTAAP came from APEC business people. FTAAP and how the
pursuit of it is being incubated so far within APEC is a necessary return to reality. FTAAP
shares one fundamental similarity with both the US-led Trans-Pacific Partnership and the
ASEAN-led Regional Comprehensive Economic Partnership processes. All three recognise
the diminishing and even possibly negative returns from the nefarious noodle bowl effect of
overlapping bilateral and regional preferential trade deals. Each is an attempt to build on
earlier agreements by reducing their incompatibilities, broadening and deepening their
coverage and expanding the number of economies bound by these preferential deals. The TPP
started off as a process among four small, open APEC members. It now includes 12 APEC
members and four of APEC’s largest economies. RCEP includes four of APEC’s five largest
economies.



In 2010, the APEC leaders’ statement set out the FTAAP path by stating that “an FTAAP
should be pursued as a comprehensive free trade agreement by developing and building on
ongoing regional undertakings, such as ASEAN+3, ASEAN+6, and the Trans-Pacific
Partnership, among others.” Since then, the TPP and RCEP negotiations (each with a similar
goal but a very different approach, membership and likely liberalization outcome) have been
identified as the two ‘separate pathways’ to an FTAAP. Since the FTAAP idea was first
adopted by APEC leaders in 2006, APEC leaders’ statements and the accompanying
paperwork has focussed more and more attention on FTAAP and less on the WTO and
APEC’s relation to the WTO. In the FTAAP roadmap adopted by APEC leaders in Beijing,
there is no mention of open regionalism and only brief references to the WTO.

APEC’s own approach to trade liberalization has reflected and been determined by the
disruptive diffusion of trade liberalization progress from the global to the bilateral and
regional levels. This diffusion has undercut support for and attention on the WTO and shown
the maximalist idea of open regionalism to be an example of the pursuit of the (close) to
perfect being a hindrance to the realisation of the possible.

4 recommendations
1) FTAAP coverage

APEC leaders should publicly commit to all APEC member economies that, on the same
basis that they became APEC members, should be allowed to fully participate in FTAAP
negotiations. Following APEC’s voluntary and informal nature, membership should be
open to all but not required of all. This is particularly important for the four APEC
member economies — Russia, Taiwan, Hong Kong and Papua New Guinea - that are
presently not involved in either the RCEP or TPP pathways to FTAAP

e Hong Kong is to negotiate an ASEAN-Hong Kong trade agreement that could
allow it join into RCEP later.

e Russia’s membership in the Eurasian customs union complicates their potential
involvement.

e Papua New Guinea as APEC’s poorest, least advanced and smallest economy may
have reservations about membership in any FTAAP.

e Extending this commitment to Taiwan would be the most diplomatically sensitive
and important for APEC’s institutional credibility. Both Singapore and New
Zealand have signed bilateral trade deals with Taiwan that recognize Taiwan as a
separate economic entity from China (as does Taiwan’s membership in APEC
under the name Chinese Taipei).

2) Prioritize the TPP pathway

Three differences between TPP and RCEP mean that APEC should focus its primary
incubating energies on realising the TPP pathway to FTAAP over the RCEP one:



e APEC already has and is serving an incubating role for the TPP as the TPP
began as trade negotiations among four small open and trade dependent
APEC members — Chile, New Zealand, Peru and Singapore - representing the
three APEC sub-regions without major economies — South America, Oceania
and Southeast Asia. All TPP members are APEC members RCEP is an
ASEAN-based process with a quarter of its members outside of APEC
including India.

e Assuming both happen, the TPP is likely to deliver a set of agreements that
are much closer to APEC’s long-standing support for comprehensive, WTO+
regional trade deals that deal with “next generation” trade and investment
issues. India’s size and membership in RCEP likely will lead to a weaker and
narrower RCEP than what is envisioned for TPP and necessary to get trade
deals through the US legislative process.

e TPP negotiations started long before RCEP’s start in 2013 and, reportedly,
RCEP’s first six rounds of negotiations still did not come to an agreement on
what should be on and off the table. The range of starting offers for goods and
services coverage among the 16 RCEP members, reportedly, ranged from less
than 50% coverage to over 90% coverage, a yawning gap to close.'® TPP
negotiations are reportedly in the final stages with the granting of trade
promotion authority in the United States also likely. The TPP will likely
become a real and not potential pathway before RCEP. APEC’s focus on the
TPP pathway could also act as a spur for a quicker conclusion to the RCEP
negotiations and for a deeper and broader RCEP agreement.

3) TPP support

The United States should consider expanding the number of countries it supports under its
U.S.-ASEAN Expanded Economic Engagement Initiative that “by working together on E3
initiatives, many of which correspond to specific issues typically addressed in trade
agreements, the United States and ASEAN are also laying the groundwork for all ASEAN
countries to join high-standard trade agreements, such as the Trans-Pacific Partnership
(TPP) agreement.”!” This program could be expanded to include all APEC members as
well or a separate U.S.-APEC Expanded Economic Engagement Initiative could be
established.

4) APEC membership

More ambitiously, FTAAP, by including all existing APEC members, has the opportunity
to bring together contracting parties to the TPP and RCEP agreements and the Pacific
Alliance members (a third FTAAP pathway and one that is already built). The non-APEC
members of these three agreement, each which has a majority of APEC members, are



India, Myanmar, Cambodia, Laos, Colombia and Costa Rica. The same six economies
have been among the most keen to join APEC and have been stymied by APEC’s
membership moratorium. APEC membership could coincide with or be a pre-requisite for
FTAAP membership just as ASEAN+I trade agreement is a pre-requisite for RCEP
membership. This would broaden APEC membership both on the Asian and the Pacific
sides of APEC and would give APEC for the first time a membership criterion clearly
linked to its trade and investment liberalization focus.

The first three of these recommendations err on the side of moderation and respect for the
real limitations APEC faces when it comes to trade and investment liberalization and
hence are more feasible. The last errs on the side of ambition and the inspiration at the
founding and heart of APEC to support a more open global economy through action at the
regional level and hence is more exciting and thought provoking.
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APEC’s OBJECTIVES

* Objectives
e To Sustain the growth and development of the region for the common good its

peo?les and, in this way, to contribute to the growth and development of the
world economy.

To enhance the positive gains, both for the region and the world economy,
resulting from increasing economic interdependence, including by encouraging
the flow of goods, services, capital and technology.

To develop and stren%then the open multilateral trading system in the interest
of Asia-Pacific and all other economies.

To reduce barriers to trade in goods and services and investment among
participants in a manner consistent with GATT principles, where applicable,
and without detriment to other economies.

* Guiding Principles
» The principle of mutual benefit, talking into account the differences in the

stages of economic development and in the socio-political systems, and giving
due consideration to the needs of developing economies.

e A commitment to open dialogue and consensus-building, with equal respect for

the views of all participants. (From the Seoul APEC Declaration of 1991)



AEC’s PRIORITIES

* The AEC areas of cooperation include human resources development and

capacity building; recognition of professional qualifications; closer
consultation on macroeconomic and financial policies; trade financing
measures; enhanced infrastructure and communications connectivity;
development of electronic transactions through e-ASEAN; integrating
industries across the region to promote regional sourcing; and enhancing
private sector involvement for the building of the AEC. In short, the AEC will
transform ASEAN into a region with free movement of goods, services,
investment, skilled labor, and freer flow of capital.

By 2015, the ASEAN Economic Community (AEC) shall envisages the
following key characteristics: (a) a single market and production base, (b) a
highly competitive economic region, (c) a region of equitable economic
development, and (d) a region fully integrated into the global economy.



AEC and API_E;C:E '
the interaction

ASEAN and APEC share many objectives and priorities in promoting economic and
developmental cooperation in Southeast Asia and the wider Asia Pacific region

ASEAN's purposes are entirely consistent with those of APEC. Indeed, ASEAN has been
at APEC's core from the very beginning. In a real sense, the ASEAN Free Trade Area and
ASEAN Economic Community can be said to be a building block for the fulfillment of
the goal that APEC set for itself in Bogor in 1994 - eventual free trade among its

members, which in turn is part of the global effort to bring down barriers to international
trade.

ASEAN has focused on connectivity for some years as a central pillar of their work on
integration and community-building. In particular, the objective of building an ASEAN
economic community by 2015 calls for an economically well-connected region. To
promote this, ASEAN established a Connectivity Master Plan outlining challenges to
improve regional and national physical, institutional, and people-to-people linkages.

APEC have been taking lessons from the connectivity and involving a mapping exercise
to identify APEC



AEC and APEC:
the collaboration

» Seven broad areas of possible collaboration have been identified , based on the
potential overlap of work and the importance of these priority areas to both
institutions’ agendas. These areas included Supply Chain Connectivity as well
as Trade Facilitation, Investment Facilitation, Disaster Preparedness, Structural
and Regulatory Reform, Food Security, and Small and Medium Enterprises
(SMEs).

* Tobe more specific on the connectivity goal, APEC are interested in the
possibility of working together with ASEAN, on ongoing work on customs
procedures, risk management methodologies, advance rulings. and single
window procedures, the authorized economic operator approach, aviation and
multimodal transport, mutual recognition agreements and harmonization of
approaches.
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ASEAN and APEC:
the differences

* APEC should not simply be seen as a way to extend the ASEAN model Pacific-
Wide because there are important differences in the two organizations. The
objectives of ASEAN go beyond economic integration into security, political,
cultural and social issues. APEC, with its 21 economies, covers a much wider
geographical region, different stages of developments, and it involves
economies that are quite different from one another.

* Therefore any focus on APEC connectivity needs to be carried out at a level that
is broad enough to engage all members. On the other hand, there are different
connectivity issues at the APEC level, and it is harder to develop joint projects
with the developing economies and with the ASEAN members.




~ ASEAN and APEC:
Vietham’s membership

@ Vietnam joined ASEAN in 1995 and APEC in1998.

* APEC economies have hailed Vietnam's international integration efforts in all
fields as having contributed to the maintenance of peace and stability in the
region and in promoting dialogue and regional connectivity.

* Vietnam will be the country works as a coordinator between ASEAN and APEC
in 2015 and hosts the APEC Summit in 2017. What are the opportunities and
challenges that Vietnam is facing to contribute to ASEAN, the AEC and APEC?
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~ Opportunities and Challenges
for Vietham

* Although the APEC co-operation process has created advantages and
opportunities for Vietnam, there remain a lot of difficulties. The awareness
about APEC among the public, particularly the business community, remains
limited. The legal system on trade still reveals weaknesses. In addition,
Vietnam lacks qualified human resources, while businesses’ competitive
capacity remains low.

Vietnam has taken basic steps to prepare for integration in AEC, especially
on governance and reform of institutions and administrative procedures
consistent with international practices, as well as committed regional
agreements. However, Vietnam still faces a number of difficulties,
especially in terms of the infrastructure, the business environment,
legal frameworks, the support given to enterprises, the technological
innovation and marketresearch.




Vietham’s action plan

* Vietnam will continue to expand its external relations, actively integrate into
the world economy in an appropriate roadmap, while ensuring the
implementation of bilateral and multilateral commitments within AFTA, AEC
and APEC

* Vietnam has been introducing its legal system to other APEC countries, to
ensure the transparency of its investment and trade policies to attract foreign
investment into Vietnam. It will learn experience from other APEC member
countries to revise its policies in line with international norms. In addition,
through the AEPC co-operation process, the country will boost human
resource, technology development and information dissemination.
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Is the Pacific Alliance a Potential Pathway
toward the FTAAP?

* The establishment of a the FTAAP is one of the APEC priorities. This was reflectedin
the Beijing Roadmap for APEC in 2014.

* There are multiple pathways to FTAPP including the TPP and RCEP.

* This paper discusses the potential of the Pacific Alliance (PA) as an additional
pathway also contributing to the FTAAP.

The paper is composed of four main sections:

1. Update on the recent evolution of the Pacific Alliance.

2. PA’strade relations with APEC economies and Asia

3. Parallel between the PA on other FTAAP pathways

4. Opportunities the PA offers as a potential pathway to FTAAP.



1. Update: Pacific Alliance Evolution



Update: Pacific Alliance Evolution

Main objectives:

e Construct, in a participatory and consensual manner, an area of deep
integration, progressing towards the free movement of goods, services,
capital and people.

 Become a platform for political articulation, economic and tradeintegration,
and global outreach, particularly to the Asia-Pacificregion.

After holding nine presidential summits since its inception, and the changes in the
governments of Chile, Mexico and Peru, the Pacific Alliance remains at the core of
regional integration, thus demonstrating the high-level political commitment among its
members.



What figures say about the Pacific Alliance...

Source: Report: “The best selection of agribusiness products from the Pacific Alliance is waiting for you at
SIAL China 2014.” Available at: http://alianzapacifico.net/documents/2014/Dir_Sial_China_06_05_14.pdf


http://alianzapacifico.net/documents/2014/Dir_Sial_China_06_05_14.pdf

Timeline and observer countries

2014. June 20.

(Declaration of Punta

de Mita)
o 2013. May 23.
| | (Declaration of Cali).

2011. April 28:

Creation of the PA.
(Declaration of
Lima)

2015

| 2011 2012 2013 2014 |

2011. December 4.

(Declaration of 2012. June 6.
Mérida) Framework

Agreement

(Declaration of 2013. January 27.
Paranal) (Declaration of Santiago)

2014. February 10. Additional
Protocol was signed.
(Declaration of Cartagena de

NUMBER OF SUMMITS: 9 IV Indias)

OBSERVER STATES: 32 i VIII

Costa Australia, Canada, Finland, Marroco, Israel, India,
Rica, New Zealand, Singapore, Trinidad y Tobago,
Spain, Uruguay. Belgium.

Panama.




Main integration areas of the Pacific Alliance

TRADE AND
INTEGRATION

SERVICES AND
CAPITAL

MOVEMENT
OF PERSONS

INSTITUTION
AND
COOPERATION

> Harmonization of bilateral FTAs and customs
cooperation.

>Technical rules: Removing non-tariff obstacles.

> Tariff elimination and cumulative rules of origin.

>SPS

> MILA ( Integrated Stock Capital Markets; 26% of LATAM
market capitalization, nearly equal to BOVESPA)

> All participating in TISA negotiations.

> Elimination of VISA requirements for PA nationals.

> Coordination on cross-border security issues.

> SMEs
>Climate change

> Academic mobility

>Competitiveness

> Turism



Market access in the Pacific Alliance
. _ 0
E 417 tariff lines ﬁ8 /O

(on schedule)

TOTAL Includes the products with liberalization on
schedule from 3 to 17 years, including productwith
. . special protection.
5.205 tariff lines peciatp

Sensitive products:

beef (10 years); pork (5 years); milk (10 years);
potatoes (15 years) beans (17 years); corn andflour
(17 years);

The 92 % Few excilusions

of the tariff lines in the basket

comprise the current liberalization An average of 33 ta r|ff I|nes per
commitment under the current FTA

among the Pacific Alliance
members.

country including: some lines of artificial
sweeteners, molasses, cocoa powder, malt Source: Ministry of

Industry, Trade and
extract, ethylalcohol. Tourism, Colombia.




Additional Protocol to the Framework Agreement
for the Pacific Alliance

v'Market Access
v'Cumulative rules of origin
v'Technical Obstacles

v'SPS Measures

v'Trade facilitation and
customs cooperation

v'Public procurement rules

v'Cross- border trading in
services and investment

v'Telecommunication
v'E-commerce
v'Financial services
v'Maritime services

v'Settlement of disputes.



Intraregional trade in the Pacific Alliance (2013)

> Intra Pacific Alliance .
Pacific % Intra Pacific Exports to the world 2013

exports 2013 (US
Alliance > . (USS Alliance (USS millions)
millions)

Chile 77,367
Colombia 3,709 6.31% 58,822
Meéxico 8,591 2.26% 380,096
Peru 3,214 7.79% 41,244
TOTAL 19,667 3.53% 557,529

Trade among the Pacific Alliance members 2013 (Exports USD millions)

Colombia

Chile 869

Colombia

Mexico

Peru

Source: CEAP —EAFIT. Data: Trademap, 2014.



2. Pacific Alliance comercial relations
with Asia-Pacific region



Pacific Alliance exports: intra-regional, to APEC

and world (USS millions)

% Expo to % Expo to % Expo to

APEC
world world world

4,153 5.4% 37,404 48.3% 50,267 64.9%

Colombia 3,710 6.3% 9,152 15.6% 29,066 49.4%
8,591 2.3% 17,910 4.7% 329,061 86.6%

3,022 7.2% 12,652 30.2% 24,552 58.6%

Total 19,475 3.5% 77,118 13.8% 432,946 77.6%

Source: Authors based on Comtrade (2014)

77,367
58,822
380,096
41,871
558,156



Pacific Alliance imports: intra-regional,
to APEC and world (USS millions)

% Impo % Impo % Impo
APEC

world world world

6,031 7.6% 24,450 30.7% 45,712 57.4% 79,616

Colombia 8,207 13.8% 16,208 27.3% 40,081 67.5% 59,381
2,935 0.8% 118,092 31.0% 315,986 82.9% 381,210

4,614 10.6% 14,117 32.6% 26,317 60.7% 43,357

Total 21,787 3.9% 172,867 30.7% 428,096 75.9% 563,564

Source: Authors based on Comtrade (2014)



Exports of the Pacific Alliance to the region and to

Asia vs the World

16%
14%
12%
10%

8%
6%

4%
2%
0%

I I I I
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
=== Part of the PA/Exports to World == Part of Asia Pacific/Exports to World

Source: CEAP —EAFIT, 2014.




Trade between the Pacific Alliance
and Asia Pacific (2013)

31% 31%

48% 27% 28%
16% 5% 35%

Source: created by CEAP-EAFIT based on information from the UN
COMTRADE, 2014.



APEC and the Pacific Alliance

/// - ,\\\ ~_
//' Other APEC yd ‘\\ ~.
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Vs economies / N, N\,
/ s ! A
/ / PA Ob M N
Brunei Darus.s.:;ll:;m_}-‘r servers ""~.
/ HongKong United States PA Full
f Chlnese_ Taipei | Canada members
| L'igf;'}i?f 'I Japan Chile | "
Philippines | Korea Mexico | Colombia
PP . Australia Pery ,
I' Thailand \ New Zealand .' f
' Vietnam China f
Russia A\ Singapore
Papua New Guinea
\ N /
AN /
p . s /
AN AN / e
\\\\ “‘H—-._\____. /// __(_,.-'

The PA currently has 32 observer including eight APEC members (United States, Canada,
China, Japan, Singapore, Korea, Australia and NewZealand).



Free Trade Agreements with

Observers Colombia Mexico

Australia

China

India

Japan

New Zealand

Singapore

South Korea

Costa Rica

Dominican Republic

Ecuador

El Salvador

Guatemala

Honduras

Panama

Paraguay

Trinidad and Tobago

Uruguay

Canada

United States

EU members+

Israel

Marrocco

Switzerland

Turkey

(a) Preferential Trade Agreement
(b) Transpacific SEP P4
(c) NAFTA
Andean Community (CAN) and/or the CAN-
(d) Mercosur Agreement
Belgium, Finland, France, Germany, Italy,
+  Netherlands, Portugal, Spain and UK

Source: CEAP —EAFIT, 2014.

Signed and in
Effect

Signed but not
in Effect
Negotiations
Launched



Free trade agreements between the Pacific Alliance
member countries and Asia Pacific countries

Chile Colombia Mexico Peru \

Brunei Darussalam

Cambodia

Indonesia

Phillipines
PDR Lao

2014

Malaysia
Myanmar
Singapore
Thailand
Vietnam
Australia
China
R. of Corea
India
Japan
New Zeland

In Force
Source: CEAP —EAFIT, 2014.

In negotiations
Signed At the APEC level, there are over 25 FTAs currentlyin

Proposed/under consultation .
place between PA members and APEC economies.




3. Parallel between TPP, RCEP and
Pacific Alliance



Regional Integration Tracks in Asia and Latin America

East Asia Track (RCEP Expected 2015
EAEG EAEC ASEAN+3 ASEAN+6 Proposal ASEAN Launch of
(1990) (1991) 1997 EAFTA CEPEA CH/JP (10) RCEP
Crisis (2001) (2005) ASEAN;3 y accepts (2012)
JS (2005) JS (2007) ASEAN+6 WG CHIJP’s
AMF in 3 areas p’°§°§a'
2011
(1997) (2011) 2011)
H E 201
Trans-Pacific Track (TPP) xpected 2014 >
APEC EVSL P5 ABAC P4 USA Yokohama 12
(1989) Failure failure FTAAP 2006 joins Declaration ] countries
(1997) (AUS, (2004) ; neg. (2010) Mexico in neg.
CH, TPP ez TPP
NZ,SG, (2008)
USA)
Pacific Alliance
Pacific Pacific Lima Framework Additional
Arch Alliance Declaration Agreement Protocol
(2006) proposal (2011) (2012) (2014)
(2010)

Source: Created by CEAP-EAFIT, based on Mikio Kuwayama, 2013.



Integration mechanisms in Asia and Latin America
... ] RCEP | PacficAlliance |

Importance in _ _ Population: 214 mill
Population: 1.4 Bn (21%) Population: 3.4 Bn (49%) o
world economy , , (3%)
GDP: S 7.505 Bn USD GDP: S 1.108 Bn USD GDP: $2.11 Bn USD
(38%) (30%) (3%)

Global and high
quality agreement + - ,

Models | NAFTA + ASEAN+1 + (P) FTAs +
members
Replacement of

previous X X X
agreements

Trade with Exports: $26.51 Exports: $6.68 Exports: $4.20
Colombia (45%) (11%) (7%)
(2011-2013, Sbn) Imports: $25.74 (45%) Imports: $15.12 (26%) Imports: $8.99 (16%)

Source: CEAP —EAFIT, 2014.



Parallel between TPP, RCEP and PA

Transpacific Partnership
(TPP)

Regional Comprehensive
Economic Partnership
(RCEP)

Pacific Alliance (PA)

Market
Access

* Elimination of tariff
barriers with
significant WTO+
commitments.

* Elimination of non-
tariff barriers

* Negotiated market
access and trade
facilitation for textile
and apparel,
agriculture and dairy
products,
automobile.

* Progressive

elimination of tariff
and non-tariff barriers
on substantially all
trade in goods

* Comprehensive and

high level of tariff
liberalization

Immediateliberalization
based on previous
commitments among PA
members under their
bilateral FTAs
Progressive elimination
of tariffs on the rest of
the products

Negative list approach
but limited exceptions.
Elimination of non-tariff
barriers

Based on: Petri & Abdul-Raheem (2014) for TPP and RCEP and Alianza del Pacifico (2014a), (2014b), Direcon (2014) for PA.




Parallel between TPP, RCEP and PA

TPP

RCEP

Pacific Alliance

Trade
facilitation

Predictable,
transparent and
expeditious
customs
procedures.
Strong and
common rules of
origin

Build WTO
commitments on
SPS and TBT
measures.
Facilitate regional
value chains

Facilitate trade and
investment, enhance
transparency intrade
and investment
Facilitate regionaland
global value chains

Harmonized rules of
origin system and rule of
origin accumulation
system.

Comprehensive
commitments on SPS and
TBT

Information exchange
between customs
authorities

Simplify customs
procedures

Mutual recognition of
Authorized Economic
Operators

Single Windows

Based on: Petri & Abdul-Raheem (2014) for TPP and RCEP and Alianza del Pacifico (2014a), (2014b), Direcon (2014) for PA.




Parallel between TPP, RCEP and PA

TPP

RCEP

Pacific Alliance

Services

Fair, open and
transparent markets
for services across
borders, while
preserving the right
toregulate

Open trade and
investment in
financial services, e-
commerce and
telecommunications
Negotiate on negative
list basis.

Substantially eliminate
restrictions and
discriminatory
measures on trade in
services

Build on commitments
made by RCEP
members under WTO
and ASEAN+1 FTAs.
Negotiate on all sectors
and modes of supply

Comprehensive
agreement in terms of
services liberalization
Enhances service
liberalization vis-a-vis the
previous FTAs among
members

Covers five key sectors
(GATS+). Addresses issues
that were absent from
bilateral FTAs such as e-
commerce, and maritime
transportation services
All PA economies are
involved in Trade in
Service Agreement (TISA)
negotiations

Based on: Petri & Abdul-Raheem (2014) for TPP and RCEP and Alianza del Pacifico (2014a), (2014b), Direcon (2014) for PA.




Parallel between TPP, RCEP and PA

protection for
investors
Expeditious, fair and
transparentinvestor-
state dispute
settlement

investment regime
Negotiate on
promotion,
protection,
facilitation and
liberalization

TPP RCEP Pacific Alliance
Investment Liberal access for Liberal, facilitative, Investment promotion
investment and legal competitive and protection

contemplates the
elements of MFN, national
treatment forinvestors.
Created the Joint
Committee on Services
and Investment

Cooperation

Focus on needs of
developing member
economies in
implementing high-
standard provisions
Establish
institutional
mechanism for
cooperation.

Build on cooperation
agreements between
ASEAN and dialogue
partners

Focus on
development gapsin
RCEP and maximize
mutual benefits.

Cooperation on: SMEs;
Environment and Climate
Change; Innovation,
Science and Technology;
Social Development;
Education and Tourism

Based on: Petri & Abdul-Raheem (2014) for TPP and RCEP and Alianza del Pacifico (2014a), (2014b), Direcon (2014) for PA.




Conclusions: Is the Pacific Alliance a
potential pathway to FTAAP?



Conclusions: Is the Pacific Alliance a potential
pathway to FTAAP?

Several economies in the region, particularly United States, Canada, China, Japan and
Korea, are already among PA’s most important tradingpartners.

Growing trade links between these regions, there are more than 25 freetrade
agreements in force between PA’s members and a APECeconomies.

The PAis long overdue to establish a common strategy that integrates its member’s
efforts towards greater integration to Asia-Pacific.

Such strategy would set the foundations to incorporate more Asia-Pacific economies in
the negotiation process. This is one of the most urging challenges for PA
governments, but also one of the most promissory opportunities.

The PA process has a series of opportunities to serve as a platform for Asia-Pacific
integration, beyond its current Latin American members. | >




Conclusions: Is the Pacific Alliance a potential
pathway to FTAAP?

Opportunities

The PA was created with the foundation objective of enhancing its members’ trade
and diplomatic relations with the Asia-Pacificregion.

The PA could be considered a “living agreement”.

This flexibility is very important in light of the potential interest of other Asia-Pacific
economies to join the process or the eventual need to incorporate new disciplines.

Based on the provisions negotiated among PA members on areas of tariffs, trade
facilitation, services & investment liberalization, and new generation issues such as
intellectual property, environment, labour and public procurement, the group offers
an intermediate level of integration between RCEP and TPP.



Conclusions: Is the Pacific Alliance a potential
pathway to FTAAP?

Opportunities
e All PAmember economies are part of Trade in Service Agreement (TISA) negotiations.

* Does not have antagonisms (i.e. TPP not including China vs. RCEP not includingthe
United States).

* Both United States and China, are following the process and based on the PA
accession rules, would be welcome to join the agreement in the future.

* Chile, Mexico and Peru are part of APEC economies and TPP process. As such, they
have a higher level of coordination with other regional economies. This could be
solved with Colombia’s accession to APEC, further involvement on APEC working
group and/or the establishment of a common APEC strategy among PAmembers.



Thank You!
Gracias!

Camilo Pérez & Adriana Roldan
Asia Pacific Studies Center
Universidad EAFIT

Email: cperezrl@eafit.edu.co
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Meeting the Challenge of Services Trade
Liberalization in the FTAAP

Robert Scollay
New Zealand APEC Study Centre, University of Auckland
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APEC Study Centres Consortium Conference,
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Services and the FTAAP

Objective of FTAAP

* A region where “goods, services, and business people move seamlessly
across and within borders” (AEfLM 2010)

* Facilitating environment for supply chains and value chains

Pathways to FTAAP
* “Possible pathways” include “TPP and RCEP” (AELM 2014)

Role for APEC?

* Realisation of FTAAP to proceed “parallel with the APEC process”
 APEC continues as “incubator” of the FTAAP (AELM 2014)



Outline

* Growing understanding of role of services in
* Trade
* Competitiveness
* Growth
—>the potential of services liberalisation

* Realising the potential

* Progress and limitations with existing modalities
* Positive list (GATS), negative list, “hybrid” (TiSA)
* Outlook for RCEP and TPP
* Can APEC in its “incubator” role supply the missing impetus?



Services, GDP and Trade:
the Traditional View

Source: Lanz and Maurer, WTO (2015), data from WTO Statistics Database,



WB World Development Indicators



Toward a More Complete View of Services in Trade:
Gross Trade v. Trade in Value Added

Source: WTO, World Trade Report



Toward a More Complete View of Services in Trade (2)

* Share of world trade calculated on TiVA basis is probably understated
due to non-recording or under-recording of services inputs in global
input-output matrices

* internal (non-arms-length) use of services by producers

* expectation that “correctly” measured share of services in world trade is similar
to services share (70%) of world GDP (Low 2014)

* Fung Global Institute analysis of Hong Kong bread value chain
(Cheung, Low and Sit 2014)

* 30 different services identified in the value chain
* services contributed 72% of the value of the finished product
* 18 out of 30 services outsourced to external suppliers



Globally, Services Contribute More Than
Manufacturing or Primary Sectors
to Value Added Inputs to Exports and Inward FDI



Services and Competitiveness

Services contribute to competitiveness as

* inputs to manufacturing (also agriculture, mining)
* key elements in trade facilitation

* vital ingredient in overall economic efficiency

Two-way dimension of services contribution to competitiveness

* services account for 32%/26% of value added in manufactured exports of
developed/developing countries (Lanz and Maurer 2015)

* 11%/12% of this value is added by foreign service providers

* manufacturing competitiveness enhanced by
* access to foreign services
* improved efficiency of foreign service suppliers via their ownliberalisation



Services and Global Value Chains

Services influence competitiveness in global value chains as
* contributors to value added at every link in the chain
* links between units in the chain (“service link costs”)

Multiple linkages across services
* services trade policy has a multiplicative impact on production costs
* demand for services rises more than proportionately with demand for output

Rise of global value chains in services adds a further dimension
* services as inputs to fragmented production of services
* increased role of foreign services in value added



Global Value Chains for Services:
Now Developing

Source: Gereffi and Fernandez-Stark 2010



Services Can Also Raise Value Added Across
the Entire Supply Chain

SERVICES add higher value,
while manufacture and
assembly remain at the low
value adding end of scale

S ek How do SERVICES add value?...

Online Extra,

Through Embodied and Embedded Services
May16, 2005




Services, Productivity and Growth

Dominant share of services in GDP implies services must lead in
productivity

Services in the development process

* Total factor productivity (TFP)

* contributes proportionately more to growth as phase of agriculture/industry
(rural/urban) resource transfer winds down

* augments growth contribution of capital and labour
* contribution of services to TFP increasingly recognised

—> Services reform contributes to avoiding/breaking though the “middle
income trap”



Services Trade is Highly Restricted

New services trade restrictiveness indexes (STRIs) are confirming that services
trade is highly restricted

* World Bank: 103 countries (16 APEC members)
* OECD: 40 OECD members and associates (11 APEC members)

Measuring restrictiveness by

* sector

* Key sectors are some of the most restricted
* type of restriction

* relative importance varies

* restrictions on foreign entry generally important
* restrictions on competition, movement of people — each important in some sectors

* region



Restrictiveness by Sector — OECD STRI
Average, Minimum and Maximum Scores by Sector
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Restrictiveness of Services Trade Policies by Region
(World Bank Database)

South Asia (SAR) 407
Middle East (MENA) 395
East Asia (EAP) 36.5

World 239

Latin America (LAC) 21.2
Africa (AFR) 202
Eastern Europe (ECA) 18.6

OECD 16 9
I T T T 1
0 10 20 30 40

Restrictiveness of services trade policy

Note: World represents the simple average STRI of 56 countries



Restrictiveness of Services Trade Policies by Region and Sector
(World Bank STRI: 102 countries)
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Restrictiveness of services trade policy

0
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B Financial N Transportation
B Tclecom P Professional

B Retailing

Source: Borchert, Gootiiz and Mattoo (2010).



Services Trade Restrictiveness of APEC Members
in the World Bank STRI

APEC Economies in the World Bank's Services Trade Restrictiveness Index
STRI Readings
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Implications for Impact of Services Liberalisation

.Suﬁ).stlzllntial impact on trade expected from liberalisation where restrictiveness
is hig

Preliminary OECD analysis (Nordas and Rouzet 2015)
* Using gravity model approach to “test” their STRI (for 12 of 18 STRI sectors)
* Results seems to support the expectation

* Highlights likely pervasiveness of trade effects of services liberalisation
* indication of benefits of joint liberalisation by a large number of countries
(benefits maximised when both importer and exporter liberalise)

e Liberalisation of services trade associated with
* larger (approximately double) increases in services exports than services imports
* larger more robust results for the most restricted sectors

. incéexzflées) in goods exports (especially from liberalisation in transport, telecoms, financial services —link
to S

* increases in intra-industry trade
 spillover effects along GVCs



Impact of Reform on Trade in Services by Sector

% change in exports and imports from 5 basis points reduction in STRI

mimports @DExports
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Existing Liberalisation Modalities:
Progress and Limitations

GATS Approach

 positive list for sectoral coverage

* scheduling of commitments allows reservation of substantial “policy space” in many or all
commitments

In WTO (Borchert et al. 2010)

* Uruguay Round bindings have generally been well above restrictiveness of actual policy
* “No iota of liberalisation” in Doha Round offers

In FTASs

* “WTO-Plus elements typically small
* e.g. ERIA analysis of ASEAN-Plus FTAs (Fukunaga and Ishido 2013)

* Adlung and Morrison (2010) found “GATS-minus” elements in 80% of FTAs
 Lack of coherence in treatment of investment



Existing Liberalisation Modalities:
Progress and Limitations (2)

Negative List Approach
* coverage of all except negative-listed sectors

* full commitment to market access and national treatment except for specified non-
conforming measures

non-conforming measures bound at level of restrictiveness of actual policy (no “water”)
“ratchet” may lock in subsequent reforms

allows consistent treatment of investment

effectiveness depends on length and significance of negative lists

typically results in wider coverage but relatively little “depth” (Roy et al.2007)

“Hybrid” (TiSA) approach

* combines some advantages of “negative list” with some disadvantages of GATS
approach

* negative list for sectoral coverage and national treatment
* positive list for market access
* 11/21 APEC members participating in TiSA plus one applicant(China)



Existing GATS Commitments, Doha Offers and
Actual Policy by GDP per Capita, 2010
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“Water in the GATS”
(OECD STRI)



Comparison of UR Commitments, Doha

Offers, and Policies by Sector
(World Bank STRI)

Services trade restrictiveness index
0O 10 20 30 40 50 60 70 80

Financial Telecom Retailing Maritime shipping Professional Overall

- Offer Improvement (Uruguay Round commitment-Doha Offer)
_ Offer gap (Doha Offer-Actual policy)

- Actual Policy

Source: Bochert, Gootiiz, Mattoo 2010



Existing GATS Commitments, Doha Offers and Actual
Policy by Region

Binding gap, offer gap and applied policy for 93 countries
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_ Offer gap (Doha Offer-Actual policy)
_ Offer Improvement (Uruguay Round commitment-Doha Cffer)

Source: Borchert, Gootiiz and Mattoo (2010).



Existing Liberalisation Modalities:
Progress and Limitations (2)

Negative List Approach in FTAs
* coverage of all except negative-listed sectors

* full commitment to market access and national treatment except for specified non-
conforming measures

non-conforming measures bound at level of restrictiveness of actual policy (no “water”)
“ratchet” may lock in subsequent reforms

allows consistent treatment of investment

effectiveness depends on length and significance of negative lists

typically results in wider coverage but relatively little “depth” (Roy et al.2007)

“Hybrid” (TiSA) approach

* combines some advantages of “negative list” with some disadvantages of GATS
approach

* negative list for sectoral coverage and national treatment
* positive list for market access
* 11/21 APEC members participating in TiSA plus one applicant(China)



Outlook for TPP and RCEP

* TPP has adopted “negative list” approach
* Details not available
* Negotiations reported to be “challenging”

 RCEP yet to announce its services modality
* Various possibilities understood to be discussed
* Guiding Principles and Objectives state:

e “RCEP will be consistent with the”.. “GATS”

* “liberalization” will build on the participating countries' commitments under the GATS and the
ASEAN+1 FTAs

* Confirmation of GATS-based modality would suggest limited ambition
* given relatively limited ambition in “ASEAN-Plus FTAs”
* likely to complicate possible convergence to FTAAP

* Experience suggests conclusion of TPP and RCEP will leave much to be done in
relation to services to fulfil APEC leaders aspiration for FTAAP



Why is Liberalisation So Difficult?
(Given the Apparent Benefits)

Hoekman and Mattoo (2011) suggest

* an important factor is uncertainty over regulatory reforms need to ensure that
liberalisation is “safe” and beneficial

* uncertainty best addressed by development of a “knowledge community” to build
confidence among participating economies over associated need for regulatory
reform

* evidence- and analysis-based discussion of sector-specific regulatory policies
* sharing of experiences — what works, what doesn’t, and why

* identify “best practices”

* bring together regulators, experts, trade officials, stakeholders

Development of “knowledge community” an obvious task for APEC in its role of
“incubator” of the TPP?

* followed by use of FTAAP as “harvesting”, “lock-in” mechanism



Thank you!
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Promoting APEC’s
Connectivity through Trade in

Services
By Hikar1 Ishido

(Professor of International Economics and Director,
APEC Study Center, Chiba University, Japan)



Establishing Global Value

Chains and Service Trade
[.iberalization

Ensuring “connectivity” has been among the main
pillars of policy/research agenda at the APEC.

This 1s a sound and indispensable agenda issue,
and APEC had launched the “Supply Chain
Connectivity Initiatives” (in 2010).

As 1s well known at a conceptual level, global
value chains add to the decentralized production
activities (trade as well as investment) by business
firms.



Importance of physical and
institutional connectivity

While securing physical connectivity—be
it in the form of developing train systems,
loading (shipping) docks or airport
facilities—reduces business transaction
costs, institutional efforts in the form of
liberalizing trade 1n services contributes
significantly to an even more enhanced
connectivity across the pacific-rim region.



WTO’s GATS

* The following three-fold symbolic
classification 1s used for constructing a
database for the commitment by each sub-
sector, by mode and by aspect of
liberalization, in each GATS table:

N: No limitation (and bound);
L: Limited (or restricted) but bound;

U: Unbound.

Since there are sub-categories with slightly
different patterns of commitments 1n each
of the most disaggregated 155 service
categories, one '"conservative" (i.e., most
restrictive) pattern is listed in the database
constructed.



* This simplified categorization allows for a
"bird's-eye view" analysis of an otherwise
analytically intractable style of reporting
observed 1n the original GATS commitment
tables.

* The database has been constructed for the
APEC member economies. For the sake of

comparison, database 1s also constructed
for ASEAN+n type FTAs



Contents of service limitations

As for the contents of L (limitation), further
categorization has been made, as follows:

A: limitations on the number of service suppliers whether in the form of numerical quotas,
monopolies, exclusive service suppliers or the requirements of an economic needs test;

B: limitations on the total value of service transactions or assets in the form of numerical quotas
or the requirement of an economic needs test;

C: limitations on the total number of service operations or on the total quantity of service output
expressed in terms of designated numerical units in the form of quotas or the requirement of
an economic needs test;

D: limitations on the total number of natural persons that may be employed in a particular service
sector or that a service supplier may employ and who are necessary for, and directly related to,
the supply of a specific service in the form of numerical quotas or the requirement of an
economic needs test;

E: measures which restrict or require specific types of legal entity or joint venture through which
a service supplier may supply a service;

F: limitations on the participation of foreign capital in terms of maximum percentage limit on
foreign shareholding or the total value of individual or aggregate foreign investment (the
figure following this symbol indicates the upper bound for foreign equity participation);

G: limitations related to government approval (indicated explicitly); )

T: Restrictions related to paying taxes or fees.
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Figure 2. Multiple-location and multiple-stage production
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Table 1. Commitment of “11Ab Freight transportation” (CPC code: 7212) within

“11A Maritime Transport Services” under the GATS

Economy Aspect Model Mode2 Mode3 Mode4
Brunei MA U U U U
NT U U 6] U
Indonesia MA N N E E
NT E N T U
Malaysia MA U U U U
NT U U U U
Philippines MA U U U U
NT U U U U
Singapore MA N N N U
NT N N N U
Thailand MA N N U U
NT N N U U
Vietnam MA N N N U
NT N N N U
Papua New Guinea | MA N N N U
NT N N N U
China MA E N DEF49 | U
NT N N U U
Hong Kong China MA N N N U
NT U U N U
Chinese Taipei MA U U U U
NT U U U U
Japan MA U U U U
NT U U U U
Korea MA U U U U
NT U U U U
Australia MA DEG N E U
NT AG N U U
New Zealand MA N N U U
NT N N U U
Canada MA U U U U
NT U U U U
USA MA U U U U
NT U U U U
Mexico MA U U U U
NT U U U U
Chile MA U U U U
NT U U U U
Peru MA U U U U
NT U U U U

Source: GATS commitment tables (offered in 2003).



Table 2. Commitment of “11Bb Freight transportation” (CPC code: 7222) within “11B

Internal Waterways Transport” under the GATS

Economy Aspect | Model Mode2 | Mode3 | Mode4
Brunei MA U U U U
NT U U U U
Indonesia MA U U U U
NT U U U U
Malaysia MA U U U U
NT U U U U
Philippines MA U U U U
NT U U U U
Singapore MA U U U U
NT U U U U
Thailand MA U U U U
NT U U U U
Vietnam MA U N U U
NT U N N U
Papua New MA U U U U
Guinea
NT U U U U
China MA E N U U
NT E N U U
gﬁ&i Kong MA U U U U
NT U U U U
Chinese Taipei MA U U U 8]
NT U U U U
Japan MA U U U U
NT U U U U
Korea MA U U U U
NT U U U U
Australia MA U U U U
NT U U U U
New Zealand MA U U U U
NT U U U U
Canada MA U U U U
NT U U U U
USA MA U u U U
NT U U U U
Mexico MA U U U U
NT U U U 8]
Chile MA U U U U
NT U U U U
Peru MA U U U U
NT U U U 8]

Source: GATS commitment tables (offered in 2003).
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Table 3. Commitment of “11Cb Freight transportation” (CPC

Air Transport Services” under the GATS

code: 732) within

Economy Aspect Model Mode2 | Mode3 Mode4
Brunei MA U U U U
NT U U U U
Indonesia MA U U U U
NT U U U U
Malaysia MA U U U U
NT U U U U
Philippines MA U U U U
NT U U U U
Singapore MA U U U U
NT U U U U
Thailand MA U U U U
NT U U U U
Vietnam MA U U U U
NT U U U U
Papua New Guinea | MA U U U U
NT U U U U
China MA U U U U
NT U U U U
Hong Kong China MA U U U U
NT U U U U
Chinese Taipei MA N N N U
NT N N N U
Japan MA U U U U
NT U U U U
Korea MA U U U U
NT U U U U
Australia MA U U U U
NT U U U U
New Zealand MA U U U U
NT U U U U
Canada MA U U N U
NT U U N U
USA MA U U U U
NT U U U U
Mexico MA U U U U
NT 6] U U U
Chile MA 6] U U U
NT 6] U U U
Peru MA U 8] 8] U
NT 6] U U 6]

Source: GATS commitment tables (offered

in 2003).

“11C
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Table 4. Commitment of “11Eb Freight transportation” (CPC code: 7112) within “11E Rail

Transport Services” under the GATS

Economy Aspect | Model | Mode2 |Mode3 | Mode4
Brunei MA U U U U
NT U U U U
Indonesia MA U U U U
NT U U U U
Malaysia MA U U U U
NT U U U U
Philippines MA U U U U
NT U U U U
Singapore MA U U U U
NT U U U U
Thailand MA U U U U
NT U U U U
Vietnam MA U N U U
NT U N U U
a New MA
Guea v u o Ju
NT U U U U
China MA N N U U
NT N N U U
Hong Kon MA
Chinga ¢ u U U u
NT U U U U
Chinese Taipei MA U N N U
NT U N N U
Japan MA U U U U
NT U U U U
Korea MA U U U U
NT U U U U
Australia MA U U U U
NT U U U U
New Zealand MA N N N U
NT N N N U
Canada MA N N N U
NT N N N U
USA MA N N L U
NT N N N N
Mexico MA U U U U
NT U U U U
Chile MA U U U U
NT U U U U
Peru MA U U U U
NT U U U U

Source: GATS commitment tables (offered in 2003).



Table 5. Commitment of “11Fb Freight transportation” (CPC code: 7123) within “11F

Rail Transport Services” under the GATS

Economy Aspect | Model Mode2 | Mode3 | Mode4
Brunei MA U U U U
NT U U U U
Indonesia MA U U U U
NT U U U U
Malaysia MA U U U U
NT U U U U
Philippines MA U U U U
NT U U U U
Singapore MA U U U U
NT U U U U
Thailand MA U N N DE
NT U N N N
Vietnam MA U U U U
NT U U U U
Papua New Guinea | MA U U U U
NT U U U U
China MA N N U U
NT N N U U
Hong Kong China MA U U U U
NT U U U U
Chinese Taipei MA U N N U
NT U N N U
Japan MA U N AC U
NT U N N U
Korea MA U N G U
NT U N E U
Australia MA U N N U
NT U N N U
New Zealand MA N N N U
NT N N N U
Canada MA N N N U
NT N N N U
USA MA U N U U
NT N N N N
Mexico MA U U U U
NT U U U U
Chile MA U U U U
NT U U U U
Peru MA U U U U
NT U U U U

Source: GATS commitment tables (offered in 2003).
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Table 6. Commitment of “11Hc Freight transport agency services” (CPC code: 748)
within “11H Services Auxiliary to All Modes of Transport” under the GATS

Economy Aspect | Model Mode2 | Mode3 Mode4
Brunei MA 0] U U U
NT U U U U
Indonesia MA 0] U U U
NT U U U U
Malaysia MA U U U U
NT U U U U
Philippines MA N N N N
NT N N N N
Singapore MA U U U U
NT U U U U
Thailand MA U U U U
NT U U U U
Vietnam MA U U U U
NT U U U U
Papua New Guinea | MA U U U U
NT u U U U
China MA U N EF50 U
NT U N N U
Hong Kong China MA U U U U
NT u U U U
Chinese Taipei MA N N N U
NT N N N U
Japan MA U U U U
NT u U U U
Korea MA N N E U
NT N N N U
Australia MA N N N U
NT N N N U
New Zealand MA U N N U
NT U N N U
Canada MA N N N U
NT N N N U
USA MA U U U U
NT U U U U
Mexico MA U U U U
NT U U U U
Chile MA U U U U
NT U U U U
Peru MA U U U U
NT U U U U

Source: GATS commitment tables (offered in 2003).



“Diamond-shape” of the existing
supply chains (observed 1n Japan)

and not * *
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Chokepoints of supply chains

Chokepoint 1: Lack of transparency/awareness of full scope of regulatory
issues affecting logistics; Lack of awareness and coordination among
government agencies on policies affecting logistics sector; Absence of single
contact point or champion agency on logistics matters.

Chokepoint 2: Inefficient or inadequate transport infrastructure; Lack of cross
border physical linkages (e.g. roads, bridges).

Chokepoint 3: Lack of capacity of local/regional logistics sub-providers.
Chokepoint 4: Inefficient clearance of goods at the border; Lack of coordination
among border agencies, especially relating to clearance of regulated goods ‘at
the border.

Chokepoint 5: Burdensome procedures for customs documentation and other
procedures (including for preferential trade).

Chokepoint 6: Underdeveloped multi-modal transport capabilities; inefficient
air, land, and multimodal connectivity.

Chokepoint 7: Variations in cross-border standards and regulations for
movements of goods, services and business travelers. 16
Chokepoint 8: Lack of regional cross-border customs-transit arrangements.



Table 13.
APEC economies

Note : -

Source: Teikoku Data Bank TDB Gyokai Doko (business trend) 2012-I", 2011.8 VOL.111.

Macro-level total logistic cost (as a proportion to GDP) for selected

(percent)
1991 2000 2008

China Total logistic cost - - 17.4
-Transport cost - - 9.1
-Inventory cost - - 6.0
-Management cost - - 2.2

Japan Total logistic cost 10.5 8.7 8.9
-Transport cost 6.5 5.8 5.4
-Inventory cost 3.5 2.5 3.1
-Management cost 0.5 0.4 0.4
Korea Total logistic cost - - 12.5
-Transport cost - - -
-Inventory cost - - -
-Management cost - - -

USA  Total logistic cost 10.6 10.2 9.4
-Transport cost 5.9 6.0 6.1
-Inventory cost 4.3 3.8 2.9
-Management cost 0.4 0.4 0.4

n.a.
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Table 14. Summary of policy options toward more reliable Global supply chains

Solutions/Recommendation | Internal rate of | Potential if
return implemented

More and better Between 25-50% | Medium/high
investment in (World Bank
infrastructure investment
projects)

Policies aimed at Higher than High
improving the efficiency of | 50% (due to very
logistics service providers | low monetary
cost of
implementation
and enforcement)
Costs
significantly
lower than
investment in
infrastructure)

Policies to improve trade Higher than Very High
facilitation 50% (due to very
low monetary
cost of
implementation
and enforcement)
Costs
significantly
lower than
investment in
infrastructure)

Source: Adapted from Gonzalez, Guasch and Serebrisky (2007), Table 15.



APEC as the de-facto WTO

* As the current Doha Development Agenda of the
WTO 1s stagnant, APEC as a premier
institutionally motivated forum could implement
its own service trade liberalization, most possibly
in the form of APEC’s new Individual Action Plan
(IAP) which includes the issue of service sector
liberalization. (The current liberalization status
under the GATS i1s far from satisfactory!)

19



* The “WTO-plus” status quo of the ASEAN
Framework Agreement on Services (AFAS)

has as 1ts goal the establishment of the
ASEAN Economic Community in 2015.

 APEC could do the same. That 1s, APEC
could formulate 1ts own version of service
trade liberalization target, under the vision to
establish the Free Trade Area of the Asia
Pacific (FTAAP).

20



* More concretely, Ishido and Fukunaga (2012)
propose the harmonization of service trade
restrictions with capital participation (the category
“F”” 1n the analysis 1n Section 3) at the center,
since allowing for a certain level of foreign equity
participation would reduce uncertainty and
provide transparency to policy restrictions.

* Once a harmonized restriction (with “F” at its
center) 1n transportation sector i1s secured under
Mode 3 (commercial presence), an integrated
(seamless) and IT-based supply chain would be
established across the APEC region. .



And this 1s precisely the sort of “APEC-style innovation™
which stresses the business-model aspect of innovation
activities. An “APEC Model Measure for Service
Trade Liberalization” could be proposed in connection
to the new IAP process with a view to enabling an
APEC-wide reliable supply chains. Since APEC has a
rare strength 1n possessing the business-oriented
ABAC (APEC Business Advisory Council), APEC’s
policy making in the field of supply chains could
directly be utilized by the business sector in the region.

22



What we need 1s a de-facto seamless
supply chains underpinned by
APEC-wide service trade
liberalization which secures high-
level and harmonized foreign equity
participation.

23



Thank you very much!
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Global Value Chains (GVCs)

Pre-Production Post-Production
| | ] 1 | ]

‘Producer’ services

‘Consumer’ services

‘Embodied’ services

‘Embedded’ services

* Research * Transport

e Consulting * Distribution
 Prototyping * Accountancy
* Design * Engineering

* Branding

* Leasing

* Financing and insurance
* Repairs and maintenance



Source: Wingett (2009) Source: OECD-WTO Trade in Value Added (TiVA) database

1 Direct services exports Engineering services provided to manufacturing plant abroad.
2 Indirect services embodied in domestic Research services provided by locally-based company and embodied in
intermediate goods domestic intermediate goods.

Re-imported domestic services embodied Design services provided domestically and embodied in imported
in imported intermediate goods intermediate goods.

Indirect services supplied to other service  Telecommunication services used by logistics company which delivers
4 sectors which enter export market in one intermediate goods to manufacturing plant for final assembly before

of the above export.



* Share of services value added has increased for 15 economies and APEC
as a whole between 1995 and 20009.

* By manufacturing sector in APEC, share of services value added has
increased for 8 (out of 9) industries and manufacturing as a single
group from 1995 to 2009.

Source: APEC Policy Support Unit computation based on OECD-WTO TiVA database.




APEC services backward linkage for different manufacturing sectors in mid-2000s

* A unitincrease in a manufacturing sector output
would increase output of services sector by
between 0.382 and 0.606.

e Of the total backward linkage, services made up
between 15.0 and 23.3 percent.

Source: APEC Policy Support Unit computation based on OECD STAN database.



Growth of indirect services exports and value added share in manufacturing

Services value | Indirect exports (2009, CAGR

added share USD billion) 1995-2009
(2009, %) (%)

Constructio| By manufacturing sector 5.83
Wholesalea * Business services is the subsector with highest share of £ g9
restaurants export value added in 6 out of 9 manufacturing sectors. '
Transportan ® Business services increased its value added share from

telecommu 1995 to 2009 in all manufacturing sectors exceptin 6.41

: : uipment.

Financial intelectrical and optical e44'P 6.98
Business services 33.00 387.32 7.40
Other services 5.47 64.24 8.06

Source: APEC Policy Support Unit computation based on OECD-WTO TiVA database.



Business services:
* With highest direct exports CAGR

1995-2009 (%). 1995-2009
e With highest value added sharein ' (%)

Construction other services in 2009. 3.34
Wholesale and retailtrade;
. . ] 5.94

hotels and rl \What are in business services?
Transport an® Real estate activities.

. - . . 7.00
and teleco | « Renting activities for machines and equipment.
Financial int ©* Computer related activities. 6.65

. * Research and development.
Business se
e Other business activities. Fm

9.75

N
[N
ap
ap

Other services 2863 710 943

Source: APEC Policy Support Unit computation based on OECD-WTO TiVA database.



Detailed contribution of business services

Source: APEC Policy Support Unit
Analysis (STAN) database.

Other business activities is the top business
services in terms of share in mid-2000s for 11
industries.

What are in other business activities?

Legal.

Accounting.

Bookkeeping and auditing activities.
Tax-consultancy.

Business and management consultancy.
Engineering services.

etc.




Correlation between services value-addedin
manufacturing and corresponding exports

Source: APEC Policy Support Unit computation based on OECD-WTO TiVA database.

The higher services value-added are, the
higher export capacity are.




Correlations between services
value-added in manufacturing
and labor productivity

Correlations between business
services value-added in
manufacturing and labor
productivity

Correlations between labor
productivity and manufacturing
exports per capita

Positive correlations among the variables
used to represent services input,
productivity and manufacturing output.

Source: APEC Policy Support Unit computation based on The Conference Board Total Economy and OECD-WTO TiVA databases.




Direct impact of services on productivity

Type of services | Examples of how it increases productivity

R&D and .
engineering .
Consultancy .
Computer .
Accountancy .
Legal .

Incorporation of new hardware modules.
Improvements of testing procedures.

Introduction of organizational paradigms such as lean manufacturing.

Perform “big data” analytics on production floor.
Introduction of Internet of Things (loT).

Efficient allocation of scarce resources through budgeting.

Ensuring adherence to regulatory standards.

Indirect impact of services on productivity

Examples of how it increases productivity

Computer

Leasing

Maintenance and
repair

Training

Advertising

Perform data analytics on customers.
Segmentation of market.

Access to products without the need to purchase them.

Assurance to customers that products would perform optimally.

Allow optimal usage and hence repeat purchases.

Open acceptance and create demands for products.

Source: APEC Policy Support Unit compilation based on various sources.



Manufacturing exports
and services
restrictiveness

The more restrictive
services are, the
lower manufacturing
exports per capita
are.

Source: APEC Policy Support Unit computation based on OECD-WTO TiVA, OECD Services
Trade Restrictiveness Index (STRI) and World Bank World Development Indicators databases.



APEC STRI by sector and policyarea

Main contributors to score for business

services are:

* Restrictions on movement of people.

* Restrictions on foreign ownership
and other market entry conditions.

Source: APEC Policy Support Unit computation based on OECD Services Trade Restrictiveness Index (STRI) database.



Direct message:
More open services trade policies are positively correlated to
manufacturing competitiveness

Top restrictions on the
movement of people
for provision of
accounting and
auditing services

Source: APEC Policy Support Unit compilation from OECD Services Trade Restrictiveness Index (STRI) regulatory
database with modifications.



Indirect message:

Example:

Need to involve different
government agencies

Same limitation on stay applies
to different business services

Need to explore
interconnection between
policies

All shares in accounting firms
must be owned by accountants
but only locally-licensed people
can use the title “accountant”




* Policymakers should be open to a change in perspective when
crafting trade policies:
» Need to understand how various manufacturing GVCs use
and supply services.
» Need to raise awareness among manufacturing firmson
what should be considered as services.

* Collaborative and coordinated policymaking across
government agencies are necessary in view of cross-agency
nature of services and GVCs regulations.

* Collection of case studies to understand the value chain of
various manufacturing sector to complement researchusing
existing data.



Session 3 — Enhancing the Regional Economic Integration:

Trade and Investment Patterns and Supply Chain Connectivity




Has ASEAN Regional Cooperation
changed its concentration of trade with
APEC?

Dr. Marissa Maricosa A. Paderon
Assistant Professor
Ateneo de Manila University




Outline

Overview of ASEAN and regional cooperation
ASEAN and APEC

Intra-regional Trade

Bilateral ASEAN-APEC Trade

Trade concentration between ASEAN and
APEC: 1995-2013

Trade Entropy Index

Bilateral Concentration Indices

Bilateral Trade Intensity Index
Conclusions




Overview of ASEAN and Regional
Cooperation

« ASEAN from 1967 — 1975

- PTAIN 1976

« Asian Financial Crisis and ASEAN: 1997-98
« ASEAN Economic Community in 2015
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Milestones of ASEAN Economic
Cooperation

Hin — Framewaork
N le

Hanoi Investment ic

| Framework (H mun

In ic in mun
un B nt 5

Source: Fig.1.1, ASEAN 2030: Towards a Borderless Economic Community, Asian
Development Bank Institute, 2014.




ASEAN ‘centrality’ in regional
cooperation

- ASEAN Regional Forum (1994): peace & security
- ASEAN + 3: economic cooperation
- ASEAN +1 FTAs: bilateral agreements
s China (ACFTA in 2002)
= Japan (AJCEPA in 2003)
= Republic of Korea (AKFTA in 2005)
= Australia and New Zealand (AANZFTA in 2009)
s India (AIFTA in 2009)
« East Asia Summit (2005): dialogue &
partnerships




ASEAN centrality in interregional groups

* Australia

* Mongolia

of Korea

* Pakistan

* Sri Lanka

* Timor-Leste

New Guinea

ARF = ASEAN le's lic of China,
and the

lic.

Source: Fig.5.1, ASEAN 2030: Towards a Borderless Economic Community, Asian Development Bank Institute, 2014.
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ASEAN centrality in trans-regional
groupings

FEALAC

® Psople’s

of China e Canada

= Viet Nam

e ao PDR APEC

=it/ - China

® Pakistan

e |ndonesia

® Taipei,China

e Thailand e Phi

e |ndia

- New Guinea

= ! = cTI e Solomon Islands
- ladesh e Timor-Leste

e Sri Lanka

of | Initiative for Multi
| = Coral le
Lao
Note: The Brazil,
Dominican Ecuador, EI S Guatem Honduras, Panama,

Source: Fig.5.1, ASEAN 2030: Towards a Borderless Economic Community, Asian Development Bank Institute, 2014.




ASEAN in Intra-regional trade

Figure 3a. The Share of ASEAN members in Intra-regional Trade (%):1995-2013
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APEC in Intra-regional Trade

Figuregb. The Share of APEC economies in Intra-regional Trade (%)
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Share of ASEAN and APEC to each
other’s trade

Figure 4. ASEAN's and APEC's Share of Each Other's Trade; 1995-2013
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Note: Author’s estimation based on UNCTAD Statistics, 2015
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APEC is a major regional market for
ASEAN exports

Fig. 5a. Geographical breakdown of ASEAN Exports: 1995-2013
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Source: UNCTAD Statistics, 2015
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APEC as a major source of ASEAN
imports

Figure 5b. Geographical breakdown of ASEAN Imports: 1995-2003
2,000,000,000.00

1,800,000,000.00

1,600,000,000.00

1,400,000,000.00

1,200,000,000.00

1,000,000,000.00

800,000,000.00

600,000,000.00

400,000,000.00

200,000,000.00

Lo )
N O
By N

mUSA mJapan mChina mEU (28) mASEAN mAPEC

Source: UNCTAD Statistics, 2015




T — |
ASEAN-APEC TRADE:1995-2013

Figure 6. ASEAN-APEC Trade: 1995-2013
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Top APEC economies trading partners
of ASEAN: 2013

« EXxports « Imports
= China (12.1%) s China (16.5%)
= Japan (9.7%) = Japan (9.1%)
s USA (9.1%) s USA (7.3%)
= Hong Kong (6.4%) = Singapore (6.8%)
= Malaysia (6.4%) = Korea (6.3%)
= Singapore (5.3%) = Malaysia (5.9%)
= Indonesia (5.2%) = Chinese Taipeli (5.1%)
= Korea (4.2%) s Thailand (4.1%)
= Thaliland (3.1%) = Australia (1.8%)
= Vietnam s Vietham (1.5%)

= Philippines (1.5%)
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Product composition of ASEAN trade
with APEC:2013

Figure 7. Sectoral composition of ASEAN Trade with APEC, 2013
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ASEAN and APEC Trade Entropy Index

2002 (AFTA) 0.20 0.20
2005 (ASEAN +1 FTAs) 0.20 0.21

2009 (ASEAN+ 0.23 0.22
ANZ/INDIA)

2010 (ATIGA) 0.22 0.21
2011 0.23 0.23
2012 0.22 0.23
2013 0.22 0.23

Note: Author’s estimations based on UNCTAD Statistics online database
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ASEAN bilateral concentration index
with APEC:1995-2012

Figure 9. Normalized Herfindahl indices of ASEAN with APECTrade: 1995-2012
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Source: UNCTAD Trade Statistics online database
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Bilateral trade intensity index

Bilateral Trade Intensity Index

2002 (AFTA) 1.67
2005 (ASEAN +1 FTAs) 1.72

2009 (ASEAN+ ANZ/INDIA) 1.62

2010 (ATIGA) 1.56
2011 1.58
2012 1.56
2013 1.57

Note: Author’s estimations based on UNCTAD Statistics online database.
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Trends in ASEAN Exports to APEC

Figure 9a. Percentage changes of ASEAN exports to APEC: 1995-2013
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Trends in ASEAN Imports from APEC

Figure 9b. Percentage changes of ASEAN imports from APEC: 1995-2013
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Conclusions

- ASEAN trade with APEC more concentrated
across the years of regional cooperation.
= trading of ASEAN is restricted only to a small
number of APEC economies as evidenced by the
almost constant low values of trade entropy
Indices for exports and imports.




« Normalized Herfindahl-Hirschmann Index:

s Exports of ASEAN with APEC were concentrated in a
few products or export sectors revealed by higher
Indices on export side from 1995 until 2000 .

s Concentration level shifted to higher indices of import
side from 2001 to 2003; and tapered off onwards at
almost the same values with those of export side.

- As ASEAN integrates internally with its members and
externally with bilateral partners in East Asia (ASEAN +1
FTAs), ASEAN’s trade with APEC was becoming
dispersive rather than less concentrated in a few sectors.




» Bilateral trade intensity index:

o pilateral ASEAN-APEC trade iIs intensive from
1995 to 2005 (ASEAN established ASEAN+1
FTAS).

= bilateral trade indices remained greater than ‘1’
meaning bilateral trade intensity was greater than
expected but at a declining trend
- may imply that ASEAN might have traded more

Intensively with other countries than APEC
economies.




- Exports of ASEAN APEC generally positive but at a decreasing
rate, meaning ASEAN export products are destined to
markets other than APEC economies, a trade diversion effect.
= Intra-ASEAN trade grew by 27% in 2000; 32% in 2010 after
the CEPT fast track program and the ATIGA, respectively,
Indicating trade creation effects of ASEAN integration.

= Yet, APEC remains a major market destination of ASEAN
exports as evidenced by high country concentration of
exports to APEC. APEC’s share to ASEAN exports
accounted for an annual average of 74.3% of total ASEAN

exports from 1995 to 2013.




« More dynamic import trading relation between APEC &
non-APEC economies Lao PDR, Myanmar and
Cambodia

« Imports of ASEAN to APEC generally rising until 2005
(AFTA fully implemented), while share of APEC to
ASEAN imports slowed a bit in same period.

« After ATIGA implementation in 2010, imports of ASEAN
to APEC dropped by 25% from 45% in 2009 (mainly due
to the US Financial Crisis). It recovered in 2010 but
slowed down onwards. Share of APEC’s to ASEAN’s total
Imports stood at 82%

= indicating APEC’s exports highly depend on the changes in
the demand of the ASEAN market and shocks affecting
Imports and supply of exports.




- The above findings suggest that effects of
ASEAN regional cooperation on trade
concentration with APEC seem restrictive to a
few APEC economies but trade has been
dispersive In sectors.




Thank you
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During 1970s, most of the developing
countries in Asia emphasized on dﬁ)mestic:

protection and import-substitution policies
and considered the effects of foreign direc
investment on economic development witt
some doubts.
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Thailand

Vietnam

Asian Developing Countries

1988-1990

1,105
76

18,031

1998-2000

6,102

1,412

50,492

2008-2010




Thailand
Vietnam

Asian Developing Countries

1988-1990

245

0.78

1.36

1998-2000 |2008-
2010
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The ARIMAX model consists of three step

that are
- Tlesting the ability of being the leading variables,

- Tlesting the stationary of the data,
- Estimating and forecasting
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After using Unit Root test, data setis non-
stationary.
The first differentiation of the data is

stationary.
All data are transformed to the term of first
differentiation.




in the same direction as expected by

theory with si
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Al eaginﬁ’indicators have effects on FDI
significant level more than 95
.




are FDI value in Thailand and in Vietham
during the period of 1988-2010 which are
quarterly data. Therefore there are 92
observations.

In these model, the crpend nt variables
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DFDI(1) 0.98
DFDI(4) 0.07
SHOCK(4) 1.75

GDP PER CAPITA(4) 3.84

R INTEREST(3) -0.87
OPENESS (2) 5.42
Adjust R Square 0.41
Root Mean Square Error 299.75
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DFDI(1)
DFDI(9) -0.91
SHOCK(4) -3.38

GDP PER CAPITA(4) 2.01

R INTEREST(3) -0.97
OPENESS(2) 7.23
EXCHANGE(2) 1.92
Adjust R Square 0.39
Root Mean Square Error 313.14
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I. Introduction

] Technical Barriers to Trade (TBT)

- when standards (STD), technical regulations (TR), and/or
conformity assessment procedures (CAP) create unnecessary
obstacles to trade

L] Proliferation and Diffusion of TBT: Background

- as an alternative trade policy instrument relative to tariffs and
quotas

- increasing need for quality and safety assurance of imports with
more open/engaged to trade

- enhanced interests for the quality of life such as safety, consumer
protection, environment conservation, etc.



I. Introduction

Average Applied Tariff rates, non-agricultural products (%)
* sources: Nam (2005), WTO (2015a)
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I. Introduction

L] WTO Agreement on Technical Barriers to Trade (TBT Agreement)

- aims to ensure that STD, TR, and CAP do not create unnecessary
obstacles to trade

L1 TBT Agreement: Legitimate Objectives of Technical Measures

- at the same time, guarantee rights to take measures necessary to
achieve legitimate objectives

- very broad and comprehensive, mostly not directly related to trade
policy objectives: e.g., national security requirements, protection of
human life or health, prevention of deceptive practices, etc.

- often difficult to identify the legitimacy and protective effects,
intended or not



I. Introduction

[ 1 TBT Agreement: Require Transparency (of the Process)

- notify technical content of a proposed TR/CAP at an early
appropriate stage: TBT notification

- allow reasonable time to make comments (recommend 60 or more
days), discuss and take into account

- promptly publish adopted TR/CAP
- establish enquiry point(s), provide information and assistance



I. Introduction

L1 TBT Agreement: Reflecting Dynamic Characteristics of TBT

- TBT is dynamic and often cumulative burdens with technical
progress, include relevant consideration in the TBT Agreement

- technical assistance, especially to developing country members
- special and differential treatment (SDT)

- establish a committee on TBT for the opportunity of consultation
- afford the opportunity of consultation and dispute settlement

- review annually the implementation and operation of the TBT
Agreement

- hold workshops for sharing experiences and education



I. Introduction

[ ] Information on TBT

- difficult to acquire information on TBT with divers and dynamic
characteristics

- survey of World Bank, UNCTAD TRAINS (NTMs), annual report on
trade barriers by major country

- TBT notifications: an obligation of WTO members
- need to be utilized with clear understanding on their characteristics



I. Introduction

] Tariff vs. Technical Measures/TBT Notifications

- tariff in itself is a trade barrier, no further practical impacts on market
access nowadays

- however, not every technical measure or TBT notification of
TR/CAP is a trade barrier/TBT

* e.g., harmonized STD or TR may reduce costs of trade and
iIncrease trade volume

- market access will be denied if a certain technical measures is not
fulfilled

- TBT might have more distortionary effects against developing
countries

* frequency indexes, based on TBT naotifications, need to be
complemented by further information



I. Introduction

[ This study is
- to overview TBT with WTO discussions during 1995-2014

- to analyze TBT notifications with specific trade concerns and
dispute cases

- focus will be on the Asia-Pacific region/APEC member economies
- to identify characteristics, if any, of APEC for regional cooperation



II. WTO TBT Notifications

[ | Bases in the TBT Agreement
- an obligation of all WTO members

- technical content of a proposed TR/CAP should be notified at an
early appropriate stage

- need to allow reasonable time for making comments (recommend
60 or more days)

[ ] Characteristics
- a gateway to introduce a new TR/CAP or amendment

- an ultimate information on TBT trends, but important to understand
them as potential TBT, not TBT itself



II. WTO TBT Notifications

] Increase and Diffusion of Potential TBT

- number of new notifications increased from 364 in 1995 to 1,535 in
2014

* 23,413 total notifications: 18,886 new notifications, 4379 addenda
and corrigenda, 148 revisions during 1995-2014

- developing countries (including LDCs) explain about 83.3% in 2014,
increased from 20.6% in 1995

- rather evenly distributed by region in 2014 from 99.7% explained by
Europe, Asia, and North America in 1995

- by country, 10 active members explain 45.1% (of total notifications
during 1995-2014)

*US, EU, Brazil, China, Israel, Canada, Mexico, Japan, Saudi
Arabia, and Korea



II. WTO TBT Notifications

Source: WTO (2015b)



II. WTO TBT Notifications

| Relative Increase of CAP Related Notifications
- explain 14.3% of total notifications in 2014 relative to 6.1% in 1995

- test and certification procedures become more important as
potential TBT

] By Stated Obijectives of Regulation

- concentrate on the protection of human health or safety (explains
48.8% in 2014) followed by prevention of deceptive practices
(15.5%), protection of the environment (12.5%), consumer
information (4.8%) in 2014, and their shares are increased relative
to the whole period of 1995-2014

- the shares of quality requirements (8.9% in 2014), lowering or
removal of trade barriers (2.3%), and trade facilitation (0.9% in
2014) are relatively small, and decreased compared to 1995-2014,
respectively



II. WTO TBT Notifications

Source: WTO (2015b)



II. WTO TBT Notifications

[ 1 By Product
- TBT notifications are quite spread over various products

- electric and electronic equipment, measuring and precision
instruments (19.7% during 1995-2014), agricultural and fishery
products, foods (19.5%), chemical products (15.5%), machinery
(11.5%) have relatively large shares

- developed countries have relatively large shares in transportation
equipment, chemical products, toys and furniture

- whereas developing countries have relatively large shares in steel
and metal products, mineral and wood products, textiles and
apparel, electric and electronic equipment, measuring and
precision instruments



II. WTO TBT Notifications

L1 Average Comment Period

- recommend to provided normally 60 days or more (encourage 90
days or more)

- in 2014, average comment period of specified in 1,345 new
notification was 60.0 days, gradual progress from 46-47 days in
1996-1999

* however, 190 notifications (12.4% of new naotifications) didn’t
specify, stated as non-applicable, or comment period has lapsed



II. WTO TBT Notifications

Source: WTO (2015b)



III. Specific Trade Concerns

1 Specific Trade Concerns

- what WTO members raised issues at the TBT committee meetings
for trade related technical measures of other members

- STCs are closer to actual TBT and can complement TBT
notifications

L] Number of STCs (WTO, 2011)
- 317 STCs during January 1995 and June 2011

- among them 165 STCs (52.1%) are related to APEC member
economies as maintaining side of technical measures

* APEC members are relatively active users of TBT

(APEC explains 47% of world trade in 2012, 38.3% of WTO TBT
notifications during 1995-2014)



II. WTO TBT Notifications

Source: WTO (2015b)



III. Specific Trade Concerns

[ 1 By Type of Concerns

- further information and clarification (24.1%), unnecessary barrier to
trade (21.3%), transparency (17.1%) are the most frequent
concerns

- some STCs are specifically developing country concerns such as
special and differential treatment (1.3%), technical assistance
(0.7%)

* more than one type of concerns may be raised for each STC

- APEC members, as the maintaining side of measures, have very
similar distribution by type of concerns as the world total



II. WTO TBT Notifications

Source: WTO (2015b)



III. Specific Trade Concerns

1By TR or CAP

- about 70% of STCs are related to notified measures (to the WTO
TBT Committee)

* the rest 30% is related to non-notified measures

- for notified measures, about 88% (including 2% of notification with
urgent problems) related to TR and about 12% (including 1% of
notification with urgent problems) related to CAP

- APEC members have somewhat (even though not so significant)
larger share of CAP related measures (14%) and notifications with
urgent problems for both TR and CAP (4% and 2%, respectively)



III. Specific Trade Concerns

[ ] By Number of Meetings Raised the Same STC

- about 64% of STCs are raised in 1 or 2 times of the WTO TBT
Committee meetings, 24% in 3-5 times, and 12% in more than 5
times

* therefore. about 64% of STCs might have been resolved within a
year, about 88% within two years

- relatively early resolution of APEC related STCs, about 70% within
a year, about 93% within two years



III1. Specific Trade Concerns

L1 By Stated Obijectives for the Measures

- protection of human health and safety (29%), environment
protection (15%), not specified (14%), prevention of deceptive
practices (11%), other (11%) have relatively large shares and
explain about 80% in sum

* in contrast, TBT notifications are more concentrated on a single

objective, protection of human health and safety (about 48% of
notifications during 1995-2014)

- for APEC members, as the maintaining side of measures, reveal
quite similar distribution as the world as a whole with somewhat
larger shares for prevention of deceptive practices (12%), quality
requirement (7%) and somewhat smaller shares for protection of
human health and safety (26%), harmonization (2%)



III. Specific Trade Concerns

[ ] By Region and Member

- overall, STCs are rather evenly distributed among regions and
members except Africa and Carribean countries

- no STCs were raised for technical measures of LDCs

- by member, STCs are quite concentrated in some members: EU
(20.2%, 64 STCs), China (12.3%, 39 STCs), US (11.0%, 35
STCs), Korea (7.9%, 25 STCs) explain 51.4% in total



III. Specific Trade Concerns

[ 1 By Commodity

- agricultural and fishery products, foods and beverage explain the
largest share (39%) followed by electric and electronic equipment
(14%), chemical products (13%), and transportation equipment
(12%)

- machinery explains the smallest share (1%)

* compared with those of TBT notifications during 1995-2014,
agricultural and fishery products, foods and beverage has much
larger share (20% for TBT notification) but machinery has much
smaller share (12% for TBT notification)



III. Specific Trade Concerns

[ 1 By Commodity (continue)

- APEC members have quite similar shares by commodity to those of
the world as a whole

* APEC developed economy members have relatively larger shares
in agricultural and fishery products, foods and beverage (44%),
furniture, toys, sports requisites, miscellaneous manufactured
articles (11%) whereas APEC developing economy members have
relatively larger shares in electric and electronic equipment (20%),
chemical products (19%)



IV. Dispute Cases

[ ] Dispute Settlement

- “a dispute arises when a member government (complainant)
believes another government (respondent) is violating an
agreement or a commitment that it has made in the WTO”

- members are responsible for settling dispute through the Dispute
Settlement Body

[ ] Dispute Cases

- 50 TBT Agreement related dispute cases, about 10.2% of total 488
cases around the WTO during 1995 and 2014

- APEC members as respondents explain 24 cases (48%) of TBT
Agreement related dispute cases



IV. Dispute Cases

[ 1 By Respondent WTO Member

- concentrated in five members and explain 88% of total: EU (20
cases), USA (11), Australia (5), Argentina (4), and Korea (4)

- among major trading countries, China and Japan have no TBT
related dispute cases as respondent

- APEC members as respondents explain 24 cases (48%)



IV. Dispute Cases

[ 1 By Complainant WTO Member

- five frequent members explain 60%: Canada (10 cases), USA (9),
EU (5), Argentina (3), Mexico (3)

- more dispersed among WTO members compared with respondent
members

- APEC members as complainants explain 31 cases (62%) and more
cases relative to APEC members as respondents

[ ] By Commodity or Measures

- frequent in shelf life and labelling of agricultural and food products
(8 cases), agricultural and food products including wine (7), live
animal and meat (7), fishery products (6), tobacco products (6),
textiles and apparel (5)

* also related with diverse other commodities and measures



V. Summary and Implications for APEC Cooperation

[ 1 Understanding of the Characteristics of TBT and TBT Agreement

- market access banned if a certain technical measures is not fulfilled
- dynamic development and cumulative burden

- importance/obligations of transparency in technical measures

1 Utilize Information on Proposed Technical Measures
- TBT notifications and discussion process in the TBT Committee
- monitor, examine, comment, discuss and adapt in advance

[ Harmonization/Cooperation Relative to Competition/Negotiation

* e.g., average comment period is 60.0 days but about 12.4% of new
notifications didn’t specify comment period or lapsed in 2014,
about 30% of TBT STCs are related to non-notified measures

- information and experience exchange, capacity building



V. Implications for APEC Cooperation

[ ] Need to Develop a System
- including STD, TR, and CAP, especially for developing economies

- physical infrastructure (including electronic means, NSS), (legal)
institution, human capacity

* increase and diffusion of potential TBT, greater importance of CAP
relative to STD and TR

[ 1 Leading Roles of APEC
- not much APEC specific characteristics relative to global trends

- however, APEC has relatively much greater involvement in TBT
STCs (especially, CAP related and urgent problems) with earlier
resolution

- APEC is well positioned to lead cooperation in TBT with its diverse
members and institution including CTI, SCSC, SMEWG, MRA TF
in TELWG



Export Dynamics & Evolution of GVC
Participation: Firm-level Analysis of
Philippine Manufacturing Exports, 1991-2012
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Export diversification & sophistication: where are wenow?

Global Value Chains: blessing or a curse?



Global Value Chains: blessing or a curse?

Standard measures:

e Athukorala (2010) — list of Parts & Components (P&C)

* Wgnaraja, Kruger, Tuazon (2013) — more micro using WBES
e Tradein Value-Added (TiVA)



Ideally....
e Multinational Firms data + affiliates

Export Dynamics & GVCs




Ideally....
e Multinational Firms data + affiliates

N\

" affiliates

3rd
Consumer

Markets

3rd
Producer

Markets

Export Dynamics & GVCs



Problems:
* (Very) scarce data (US, Japan)
e ownership # control



DATA

Source: Philippine Statistical Authority (PSA)
Universe of Export & Import transactions data 1991-2012

- firm code, product code, destination, FOB price, freight & insurance
costs, quantity (kilos, quantity)

Firm Survey data (Annual Survey of Establishments : 1996,1998, 2001,
2003, 2005, 2008, 2009, 2010 ; Census 2000, 2006, 2012).

* Ownership, size, revenue & cost structures)
Data is cleaned: remove
* firms specializing on trading, moving, logistics, freight transport

e products: “personal & household effects of travel”

Strict Confidentiality: PSA data protocol applies
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7015 exports and 9033 Import products, 1991-2012

Export Dynamics & GVCs
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Firm Dynamics

Track entry, re-entry, exit and survival of firms
from 1991 - 2012

* Distinguish between New Entrants and Re-
entrants; resilient entrants

* |dentify one-time (year) exporters
* Distinguish exitors and permanent exitors

* Distinguish survivors and resilient survivors



Firm Dynamics

1991 1992-2012 total

New Entrants 43749 49390
5497 6332

Exitors 64946
725

Resilient firms 355 3057 3412
289 1127 1416

Export Dynamics & GVCs
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New Entrants (%) Re-entrants (%)

— / \\ 0.7 /
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ave 94 96 98 00 02 04 06 08 10 12

Entry rate = 69% (57%)
share of new entrants in the total of active firms (t-1)
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Survival (ensur) (%)
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Survival rate = 35% (54%)
share of new entrants that survive t+1
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Permanent Exitors (%) Resilient firms (%)
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Permanent exit rate (1991-07): 63% (35%) Resiliency rate (1991-07): 4% (19%)
share of permanent exitors in total exitors share of resilient firms in total survivors
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Export Dynmamics & GVCS

Stylized Facts:

1.Falling rates of new entry
(especially for manufacturing):
Weakening dynamism of
manufacturing;

2. Increasing rates of one-year
exporters;

3. Stable average survival rates,
but falling for

manufacturing;

4. Sharp rise in permanent exit,
esp. from 2003 onwards;

5. Resilient firms, mostly in
manufacturing.

18



Diversification

Stylized Fact No. 6: Falling rates of introduction of new products
by new entrants.



Decomposition of Export Growth

Continuers’ contribution to growth

A

|

entrants’ share in growth

Export Dynamics & GVCs

|

exitors’ share in growth
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stylized fact 7: growth is largely driven by intensive margins (growth of continuing firms)
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Export Dynamics & GVCs

23



What can transactions data tell us about the

nature of the country’s participation in
Global Value Chains?

e Trendsin Upgrading

e Position in the Specialization Ladder (division of
labour within the GVC)

 Impact of China



Plastics
Non-ferrous metals
Wafers

Dice

Sample



GVC Characteristics:

(Jones & Kierzkowski, 1990; Venables, 1999; Grossman & Hart, 1986) :
importance of scale economies > high degree of specialization inexports

(Coe, Yeung & Dicken, 2004): highly complex structures involving few
specialized clusters of production = concentrated intra-firm links in exports
and imports.
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GVC Stylized facts

1. Import transactions are significantly more frequent than exports but involve fewer
destinations.

2. Differences in unit values mirror comparative advantage of Philippiines in labour-
intensive products, and comparative disadvantage in higher value capital-intensive
imports.

3. Exports are relatively more spread out to more destinations ( each product : ave 18
markets); Imports are more clustered around 7 countries, on average.

4. High concentration of exports: remaining 834 export products = 88% of total
revenues.

5. GVCfirms are older (8 years on average), compared to non-GVC average ( 3 years).

6. Hardly any intra-variety trade within top GVCs.



Final Selection: 2600 firms (89% share of total X)
2284 import products
962 export products

Analyze: 4 Semiconductor sectors
4 Electronics
2 Automotive Parts
3 Garments
1 Furnitures



Comparison between:

Exports Unit Values of the Philippines Imports Unit Values of partners
Plastics
Non-ferrous metals
== = Wafers
Dice

Sample




An example

PSCC7 : 9310221

Observation: Stark difference in
transaction frequencies between

key and peripheral markets.

us =11% ™
Singapore =10%
Japan = 9%
Malaysia

Hong Kong

South Korea

Taiwan

Germany

China —

68% of all
=

) —
transactions

Export Dynamics & GVCs
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Philippine Export unit values

Import unit values
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Case of Semiconductors (9310221) : Comparison between broad and narrow estimatesof

unit values
= Y1 == AVE — Y2012
8000 8000
7000 7000 A

6000 6000 /

000 o IS\
~ /] \
3000 3000 \/ \
2000 /\ A\ 2000

1000 @% —

O T T T T T T T T T 1 0
AVE US SNG JPN MYS HK KOR TWN CHN* PH AVE US SNG JPN MYS HK KOR TWN CHN PH
Broad view: all top imports Narrow view: Only imports of 9310111 &
9310119
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Y1 == AVE Y2012
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Y1 == AVE Y2012
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Y1 == AVE Y2012
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Has ASEAN Regional Cooperation
changed its concentration of trade with
APEC?

Dr. Marissa Maricosa A. Paderon
Assistant Professor
Ateneo de Manila University




Outline

Overview of ASEAN and regional cooperation
ASEAN and APEC

Intra-regional Trade

Bilateral ASEAN-APEC Trade

Trade concentration between ASEAN and
APEC: 1995-2013

Trade Entropy Index

Bilateral Concentration Indices

Bilateral Trade Intensity Index
Conclusions




Overview of ASEAN and Regional
Cooperation

« ASEAN from 1967 — 1975

- PTAIN 1976

« Asian Financial Crisis and ASEAN: 1997-98
« ASEAN Economic Community in 2015
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Milestones of ASEAN Economic
Cooperation

Hin — Framewaork
N le

Hanoi Investment ic

| Framework (H mun

In ic in mun
un B nt 5

Source: Fig.1.1, ASEAN 2030: Towards a Borderless Economic Community, Asian
Development Bank Institute, 2014.




ASEAN ‘centrality’ in regional
cooperation

- ASEAN Regional Forum (1994): peace & security
- ASEAN + 3: economic cooperation
« ASEAN +1 FTAs: bilateral agreements
s China (ACFTA in 2002)
= Japan (AJCEPA in 2003)
= Republic of Korea (AKFTA in 2005)
= Australia and New Zealand (AANZFTA in 2009)
s India (AIFTA in 2009)
« East Asia Summit (2005): dialogue &
partnerships




ASEAN centrality in interregional groups

* Australia

* Mongolia

of Korea

* Pakistan

* Sri Lanka

* Timor-Leste

New Guinea

ARF = ASEAN le's lic of China,
and the

lic.

Source: Fig.5.1, ASEAN 2030: Towards a Borderless Economic Community, Asian Development Bank Institute, 2014.
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ASEAN centrality in trans-regional
groupings

FEALAC

® Psople’s

of China e Canada

= Viet Nam

e ao PDR APEC

=it/ - China

® Pakistan

e |ndonesia

® Taipei,China

e Thailand e Phi

e |ndia

- New Guinea

= ! = cTI e Solomon Islands
- ladesh e Timor-Leste

e Sri Lanka

of | Initiative for Multi
| = Coral le
Lao
Note: The Brazil,
Dominican Ecuador, EI S Guatem Honduras, Panama,

Source: Fig.5.1, ASEAN 2030: Towards a Borderless Economic Community, Asian Development Bank Institute, 2014.




ASEAN in Intra-regional trade

Figure 3a. The Share of ASEAN members in Intra-regional Trade (%):1995-2013
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APEC in Intra-regional Trade

Figuregb. The Share of APEC economies in Intra-regional Trade (%)
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Share of ASEAN and APEC to each
other’s trade

Figure 4. ASEAN's and APEC's Share of Each Other's Trade; 1995-2013
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Note: Author’s estimation based on UNCTAD Statistics, 2015
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APEC is a major regional market for
ASEAN exports

Fig. 5a. Geographical breakdown of ASEAN Exports: 1995-2013
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Source: UNCTAD Statistics, 2015
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APEC as a major source of ASEAN
imports

Figure 5b. Geographical breakdown of ASEAN Imports: 1995-2003
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Source: UNCTAD Statistics, 2015
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ASEAN-APEC TRADE:1995-2013

Figure 6. ASEAN-APEC Trade: 1995-2013
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Source of basic data: UNCTAD Statistics, 2015
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Top APEC economies trading partners
of ASEAN: 2013

« EXxports « Imports
= China (12.1%) s China (16.5%)
= Japan (9.7%) = Japan (9.1%)
s USA (9.1%) s USA (7.3%)
= Hong Kong (6.4%) = Singapore (6.8%)
= Malaysia (6.4%) = Korea (6.3%)
= Singapore (5.3%) = Malaysia (5.9%)
= Indonesia (5.2%) = Chinese Taipeli (5.1%)
= Korea (4.2%) s Thailand (4.1%)
= Thaliland (3.1%) = Australia (1.8%)
= Vietnam s Vietham (1.5%)

= Philippines (1.5%)
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Product composition of ASEAN trade
with APEC:2013

Figure 7. Sectoral composition of ASEAN Trade with APEC, 2013
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= ASEAN 7 EXPORTS to APEC

=« ASEAN 7 IMPORTS from APEC




|
ASEAN and APEC Trade Entropy Index

2002 (AFTA) 0.20 0.20
2005 (ASEAN +1 FTAs) 0.20 0.21

2009 (ASEAN+ 0.23 0.22
ANZ/INDIA)

2010 (ATIGA) 0.22 0.21
2011 0.23 0.23
2012 0.22 0.23
2013 0.22 0.23

Note: Author’s estimations based on UNCTAD Statistics online database
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ASEAN bilateral concentration index
with APEC:1995-2012

Figure 9. Normalized Herfindahl indices of ASEAN with APECTrade: 1995-2012
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Source: UNCTAD Trade Statistics online database
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Bilateral trade intensity index

Bilateral Trade Intensity Index

2002 (AFTA) 1.67
2005 (ASEAN +1 FTAs) 1.72

2009 (ASEAN+ ANZ/INDIA) 1.62

2010 (ATIGA) 1.56
2011 1.58
2012 1.56
2013 1.57

Note: Author’s estimations based on UNCTAD Statistics online database.
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Trends in ASEAN Exports to APEC

Figure 9a. Percentage changes of ASEAN exports to APEC: 1995-2013

250.0

200.0

150.0

100.0

50.0
0.0 7
1995-2002 2002-2005 2005-2009 2009-2010 2010-2011
-50.0

= Brunei == Cambodia === Indonesia =—==Lao DPR =—=Malaysia

== Myanmar === Philippines == Singapore = Thailand Vietnam




|
Trends in ASEAN Imports from APEC

Figure 9b. Percentage changes of ASEAN imports from APEC: 1995-2013
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Conclusions

- ASEAN trade with APEC more concentrated
across the years of regional cooperation.

s trading of ASEAN is restricted only to a small
number of APEC economies as evidenced by the
almost constant low values of trade entropy
Indices for exports and imports.




« Normalized Herfindahl-Hirschmann Index:

s Exports of ASEAN with APEC were concentrated in a
few products or export sectors revealed by higher
Indices on export side from 1995 until 2000 .

= Concentration level shifted to higher indices of import
side from 2001 to 2003; and tapered off onwards at
almost the same values with those of export side.

- As ASEAN integrates internally with its members and
externally with bilateral partners in East Asia (ASEAN +1
FTAs), ASEAN’s trade with APEC was becoming
dispersive rather than less concentrated in a few sectors.




» Bilateral trade intensity index:

o pilateral ASEAN-APEC trade iIs intensive from
1995 to 2005 (ASEAN established ASEAN+1
FTAS).

= bilateral trade indices remained greater than ‘1’
meaning bilateral trade intensity was greater than
expected but at a declining trend
- may imply that ASEAN might have traded more

Intensively with other countries than APEC
economies.




- Exports of ASEAN APEC generally positive but at a decreasing
rate, meaning ASEAN export products are destined to
markets other than APEC economies, a trade diversion effect.
= Intra-ASEAN trade grew by 27% in 2000; 32% in 2010 after
the CEPT fast track program and the ATIGA, respectively,
Indicating trade creation effects of ASEAN integration.

= Yet, APEC remains a major market destination of ASEAN
exports as evidenced by high country concentration of
exports to APEC. APEC’s share to ASEAN exports
accounted for an annual average of 74.3% of total ASEAN

exports from 1995 to 2013.




« More dynamic import trading relation between APEC &
non-APEC economies Lao PDR, Myanmar and
Cambodia

« Imports of ASEAN to APEC generally rising until 2005
(AFTA fully implemented), while share of APEC to
ASEAN imports slowed a bit in same period.

« After ATIGA implementation in 2010, imports of ASEAN
to APEC dropped by 25% from 45% in 2009 (mainly due
to the US Financial Crisis). It recovered in 2010 but
slowed down onwards. Share of APEC’s to ASEAN’s total
Imports stood at 82%

= indicating APEC’s exports highly depend on the changes in
the demand of the ASEAN market and shocks affecting
Imports and supply of exports.




- The above findings suggest that effects of
ASEAN regional cooperation on trade
concentration with APEC seem restrictive to a
few APEC economies but trade has been
dispersive In sectors.




Thank you




Session on Trade and investment Patterns: Global Value Supply Chains?

I am much honored to be in a panel of seasoned economists. The four papers gave different angles on the
issue of trade patterns and investment flows and the papers reflect the evolution/changes of/in
international trade in the region. The presentation were a mixed of general to specifics from firm level to
regional institutions. This particular session has provided a narrative of regional integration process by
elucidating on trade and investment patterns.

The first presenter gave an overview of the ASEAN economic cooperation including the inception of region
wide initiatives including inter regional groupings such as APEC and the ASEM. It highlighted the formation
of East Asia production network and chains and affirmed the centrality of ASEAN in Asia’s economic and
institutional architecture--illustrating that economic cooperation is a long arduous process. The study
showed progress in trade between the ASEAN and select APEC countries using various indices/indicators
to measure trade flows showing among others trading of ASEAN is restricted only to a small number of
APEC economies and declining trend using bilateral trade intensity index. However, given the findings of
her study what policy gaps does it address? How will these improve governance particularly in improving
value chain trade in the Asia Pacific region? In other words, what these changes in trade concentration
shifts in exports and imports or findings of trade diversion, and declining trade intensity index mean to
policy framers?

Dr. Chanin compares the FDI patterns in Thailand and Vietnam. He situated the context of investment
climate and policy shifts in the last decade noting policy shift from protection to adoption of free markets.
He used the ARIMAX model to forecast value of FDI to measure FDI flows and utilizing granger causality
test and stationary test as well to examine trade patterns in Thailand and Vietnam. | would like to pose a
question on the presentation — (1) what accounts for the higher/lower of openness in both cases aside
from investment policy? What | think is another important variable is the context upon which these values
came out and maybe the presenter can consider examining this aspect as well. Given your findings do you
think Thailand needs to redefine country’s definition of FDI?

Dr. Nam’s presentation addresses the barrier to regional economic openness — the technical barriers to
trade (TBT) as we all know can limit benefits of trade. This presentation reminds us about good governance
and the need to thresh out the TBT agreement and also to have a clear understanding of the contents of
the TBT. Notable in his presentation is the increased number of notification from 1995 (364) to 2014
(1535)— which he attributes to changes in regulatory environment such as supply chain connectivity in
particular market access can be affected by TBT.

The rise of value chains has indeed become the new reality of trade, but it not an easy area to study as
demonstrated by the presentation of Dr. Balaoing. Dr. Balaoing- discussed the dynamics of exports and
GVCs in APEC using firm level data — looking at behavior of firm both importing and exporting behavior
with the Philippines as the particular focus. She also examined export diversification and GVCs and
locating where we (the Philippines) are now. | have two things for consideration of the author- stating
that GVCs could be a blessing or a curse; we also need to include a nuanced analysis whether it is a step

! Comments provided by Ms. Maria Anna Rowena Luz Layador, Foreign Service Institute (FSI) of DFA



backward or progress in the supply chain connectivity. The data is so rich and | congratulate your team
for coming up with this study- and thus my second question is: what cause the incidence of churning
particularly the exit part?

Given that our session is on supply chain connectivity - How do we relate trade patterns and investment
flows that were enumerated in this session to supply chain connectivity? | agree with our session Chair
that discussion on reduction of trade costs and regimes are likewise important for trade facilitation or
value chain facilitation. Moreover, clear investment rules for smooth operation of value chains are
contributes realizing full benefits of value chains. Nam’s presentation is also instructive because he tells
us that there is a need to do something about the regulatory environment, but maybe we can also include
physical connectivity into the discussion.
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1. Has ASEAN Regional Cooperationchanged its concentration
of trade with APEC?
By Dr. Marissa Maricosa A. Paderon

Key points:
Overview on evolutions on ASEAN & APEC

Paper examines how the concentration of trade
between the ASEAN & APEC has changed and deepens
its regional integration. (Geopolitical ASEAN)

Uses various trade concentration measures; Trade
entropy index, Herfindahl-Hirschman Index, Bilateral
Trade Intensity Index.

The study also determines the long-run trade relations
between the two regional blocs (1995-2013) to see
trade creation and trade diversion likely effects of the
ASEAN REI.



Has ASEAN Regional Cooperation changed its concentration of
trade with APEC?
By Dr. Marissa Maricosa A. Paderon

* Paper also studied the comparative sector
composition of ASEAN trade with APEC.
ASEAN trade is categorized into ASEAN 10 and
the ASEAN 7 to distinguish trade of ASEAN
countries part of the APEC.

* Using an ex-post analysis approach, the
integration level and bilateral trade intensity

of ASEAN trade with APEC have been
estimated for selected years.




Has ASEAN Regional Cooperation changed its concentration of
trade with APEC?
By Dr. Marissa Maricosa A. Paderon

 Solid conclusions:

* ASEAN trade with APEC is less dispersed acrossthe
years of regional cooperation

* Implying that trading of ASEAN is restricted only toa
small number of APEC economies.

 findings suggest that effects of ASEAN regional
cooperation on trade concentration with APECseem
restrictive to a few APEC economies, but trade has
been dispersive in sectors.



2. Foreign Direct Investment Leading Indicators
the case study of Thailand and Vietnam
Dr. Chanin Mephokee

Key points:

FDI patterns in Thailand and in Vietham is
explained using ARIMAX model for 20 years

Also it forecasts the value of FDI in these two
countries

Granger causality test — 7 variables (GDP per cap,
real interest rate, degree of openness and
exchange rate)

FDI inflow as % of GDP constant for Thailand (at
level 3%); Vietnam — increased appx. 9 folds



Foreign Direct Investment Leading Indicators
the case study of Thailand and Vietnam
Dr. Chanin Mephokee

* The study finds that GDP has no effect on the

FDI, on the contrary, the change in FDI would
affect GDP.

* Since production costs in Vietham are
relatively lower than those in Thailand, the FDI
in Vietnam would focus more on export-base
projects.

 Comment: Useful results for policy
implications for the seleced countries



3. WTO Discussions in Technical Barriers to Trade and Implications for Asia-Pacific
Regional Economiclintegration
by Dr. Nam Sang Yul

* Paper argues the NBTs becoming more
important then tariffs.

* Becoming important means to control
international trade than ever before.

 NTBs/NTMs include quantitative restriction
(quota) and prohibition, customs procedures,
pre-shipment inspection, sanitary
requirements, goods standards and technical
regulations, etc.



WTO Discussions in Technical Barriers to Trade and Implications for Asia-
Pacific Regional Economic Integration

* In the paper TBT is measured in terms of number
of notifications of technical regulations to the
WTO.

* The trends and characteristics of TBT can be best
identified and evaluated by the notifications,
especially, specific trade concerns (STCs), in the
WTO according to the TBT Agreement.

e study analyzes the trends and characteristics of
TBT by the notifications and STCs among the
APEC economies.



4/ Firm-level Analysis of the Trajectory of Philippine Export Growth
and Upgrading from 1991-2012
Annette Pelkmans Balaoing

* Used a novel methodology and the universe of
firm-level transaction data from 1991-2012,

this study examines the dynamics of
Philippine exports in APEC markets by tracking

the entry, exit and survival of firms.

* Very interesting micro level study using some
empirics.



Firm-level Analysis of the Trajectory of Philippine Export
Growth and Upgrading from 1991-2012

Findings: Empirical regressions show that export u
nit values tend to fall with import content but rise
with import unit prices. Export prices are lowest a
mong Filipino-owned firms and highest for those
with US participation.



Comments on papers:

* |n all presentations and papers are excellent
inputs and definitely make their contributions
to regional integration in APEC region.

* FDI, Trade, NTBs, Firm level exports are all
very relevant issues for GVC.

* Especially Dr. Annete Pelkmnas and Chanin
Mephokee’s papers can be used for policy
implications for those selected countries in
the study.



Commenton TBT

e Study is based on WTO TBT notifications, but in
some cases, some developing countries do notify
to WTO about their new technical regulations
due to capacity. Therefore, WTO notifications can
not fully represent the information on TBT
measures.

* Paper can be a solid background material for
other descriptive and empiric studies which uses
Indexes on trade costs, logistics and
restrictiveness indexes .
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SMEs in Japan



SMEs in the People’s Republic of China

ltem 2007 2008 2009 2010  2011*  2012*
Number of SMEs

SMEs (number) 333,858 422,925 431,110 449130 316498 334,321
SMEs to total (%) 99.1 99.3 99.3 99.2 97.2 97.3
Employment by SMEs

SME employees ('000) 60,521 68,671 67.877 72369 59357

SMEs to total (%) 76.8 777 76.9 75.8 64.7

SME Exports

SME exports (CNY billion) 4303 4773 4152 4919 4142 4423
SMEs to total exports (%) 58.6 57.9 57.6 54.7 416 415



Indonesia: SME contribution to GDP
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MSME = micro, small, and medmm sized enterprise.
Note: Data include micro enterprises.

Source: Ministry of Cooperatives and SMEs of Indonesia.



Small and Medium Sized Enterprise
(SME)
Venture business
Toyota, Honda, SONY, Seven-Eleven
HONDA had no support by the government
HONDA could not borrow money
M-bank made loans to HONDA.
How to finance start-up business ?
Human capital development in SME



Asian Financial Markets’ Main Features
1. Bank-dominated financial system

2. Small share of bond markets --->
Needs for long term financing

3. Lack of long-term investors such as
pension funds and Life insurance

4, Bench mark bond market (soverign bond)
Infrastructure bond, corporate bond
5. High percentage of SMEs

6. Large share or Microcredit (finance
companies); Lack of venture capital



High share of Deposits and Insurance
- J |

Diversification of Households’ Asset Allocation

Figure: Financial Asset Allocation of the US, Japan and Germany (Yen trillion)

Source: Yoshino (2013)



Large share: Deposits, Insurance and Pensions

-1 |
Diversification of Households’ Asset Allocation

Figure: Financial Assets Held by Households in Japan

Source: Bank of Japan (2014)



Accumulation of Assets by Old Age

- J |
Required Reforms with Respect to Aging Population

Figure: Financial Assets of Japanese People by Age (Yen 10,000)

Age Deposits Insurance Securities Others Total
Average 635 303 179 52 1169
20 years 266 26 40 10 342
30 years 298 122 77 40 537
40 years 355 241 85 62 743
50 years 533 344 126 65 1068
60 years 811 409 276 43 1539
70 years 1035 333 287 52 1707

Source: Bank of Japan (2014)



Where do Asian savings go?

10



Access to Finance by SMEs and
Large Firms in Japan

11



Analytical Framework for
ASEAN SMEs

1. Human resource development
(skills, entrepreneurship)

2. Financial market development (SME financing)
3. Technology policy and R&D

4. Marketing SMEs products and services
(market access)

Ysue = A* F(N, K) where (K= Kp+ Kg)
K, = Banks, Bond Markets, Stock Markets, Own Capital
Kg = |nfrastructure

Also Important
Business-enabling environment and entry barriers for new firms
Presence of industrial clusters/production networks
Networking and dissemination of information 12




Barriers for SMEs in Accessing
Financial Institutions

Source: ADB-OECD study on enhancing financial accessibility for SMEs: Lessons from recent crises.
Mandaluyong City, Philippines: Asian Development Bank, 2013

13



Borrower, Lender and Market

Borrower Lender
SMEs Banks

Individuals MicroCredit

Information Asymmetry
Especially SME market .




Four Accounts by SME

1, Account to show Bankers

2, Account to show tax authority
3, His own account

4, Account to show to his wife

15



Discussions

1, Long term financing to corporations
Large corporations

2, large companies can access to bond
market

3, SMEs and venture businesses
who will provide long term funds ?
4, Evaluation of risks of SMEs

5, SME database, CRD in Japan
6, Hometown investment trust funds



Keeping books by SMEs

<Financial statements>
(i) Cash & deposits
(ii)) Amount of Sales
(i11) Inventories
(iv) Buying price
(v) Amount of goods laid in
(vi) Various costs
Equipment and Personal costs
(vii) net profits



Financial Planning for SMEs

(i) Education for SMEs

(ii) Japan’s Banks provided
consultation services to SMEs

(iii)) Financial Education for SMEs
—>Text book and Education training
- Book Keeping

- Data collection



Possible Solutions
Start up businesses

Hometown Investment

A Stable Way to Supply Risk Capital

Yoshino, Naoyuki; Kaji Sahoko (Eds.)
2013, IX, 98 p. 41 illus.,20 illus. in color

Available Formats:

ebook
Hardcover



Bank-based SME financing and
regional financing to riskier borrowers

1. Bank Loans to relatively safer borrower
2. Hometown Investment Trust Funds/

E-Finance, Internet financing

Banking Depositors
Account <

Hometown
Investment

Trust
Funds

Riskier

Borrowers




E-banking, E-commerce

Trade Credit
high cost of sending money to overseas
New Entry to Transaction service
traditional banks are so expensive
SONY and YEON retail store enter the business
Finger print identification by mobile phone
Individual identification - SS number
Start up Business --- Internet disclosure

21



Investment in SMEs and start up businesses



23
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5.B Credit Risk Database of Credit Guarantee



Analysis of SME credit risk
using Asian data

= Selection of the variables
= Principal Component Analysis
= Cluster Analysis



Examined Variable



Cluster analysis:
the average linkage method

Dendogram Using Average Linkage



Factor Loadings of Financial Variables
after Direct Oblimin Rotation



Credit Rating of SMEs using Asian Data

(i) Sales

(11) Assets

(iii) Liquidity (Cash)
(iv) Total Debt

30



Grouping Based on Principal Component
(Z1-Z2) and Cluster Analysis



Thailand SME Data Analysis

Data and Variables

We use Commercial Credif Scoring Data 2015, from Neational Credlt

Bureflu of Thailand. The dataset contains 1 million obtservatlons

simplicity we select 20 000 random observations. The following tab e

80% altns the variables we make use of and their correspondlng
efinitions.

No. Symbol Definition

1 T loans Total Loans

2. Ini_amt Credit Limit

3. Past_due Overdue days

4. Past_amt Past Due Amount

9. Out_amt Outstanding Amount32



We used Direct Oblimin rotation. This method helps to obtain
non-orthogonal (oblique) solution in which factors are allowed
to correlate. In order to interpret the revealed PCA
information, we need to analyze the pattern matrix.

Eigen % Cumulative
Component Values Variance Variance %
z1 1.005 20.103 20.103
z2 1.002 20.047 40.149
73 1.001 20.026 60.175
74 996 19.928 30.103

Z5 9935 19.897 100.000 s




Principal Components

Component
Variables 71 72 23
ni_amt 0.782 0.005 0.275
Past_due 0.621 -0.006 -0.413
Past_amt -0.040 -0.709 -0.139
Out_amt -0.039 0.708 -0.142
T loans 0.060 -0.004 0.847
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Credit Rating for SMEs
by Use of SME Database

1, Credit Rating is only applicable to large
companies

2, Credit Rating for SMEs based on SME Data

3, Three ranking of SMEs (Asian country)
Five ranking of SMEs (Japan’s case)

4, SME data can produce default risk ratio

5, Risk based Interest rate

36



Financial Education for SMEs
Education Program and Textbooks

1, Financial Planners Association
Individual Borrowing

2, Central Bank of Japan
Text books, Educate School teachers
Regional Education Program

3, Various Financial Associations
Bankers Association, Stock Exchange

37



Credit Guarantee Mechanism

I
1, Credit Guarantee System
100% guarantee
Partial guarantee (80%, 20%)
2, Differential guarantee ratio to each bank
based on their past performance
3, How to avoid moral hazard ?
4, To reduce information asymmetry
5, Temporary downturn of business
6, Structural downturn of business

7/, Costs and Benefits of Credit Guarantee s



Optimal Credit Guarantee for SMEs



Regulation of Money Lenders in Rural Regions

I
1, Money lenders, Interest rate = 96% in Japan

2, License --- Banks
Registration --- Finance companies
3, New Finance Company Law
(i) Highest interest rate = 20%
(ii)) Amount of borrowing < 1/3 of Income
(iii) Minimum Capital requirement
(iv) Paper test to run business
(v) Self regulatory organization was set up
two steps of monitoring and supervision
(vi) Consumers’ complaints (hotline)
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Structure of Study

Characteristics of SME
Financing
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. Background



Background

€ SMEs are known to play a crucial role in sustaining economic growth.

= Generating technological advances in the process of commercializing
Innovative business ideas

= Job creation, etc.

€ At the same time, SMEs in most countries also experience far greater
constraints in gaining access to finance, due in large part to large firms.
» Information Asymmetries

= Agency Cost
» Financing gap for SMEs

€ ASEAN community’s financial integration and economic cooperation
among ASEAN+3 will likely expand access to finance for SMEs in Asia.



Background

€ Questions

= Are SMEs competitive in the ASEAN market? What are their contribution to
countries?

= Could financial cooperation ease financing constraints faced by SMEs?

= What avenues of funding exist for SMEs, and which of these are suitable for
ASEAN+3?

« Necessary to study the experience and lessons of EU’s policies regarding
SME financing



Macroeconomic Environment

< GDP growth>

< GDP per capita of ASEAN>
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Macroeconomic Environment

< GDP growth of ASEAN+3 and others>

Source: National Economic and Social Development Board(Thailand),
Department of Economic Planning and Development (Brunei),
BOL(Lao), IMF



Status of SMEs In Asia

Table 1: SME Statistics in East and Southeast Asia

East Asia

Japan 99.7 [06] 69.4 [06] 47.7 [08]*
Korea, Rep. of 99.9 [09] 87.7 [09] 47.6 [09]
China, People’s Rep. of 99.0 [08] 75.0 [08] 58.5 [08]
Southeast Asia

Brunei Darussalam 98.4 [08] 58.0 [09] 22.0 [09]
Cambodia 98.5 [09] - 85.0 [08]
Indonesia 99.9 [09] 97.0 [09] 56.5 [09]
Lao PDR 99.8 [06] 83.0 [06] -
Malaysia 99.2 [10] 59.0 [10] 31.9 [10]
Myanmar 92.0 [07] - -
Philippines 99.6 [09] 63.2 [09] 35.7 [09]*
Singapore 99.4 [05] 62.3 [05] 46.3 [05]
Thailand 99.8 [10] 78.2 [09] 36.7 [10]
Viet Nam 97.4 [07] 77.3 [02] 26.0 [07]

[ 1 = year of latest available data, GDP = gross domestic product, SME = small and medium
enterprise.

* % of total manufacturing value added.

Note: SMEs are defined by national firm classification in their respective host countries.

Sources: ADB; ADBI; ASEAN Secretariat; ASMED (Viet Nam); DTI (Philippines); JODC (Japan); JSBRI
(Japan); NSDC (Malaysia); SBC (Republic of Korea); SMBA (Republic of Korea); and SMRJ (Japan).
Re-Quotation of Shinozaki(2012)



Macroeconomic Environment

< Gross Capital Formation of ASEAN>
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Financial Market Status

< Financial Market Size: Domestic

< Domestic Credit in ASEAN>
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Bank Assets, Stock Market Capitalization, and Bond Market
Capitalization in ASEAN+3 Countries, 1997 and 2012 (% of GDP)

1997 2012
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Development of Financial market in ASEAN

€ Relationship between supply and demand for funds

« A simple regression analysis for 111 countries produced the
following results.

(Outstanding balance of banks’ private sector loans and gross stock market
capitalization in 2000-2012)
= - 22.5733 + 6.991x(gross capital stock formation in 2000-2012) +

(error term)
(-0.34) (6.68)

RMSE=803.85, R?=90.08, N=110
t-values are in parentheses.



Efficiency of Financial Market

€ Relationship between supply and demand for funds

= As shown below, all ASEAN members except Singapore and Malaysia are
situated beneath the regression line

» These points mean shortages in those countries of financial investment that
leads to real business investment.

» fine-tuning of regression specifications taking a couple of variables that can
affect these results into consideration is needed to improve
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I1. Financial Integration and SME Financing



Main Characteristics of SME financing

€ SMEs at early stages of development (or start-ups) have risk profiles that
favor equity financing or financing through the capital market

= For this to work, however, the “law of large numbers” must apply
» This method of financing is not appropriate for small markets

= Therefore it will work best in the US

€ When the above conditions don’t hold, two alternatives are possible



Main Characteristics of SME financing

€ Option 1 Realize the law of numbers in an inter-temporal way.

» E.g. investing in 5 firms per year for 100 years with the expectation that one of
those 500 firms will succeed (requires patience on the part of investors)

* In US, it is possible to invest in 500 firms at once, with expectation of one firm
succeeding within a five-year horizon

= Difficult to do with private capital
» Policy lending program (or Government credit) is therefore necessary

= |tis typical European-style policy financing

€ Option 2 Try to expand the financial market through financial
cooperation.
= For this, establishing universality of contracts through economic integration
Is needed. Universality of contracts mean equal protection of property rights
for incoming foreigners who enter into contracts in the host country. In this
case, capital inflow also needed from countries outside integrated economic
block.



I1l. SME Financing in EU



Characteristics of European SME support Policy

€1980s

= Community-wide SME support policy was launched without
enthusiasm for such policy in the EU and without even definition
of SMEs among countries.

= The EU’s policy objectives were also too narrow and lacked focus
for SMEs.

€4 1990s

= EU adopted concrete objectives including the streamlining of
administrative and regulatory environment.

€ 2000s

= Although concrete policy tools remained largely, the policy
objective shifted from job creation to innovation.

= EU support in the form of debt financing still prevailed from
2007 to 2013, but post-2014, emphasis has been placed on
market-based financing including equity financing



Structure of EU’s SME financing support

€ EIB aims to implement the EU’s SME Initiative through
Its SME support programs, and thereby to make a
positive impact on the financial economy and the real
economy.

€ EIF guarantees

= EIF was funded and started providing venture capital to
European businesses in 1997 and majority of EIF was owned by
the EIB(European Investment Bank).

* EIFis 62% of shareholders and EC is 30%, 24 public and private
financial institutions hold the remaining 8%.

= EIF has the competitiveness & innovation programme(CIP
SMEG) , the risk-sharing instrument(RSI) for innovative and
research-oriented SMEs and small mid-caps, and progress
microfinance to support micro-enterprises and the social
economy.
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Lessons from EU

€ The experience of the EU points to the need for Non-
bank financing schemes to supplement bank financing
for SMEs

€ Capital market is useful for high-end SMEs and also
help to support for the venture capital industry
= EIF is also shifting its focus from providing early-stage

guarantees to developing various capital market-based
Instruments for SMEs.

€ In most middle income Asian countries, the SME equity
market has yet to be developed, but there are signs that
SMEs are seeking a funding alternative to banks

€ In the early stage of financial cooperation, EIF-style
guarantees may be suitable for Asian markets.



V. Policy Suggestions



Issues to be Discussed

A. Cost of equity-financing for start-ups or innovative
SME:s is very high. So, Does “Cost of equity-financing’
change due to integration?

B. How does Financial Cooperation in ASEAN+3 ease
financing constraints for SMEs ?

C. What problems could be raised by an ASEAN+3 SME
financing support program similar to EIB’s (such as
EIF)?

D. What are constraints of market-based instruments for
SME finance?

5



Capital Market Integration

€ Change in cost of equity due to integration
"= Local CAPM vs. ASEAN+3 CAPM for stock pricing

Change in cost of equity and bond due to integration
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How does financial cooperation in ASEAN+3 ease
financial constraints for SMES?

A. Financial cooperation facilitates “Cross border
fundraising and investment” and thus SMEs can
access more varied funding sources.

B. financial cooperation expedites “Market access by
financial intermediaries” and makes risk sharing from
portfolio diversification, market expansion, and
efficiency in resource allocation.



What problems could be raised by ASEAN+3 SME
financing support program similar to EIB’s?

A. Since the size of the fund will likely be small, countries
outside ASEAN+3 will need to join. How far to allow
shareholder status? Would there even be countries
willing to participate?.(the outlook becomes much more
positive if the potential pool of participating countries is
expanded to APEC)

B. Who will be the lender of last resort in the event the
fund fails?



What are constraints of market-based instruments
for SME finance?

A. Impeded by Listing and compliance costs, disproportionately
high for small issuers.

= One-size-fits-all regulation and stock market structures on main
markets cannot equally serve large and small stocks

B. The degree of enforcement of those regulations is uneven
among ASEAN+3 countries.

C. Traditionally, risk appetite in the region is relatively low.

= Citizens are more inclined to save in the banking system rather
than invest in capital market products.

D. Educational gap exists
E. Limited buy-in by institutional investors and patient capital



Supplv-side Market
pPly Infrastructure

Demand-side

DEBT EQUITY

SME Securitisation, Covered Bonds,

Mini-bonds, Private Placements AUIE Gy G

Lack of infrastructure for information provision
(e.g. generalised and accessible data warehouses for credit/risk assessment)

Lack of valuable ecosystems tailored to SMEs (equity research, market makers, brokers/dealers, etc.)

Lack of standardised, L
“off-the-shell” products tailored for SMEs Dearth of liquidity
Lack of economic incentives for indispensable
Lack of performance track records, benchmarks market constltuen(mesta_rllfln_g fl's)m market models
e.g. tick sizes

Fundamental structural disavantages of small SME financing transactions
(e.g. information asymmetries, deal economics

Limited buy-in by institutional investors and patient capital

Lack of coordinated and coherent approach for the development of SME finance
by all market constituencies involve

Lack of standardised, . .
“off-the-shell” products tailored for SMEs Lack of equity culture in some parts of the world

—timited-intermatinfrastructure—————

due diligence, monitoring, modeling and .. . P
( evaluagng SME-related \%redit risk and Limited retail participation
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Educational gap: lack of awareness, understanding, financial literacy

Information paucity: limited data sharin?, insufficient disclosure of information and reporting
(e.g. financial reporting)

. Limited skills to face public market requirements
Discouraged non-seekers and scrutiny
Impaired communication channel Iink_in_F supply Disproportionate cost and listing requirements on
and demand encumbers accessibility main exchanges




Suggestions and the Way Forward

A. SMEs initiative must include both CGS-style financing
and market-based financing, and must take into
account both standard SMEs and high-growth,
Innovation-based small companies.

B. A definition of SMEs must be worked out, with unified
criteria respectively elaborated for standard SMEs and
Innovative SMEs.

=  The high-growth, innovation-based characteristics of small

companies most suited for equity market financing are not
covered by the standard SME definitions.

= |In practice, financial institutions do not in general follow
the preferred definition of national authorities when
categorizing their SME lending.



Suggestions and the Way Forward

C.

Let’s develop a PCGS-style support scheme within the
framework of APEC.

We need a centrally managed fund such as the EIF under
the EIB.

The shared purpose of PCGS needs to be clearly defined.

We need tools to evaluate the costs and benefits of PCGS,
In other words to evaluate the performance of SMEs in
different countries, and a database should also be
developed for that.



Suggestions and the Way Forward

D. Let’s establish an equity market-based support system
specialized for SMEs.
= \We need to analyze the strengths and weaknesses of equity

markets in individual countries, and explore what kind of
system we will need under financial cooperation.

* In addition, the costs and benefits of an equity market
specialized for SMEs under financial cooperation must be
examined.

* We need to design a specific market infrastructure for this
system.
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Developing and Implementing a Local
Economic Development and
Competitiveness Indicators System for
SME locators

Alvin P.Ang, Ph.D
Ateneo de Manila University



Premise

Michael Porter defines COMPETITIVENESS as based on
location and is essentially the productivity that
companies located there can achieve (Porter, 2004).

Location is the underlying source of the resources ofa
governance unit and productivity is how the unit use
these resources.

Thus, local competitiveness is how a city or a
municipality knows its resources and how it uses these to
improve its standard of living. Consequently, knowledge
of firms or SMEs of these information will allow them to
operate their business in a sustainable manner




Objectives

 Determine the appropriate and available local
level economic and competitiveness indicators

* Develop an institutionalized system for
ranking local level competitiveness....

e Toassist SMEs in their location decision




Framework Development

* Reviewed the following:

— global frameworks and what indicators are being
considered

— national institutionalized data gathering
mechanisms related to competitiveness

— Other local initiatives to compare cities and local
level governance units




Existing indicator systems

MD
Competitiveness
Survey

World Economic
Forum — Global

CompetitivenesS
Index

|FC — Doing
Business Survey

National

NSCB — National
and Regional Gross
Domestic Product

NSO — Labor Force
Survey, Survey of
Establishments
and Industries,
Prices,
Construction
Statistics

Sub-national

»

AIM — Philippine Cities
Competitiveness
Ranking

NCC Competitiveness
Indicators

ADB City Cluster
Economic Development
Approach

DILG — Local
Government
Performance
Management Systems

LGUs - CBMS




Challenges of Existing Data Sources

* Not all global indicators are applicable to Philippine local
government setting

* Lack of local technical skills to collect and analyze global
data type

* Regular funding may affect sustainability (as in the case
of CBMS)

* Surveys for national data have serious time lags, e.g.
rural bank data in national accounts delayed by 1 year

* Irregularity of conduct of surveys such as the AIM, CBMS,
etc




Framework Development

* Considered other local level competitiveness
and economic development frameworks from
other countries:

— Chief Economic Development Society (CEDOS) —
UK (2011)

— BERL — Local Government Economic Indicators
Framework — New Zealand (2010)

— POLICOM — Economic Strength Rankings - US
(2012)




CEDOS

* Key Performance Indicators of Local Economic
Development Activity:

Business Inward
Support Investment

Local Economic

Development

Land & Training &
Premises Employment




BERL — Local Government Economic
Indicators Framework

* Economic Development Priority Areas:

Leadership/

Infrastructure -
Facilitation

Local Economic Social and

Regulation Development i

Business and
Services

Industry



POLICOM —
Economic Strength Ranking

* Focus on the economic condition of an area
based on the standard of living of people who
live and work there

Behavior of Growth in
the Negative
Economy Sectors

Quality of

Economy




Benefits of Local Economic and
competitiveness Indicators
(adapted from BERL)

Creates opportunity for local governments and SMEs to
collaborate

Support national planning while emphasizing importance
of local knowledge

Creates consistency across sectors while enabling
decision making

Moves Local governments and SMEs from reactive to
proactive position especially in the rapidly changing
global environment




No dramatic change in no. of SMEs
(data from DTI)
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Broader and Long term Impact of Local
Economic and Competitiveness Indicators

Job Creation

Higher Productivity

ncreased Domestic and Foreign Investments
Access to Technology

Innovation

Inflow of Foreign Exchange

MCI City Investment
Promotion Handbook




General Framework

Global
Competitiveness

Local Economic
Development and
Competitiveness

National Growth

and _

Competitiveness
y,

Growth

Accounting and

Regular National
Surveys

Minimum
Indicators from
various factors
and sources

International
Benchmarking
Surveys —IMD,
WEF




Key Areas of Convergence among
existing frameworks (GLOBAL)

IMD
Competitiveness
Survey

IFC Doing
. WEF Global
Business Competitiveness
Survey Index




Key Areas of Convergence among
existing frameworks (SUB-NATIONAL)

AIM
PCCRP

NCC REGIONAL
COMPETITIVENESS
FACTORS

ADB
CCED




Local Convergent Factors

Local Economic Growth

And Competitiveness




Final Framework




NOTE

* Framework can serve as a seamless
interconnection of competitiveness and
economic development from local to national
level

 Global interconnection is limited to factors
that are considered locally

* Nonetheless, the framework can still
contribute substantially in improving national
competitiveness for global ranking




How indicators were identified

Identify | | .Identify
Convergent |dentify indicators most

Factors/ Common readily
Indicators available at

Dimensions LGU level




Guidelines in Developing
Local Indicators (CEDOS and BERL)

* Few in Number (focused)

* Easy to Collect (but timely and
consistent)

* Easy to Understand (simple)

* Effective Measures of Performance




Common Indicators —

ECONOMIC DYNAMISM

Number and Value of New Business Registrations in the LGU and as a % of all
existing active business in the LGU

Number of new jobs created and as % of existing jobs in the LGU

Employment, Unemployment and Underemployment rates per sector,
particularly non-farm, construction and retail.

% of Entrepreneurial loans to total loans in financial institutions in the LGU

Vacant and available land/properties in sq m to total LGU land areaand/or
growth of appraisal value of real estate (mirrored by SEP)

Number of organized business groups in the LGUs and/or participation in trade
fairs

Availability, cost and average usage of utilities (electricity, power and telecoms)
and/or new applications for utilities for business purposes

Professional Board Passers from Higher Education Institution in the LGU

Number of Construction Permits for Business and Non-commercial




Common indicators —
GOVERNMENT EFFICIENCY

Suggested Indicators

LGU budget/surplus as % of LGU revenue

% of real estate taxes to Total local tax collected

% of other taxes collected to total tax collected

Length of time to Apply/Renew business permit /Construction Permits

% of LGU fees to total business capital

LGU as Regular Recipient of Seal of Good Housekeeping using LGPMS

Number of business inquiries assisted and start-ups supported

Number of LGU sponsored/initiated seminars and trainings for business facilitation
Presence of One-stop Business and investment Promotion Office

Emergency and Disaster Management Plan




Common indicators -
INFRASTRUCTURE

Suggested Indicators

Road Density/Network

Presence of and Access to Ports (air and sea)

% of population with utilities and sanitation access BASIC INFRA
% of population with internet connection

Number of Mobile phone subscribers

Frequency of public transport

Basic education and health infrastructure for each barangay/district

Availability of Higher education and hospital infrastructure SOCIAL INFRA




Note

Data collection — major accomplishment

Primary database of LGUs in place allowing for
initial ranking

In the succeeding rounds, indicators may
change based on assessment of availability

Subsequent data gathering to be
institutionalized and capacities extended




Note

e 2 Rounds of rankings already completed

* 3"round currently being processed through
the National Competitiveness Council (NCC)
and Department of Trade and Industry (DTI) in
cooperation with the Regional
Competitiveness Councils (RCCs)
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Resilience

is “the ability to resist, absorb, and recover from the
effects of a hazard in a timely and efficient manner”

UN International Strategy for Disaster Reduction




Why SME Resilience to Disaster

> APEC member countries collectively are prone to intense natural
disasters

» Disasters are bad for business; SMEs are mainly affected with high
probability of failures

» SMEs in many parts of Asia, are engines of growth and employment

» Disaster impacts on the entire supply chain affecting both large and
small businesses



SUPPLY CHAIN
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*Market *Customer
Organization Organization
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Philippine Small Business + Disaster

> About 98% are micro to small
» No or limited disaster insurance
» Limited access to credit

» Absence of business continuity, emergency
management or disaster preparedness plan for
most enterprises

» Limited coping mechanisms



Developments in Philippine DRRM

“*Well developed policy framework and action plans for DRRM
_ Philippine DRRM Act of 2010 ; National NRRDM Plan
_ Climate Change Act of 2009 ; National CC Action Plan
_ People’s Survival Fund of 2011

***Provision of Policy Framework for SME promotion and
development

- Magna carta for SME
- Barangay Micro Business Enterprises Act
- MSME Development Action Plan(2011-2016)



Developments in Philippine DRRM ........(2)

***Pilot of Area BCM (CALA and Metro Manila area)

_ Framework for the direction of action of an industrial agglomerated
area

_ By the Local authority / central government authority/ management
organization of Industrial Estates

***Albay Public Safety and emergency Management Office (APSECO)
_local initiative of Area BCP
_ Cover households and local businesses
_ Encourage local businesses to develop contingency/continuityplan
_ Applies vulnerability and hazard maps to land use zoning



Developments in the Philippine DRRM.....(3)

***Project Noah
_ public private sector partnership targeted to flood proneareas

_ Corporate Network for Disaster Risk (CNDR) as government
partner

_ Capacity building of local government and community and
development of barangay level DRM Action Plan

_ Have been operationalized in 8 barangays, 3 cities, 1 province




Gaps in DRRM for SMEs

» Lack of translation of national policy into local and sectoral plans
- MSMED not referenced to DRRM

» The DRRM plans operationalized primarily for search, rescue, evacuation , relief
operations

- Restoration of economic activities handled only in the medium to long term as part of
the rehabilitation efforts

» Absence of strategic programs to operationalize action plans for SMEs
_ No small business development centers to address disruption and needs

_ Absence or insufficient recovery funds for farm based and urban based small industries
(loan and grant)

- Protection of workers
» Area BCM limited to pilot areas and to few committed LGUs
» Need to develop/improve effective partnerships with key stakeholders for DRRM



Recommendations

1 Build key transport hubs that take into consideration extreme weather
events

1 Developed strategic communications systems
1 Setting up of pre disaster agreements
* Dysfunction of public sector is expected

» effective networks or partnerships between national and local; public
and private

* Adopt flexible regulations (e.g. labor, import/exports)

1 Support development of financial security instruments at the national
level (e.g. catastrophic insurance) and organization level (e.g. micro
insurance, business disasterfund)




Recommendations ........ (2)

- Help build organization resilience

* Revised Magna Carta for SMEs and BMBEs and MSME
Development Plan to incorporate DRRM for SME

* Scale up area BCPs and practice disaster adaptability among
SMEs

_ Organizational BCPs only part of the solution for greater resilience

. For both large and small organizations, the people side of
business during disaster is critical.

* Resilient supply chain begins with resilient citizens & employees
* A concern of both business and government




Recommendations ........ (3)

1 Regional cooperation for supply chain resilience

* Continue to build partnerships with other multinational
organizations inside and outside the APEC region

_ Information sharing
_ Promote regional resiliency assessment programs
_ Application of local and international learnings

* Undertake dialogues, capacity building activities and cross
collaboration in resource and technology sharing e.g. hazard
mapping, IT infrastructure (e.g. cloud computing)
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Motivations

Economic
Development

in Asia-Pacific

* Brought about by
increasing intra-regional
trade

* Contfinued growth will be
Influenced by

O Regional connectivity

O Active parficipation in
the global supply
networks

Imperative for
Inclusive Growth

* Strengthening

parficipation global

value chains

° Making HRD a tool

for inclusive growth
Role of Human
Capacity Building



Human Resource Development and Growth

Theoretical and Empirical Basis

¢ Education, productivity, and earnings

O Education and human capital formation
O Education and knowledge capital

O Education as residuals in growth accounting

Two Major Issues in APEC economies
¢ Wide gaps in HRD
¢ Conseqguences of inadequate investments in human

capital

O Developed - challenges in harnessing technological
changes

O Middle income — middle income trap
O Low income — unemployment and mismatch



Human Resource Development and Growth

-4
Technological Developments and Human
Capacity Building

¢ Efficiency concern — Need to align human capacity
building with human resources requirements consistent
with economy’s stage of development to arrest
mismatch, unemployment, brain drain

O Agriculture — unskilled workers

O Labor-intensive manufacturing — semi skilled
manpower

O Differentiated manufactures — skilled workers

O Innovative products and services — highly skilled,
professionals, scientists



Human Resource Development and Inclusive Growth
-1

Equity Issues

¢ Expanding access to Human Resource Development is
an avenue for pursuing inclusive growth
O More trained individuals improve their chances in
reaping employment opportunities

¢ Skills training programs can be more inclusive
O Entry is almost universal and free under public
provision
o Graduates are able to reap the benefits earlier

O Job mismatch minimal since programs are skills
related



Human Resource Development and Inclusive Growth

-4
Three linkages in attaining inclusive growth

: Greater
Increases in Employment Enhanced

Productivity Opportunities Entrepreneurship

Education and inaccessible training

Under

development lfe]y High income
of institutions Poverty inequality




Human Resource Development and Inclusive Growth
-1

Debate on Education and Income Distribution

Average years of schooling
may either have a positive or
negative effect onincome
inequality

Schuliz, Becker, and
Mincer

Hanushek and

WoBmann (2007)
Average years of
schooling is a weak
insfrument for education

Show a negative relationship
between the level of education
and income inequality
Psacharopoulos and
Woodhall (1985) and Ram

(1989)

Becker and Chiswick (1996)
Income inequality is positively
correlated with inequality in
schooling and negatively
correlated with the level of
schooling



Human Resource Development and Global Value

Chains
S

Fragmentation of the production process

o Due to global competition and rapid
developments in ICT

O Prominence of global production
networks

O Expansion of infra-firm trade
— Trade in infermediate goods
— Trade in services
— Creation of employment opportunities

— Ushered prosperity in the region



Human Resource Development and Global Value
Chains

¢ Skills alignment with the hierarchy of the
global value chains

O Reap the opportunities of this new
feature in global frade

O Reinforce the conftributions of human
capacity building in regional
Integration and connectivity

¢ Efficient use of human resources

o Not only meant to address mismatch

O But also to link the skills with the global
value chains



Human Resource Development and Global Value

Chains

-4
Developing 215t century skills

These skills together with the technical
competencies will lead to minimal frictions in the
labor market.



Human Resource Development and Global Value
Chains

¢ Should depend on the economic
development of the economy as well as

on the developments in the global
market

Interactions of economic development,
technology andhuman capacity building

® Very important to highlight at every stage
of economic development

¢ Also take cognizance of the dynamic
developments in the global market



Skills Training and Certification in APEC Economies

|

— Aside from technical competency, TVET system also features a general
education component

\ Malaysia

— To ensure quality of TVET programs, a certification system was established

— The Malaysia Skill Certificate (MSC) is awarded to an individual who has
completed a program offered by an accredited institution, earned the
necessary credit requirements for certification, or earned recognition for
exemplary work performance



Skills Training and Certification in APEC Economies
S

\ New Zealand

— Utilizes the New Zealand Quality Framework (NZQF) which contains a
comprehensive list of all quality-assured qualification in the country

| Philippines
— TVET system follows the Philippine National Qualifications Framework that

awards graduates of TVET programs certificates of varying levels based on
the type and mastery of knowledge/skill obtained

|

— Workforce Development Agency (WDA) implements the Workforce Skills
Qualification System (WSQ) which trains, develops, assesses and recognizes
adult workers’ competencies



Skills Training and Certification in APEC Economies

P

— — Thai Vocational Qualification (VQ) is used as a means to label the
progression of competency of a graduate, ranging from the ability to
perform simple tasks to the possession of specialized knowledge to
accomplish more complex processes

Thailand

|

— In order to enhance skills-development and actual learning, infegrated within
CTE curricula include career plans, work-based learning and career
academies



Knowledge Capital Development in APEC

Economies
N 1

Educational Services in Higher Education Institutions

Quality and Excellence — meeting international standards

Relevance and Responsiveness — relevance of education
to the domestic and infernational environment

Access and Equity — broadening the participation of the
deserving but underprivileged

Efficiency and effectiveness — optimizing social, institutional,
and individual returns to education



Improving Quality and Excellence
1

o

“Furthering the Educational Reform and Promoting Quality-Oriented

Education”
— Encouraging independent thinking and stimulate creativity

— Implementing quality-oriented education in all school levels
— Expanding university enrollment and private education

— Increased assistance to low-income areas

“No Child Left Behind Act of 2001" and the "Elementary and Secondary

Educafion Act
Exchanged federal aid for better systems of accountability to ensure the

quality of education for every child



Improving Quality and Excellence
-7

— Decentralization; in 1991, the Standards for the Establishment of Universities

were revised
—  More flexible curriculum
— Detailed self-evaluation of educational and research activities

— Lessened teaching of foreign language and other general education
requirements



Improving Quality and Excellence
1

— Improving the quality of teachers; one of the highest instruction times and
teachers’ teaching time
— 873 hours per academic year in primary school
— 97% participation in professional development activities (TALIS Survey)
— The number of days a teacher spent in development programs is
significantly correlated with improvements in classroom discipline (OECD,
2013)
— Establishing the Australian Institute for Teaching and School Leadership in
2010
— Australian Professional Standards for Principals
— National Partnership on Improving Teacher Quality in 2009 provided AUDS550
million funding to attract the best graduates through the development of the
university, better teacher training, national consistency in the registration of
teachers, better teacher mobility, and retentfion of the best teachers and
staff.



Enhancing Responsiveness and Relevance

— “The Model for Japanese Education in the Perspective of the 215t Century” by
the Central Council for Education in 1996

Highlights the skills that a child must be equipped with to handle the

problems that Japanese society may encounter in the future

Stressed the importance of “lkiruchikara” — competencies for positive

living or zest for living

— Encouraged the collaboration of the household, school, and the
community in developing a positive environment for the students

— Different sectors were to have “Yutori” — |latitude or relaxed feeling —
for students to love and embrace the family and the community

Reduce learning through rote memorization

Modify feaching strategies for students to grasp fundamentals

Reduce teaching hours for students to discover their distinct personalities

Encourage community and volunteer work to culfivate the spirit of

humanity and promote cross-curricular comprehensive studies



Improving Efficiency and Effectiveness
e

|

— Chicago School Reform Amendatory Act of 1995
— Decentralized the function of government for better checks and
balances and stronger central support functions
— Corporate management-like structure

— “Law Concerning Reorganization of the National Universities as Corporations”
in 2003

— "Law Concerning the National Treasury’'s Share of Compulsory Education
Expenditures” in 2008 - reduced the government’'s share of compulsory
education expenditure to 33% from 50%

— Close connection between large firms and the central government in
implementing technological goals by emphasizing reverse engineering and
iInnovation for improved product quality, better R&D and more patents



Improving Efficiency and Effectiveness
S

| New Zealand

— Education Act of 1989 established: The policy-focused Ministry of Education,
Self-managing schools, The Education Review Office, Early childhood
education centers and made schooling compulsory for residents and citizens
between 6 and 16 years old

— "Tomorrow's Schools” program of 1988 — Abolished regional education
boards empowered the Boards of Trustees of individual schools composed of
parents, the principal, a student representative, a staff representative, and
others appointed by school proprietors

— 1990 change government promoted competition between schools
— Flexibility in the curriculum
— Innovation of local practices
— Gives teachers professional autonomy

— Accountability by the New Zealand Qualifications Authority (NZQA)

— Financing using per-student formulas by the Education Review Office (ERO)



Improving Access to Education

“National Aboriginal and Torres Strait Islander Education Policy” of 1989
— Reduces the gap in education quality, access, and participation of the

indigenous and other Australians
— Taskforce on Indigenous Education in 1999
— Monitors the current progress of indigenous education
— Recommends actions to the government to improve literacy and

mathematical ability



Conclusion

Investment in higher education and research particularly builds
knowledge capital, a higher level of human capital, which
shapes the frajectory of economic prosperity.

The benefits of human resource development will accrue to the
individual, society, and the region, once there is cooperation
among stakeholders to make the mechanisms and institutions of
human capacity building efficient and equitable.

215t century learning and working skills are crucial.

Productive and employable workers can make MSMEs
competitive and make economic growth more inclusive.



Conclusion

-1
Human Capital Development as the major thrust and theme of the
2015 APEC Meeting in Manila
1 Developing the 215t century workforce

o Cooperative measures in the development of science and
technology to help narrow existing gaps in knowledge capital

o Recommending specific measures of increasing the productivity
of MSMEs through skills training

o Enhancing cross-border education, movement of workers, and
development of an APEC-wide qualification referencing
framework



Recommendations

I
Academic Exchanges

= At least two (2) of its leading universities should establish
cooperative programs with other leading universities in other
APEC member economies

« Each member economy should send at least 5% of the students
enrolled in their leading universities to higher educational
iInstitutions (HEls) in other APEC economies for various forms of
exposures in cross border education by 2020

= Key universities should host students from other APEC
economies up to 5% of its student population by 2020



Recommendations

I
Academic Exchanges

= There should be synchronization of academic calendars and
standardization of course offerings.

= Measures of accreditation and recognition should be pursued
to facilitate academic exchange.

= An academic exchange visa for students and professors similar
to the APEC business visa should be established.



Recommendations
'™ e

Economic and Technical Assistance

= Developed economies of APEC should have at least one (1)
technical assistance program with at least two (2) developing
economies in APEC in the area of training for instructors in
technical and vocational education

= Technical assistance should also prepare recipient economies
for accreditation and qualification assessment of skills
competency



Recommendations

Cooperative Programs and Networks under the AUN, SEAMEO,
ASAIHL, and Other Regional Groupings

= Existing cooperative programs in education, human resource
development, and science and technology can be expanded
by increasing their membership and expanding their
coverage of cooperation by least 20% percent of existing
programs and activities by 2020.

= Establish an APEC Network of Universities (ANU) patterned
after the structure, and modes of cooperation of the ASEAN
University Network and the APEC Study Centers Network.



Recommendations

The Exchange of Best Practices in Addressing the Problem of

Educated Unemployment, Talent Mismatch, and the Migration of
Human Resources

= There is should be regular discussions by officials and
researchers on how to address this problem of talent mismatch

= Establish mechanisms where these exchanges of best
practices can be facilitated either through a welbsite, joint
research projects and regular conferences on the issue



Recommendations
'™ e

Narrowing the Gaps in Educational Indicators and Human
Resource Development

= The number of existing academic linkages of key universities in
developed APEC economies with HEls in developing APEC
economies should be increased by at least 15% by 2020

= The number of graduate students coming from developing
APEC economies enrolled in key universities in developed
APEC economies should be expanded by at least 15% by 2020

= The number of cooperative research projects and joint
publications among professors in APEC economies should be
increased by at least 20% by 2020



Recommendations
'™ e

Skills harmonization in the Asia Pacific region

® Need to have comparability of skills used for greater infra-firm

connectivity within the region
¢ Establishnment of the APEC Reference Qualification Framework

¢ The reference framework can serve as benchmarkin  comparing
the fraining, qualifications, skills and competencies of various semi-
skilled workers

® Meant to complement global value chains, and foreign direct
Investments.

® Facilitates the hiring of domestic workers by foreign firms since
they can easily find comparable skills in the domestic labor market



Human Resource Development for
nclusive Growth and Regiondl
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Promoting Public-Private Interaction
in Human Capital Development
within APEC

by Natalia STAPRAN
Director
Russian APEC Study Center

APEC Study Centers Consortium Conference
Boracay Island, Philippines
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Challenges

(outline)

Investment in human capital and economic
growth

Job crisis and skills crisis

Middle-income trap and knowledge-economy
Soft skills and hard skills

Education and business needs



Investment in human capital and
economic growth

'\’/-*‘ . —— == Unemployment
Economic Growth

Expences on Education

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Source: World Bank http://data.worldbank.org
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Investment in human capital
and economic growth

Economic

growth

Human
capital
investment

Business
needs




Job crisis and skills crisis

lack of public-private cooperation HRD
high unemployment vs hunger for talent
Not jobs crisis but skills crisis.

growth of the professional skills and efficiency
of the personnel training system to assist
employment and proper labor conditions



Middle-income trap
and knowledge-economy

* No more cheap labour
* Need for high skill-intensive industries
Examples:

- collocating of public sector research
institutions and corporate labs

- tapping investments from a dynamic private
sector.



Soft skills and hard skills

Tailor-made education:
e ‘Soft’ and ‘hard’ skills mix

* Growing number of employees with tertiary level
gualifications in knowledge-intensiveindustries.

* Need for “competence” rather than degrees
* Flexible and responsive programs

* Higher-order vocational and polytechnicdegrees
and applied degrees in addition to academic
qualifications



Education and business needs

Apprenticeship programmes
Work-based learning

‘Casualties’ of the education system (not in
education, employment or training (NEETS)

Education is out of sync with business needs.

Weak understanding of needed skills and
degrees

Disability to leverage education to find a job



APEC Solutions

(outline)

Skill mapping
Qualification recognition

Demand oriented trans-boarder educationand
training projects

Peer review of human resource development
policies

Involving small and medium businesses in
human capacity building activities
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Skill mapping

Top ten jobs employers have difficulty filling vacancies

Skilled trade workers Technicians

Engineers Salesrepresentatives

Sales representatives Engineers

Technicians Skilled trades workers

Accounting & finance Production operators

staff

Management executives = Accounting & finance staff

IT staff Secretaries/ admin / office
support

Drivers Drivers

Secretaries/ admin / Labourers

office Support

Labourers Management executives

Source: Manpower Group 2012 Talent Shortage Survey Research Results

Salesrepresentatives
Engineers

Technicians
Management Executives

Accounting & finance staff

IT staff

Skilled trades workers

Sales Managers

Labourers

Researchers (R&D)

Note: Economies included as Asia Pacific are: Australia; China; Hong Kong, China; India; Japan; New Zealand; Singapore and
Chinese Taipei. Those included in the Americas are: Argentina; Brazil; Canada; Colombia; Costa Rica; Guatemala; Mexico;

Panama; Peru and the United States



Brunei
Canada
Chile
China
Hong Kong
Indonesia
Japan
Korea

Malaysia

Skill mapping

APEC Economies’ National Occupation Classification structures

n/a PNG n/a

10 categories 40 groups
n/a

n/a

8 categories

n/a

3 levels 12 groups

10 groups

5 levels

Peru
Philippines
Russia
Singapore
Taiwan
Thailand
Vietnam

US

n/a
9 groups
4 levels 9 groups

5 levels 10 groups

4 levels 23 groups

Source: UN Statistics division. National classifications.



Qualification recognition

Enforcement of a national qualifications framework (NQF)
Developing APEC wide regional qualificationsframework(RQF)

e agreed principles and common terminology for effective
comparability of qualifications and credits across APEC
region aimed at facilitation of mutual recognition of
qualifications.

 development of regionally adoptable standards, reviewing
and strengthening national assessment and accreditation
systems; and facilitating agreement on entrance
requirements to higher education and training.



Demand oriented trans-boarder
education and training projects

Information sharing and best practicesin:

evaluation of tailor-made education programs

involvement of the employers into the personnel training
programs

advancement of the professional education system
promoting cross-border educational exchanges

measures on professional orientation of studentsin
educational institutions in view of their orientation

adjustment of volume, profiles (directions) and levels of
personnel training

development mentoring for young specialists and experts.



Natalia STAPRAN
Director

Russian APEC Study Center
natastastapran@gmail.com
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Gains and Challenges since APEC
15t High Level Meeting on Human
Capacity Building

Aniceto C. Orbeta, Jr.
APEC Study Centers Consortium Conference
12 May 2015

nm Philippine Institue for Development Studies :
Surian sa mga Pag-aaral Pangkaunlaran ng Pilipinas WWw.pids.gov.ph
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Outline

* Progress since 2001 Meeting

*Guidance form HRD Ministerial Meeting
Statements from 2001-2014

*Guidance from 2015 APEC Senior
Officials' Meeting (SOM1)

* Guidance from Assessments
* Continuing Challenges

pilis

APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




APEC 1st High Level Meeting on Human Capacity Building (HCB)
Beijing, China, 2001

* Bridging the Digital Divide and Expanding Internet Access
* Setting up a life-long education and building a learning society

* Strengthening the managerial and employee training and
enhancing enterprises competence in the context of economic
globalization

* Integrating the resources and promoting the overall HCB

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




Progress since 2001 Meeting
Bridging the Digital Divide and Expanding Internet Access

2001-2003

Consortium for APEC Cyber Education Cooperation

(ACEC) — ACEC Task I

* Established June 2001, under APEC Education Foundation with 4
member countries (Rep of Korea, Hong Kong China, New Zealand,
and the US)

* International Internet Volunteer Program
* ACEN Webzine

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




Progress since 2001 Meeting
Bridging the Digital Divide and Expanding Internet Access

2002

*HCB Coordinating Group established under
SOM

Human Capacity Building Strategy for the New
Economy

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




Progress since 2001 Meeting
Bridging the Digital Divide and Expanding Internet Access

2003

APEC Sister School Networking

* ASSN website: 29,500 visitors from Nov 2002 to July 2003, 2,100
articles

* APEC International Youth Camp on the theme of “Coastal Ecosystems
for Sustainable Development”: 143 students and teachers from 16
economies

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




Progress since 2001 Meeting
Bridging the Digital Divide and Expanding Internet Access

2003

APEC HCB Promotion Program (HCBPP)
* HCBPP website linked to the APEC website, 25,000 registered visits

* Online training: Three course providers, 863 IT professional trainees in
Online training with some issued certificates; with trainees from at least
16 member countries.

* Cyber Forum
* Virtual Classroom

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




Progress since 2001 Meeting
Bridging the Digital Divide and Expanding Internet Access

2004

APEC Learning Community for Shared Prosperity — ACEC

Task Il

* 8 APEC Learning Community Builders (ALCoB) branches: KOR, IDN, THA, PHL,
MEX, RUS, MYL, USA

* ALCoB online community renewed 80,919 hits (www.alcob.org;
café.naver.com.alcob); 5700 members

* International ALCoB conference/APEC Future Education Festival held May 2012
* ALCoB Cooperative Project: 84 Projects as of 2012

* ALCoB Internet Volunteers (AlV) 715 as of 2012

* Asia-Pacific Collaborative Education Journal (APCJ)

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




Progress since 2001 Meeting
Bridging the Digital Divide and Expanding Internet Access

On-going

APEC Future Education Consortium: Focusing on APEC Network of ICT
Model Schools for Future Education — ACEC Task Il (since 2005)
* Supported by 15 member countries
* Four core initiatives, 12 sub-projects
* ACEC Task Il sub-projects plus
* APEC ICT Model School Network
> 86 ALCoB Schools established as of 2013
> 5 International Collaborative Projects conducted 2013
* APEC Future Education Forum
o 450 Participants attended May 2012
o ALCoB-U Youth Forum conducted simultaneously
* APEC Future Education Report
o 2 volumes of “Case study of APEC Educational Cooperation and Future Education.”

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




Progress since 2001 Meeting
Settingupa lifelongeducationandbuilding alearning society

2004

APEC Symposium on Best Practices for

Fostering a Lifelong Learning Society in Taipei
* Gathered experts from member countries

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




Progress since 2001 Meeting
Settingupalifelongeducationandbuildingalearningsociety

2007

Human Capacity Building for Natural Resources
Development & Its Environment Impacts in APEC Region

* Training Course held on November 2007
* 9 trainees, 17 Lectures and Economy Reports
* Field Seminar

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




Progress since 2001 Meeting
Settingupalifelongeducationandbuilding alearning society

2008

HCB for Natural Hazard Mitigation for Cities &

Coastal Regions
* Training Course held on November 2008
* 15 Lectures, 2 Field Seminar, 3 visits at other institutions

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




Progress since 2001 Meeting
Strengthening the Managerial and Employee Training and Enhancing Enterprises

Competence in the Context of Economic Globalization

2004

Innovations in Entrepreneur Development in
APEC Economies
* Forum-conferences held on 2001-2003

*14 case studies produced describing entrepreneurial
companies

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




Progress since 2001 Meeting
Strengthening the Managerial and Employee Training and Enhancing Enterprises

Competence in the Context of Economic Globalization

2005

Corporate Social Responsibility in the APEC Region

*CSR for the Global Business — What is expected in doing
business in Asia held January 2005, Tokyo

> 250 senior business people and governmentofficials
attendees

* Experts’ Workshop
* Publications

pilis
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Progress since 2001 Meeting
Strengthening the Managerial and Employee Training and Enhancing Enterprises

Competence in the Context of Economic Globalization

2008

Corporate Social Responsibility in the Global Supply
Chain

* Kick-off Workshop September 2006

* 14 cases developed

*Experts” Workshop, Symposium and Follow-up
workshop held on 2007
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Progress since 2001 Meeting
Strengthening the Managerial and Employee Training and Enhancing Enterprises

Competence in the Context of Economic Globalization

2011

IPR Strategies for Emerging Enterprises- Capacity
Building for Successful Entry to Global Supply Chain
* Experts’ Workshop held September 2009
* 10 cases developed 2010
* Paper and Casebook 2010 (200 publications)
* Pilot Training program 2011
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Progress since 2001 Meeting

Strengthening the Managerial and Employee Training and Enhancing Enterprises
Competence in the Context of Economic Globalization

2012

Entrepreneurship Skills Development for the Unemployed
by APEC Public Employment Services
*Training on Designing Entrepreneurship Skills Development

* APEC Workshop on Entrepreneurship Skills Development for
the Unemployed by APEC Public Employment Services

* Attended by 12 participants
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Progress since 2001 Meeting
Inteqgrating the Resources and Promoting the Overall HCB

2006

Preparing Human Resources for the New
Economy

*5 case studies, survey and numerous focus
groups, a final report

* Workshop
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Progress since 2001 Meeting
Integrating the Resources and Promoting the Overall HCB

2008

Comparability of Qualifications in the Health
Sector within APEC Region
* Workshop held on October 2008
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Progress since 2001 Meeting
Integrating the Resources and Promoting the Overall HCB

2009

Development of a Framework on
Mentoring/Coaching Out-of-School Youth on
Entrepreneurship

* Framework developed
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Progress since 2001 Meeting
Integrating the Resources and Promoting the Overall HCB

2010

Best Practices on Human Resource Capacity
Building in Science and Mathematics
*Workshop and Forum held November 2009

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




Progress since 2001 Meeting
Integrating the Resources and Promoting the Overall HCB

2010

* Framework and Strategic Approach in APEC Capacity
Building and HRD

* APEC Strengths and Weaknesses in Building Human
Resource Development Capacity
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Progress since 2001 Meeting
Integratingthe Resourcesand Promotingthe Overall HCB

2011

Comparability and Benchmarking of Competencies
and Qualification Frameworks in APEC (Pilot Area:

Construction/Welding)

* International Seminar on Sharing CTE/TVET System and
Qualification Framework held on October 2009

* Study on Benchmarking of Qualification Frameworks

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE A. ORBETA, S. FLORES and K. GONZALES




Progress since 2001 Meeting
Integrating the Resources and Promoting the Overall HCB

On-going

Advanced Training for Vocational Instructors
* Lectures Held Yearly; June 2013 last reported

*17 economies and 416 TVET instructors participated
since its was initiated in 1993
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Guidance from HRD Ministerial Meetings
6th — 06 September 2014

*Hanoi, Vietham

5th — 16 — 17 September 2010
*Beijing, China

4th — 29 - 30 September 2001

*Kumamoto, Japan

pilis
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Guidance from HRD Ministerial Meetings

A summary of recurring human capacity building themes from the (last 3)
HRD ministerial meeting statements

Capacity to:
* Provide 21st century skills (5th, 4th )

* Meet enterprise and industry requirements (6th, 4th)
* Smoothen school to work transition (6th, 4th)

I'ms APEC STUDY CENTERS CONSORTIUM CONFERENCE
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Guidance from HRD Ministerial Meetings

A summary of recurring human capacity building themes from the (last 3)
HRD ministerial meeting statements

Capacity to:

* Address the special needs of the new labor entrants,
vulnerable groups, informal sector workers (4th, 5th, 6th)

* Support integration into the global supply chain (6th)
* Share information on capacity building (4th, 5th, 6th)

pilis
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Guidance from 2015 APECSOM1*

-There is a need to regularlycjoroduce_and make
available activity reports and evaluations

*Lack of information hamper proper documentation
and assessment

*Making these pieces of information publicly accessible
helps a lot

*2015 APEC SOM1 — held last February 3 at Subic Freeport
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Guidance from 2015 APECSOM1

*There is a need for a nuanced definition of 215t century
workforce.

* This should not be taken only as pertaining to new skills

* Developed and developing economies have different human resource
needs

* An important issue is how can human resources be harnessed to help
sectors that are lagging behind

* Not forgetting the workers in the informal and vulnerable sectors and
creating quality jobs

pilis
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Guidance from 2015 APECSOM1

o Engaging better the private sector and media and
extending influence beyond APEC

*Private sector and the mass media have specific
influences on certain issues

*initiatives should also be directed not only to APEC
economies but also to the whole world
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Guidance from Independent Assessments

Assessments consulted

* Independent Assessment of the APEC Human Resources
Development Working Group (Lauver et al. for the APEC
Secretariat, 2014)

* Strategic Approach to Sustainable Capacity Building
(Barrett, 2010)

pilis
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Guidance from Assessments —Lauver (1/2)

1. Create more opportunities for facilitated
discussions that cross-pollinated education and labor

perspectives

2. Invite content specialists, researchers and
representatives of other APEC fora to seed policy
dialogues on important topics

pilis
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Guidance from Assessments —Lauver (2/2)

3. Make transparent the roles and responsibilities of each
network

4. Take evaluation seriously at all levels, including project
planning and implementation

5. Disseminate meeting notes and documents as soon as
possible online to the HRDWG wiki and through email

pilis
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Guidance from Assessments — Barrett(1/2)

1. Be a source of leadership and good practice in
education, adult learning and labor market policies
all of which are foundational for capacity building

2. HRD WG Networks employ many aspects of good
capacity-building practice

pilis
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Guidance from Assessments — Barrett(2/2)

3. Gaps include
* One-off seminars and workshops without follow up

*Longer-term evaluations and systematic measurement of
progress is fairly rare—but there are exceptions

*Knowledge management and dissemination can be
problematic—the HRD Wiki helps, but it doesn’t cover
everything

* Planning and prioritizing will remain challenging

pilis
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Continuing challenges

Issues for the 2" HLPD-HCB
*Developing 215t Century Workforce

*Aligning Education and Training to Industry
Needs

*Enhancing the productivity of SMEs through
skills training

pilis
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Continuing challenges

Operations of the network

* Continuing to promote APEC priorities

* Benefiting more from presence of education and labor
perspectives

* Maximizing, measuring and evaluating impact of initiatives
* Avoiding overlaps with other networks

* Sustaining initiatives

* Improving documentation and dissemination

pilis
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Philippine Institute for Development Studies
Surian sa mga Pag-aaral Pangkaunlaran ng Pilipinas

WEBSITE: www.pids.gov.ph

FACEBOOK: facebook.com/PIDS.PH

Service through
policy research

TWITTER: twitter.com/PIDS_PH

EMAIL: aorbeta@mail.pids.gov.ph
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Cultivating an Exceptionally

Productive Research Environment

Brad Fenwick DVM, PhD, DACVM

Professor and Jefferson Science Fellow - US Dept. of State
Senior Vice President

Global Strategic Alliances

APEC SCCC
May, 2015




NON SOLUS “Not Alone”

“Non-Commercial Programmatic
Strategic Alliances”



We take a consultative approach to help
answer the challenging questions
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ELSEVIER
ASEAN Research Position &

Main Collaboration Partners
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Improving Research and Developmentin Malaysia
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ResearchOutput

a National Consortium

Impact:

More than 354,000 researchers from 17 Universities now
have access to the latest scientific journals through Elsevier.
Since creating the national consortium in 2002 and
subscribing to ScienceOirecl, usage has increased by twenty
times, to almost 10.3million downloaded articles in 2011.
With increased access to quality content , the research output
has also increased significantly . There were 16,300+
inlernalionally published articles in 2011, which is fourteen
times more han he outpul in 2002.

Background:

There has been increasing pressure for universities to offer
eleclronic resources lo improve efficiency and increase the
quality of research. Four Universities already had individual
subscriptions o Elsevier before Ihe consortium was created
and the considerable increase in bolh usage and oulpul of
Ihese four universilies ledlo an increased demand for the
Minislry of Higher Educalion o support a nalional consortium
. The Committee for Commercial Eleclronic Devices was
formed and ii supported Ihe crealion of the Malaysian Public
Higher Educalion Inslitutions consortium. The Minislty of
Higher Education provided financial support lo 14
universiltes for two years. By 2004, the consortium grew lo 17
members and became seH suslaining, with universilies paying
for their own institutional subscriptions.

By 2012,lhe Minislry of Higher Educalion has also selecled
Elsevier's Scopus as a resource database for the 20 public
universities. Scopus is Ihe larges! abstracl and cilation
dalabase covering nearly 18,000 titles from more lhan 5,000
publishers.

Looking ahead

Malaysian Universities are now collaborating more closelylo
improve research and development in the country. The
Malaysian Public Higher Educalion Inslitutions consortium
has expanded to include 5 more universities.
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il7al Consortium to Improve Higher Education and Research Outputin

Thailand

Impact:

Since gaining access to Elsevier i"l 2002, usage and research
output in Thailand inaeased dramatically. Sludents and
researchers fully utilize ScienceDirect, and usage reports
show that users have consistenUy increased since 2002.
There have been 10.3milion downloaded artides in 2011
alone and research ootput 1s four times higher than the outpul
in 2002, 'With 8,000+ articles pub shed in international
publications in 2011.This was made possl:>le when the Office
of H.gher Education Commission crealed a National
Consortium of Thai Universities. The T1Jai UDra,y Integrated
System Consortium ( ThailIS) serves as a national resource
sharing systemthat pro'lides twenty four (24) public university
access lo quality content for their research. Mora than
242,000 researchers and students horn these universities
have access to ScienceOirecl. Another 40% of them have
access toScopus.

Challenge:

There was no inlegrated and holis'tic approach to university
system developrnenlin Thailand. While Uleresearch oulpul
was growing steadily,iiwaslooslowto fully realiie Thailand's
goals O becoming a knmvledge-based economy . The
government wanted to focus on knowledge and innovation,
which was critical to the country's global oompetitiveness and
would support sustainable devekipment There was also a
need not just lo promote the use of ICT butlo incorporate it in
educational research and development to further boost Ihe
quality of Science, Technology and Innovation in the country.

Looking ahead

The government is continuing to support the momentum
generated by the consortium and has sel a.side $177 M for
nine urnversibes that have been selected as National
Research Universities. Additional funds have also been
allocated to support 69 other universities in the country. With
this new commitment from the government and appetile from
other umversities, they are looking to expand the consortium
to at least seventy four (74) universites nd colleges in five
(5) years.




Elsevier has a unique vantage point on research

Each year
* 1 million article manuscripts received by ~2,000 journals (all offer Open Access options)

* 350,000 new articles published, in addition to 11M existing articles i Prlmary pUb“Shmg
¢ 2,000 new books published

e ScienceDirect: 750M digital article downloads
* Scopus: 56M records, 22,000 titles, 5,000 publishers, 700M citations, 150K Books
e SciVal: 75 trillion metrics values

e Grants:7,000 sponsors, 20,000+ active opportunities, ~5M awarded grants Derived and aggregated
e Patents: >93m records, 100 patentoffices -
e Compounds: 22M compounds, 35M reactions; 3.3M molecular facts data

¢ Drug information: 16k branded drugs; 12k genericdrugs
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Starting in 2015, Times Higher Education will use data and metrics from Scopus and
SciVal for their World University Ranking and all subsequent rankings

81% of the top 100

universities* subscribe
to Scopus

Source: Scopus analysis using internal data and THE 2014 World University ranking list
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Research Centers are not Businesses
but they are Economic Enterprises

Return On Investment (ROI) = Investment of a resource to yield an outcome

Used to evaluate the efficiency of one investment compared to
the efficiency of another ... “Opportunity cost”



Starts with new knowledge discovery and follows with
Dissemination and Use to drive innovation.
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“ATeam of Experts is
not an Expert Team
without Data”
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The Four C’s of Research Productivity

* Communication
v Impact (Quality over Quantity)
* Competitiveness
v" Benchmarking Specific Strengths - not Ranking
* Collaboration
v Internal and External
e Capital
v' Infrastructure and Human



International Comparative
Performance of the UK
ResearchBase-2013

A report prepared by Elsevier for the
UK's Department of Business, Innovation
and Skills(BIS)
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TECHNOLOGY COALITION

September 20 14

The lllinois
science
andtechnology
roadmap

Full report
Inpartnership with: In collaboration with
Elsevier Or. C.Scott Dempwolf,

Ocean Torno UniveTsity of Maryland



Medical biotechnology cluster map

— Existing connection —— Potential e-Onnection to +++ - Potentiale-Ompany-to-
Illinois academic institutialS company connection
= Company/For profit = Unilersty = Natbnal Bborato,y
= Federal fundingagency = hdependent reseaich == Ecosystem player

<ULl

= Eastman Cnem1ial Com,.,ny



CE&
TECHNOLOGY COALITION

September 2014

and
road

Mapping Research and Innovation
Understanding Amsterdam's
Competitive Advantage

CITY COMPETITIVENESS ~ RESEARCH STRENGTHS ~ RESEARCHTO COMMERCIALIZATION ~ MUNICPALTO GLOBAL

L
11x Comparator Cities un
AMSTERDAM BARCELONA BERLIN BRUSSELS COPENHAGEN DUBLIN m

HAMBURG MADRID MANCHESTER STOCKHOLMVIENNA




Pharmaceutical companies at the center of Amsterdamand
other cities' corporate collaboration networks
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OVERVIEW: Research and develcpment is a critical contributor to innovation and long-term economic growth, and the United States has a
long history of being a global leader. Accordingto a new collaborative report from lhe Counci lof State Governments and Elsevier-"America's
Knoi,A edge Economy:A State-by-State Revia\l"-the United States published more tha n 536,000 publications in 20 13. Predictably, states with
larger populations also tended to publish more. For example, Califurni a and New York were the top two producers from 2004 to 2013.From
2004t0 2013, a big chunk of United States publications-more than ooe-quarter-fex:used on the iield of medicine. Overt he same period,
Massachusetts and Califomia produced the most impactful research- also called field-weighted citation impact--among a Il states. Thi s brief
offers a state-specific snapshot of data pu lled from the report.To read the full report, visit — w.csg.o,wl:nowtedgeeronomy.

169 PUBLICATIONS | Fiere-veic rep crrarion

PER 1,000 RESIDE NTS, 2013
US Average: 1.70publications per 1,000residents

IMPACT, 2004-2013

Cited 5896 more than
global average

OVERVIEW :Rescarch and development is a critical contributor to innovation and tong-term economic growth,and the United St.ates has a
long history of being a global leader. According to a new collaborative reportfromThe Council of State Governments and Elsevier-"America's
Knowledge Economy: A State-by-StateReview:-the United States published more than 536,000 publications in 2013. Predictably, states with
larger populations also tended to publish more.For example,(alifornia and New York were the top two producers from 2004 to 2013.From
2004 to 2013, a bigchunkofUnited States publications-more than one-quarter-focused on the field of medicine. Over the same period,
Massachusett5 and California produced the mostimpactful research-also called field-weighted citation impact-among all states. This brief
offers a state-specific snapshot of data pulled from the report. To read the full report, visit www.csg.(){g/knawk!dgeec.onomy .

2.34 PUBLICATIONS | mivncr.zo00 20

IMPACT, 2004 -2013
PER 1,000 RESIDENTS, 2013

Cited 48% more than
U.S. Average: 1.70 publications per 1,000 residents globalaverage

COMPARATIVE ADVANTAGE IN RESEARCH

MATERIALS SCIENCE

Ranked 7¢+among all states in terms of research impact
and cited 9% more than the U.S. average.

TOP COLLABORATING
STATE, 2004-2013

36..577 collaborations from 2004-2013 (9.5% of all of Texas's publications)

SREAMONG IR STATES T §431BH:2AoNe '

COMPARATIVE ADVANTAGE IN RESEARCH

M E D I C I N E Cited 11% more than the us.average.

| TOP COLLABORATING
STATE, 2004-2013

15,244 collaborations from 2004-2013 (8.7% of all of Virginia's publications)

RESEARCH FROM MEDICAL SECTOR,2004-2013
1 6 ZO/ . of Virginia's total research output is from its government
, 0 sector, the 5,h highest rate among a 11 states.

CRITICAL MASS OF RESEARCH AND INNOVATION,2004-2013
Texasresearchers and inventors account for 7.8%of all U.S. research publications
(4'hamong all states) and 7 1% of all U.S. patents granted (2-damong all states).

RESEARCH FROM CORPORATE SECTOR,2004-2013

6 3(7 of Vi rginia's total researc h output is from its corporate
. 0 sector, the 10'h highest rate among all states.
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Medicine

Socia | Sciences

Biochemistry, Genetics and Molecular Biology
Engineering

Physics and Astronomy

Materials Science

Chemistry

Computer Science

Psychology

Mathematics

Agricultural and Biological Sciences
Business, Management and Accounting
Arts and Humanities

Neuroscience

Chemical Engineering

Environmental Science

Pharmacology, Toxicology and Pharmaceutics
Health Professions
Economics,Econometrics and Finance
Nursing

Earthand Planetary Sciences
Immunology and Microbiology

Energy

Decision Sciences

Multidisciplina ry

Dentistry

Veterinary
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% of artide downloads from Corporate
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Above average in all Areas

Mathematic
ComputerSc. 2.5 Physics & Astronomy
Decision Sc.* —Chemistry
Econ. & Finance 2 Chem. Eng.*
Business, Mgmt. & Acct.* 1.5 Materials Sc.
Social Sc. 1 Engineering
ol 0.5 .
Psycholo Energy*A
Yy gy 8y 2013
0
. . WLD
Arts & Humanities* Environmental Sc.
Neuroscience l Earth & Plan. Sc.
Dentistry Agri. & Bio. Sc.
Nursing* Biochem., Gen. & Mol. Bio.
Health Prof. Immun. & Microbio.

Pharm. & Toxic. 'm Veterinary*»

* Total 2004 Output < 100 Publications; ” Total 2013 Output < 100 Publications



Competitiveness (Benchmarkimg matt Ranking)

Physics/Math
Computer Science
Chemistry
Social Science

Brain Research Engineering

Earth Science
Heath Science
Biology

. Biotechnology
Medical Specialties

Infectious Disease



View Your Institution’s Research Strengths

Publication Leadership.
Competencies where Institution

produces the largest number of

articles in the world

Citation Leadership.
Competencies where Institution

receives the most citations inthe
world

Innovation Leadership.
Competencies where Institutionin

citing more recent articles

compared to the world average




Spotlight: Individual University Maps
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Competency: DC #4 X
j Publicationsatthis Institution: 199

Authors at this Institution: Borlongan
C.V ,; Dickey C.A.; Sanberg P.R.

Keywords: Alzheimer Disease;
Amyloid; Amyloid beta-Peptides

Journal Categories:

Neurology (clinical) 36.5%
Cell Biology 15.3%
General Medicine 14.6%

More details »




Connecting
Expertise to Expertise

Connecting
Expertise to Opportunity



Collaboration Networks

® United States

@ Europe

© Asia Pacific

@ Middle East [ Africa
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Jll OUR MEMBERS

Australia

Australian National University
University of Melbourne
University of Sydney

UNSW Australia

Canada
University of British Columbia

Chile
University of Chile

China
Fudan University
Hong Kong University of Science
and Technology
Nanjing University
Peking University
Tsinghua University
University of Hong Kong
University of Science and
Technology of China
Zhejiang University

Chinese Taipei
National Taiwan University

Indonesia
University of Indonesia

Japan

Keio University
Kyoto University
Osaka University
Toh University
Universitygf Tokyo
Was€da University

Korea

K(Qea University

Seoul National University
Y@sei University

Malaysia
University of Malaya

Mexico
Monterrey Institute of
Technology

and Higher Education
National Autonomous
University of Mexico

New Zealand

University of Auckland
Philippines9 9
University of the Philippines

Russia
Far Eastern Federal University

Singapore
Na&)nal University of Singapore

Thaffand
Chulalongkorn University

USA

California Irﬂtitute of
Technology

Stanford University

University of California, Berkeley

University of California, Davis

University of California, Irvine

University of California, Los
Angeles

University of California, San
Diego

University of California, Santa
Barbara

University of Hawai’i at Manoa

University of Oregon

University of Southern @hlifornia

University of Washington
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Returns on Types of Collaboration

Im pact of colla boration

University of Sheffield  University of lllinoisat  University ofMinnesota University of
Urbana-Champaign Copenhagen
=ingtitutional =National =international =corporate

Source: Seopus(2006-2010)
Citations per article fold increase over nstitutional co-authorshp




Returns on Types of Collaboration

Data Source: Scopus via SciVal Data Analytics Portal



Percentage of Publications Co-Authored With Industry



Percentage of Publications Co-Authored With Industry



The Four C’s of Research Productivity

* Communication
v Impact (Quality over Quantity)
* Competitiveness
v" Benchmarking Specific Strengths - not Ranking
* Collaboration
v Internal and External
e Capital
v' Infrastructure and Human



Cultivating an Exceptionally

Productive Research Environment

Brad Fenwick DVM, PhD, DACVM

Professor and Jefferson Science Fellow - US Dept. of State
Senior Vice President

Global Strategic Alliances

APEC SCCC
May, 2015




Opening Session Day 2



APEC Policy Support Unit (PSU)
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APEC Study Centers Consortium Conference 2015
12-13 May, Boracay Island




The APEC Policy Support Unit (PSU):

policy research & analysis arm of APEC comprising
openly recruited professionals

working together with APEC Senior Officials & fora, in
Improving the quality of their deliberations and decisions
and promoting policies that support the achievement of
APEC'’s goals

by providing objective and high quality research,
analytical capacity & policy support capability.



» PSU’s policy research & analysis agenda is structured into
S core areas:
1) Trade and investment liberalization and facilitation
2) Structural reform
3) Connectivity including supply chain connectivity &
global supply chains
4) Economic and financial analysis
5) Sustainable economic development



Trade and investment liberalization & facilitation

Evaluation of progress towards Bogor Goals; Studies on trade & investment

areas such as tariffs. non-tariff measures and services

Structural reform

Assessment of APEC's Ease of Doing Business; Research on sectoral
regulatory reforms

Connectivity including supply chain connectivity & global supply chains
Research on connectivity, supplu chain operations of key industries,
SMEs & services in supplu/value chains; Evaluation of supply chain
performance; Analysis of value chain resilience

Economic & financial analysis

Analysis of economic, trade & investment trends; Database on GDP, trade,
financial & socio-economic indicators



Among our products are:
e StatsAPEC, a statistics portal at statistics.apec.org
e Policy briefs
e |Ssues papers
e Research & policy analysis reports:
-> Project reports
-> Biannual reports: (a) APEC Economic Trends Analysis;
and (b) Key Trends & Developments Relating to Trade
and Investment Measures and their Impact on the
APEC Region

For complete list of our published work, visitwww.apec.org/About-Us/Policy-
Support-Unit/PSU-Research-Focus



http://www.apec.org/About-Us/Policy-
http://www.apec.org/About-Us/Policy-

APEC Groups

APEC Senior
Officials” Meeting
(SOM)

Senior Finance
Officials” Meeting
(SFOM)

APEC’s Bogor Goals Progress Report 2014

APEC’s Bogor Goals Dashboard 2014

Report to Implement the APEC Connectivity Blueprint
Shaping the Future through an Asia-Pacific Partnership
for Urbanization & Sustainable City Development

Asia Region Funds Passport: A Study of Potential
Economic Benefits and Costs

Innovation, Competitiveness and the Role of Fiscal
Policies (Issues Paper No. 7)

Regulatory Issues Affecting Supply Chain Finance and
SME Access (Issues Paper No. 8)



APEC Groups

Committee on e Perceptions in the Use of NTMs in the APECRegion

Trade and e Comprehensive Analysis on Enhanced Resiliency of

Investment (CTI) Cross-Border Value Chains

e 2014 External Indicators Update for the Supply Chain
Connectivity Framework Action Plan

e Voluntary Standards and Regulatory Approaches in
Advertising in APEC Economies (Issues Paper No.5)

* APEC, Services, and Supply Chains: Taking Stock of
Services-Related Activities in APEC (Policy Brief No.9)

e Services and Manufacturing: Patterns of Linkages
(Policy Brief No. 10)




Economic
Committee (EC)

SME Working

Group (SMEWG)

Investment
Experts’ Group
(IEG)

APEC Groups

APEC’s Ease of Doing Business: Interim
Assessment 2009-2013

Regulatory Reform: Case Studies on Promoting
Innovation

APEC Economic Trends Analysis

Integrating SMEs into Global Value Chains -
Policy Principles and Best Practices (Issues
Paper No. 6)

IFAP Implementation in Facilitating Investment
for the Asia Pacific Region: 2014 Update



Investingin Human Capital Development;

e Assessment of APEC Leaders’ Growth Strategy

Fostering Smalland Medium Enterprises’ (SMEs) Participationin Regional and Global Markets;

e For SMEWG: SME Internationalization and Measurement (Policy Brief No. 12) (completed)

e Regulatory Reform - Case Studies on Improving the Business Environment for Small andMedium
Enterprises (SMEs)

e SMEs in APEC —Some Issues to Examine When Designing Competition Regulations (Issues Paper)
Building Sustainable and Resilient Communities; and

e For CTI: Value Chain Resilience in the Asia Pacific: A Synthesis Report (completed)

e Sustainable Development Partnerships for Cities in the Asia-Pacific Region

Enhancing the Regional Economic Integration Agenda.

e Annual Reports on Trends and Developments in FTA/RTA Provisions and Outcomes Concluded by
APEC Economies

e Indicators and Baseline Measures for APEC’s Work in Services

e Manufacturing Related Services in Supply Chains/Value Chains

e Study on APEC Best Practices on Authorized Economic Operator (AEO) Programs

e For CTIl: Services, Manufacturing and Productivity (Issues Paper No. 9) (completed)

[Note: Latest monthly work program is available online: http://www.apec.org/About-Us/Policy-

Support-Unit/PSU-Research-Focus]



http://www.apec.org/About-Us/Policy-
http://www.apec.org/About-Us/Policy-

» StatsAPEC: APEC's own statistics portal - database of
APEC economic indicators

wwWw.statistics.apec.org


http://www.statistics.apec.org/

 Research Outcomes (annual): Summary of research
projects completed in a year



« APEC in Charts (annual): A graphical overview of the
APEC region’s economic, trade, investment, and policy-
related performance.



PSU webpage:
http://www.apec.org/About-Us/Policy-Support-Unit.aspx

Email:

QSUQI’OUQQ@&QGC.OI’Q

Subscribe to:
PSU Mailing List (for PSU News Alert)


http://www.apec.org/About-Us/Policy-Support-Unit.aspx
mailto:psugroup@apec.org

APEC Communications Partner

Network: Update
May 2015 — APEC Secretariat

Presen ted by
Jennifer Juo, Communications Manager

APEC Communications and Public Affairs Unit




Goal: Tocollaborate on communicating shared APEC topics to
stakeholders, the media and the general public

The more voices that speak
about our shared APEC topics
through social media,

blogs, seminars,

the more people we will reach!






STAKEHOLDER ENGAGEMENT

Mutual Sharing of Content on
Social Media, email and
website

Joint Seminars

Placing Opinion Articles in
Local Media

Possible blog on APEC LinkedIn



Hired Edelman—internationally recognized social mediaand digital
firm—Feb 2015-Feb 2017

e Enhance APEC’s social media engagement

e Develop partner relationships with key social media
influencers

e Curate APEC content to be posted on social media

ASCC members welcome to take advantage of Edelman by
providing us with reports, publications, blogs for posting on social media!



ImplementedJoint Outreach Seminars with ASCC on APECtopics:

Australia: APEC Seminar at ASCC Griffith University in Brisbane, Australia
on 14 August 2015 with Dr Bollard as speaker

The Philippines: APEC Seminar with PIDS and
ASCC Griffith in Manila, the Philippines Sept 2015-TBC

We welcome more partners!



Revamped ASCC
page on the APEC
Website perrequest
at lastmeeting

Includes historical
links to past
conference
proceedings 2011-
2013



We welcome your ideas for collaborating further!
Contact us at the APEC Secretariat:

e Jennifer Juo, Communications Manager, jj@apec.org
 Michael Chapnick, Director of Communications and Public Affairs Unit,
mc@apec.org



mailto:mc@apec.org

Visit us at www.apec.org

Like us on Facebook page
www.facebook.com/APECnews

Follow us on Twitter
@APEC
@Bollard_APEC

Follow us on our Linkedln Company Page
www.linkedin.com


http://www.apec.org/
http://www.facebook.com/APECnews
http://www.linkedin.com/

Session 6: Building Sustainable and Resilient
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« Global Value Chains play a dominant role in global trade and business.
The increase in global trade has been attributed to the increased
activity of GVCs, with multinational corporations (MNCs) contributing
around 80% of global exports (WEF 2013). Growth in GVCs also
encourages FDI.

Table 1 Selected key performance indicators, foreign affiliates of TNCs, 2013

2013 Level Change over 2012
71 million of employees +5%
$35 trillion of sales +9%

$7 trillion of value added (~10% of global GDP) | +6%

$97 trillion of managed assets +8%

$8 trillion of exports +3%

Source: World Investment Report 2014.



« APEC PSU under the guidance of CTI have conducted four
studies to deepen understanding and increase awareness of the
emerging systemic risks and value chain resilience (VCR) by
evaluating VCR (composed of three elements - value chain
risks, strength and connectedness) quantitatively and estimating
the impact towards the APEC region’s trade and investment.

« This synthesis report attempts to summarize the main findings of
those studies as well as the policy implications and the way
forward.



e Natural Disaster Risks

* the possibility that economic activity may be impeded by natural disaster.

Logistics and Infrastructure Risks

* the set of disruptions that can occur to supply chain processes when the markets or
actors that connect supply chain operators to each other do not perform as expected.

e Market Risks

» economic fluctuations that disrupt prices, output, or other economic fundamentals.

= Regulatory and Policy Risks

» unexpected changes in regulatory stance, or inconsistency in enforcement, can increase
business uncertainty, and thus the transaction costs associated with value chain
processes.

el POlitical Risks

» the possibility that economic activity may be impeded by the occurrence of political or
violent conflicts inside or outside the economy.




Figure 1 Overall VC Risk index: results for APEC, ASEAN, G-8, G-20, and OECD
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Figure 2. Value Chain Risks for APEC and OECD, 2013
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Strength as the inverse of risk, which is “the ability to respond to the occurrence of a risk,
and limit its economic and social consequences”.

ﬁ;?ﬂ?atrégggt]g: » measures that limit the economic and social consequences of
Risks the occurrence of a natural disaster.

* measures that limit the economic and social disruptions that
can occur to supply chain processes when the markets or
actors that connect supply chain operators to each other do not
perform as expected.

Strength Against
Logistics and
Infrastructure Risks

e measures that limit the economic and social effects of economic
fluctuations that disrupt prices, output, or other economic
fundamentals.

Strength Against
Market Risks

» measures that limit the economic and social effects of
unexpected changes in regulatory stance, or inconsistency in
enforcement, which would otherwise increase business
uncertainty, and thus the transaction costs associated with
value chain processes.

Strength Against
Regulatory and Policy
Risks

* measures that limit the economic and social effects of the
possibility that economic activity may be impeded by the
occurrence of political or violent conflicts inside or outside the
economy.

Strength Against
Political Risks

N



Figure 3 Strength against logistics and infrastructure risks
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Figure 4 Strength against market risks
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Figure 5: Strength to VC Risks, APEC and OECD
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» Connectedness: being measured as the importance of an economy in the network,
as shown by trade flows among economies. The connectedness of each economy
is a weighted average of the connectedness of all other economies to which it is
connected by a value added export flow. The weights in the average are export
shares, namely the proportion of each economy’s total exports that go to each other
economy.

 The Phase 3 report noted that “...the Asia-Pacific functions partly as a bridge
between regions of the world: it is relatively central in the network, and well
connected to most other parts of the world... Europe, by contrast, forms more of a
self-contained unit, with strong links within the region, and strong links between
some key economies and other regions, but many economies that exist primarily
within a European space.”

e The world trade network in value added terms shows a similar pattern, in general.
One of the differences is that “the dispersion of Connectedness scores is slightly
lower in the case of gross trade than in the case of value added trade... which
suggests that the value added trade networks displays even stronger hub and
spoke characteristics than the gross trade network: some economies are very well
connected to the rest of the world, but others are relatively isolated”




World Trade Network in Gross Value
Terms, 2009
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Figure 8 Simple Average Connectedness Score for Total Value Added Trade, by Economy Group,
2009
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The econometric analysis applied in the report shows that:

e a 5% decrease in the Value Chain (VC) Risk index is associated with a
1.5% decrease in trade costs;

e a 5% increase in the VC Strength index is associated with a 2.7%
decrease in trade costs;

e ab5% increase in the VC Connectedness index is associated with a
1.4% decrease in trade costs:

e the above figures suggest that a 5% improvement in VCR, i.e. a
decrease of that magnitude in VC Risk combined with increases of that
magnitude in the other two variables, is associated with a 5.6%
decrease in trade costs. As such, the relationship between VCR and
trade costs is a bit higher than a 1:1 ratio.



Scenario 1 5% improvements in VC Risk,
Stregth and Connectedness
5% improvements in VC Risk,
Stregth and Connectedness

5% improvements for
developed APEC economies;

10% for developing APEC
economies

Scenario 4 No change

No change

No change

No change

EU economies
deteriorating
performance by 5%

m APEC Economies Non Apec Economies ?;ne:Li/

unilateral reform

preferential
regional reform

unilateral reform

affect all



The CGE model in the report demonstrates that APEC economies stand to experience substantial
increases in GDP from enhancements in Value Chain Resilience.

The increases in GDP range between:

. 0.9% or $260 billion (Scenario 2) and

. 1.5% or $460 billion (Scenario 3).
Disruptions in value chains (Scenario 4):

. show a quite modest impact of 0.3%.

. The low impact is most probably due to the strong connections that APEC economies have with other parts of
the world (non-APEC) that enable opportunities for substitution of suppliers.

In terms of trade:

. Scenario 1: exports gain for APEC is 6.1%, or $374 billion annually.

. Scenario 2: 5.4% or $332 billion;

. Scenario 3: an increase by 9.6%, or $593 billion in dollar terms.

. Scenario 4: exports fall slightly in APEC, by 0.6% or $38 billion.

For investment:

. Scenarios 1, 2, and 3: value of investment increases significantly for APEC: at around 2.0% or $140 billion
annually for Scenarios 1 and 2. While ASEAN has higher percentage change, the nominal value for APEC is
much higher, reaching nearly seven times higher.

. Scenario 4 shows only relatively weak impact for APEC which is expected; considering the diversification of
APEC economies and the availability of alternative funding source from regional savings.



\/
0’0

>

Certain types of Value Chain Risks—such as regulatory risk—are directly
actionable by governments through relevant policy action. Policymakers thus
have a large role to play in the process of managing and mitigating risk.

Coping mechanisms to mitigate disasters or economic shock will often involve
efforts from multiple economies and parties. Applying a regional and
partnership approach is a critical ingredient for a successful response to the
occurrence of risks and disasters. It is important for APEC economies to learn
established best practices from other regions and to push for ambitious
concerted efforts.

Firms usually have their own risk management strategy in coping with
disruptions affecting their supply chain as part of their business continuity plan.
Still, governments also have an important role in creating a conducive
environment that reinforces and promotes resilience.
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With the current gap in Connectedness performance among developed and
developing economies, APEC economies should work more closely with one
another in trying to encourage more firms, particularly in the developing
economies, to participate more fully in the global value chains. This will create
a more cohesive regional and global trade network. Additionally, trade
facilitation and logistics and addressing the behind the border barriers will help
keep the cost of doing business across borders low and reduce uncertainty.
Efforts in these areas will improve Value Chain Connectedness considerably.

Improvement of resiliency of Value Chains shows potential significant benefits
in terms of GDP and trade gains. These in turn will lead to an expansion of
employment and potentially an increase in wages, which should benefit both
skilled and unskilled labour. As such, policies and investments to strengthen
Value Chain Resilience will also provide inclusive benefits.

The results from the CGE model show that economic impacts from VCR
improvements are higher under a most favored nation (non-discriminatory)
basis. This provides strong justification for APEC’s open regionalism principle.



Key characteristics of a resilient supply chain:

Robustness

 aresilient supply chain should be strong enough to withstand normal shocks
and changes.

» Robust supply chains should not be easily disrupted in the first place.

» Reliable transportation, power and ICT infrastructures and services are the
necessary conditions for establishing a robust supply chain.

Agility

» Agile supply chains could be defined from “their ability to rapidly, and cost-
effectively, respond to change as enabled through the seamless flow of

information from the market and across the supply chain” (Park et. al. 2013:
160).

» Speed is crucial in improving or building supply chain resilience.

 Agility is particularly important during recovery after a certain disaster as a
resilient supply chain should be able to recover quickly from disruptions.

» The longer the time taken to recover, the more damages could occur, and the
more complex is the situation to be resolved.



Flexibility

» Resiliency in supply chain could be improved by having more options
and alternatives during normal times and during recovery.

» Multiple suppliers will provide lead firms more options to anticipate or
react to changes. Christopher and Peck (2004: 15) noted that: “Single
sourcing, where one supplier is responsible for the supply of a specific
item or service may be advantageous from a cost and quality
management perspective, but is dangerous in terms of resilience”.

Redundancy

 to maintain agility and quick recovery, firms and governments may
need redundancy or surplus capacity implanted in their system.

» This could be in the form of buffer stocks, spare budget for emergency

purposes, and a thorough preparation of Business Continuity Planning
strategy.
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A Dominant Supplier Approach
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1 Introduction
2 The Predominant Supplier Approach
3 Significance of Trade in APEC EGs

4 Final Remarks



The need for international
cooperation in environmental

protection
 Adverse effects of

climate change span
borders.

e Transitioning to an
environment—friendly
economy is costly,
especially for
developing countries.



Trade policies as a useful tool in EGs

 lLack of capacity of
developing
countries to
produce

 Reducing trade
barriers facilitate
access and cost-
effective adoption
of EGS.



In trade
nhegotiations,
economic
considerations
matter as well as
environmental
protection.

e Gridlock at the 2011 WTO rounds of trade
negotiations in Doha



APEC is
reducing 5% or
less on a list of
54
environmental
goods by 2015.



Which goods in the APEC list to, liberalize?



To provide concrete inputs to the review of
the APEC EGs list.

To identify what is the optimal mix of
environmental goods to liberalize for
APEC as a whole and for individual
member—economies.



1. Free-rider problem (APEC-level)

— Predominant supplier approach due to Wonnacott
[1994]

2. Significance of trade in APEC EGs
(national level)

— Analysis of comparative advantage and potential gains
from liberalization for each individual member—
economy



The PREDOMINNER APPROACH

APEC tariff cut pledge favors free riders.

— Adheres to the Most—Favored—Nation principle
of the GATT

— All tariff cuts
made within
APEC must be
extended to
non—APEC
members.



The PREDOMINMYER APPROACH

How to — Wonnacott [1994]
minimize applies the concept of

i o open regionalism
free ndmg' to MFN liberalization of
trade in APEC.

— Choose the mix of
goods where the
greater concentration
of supply is within
APEC.




The APEC Supply Predominance (ASA in

each good is computed as the share of APEC exports
in world exports of the good excluding intra—EU trade:

MM =

WWeeeelllW eeeeeeeeeestee — [I1IeceelI—AAEE eccelIWWee

Higher ASP indicates less free riding.



APEC Supply Predominance in
54 APEC EGs (2013)

ASP (%)
Average 56.06
Maximum 99.02

Minimum 28.604




Distribution of 54 APEC EGs, by 2013
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Distribution of 54 APEC EGs, by EG
Category



2013 APEC Supply Predominance (%)
in 54 APEC EGs, by EG Category

TOTAL — 56.06

Waste water management and potable water D oot

treatment

M t of solid and hazard te and
ANABEMENT o] SO 2N Nazardotis Waste ant ] 5439

recycling systems

e e o [ 4.40

production

Natural risk management [ 56.32
Environmentally preferable products | 2864
Environmental monitoring analysis and
4192

assessment equipment

Air pollution control — 60.96

0.00 10.00 20.00 30.00 40.00 50.00 60.00 70.00

2013 APEC Supply Predominance (%)




SIGNIFICANCE of
TRADE in APEC EGs

* Previously, we measured APEC supply
predominance (ASP) of each good.

« But which level of ASP serves each
member-economy best?

— |dentify the mix of goods where the highest
comparative advantage of the member lies.

— To illustrate, we consider result for APEC as a
whole and then for the case of the Philippines.

—NOTE. Results vary across member—
economies.



Analysis of Comparative
Advantage

STEP I.Cluster the goods according to various
cut—off levels of APEC Supply Predominance.

* The higher the cut—off level, the less no. of
~ CuCH® OB 30% 35% 40% 45% 50% 55% 60% 65% 70% 75% 80% 85% 90%

No.of 54 52 51 48 42 35 21 16 12 9 6 6 4 3
APEC EGs




Analysis of Comparative
Advantage

STEP 2. \n each cut-off level, measure the
comparative advantage of all the goods identified.

« INDICATOR. The comparative advantage (CA)
of the Philippines for goods above cut—offleveliiis
the difference between export share and import
share of all the goods identified in cut—off level ii:

qy= [ i AAPPiIR. vy X, AAPPiiD. Eiiiececeeeeee; N
cceooet th) AAPPIID. eocecececece  —  eeceeetth AAPPUP. tiiieeeeeceeee

STEP 3. Choose the cut—off level with the highest



" FINDINGS—



Comparative advantage of APEC in 54 APEC

EGs
APEC trade shares (%) in 2013, by cut—off level
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16 APEC EGs: 0.31% CA (2.16 % of exports and 1.86 % of
imports)



Comparative advantage of APEC in 54 APEC

EGs
APEC trade shares (%) in 2013, by category

Environmental monitoring analysis and
assessment equipment  -0.06

Natural risk management 0.01

Waste water management and potable water
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15 APEC EGs: 0.21% CA (2.16% of exports and 1.95% of
imports)



Comparative advantage of the Philippines

in 54 APEC EGs
+APEC trade shares (%) in 2013, by cut—off level
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Potential Market of the Philippines in 54

APEC EGs
Value of |m|oorts of Phil. APEC partners (USD

350 - in 2013, by cut—off level ;s
300 + - 3.00
250 - 2.50 g
/\ o
200 2.00 g
3 |5
150 - 1.50
5
100 - 1.00 E
50 - 0.50
0 0.00

25% 30% 35% 40% 45% 50% 55% 65% 70% 75% 80% 85% 90%

16 APEC EGs: Potential market worth USD 173



Comparative advantage of APEC in 54 APEC

EGs
PH trade shares (%) in 2013, by category

Environmental monitoring analysis and r
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Potential Market of the Philippines in 54
APEC EGs

Value of imports of Phil. APEC partners (USD
Billion) in 2013, by category

Environmental monitoring analysis and h 56.94

assessment equipment
Natural risk management | 2.80

Waste water management and potable water
treatment - 19.93

Renewable energy and clean technology R 2 96

production

Management of solid and hazardous waste and
recycling systems B 40.23

Air pollution control [l 15.12

Environmentally preferable products | 0.36

15 APEC EGs: Potential market worth USD 182.96 Billion



Which goods .
> to liberalize?

A political economy question.




Which goods
© to liberalize?

Benchmarks based on purely economic criteria
(supply predominance and comparative

advantage)

O




o Finding:t

Which goods .
> to liberalize?

1. 16 APEC EGs for which APEC supplies 60%
of world exports

2. 15 APEC EGs under renewable energy and
clean technology production



Analysis is based on economic criteria.

Lays the
groundwork
for other
consideration
S



~ Potential gains
/"~ depend not only

.~ ~-.on the volume of

. - trade but also on
- .existing trade

p | barriers (i.e., tariff
- and non=tariff

barriers).
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Social Enterprises, Employment and
Community Sustainability

Leonardo A. Lanzona, Jr.

Director
Ateneo Center for Economic Research and Development
Ateneo de Manila University



Outline of the Presentation

Importance of SMEs and the Challenges Faced

The Role of SEs in Risk Management and
Disaster Relief

Empirical Model for SEs
Estimates of the Model
Conclusions and Implications to APEC



Policy Issues

e SMEs are seen as the key players for sustaining growth
and increasing employment. Reflect Community
Resiliency

— Growth is often initiated by large firms but over time, as

the economy expands, much depends on increasing the
scale of new firms to make them more efficient.

— Growth presupposes structural transformation: new firms
making new goods in new ways and old ones innovating
and reorganizing or being dissolved .

e STYLIZED FACT: While 99 % of the enterprisesin the
Philippines are SMEs, only 69% of total employment
and 32% of total value added originate from these
firms.



Potential Contributions of SMEs

Stimulating innovation: Through the established empirical relationship between
innovation and firm growth, the contribution of SMEs to innovation is seen tobe
important to the economy. However, Aldaba (2009) finds that the deepening of
high-technology industries has remained weak due to limited backward linkages
and low value added of high technology export products.

Spurring competition: SMEs spur competition which raises productivity and inturn
stimulates economic growth. However, in the Philippines, while some notable
improvements in the number of enterprises, value added and employment were
registered, the overall economic performance of SMEs in the last decade has
remained weak. (see Aldaba and Aldaba, 2014).

Job creation: The evidence shows that small firms make a disproportionatelylarge
contribution to job creation, given the percentage of the workforce they employ.
While in aggregate they make a rather static contribution to the economy and
although they employ a significant proportion of people (Tecson, 2004), they do
not contribute a lot to employment growth.
— Many only have a relatively short life expectancy, perhaps of 3 - 5 years, althoughthis depends
on the economy. Most of these SMEs are presently in the 'at risk' or 'insulated' categories,

and the main issue that they face is how to best adapt to the increasing competitive pressures
occasioned by open regionalism.



Role of SEs

A social enterprise aims in some way to increase “social value,”
The idea is that the SEs performs a function different from the other SMEs..

The goal is to achieve a more inclusive development by allowing the benefits to be
accessible to everyone that is part of the enterprise, including their consumers. To
a large extent, the role of SEs is to integrate itself into the larger supply chain
consisting of other SMEs to generate the greatest impact.

The differentiating factor between the SMEs and the SEs is the concept of social
technology. This means that social capital will be a crucial element in the
operations of the SE.

SEs are expected to introduce new technology that not only increases productivity
but also address other social concerns, including protecting the environment.



Role of SEs

 The concept of ‘social enterprise’ was introduced in Italyto
designate those pioneering initiatives that were created
due to the institutional imagination of its promoters.

e Three distinctive features of these innovations are worth
mentioning:
— (i) the search for direct participation by stakeholdersthrough
new democratic forms of management (multi-stakeholder),

— (ii) the widespread use of the cooperative form in activities
which in other the enterprises are generally managed by
associations and foundations, and

— (iii) the production process is expected to meet certain social
standards, resulting to a difference in its technology.
 Through various forms of institutional arrangements, the
associations and NGOs are able to determine the socially
efficient level of such goods at the the householdlevel.



SEs and Public Goods

e Social enterprises operate in markets in order
to address social needs and reduce inequality,
recognizing that this has value.

e Public goods will not always cost more if
innovative businesses can bring new products
to market, but that these outcomes are not
necessarily the primary business objective as
they are in a social enterprise.




Empirical Framework for SEs

Model of Coordinated Household Decisions

Macroeconomic Factors affecting Households
-Labor Market Conditions
O Predictable employment opportunities
O Access to technology and capital
O Stable returns to human capital
-Capital Accumulation and Growth/Urbanization
-Labor Standards/ Minimum Wage Policy
-Education Policy
-TradePolicy
-Population Policy

Genetic Variability Household Preference and Short-run Outcomes:
Stature (Social and Coordinated Decisions for: -On the Household
Economic) -Completed Family Size O Production
Frailty - Present and Future > O Consumption
Ability Consumption (Savings, O Income-generating activities
Investments O Assets
- Expenditures on Children: -On the Child
Human Capital and O Nutrition/Health
Family of Origin Endowments O Education
Parents Education -On the Adult
Parents Occupation O Migration
Inherited Assets/ O Employmentin Wage Labor
Bequests
Access to Credit
Local or Community Conditions Affecting
Households

-Local Human Resource Programs

O Food Prices Long Run Effects:
O Preventive Health/Child Care -Adult Productivity of Children:
O Curative Health O Entry into the Labor Market
O Education Facilities O Wages and Earnings
O Job Information System -1 O Diseases/Mortality
-Social Protection Policies -Security of Parents
O Cash and Non-cash Transfers -Permanent Incomes and Revenues
O Microcredit -Chronic Poverty
-Livelihood Programs
O Access to Markets/Prices of Inputs




Empirical Framework

Model of Coordinated Household Decisions

 |mplications of the model:

Coordination of the household decisions: consumption is linked to
production and vice versa. Household conditions regarding health
and education can affect the decisions for production.

Short-term outcomes are linked to long-term outcomes. If SEs are
expected to spur community development, the pressing needs of the
household will have to be addressed first

Households respond to incentives. Commodities or activities that are
seen to be more expensive are substituted for the less expensive ones.
However, unless consumption needs are also addressed, the
sustainability of the SEs becomes an issue. For instance, even though
loans may be available, but if the family is not healthy, production can
be limited. Loans can be used for consumption instead of production.

Macroeconomic and Local communities need to be controlled and to
be supportive in order to assess the impact of the project on the
household’s production and consumption. This includes the trade

policy.



Empirical Test

e The data used for this analysis come from a 2012-2013
baseline survey that was conducted by the Ateneo
Center for Economic Research and Development
(ACERD) for several of its partner NGOs.

 The objective of the survey was to collect baseline data
for SEs in 13 projects being implemented by the NGOs.
The sample consisted of control (beneficiaries) and
treatment groups consisting of MSMEs and SEs, the
latter being the industries being supported by the said
NGOs. These NGOs include one of the largest SEs in
the country For confidentiality reasons, the NGOs will
be left unmentioned.



Number of Target No. of No. of Non-
Household Firm Beneficiaries Beneficiaries
/Enterprise Surveyed Surveyed
Beneficiaries
Rizal Business Development Services 4000 40 40
Laguna and Financing 50 31
Antique 50 30
Puerto Princesa, Palawan Wild honey expansion & lighting 350 253 108
project
Quezon, Palawan Enhancement of Alternative 541 175 67
Tourism
- Antique Financing of Purchase Order 500 172 121
llog, Negros Occidental Expansion and Improvement of 1450 172 176
Potable Water Supply System
Calatrava, NegrosOccidental Hi-Breed Goat FarmingEnterprise 400 99 101
_ Laua-an, Antique Muscovado Sugar Production 150 43 41
- Northern Samar Climate Adaptable PalaySeed 700 162 188
Cebu City Building Market Access for Fair 264 175 175
trade Products
_ Zamboanga del Sur Land Redemption Program 135 50 68
_ North Cotabato Banana chips production 400 127 73
Agusan del Sur Integrated Rice Duck Farming 1800 161 181
System (Duck Center for IRDFS)
Davao City Cacao production 120 67 52

Total 6,810 1,656 1,351




Variables Used in the Analysis

The dependent variables are revenues, family incomes and poverty incidence. In the
absence of employment data, these will serve as proxy variables for employment generation.

Using the framework of coordinated household decisions presented in the previous section,
the independent variables include:

— Factors of production: loans and costs. Costs are supposed to proxy for scale of
production.

— Household composition: Percentage with high school and college education and age
distribution

— Household Assets: working phone, electricity, walls constructed with strong materials

— Water and hygiene: water delivered or piped to their own houses, and sealed water
toilet

— Health: whether the household has visited a medical practitioner and whether the
household

— Geographical Factors: Access to roads for the whole year, conditions in Visayas and
Luzon relative to Mindanao, calamities

— Preferences: Whether the Wife make the decision in the family; Whether there is an
Overseas Filipino Worker (OFW)

— Unmeasured NGO characteristics: whether the household is a SE ornot



Results of the Empirical Analysis

Loans: Loans per se were not significant, but loans considered as
production loans (coming from their NGO partners) are associated with
higher incomes, revenues resulting in lower poverty. The point is that
loans (usually enforced by NGOs, microfinance institutes and
cooperatives) must be production loans (not used for consumption) if it is
going to have any positive impact on the enterprises.

Costs of Production: This variable is intended to measure the increasing
scale of the enterprise operations. With increasing costs, the production
inputs are expected to increase proportionately. Nevertheless, the effects
of production scale are non-linear, as shown by “squaring” or “doubling”
the costs of production. As the enterprise further increased its size, there
were lesser incomes and revenues observed, leading to a greater chance
of becoming poor.

Schooling: Households with more college education tend to have more
incomes, revenues and a lower chance of being poor. Similarly, those with
more high school education also tend to generate more incomes and
revenues, and are able to move out of poverty.



Results of the Empirical Analysis

Age composition: Households with younger people (between ages 6 to 20) tend to
receive more income and revenues and lower poverty incidence. This can be due to the
fact that these children may complement the production activities of the parents (see
Lim, et. al., 2002). In addition, having older people seems to decrease the chance of
being poor. Perhaps, older persons in the household have accumulated enough pension
or savings and are able to contribute to the family consumption. Alternatively, richer
households can take care of older members since they have means of supporting them.
Social security for the aged seem to be important in addressing poverty

Amenities: Having electricity is associated with more incomes and revenues as the
chance of being poor is decreased. The same effects are observed for those households
that have working phones and are close to roads that are passable throughout the
whole year. The only difference is the phones do not have a significant correlation with
revenues. But enterprises with houses built on strong walls are associated with higher
revenues. Houses with stronger walls may be one of the inputs used in the business.
The results here show the importance of publicgoods.

Water and Hygiene: These variables are related to the health of every member of the
family, and so may have effects on production. Households that have their own water
piped or delivered in their houses are associated with greater revenues. Those with
sealed toilets are correlated with more incomes and revenues, and less poverty.



Results of the Empirical Analysis

Health: Accessibility and visits to medical practitioners and the public hospital seem
to lead to more revenues and more incomes, respectively. Public hospital visits also
result in lower poverty.

Other income: Having an OFW tends to result in greater incomes for the household
while having a wife make more decisions seems to draw in more income, revenues,
lesser poverty and greater self-assessment in their financial condition. Perhaps, it is
not so much the increase in income that matters but the wise allocation and use of
funds that the wife brings into the picture that result in these positive effects. This
suggests the importance of gender concerns.

Environmental and Social Conditions. Households residing in Luzon and the Visayas
seem to have lower incomes and revenues. Households in the Visayas also have a
higher chance of being poor. It would seem that the economic conditions faced by
these households are more severe, compared to Mindanao.

Calamity: Households affected by calamities in any geographic location have lower
incomes and tend to be poor.



Conclusion and Implications to APEC

e These initial results indicate the value of business environment in
affecting the revenues and incomes of these enterprises. In
addition to these however there are other factors such as
education, amenities as well as social conditions. This indicates the
importance of directly addressing poverty and providing public
goods to these enterprises.

e APEC programs have centered on two approaches:

— Promotion of development of the economy and local industriesto
secure employment opportunities as assistance for anti-poverty
measures and supporting social development

— Enhancement of assistance in infrastructure building, technology
transfer, SME promotion, and development of supporting industries,
Demarcation and coordination with other public funds are stressed.
Assistance not only focuses on responding to the crisis, but is designed
to strengthen the national financial system, develop core human
resources, and upgrade business management and technical skills.



Conclusion and Implications to APEC

Both approaches are crucial in the development of the SMEs and
to justify the role of government intervention since these firms
are expected to produce positive social externalities or benefits
that are unlikely to be evaluated by the markets.

However, these approaches are not enough in addressing the
poverty issue. As seen from these results, poverty is affected by
the same factors affecting incomes and revenues. A clear stand
on poverty, especially on the SEs, will be needed to improve
community sustainability and increase employment.

What is missing is the aspect of public goods which help the SEs
prosper and in turn be useful to the rest of the SMEs in the
community. Public goods become global (sometimes called
international public goods) in nature when the benefits flow to
more than one country and no country can effectively be denied
access to those benefits.



Conclusion and Implications to APEC

e The promotion and protection of cultural
diversity, core labor rights, and the environment
through global cooperation are also regarded as
global public goods. Environment-specific global
public goods fall into three broad categories:

— Information and knowledge
— Protection of key environment areas
— International rules and institutions

e Solution then can be found in APEC supporting

the SEs particularly those engaged in building
resiliency and sustainability.



Conclusion and Implications to APEC

 One of the key questions about global public goods is: how
can investment in them be encouraged? Failure to provide
global public goods is linked to collective action problems
such as “free-riding”. The free-rider term describes a
situation when no individual is prepared to pay the cost of
something that others may be expected to benefit from;
instead, all hope that someone else will pay for it and they
will benefit for free.

* |n the case of the environment, there are threereasons
why the free-rider problem is even worst:
— Stock Externalities
— Westphalian dilemma
— Weakest link technologies



Conclusion and Implications to APEC
Weakest Link and Value Chain

e In supporting SEs, APEC should consider the formation of a Global Value
Chain (GVC) which refers to a value chain that operates in more than one
economy.

e The GVCis only as strong as its weakest link. SEs can be develop as being
valuable part of this value chain. If so, then it can also be its weakness.

* In the weakest-link case, strong incentives exist for parties to cooperate
and provide for the common defense. There is little incentive (or
possibility) for free riding. Weakest-link technologies, however, are ones
where the non-cooperative outcome most closely approaches the efficient
outcome only as long as countries have similar tastes and incomes. With
weakest-link technologies, coordination and technological cooperation
may be sufficient to produce reasonably efficient outcomes.



Thank you
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Figure 1 Australian Government post-disaster expenditure
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Main Issues

Risk management policies may entail significant costs for national
budgets, which in many cases may already be facing significant
constraints.

Governments may find it useful to avoid disruption of longer term
growth and fiscal balance objectives through strategies that help
smooth the impact of disasters on public finances.

How can governments strengthen their financial resilience to
disasters?

The costs of disasters often represent a contingent liability — both on
the expenditure side and the revenue side of national budgets.

Such events have low probabilities but potentially high financial and
economic impacts, and are often difficult or impossible to predict.

These kinds of costs are not easily incorporated into traditional
budgeting frameworks.



Main Issues (cont)

m  Governments are often expected to fund reconstruction expenses
for public assets, but are also called upon to organize and fund post-
disaster relief for citizens and businesses.

m Disasters also tend to be associated with reductions in expected tax
revenues.

m |n other words, the financial risks may be positive correlated.

m |n addition, national government policies (whether they use ex-ante
or ex-post approaches) interact with the policies of other levels of
government and actions of the private sector, leading to problems
associated with moral hazard.

m The paper discusses these issues and examines, at a high level,
disaster funding arrangements in Australia.

m The paper discusses the policy challenges that government face to
strengthen their financial resilience to such disasters.



Productivity Commission Draft
Report (September)

m  Current government natural disaster funding arrangements are notefficient,
equitable or sustainable. They are prone to cost shifting, ad hoc responses
and short-term political opportunism.

m The evolution of the funding arrangements can be characterised by growing
generosity by the Australian Government during the previous decade,
followed by a swing to constrain costs and increase oversight after the
recent concentrated spate of costly disasters.

m  Governments generally overinvest in post-disaster reconstruction, and
underinvest in mitigation that would limit the impact of natural disasters in
the first place. As such, natural disaster costs have become a growing,
unfunded liability for governments, especially the Australian Government.

m Australian Government post-disaster support to state governments needs to
be reduced, and support for mitigation increased. Some budget provisioning
Is also needed.



Productivity Commission Draft
Report (September 2014)

m The Commission’s preferred funding reform option is to
provide a principal level of support to states
commensurate with relative fiscal capacity and the
original ‘safety-net’ objective, with the option of top-up
Insurance for those states that require it.

m States need to shoulder a greater share of natural
disaster recovery costs to provide them with more
autonomy and a sharper incentive to manage, mitigate
and insure these risks.

m Australian Government mitigation funding to states
should be increased



Policy Challenges

Clarify Objectives

Recognize All Disaster-Related
Contingent Liabilities in National
Budget Documents and Make them
Fully Transparent

Determine the Government’s Degree
of Prudence and Risk Aversion



Policy Challenges (cont).

Vi.

Vil.

Where Possible, Determine the Magnitude
and Probability of Contingent Liabilities

Be Mindful of Correlation Structure of
Risks

Discount Risky Revenue Streams
Appropriately

Carefully Assess the Costs and Benefits of
Appropriately Structured Reserve Funds



Policy Challenges (cont).

viii. Carefully Assess the Interaction
between Ex-Ante and Ex-post Funding
Mechanisms and Moral Hazard

ix. Clarify rules ex ante for government
funding mechanisms

x. Look for Alternative Ways Recouping
Disaster-Related Costs
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Policy Challenges (cont).

xi. Where Disaster-Related Risks are

Quantifiable, Assess the Costs and
Benefits of a Variety of More Formal
Risk Assessment Approaches

xii. Where Disaster Related Risks are not

Quantifiable, Assess the Costs and
Benefits of a “Traffic Light” Approach

xiii. Engage In Stress Testing Exercises

11



Questions?

12



e Briefing on ASCC Creation and Structure by
by Mr. Alex Rogers, Alternate Program Director for ASC
0 Revisit ASC Membership Guidelines
O Accreditation of ASC per Economy (who will accredit?)
0 Policy on Non-accreditation of Academics as part of Economy’s Delegation
O Regular updating of ASCC Directory by economy

e Updates on ASCC 2014 Outcomes (China)
by Prof. Liu Chenyang, ASCC 2014 Chair
0 Proposal on Promoting the Construction of APEC’s Think Tank Network Through
Strengthening the ASCC Mechanism
0 ASCC Executive Committee

= consisting of shepherds (or focal points) nominated by APEC member
economies

O ASCC: APEC Leaders' Week: Outcomes!

e Mechanisms to mainstream ASCC to the APEC Process (Philippines)
by Dr. Erlinda Medalla, ASCC 2015 Vice Chair
O Participation in relevant APEC Subfora
= ASCC Chair attending the SOM2 Meeting to discuss outcome of the
conference (China’s hosting in 2014)
= ASCC-Policy Partnership on Science, Technology and Innovation (PPSTI)
e ASCC Chair received invitation from PPSTI Chair
= ASCC-Human Resources Development Working Group (HRDWG)
e Possible future collaboration on activities

0 Strengthening the Linkages between ASC-PSU-PD for ASCC
= Engaging ASCs to APEC Projects
e Possible collaboration between ASC-PSU on research
studies/activities
=  Presentation of PSU studies in ASCC Conference

0 ASC to ASC collaboration (e.g. forthcoming PIDS-Griffith University collaboration)

e Other Matters

e Presentation and Announcement of next ASCC host (Peru)

L Highlights in the APEC Ministerial Meetings relevant to ASCs is presented in Annex basically taken from PD Alex
Rogers updates to ASCs email dated November 12,2014.



Business Meeting






W 1993 ‘Education Initiative’ by APEC Economic Leaders
W 1994 APEC Leaders Education Initiative Conference

m 1995 First APEC Study Centres Consortium Conference
B Today Around 60 ASCs in 20 APECeconomies



B Status of ASCC in the APEC process?
- Independent

B How to establish an APEC Study Centre?
- SOM Office



B APEC’s Guidelines on Non-Member Participation do not
apply to ASC

B However, ASCC has recently held its annual meeting
during an APEC SOM cluster — where overall registration
and security procedures get applied to all events

M Practical impact: 2 of 21 economies required their ASCsto
register via the Secretariat; others part of economy
delegation



B Secretariat holds the ASCC Directory

B [ndividual updates as welcome at any time and usually
processed within 24hours; the responsible Program
Executive is Ms Joyce YONG (jy@apec.orqg)

B Secretariat also proactively seeks updates periodically
from all ASCs


mailto:jy@apec.org

ASCC 2015 Business Meeting
(11:15-12:30pm, 13 May 2015)



Proposed Agenda

* Briefing on ASCC Creation and Structure by
e by Mr. Alex Rogers, Alternate Program Director for ASC

e Updates on ASCC 2014 Outcomes (China)
* by Prof. Liu Chenyang, ASCC 2014 Chair

 Mechanisms to mainstream ASCC in the APEC Process (Philippines)
e by Dr. Erlinda Medalla, ASCC 2015 Vice Chair

e Other Matters

e Presentation and Announcement of next ASCC host (Peru)
* by Peru Representative (TBC)



Mechanisms to mainstream ASCC in the
APEC Process (Philippines)

1. Participation in relevant APEC Subfora

[ ASCC Chair attending the SOM2 Meeting to
present outcome of the conference

(China’s hosting in 2014, Philippines in 2015)

. ASCC-Policy Partnership on Science, Technology

and Innovation (PPSTI)--aAscc chair received invitation
from PPSTI Chair to attend the PPSTI5 meeting (May 16-17)



Mechanisms to mainstream ASCC in the
APEC Process (Philippines)

2. Participation in relevant APEC Subfora

1 ASCC-Human Resources Development Working
Group (HRDWG)

- Possible future collaboration on activities



Mechanisms to mainstream ASCC in the
APEC Process (Philippines)

3. Strengthening the Linkages between ASC-
PSU-PD for ASCC

. Engaging ASCs in APEC Projects

-- Possible collaboration between ASC-PSU on
research studies/activities

. Presentation of PSU studies in ASCC
Conference 2015 (2 presenters and 1 Discussant)



Mechanisms to mainstream ASCC in the
APEC Process (Philippines)

3. ASC to ASC collaboration (e.g. forthcoming PIDS-Griffith
University collaboration in August)

--one of the objectives of ASCs is networking with ASCs
in the region



e Other Matters

] Status Update from PNG re: ASC
creation

*Presentation and Announcement of
next ASCC host by Dr. Miguel Estrada
Peruvian Network for Asia-Pacific
Studies (REDAP)



ASCCC Participation to the 5" APEC Policy Partnership on Science,

Technology and Innovation (PPSTI) Meeting



7% <% APECSTUDY CENTERS CONSORTIUM CONFERENCE 2015
12-13 May 2015 B Boracay Island, Philippines
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5MAPEC Policy Partnership on Science, Technology and Innovation (PPSTI) Meeting
Boracay Island, the Philippines
16-18 May 2015

THEME: "Science, Technology and Innovation for Inclusive Growth"

ASCC Participation to PPSTI5
+ PPSTI Innovation Policy Sharing Seminar, May 17
0 Theme: Small and Medium S&T Enterprises for Inclusive Growth

+ ltem 16 of PPSTI5 Guest reports
0 (Guests are invited to present updates and deliver a short presentation outlining the key issues
or recommendations).

A pleasant good afternoon everyone!

First, on behalf of ASCC Chair, allow me to express our gratitude to PPSTI's Chair, APEC Secretariat and the
organizers of PPSTI5 meeting for inviting ASCC as one of the guest’s observers. If I'm not mistaken, this is the

first time that ASCC is invited to a PPSTI meeting.

Listening to yesterday’s presentation of new PPSTI projects (Subgroup C: Enhancing Regional Science and
Technology Connectivity) was very informative and perhaps we can explore possible future collaboration in terms

of research, information sharing and dissemination of the researches done by our respective group.

As a short background, APEC Study Centers (ASCs) were part of the vision set out by APEC Leaders in 1993
when they launched the 'APEC Leaders' Education Initiative." The Education Initiative called on APEC members
to foster regional cooperation among tertiary and research institutes to promote greater academic collaboration

on key regional economic challenges. ASCs undertake research, disseminate information and facilitate discussion



on APEC-related issues, initiatives and processes to help support APEC's vision and goals. Universities and
research institutes around the APEC region host APEC Study Centers (ASCs). Today you can find more
than 50 APEC Study Centers (ASCs) in 20 APEC member economies.

Together, ASCs form the APEC Study Center Consortium (ASCC). ASCC holds an annual conference which
provides an opportunity for academics and scholars from around the region to discuss their research and identify

areas for collaboration.

This year, the ASCC Conference 2015 on “Building Inclusive Economies, Building A Better World” was held on
May 12-13, 2015 here in Boracay (Ballroom2). The conference was organized by the Philippine Institute for
Development Studies (PIDS) and the Philippine APEC Study Center Network (PASCN) in cooperation with the
Ateneo de Manila University (ADMU) and the Asian Development Bank Institute (ADBI). More than 90 participants
from 15 APEC member-economies attended the conference including guests from non-APEC member-economies
(Colombia, Mongolia, and The Netherlands) and non-ASC (Asian Development Bank Institute, Asia Pacific Rim

Universities, and Elsevier) participants.

The ASCC Conference program was structured along the APEC 2015 priority areas:

e Enhancing Regional Economic Integration

e Fostering SMEs' Participation in the Regional and Global Economy
¢ Investing in Human Capital Development

e Building Sustainable and Resilient Communities

A total of 24 papers were presented that covered a wide range of issues. Enhancing the ability of small and
medium enterprises (SMEs) to take advantage of trade opportunities and be able to participate in the regional

and global markets is one of the highlights of this year's conference.

Two of the papers presented look at ways to improve SMEs’ access to financing. A research by ADB Institute
suggests an efficient credit rating scheme that rates SMEs based on their financial health will reduce banks’
aversion to SMEs and encourage them to lend money to small businesses. Another paper from Sangmyung
University of Korea, looks at how financial cooperation through the ASEAN Economic Community and the
ASEAN+3 can expand SMES’ access to finance in the region. The paper recommends looking at the European

Union’s experience in crafting policies for financing SMEs.

Another paper from the Philippines discussed how to better prepare SMEs for natural disasters through business
continuity planning. It recommends that disaster risk reduction and management be embedded into the business

sector and examines the role of APEC in promoting MSMES’ resilience.




Another research from the Philippines highlights the advantages of having a local economic development and
competitiveness indicators system for SME locators. According to the paper, establishing a competitiveness index
ranking for cities and municipalities provides a critical decision information on locating a business and, at the

same time, addresses the issues of productivity, efficiency, facilities, and interconnectivity.

Finally a paper on Fostering sustainable development, a motivation behind the promotion of social enterprises
(SEs), which provide jobs to those negatively affected by an integrated regional economy. The increasing
popularity of SEs as an innovative business model has captured the interests of APEC member-economies such

as the Philippines and Mexico.

If you are interested to know more about ASCC and the research papers presented during this conference, you

may visit www.ascc2015.0rg.

Thank you very much for the opportunity to share with you some information about the recently concluded APEC

Study Centers Consortium Conference 2015 and we look forward to future collaboration with PPSTI.


http://www.ascc2015.org/

ASCC

Universities and research institutes around the APEC region host APEC Study Centers (ASCs).Today, you can find more than 50
APEC Study Centers (ASCs) in 20 of the 21 APEC member-economies. The ASCs are collectively known as the APEC Study
Centers Consortium (ASCC).

ASCs were part of the vision set out by APEC Leaders in 1993 when they launched the ‘APEC Leaders’ Education Initiative.’ The
Education Initiative called on APEC members to foster regional cooperation among tertiary and research institutes to promote
greater academic collaboration on key regional economic challenges. ASCs undertake research, disseminate information, and
facilitate discussion on APEC-related issues, initiatives, and processes to help support APEC’s vision and goals.

PASCN

The Philippine APEC Study Center Network (PASCN) is one of the ASCs in APEC member-economies. ASCs undertake
research, disseminate information, and facilitate discussion on APEC-related issues to support the attainment of APEC’s vision
and goals. The PASCN was established in 1996 through an administrative order as the Philippines’ response to the APEC Leaders
Education Initiative, which aims to develop regional cooperation in higher education and research. It is composed of the Asian
Institute of Management, Ateneo De Manila University, Central Luzon State University, De La Salle University, Mindanao State
University, Silliman University, University of Asia and the Pacific, University of San Carlos, University of the Philippines, Xavier
University, Department of Foreign Affairs-Foreign Service Institute, and Philippine Institute for Development Studies as lead
institution and the Network’s Secretariat.

PIDS

The Philippine Institute for Development Studies (PIDS) is a nonstock, nonprofit government corporation engaged in the
conduct of long-term policy-oriented research. PIDS was established in 1977 to respond to the critical and growing need for
research for planning and policy formulation. Research conducted by PIDS is envisioned to help government planners and
policymakers in the executive and legislative branches of government.
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