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Economic Perspectives for 2008-2009 and Proposal of the Monetary, Foreign
Exchange Rate and Credit Policy for 2008

programmed by the MSO for Q1,035.0 million, so to keep congruency with the
demand of programmed monetary issue, requires that the Banco de Guatemala
reduce the balance of MSO by around Q1,505.0 million.

In the second quarter an expansion of external origin liquidity is
expected, derived from the increase of net international monetary reserves for
US$178.0 million (equivalent to Q1,421.0 million). Due to the fact that liquidity
contraction will generate the increase of deposits by the Central Government for
Q3,280.0 million and of the balance of banking legal accounts in the Banco de
Guatemala for Q1,840.0 million, it is estimated that it will reduce the level of the
MSO by Q3,791.0 million.

In the third quarter a reduction in the level of NIMR for US$20.0 million is
expected (equivalent to Q163.0 million) and a liquidity expansion of internal
origin for Q2,861.0 million mainly associated to the use of deposits by the
Central Government for Q2,059.0 million and a decrease of deposits from the
banks in the system for Q327.0 million, which would imply that the Banco de
Guatemala increase its balance of MSO by Q1,931.0 million.

In the fourth quarter a contraction of external origin liquidity is forecast for
US$60.0 million (equivalent to Q479.0 million) and a liquidity expansion of
internal origin for Q6,127.0 million mainly as a result of the use of Central
Government deposits in the Banco de Guatemala for Q3,501.0 million, of the
maturity of the DP for Q1,455.0 million and of the decrease of the balance of the
banking legal reserve accounts for Q533.0 million. On that account and taking
into consideration the seasonal increase of the monetary issue demand, making
a necessary increase in the balance of the MSO for approximately Q2,004.0
million.

Following we present scenario 2 of the Monetary and Fiscal Program for
2008.
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MONETARY AND FISCAL PROGRAM 2008
Millions of quetzales

Concept SCENARIO 2 TOTAL
| QUAR Il QUAR | Il QUAR| IV QUAR
FISCAL ACCOUNTS
Income 8,591 8,511 8,772 9,530 35,404
Expenditure 7,943 8,538 10,438 12,371 39,290
Current 6,271 6,640 7,702 8,129 28,741
Capital 1,672 1,899 2,736 4,242 10,549
Deficit -649 27 1,666 2,841 3,886
(% of the GDP) 14
Net External Financing -185 1,600 -169 -176 1,070
Net Internal Financing 957 1,708 -225 -484 1,957
Till Variation -1,420 -3,280 2,059 3,501 859
A. MONETIZING (+) AND DEMONETIZING
(-) FACTORS
I. Net International Monetary Reserves -379 1,421 -163 -479 400
In US$ -47 178 -20 -60 50
Il. Net Internal Assets -497 -4,096 2,861 6,127 4,396
1. Central Government -1,420 -3,280 2,059 3,501 859
2. Rest of the public sector -597 222 -182 308 -248
3. Position with banks 273 -1,840 327 533 -706
Credit to banks 0 0 0 0 0
Banking reserve 273 -1,840 327 533 -706
4. Other Net Assets 211 -36 41 330 546
Expenses and Products 89 52 13 167 321
Others 122 -89 29 163 225
5. Maturity of DP 1,035 839 616 1,455 3,945
Ill. CREATION OF LIQUIDITY -876 -2,675 2,698 5,648 4,796
B. DEMAND OF MONETARY ISSUE -406 277 151 2,189 2,211
C. EXCESS (-) OR LACK (+) 470 2,952 -2,547 -3,459 -2,585
OF LIQUIDITY (B-Ill)
D. PLACEMENT OF MSO -470 -2,952 2,547 3,459 2,585
E. PLACEMENT OF NET MSO 1,505 3,791 -1,931 -2,004 1,360
(-) increase (+) decrease

2. Monetary Sector for 2009
In order to give continuity to the monetary, foreign exchange rate and
credit policy actions in the framework of a scheme of explicit inflation targets, it
is deemed convenient to count on the projections of the monetary program for
2009. For said effect, the closing estimation of the monetary program for 2008
contained in scenario 1 was taken into account. The referred program holds
consistency with the inflation target (5.5% +/- 1.5 percentage points) and with

the growth of real activity, that is estimated at 5.4%. Based on this, the
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monetary issue demand for 2009 would register an inter-annual growth rate of
12.0% regarding the estimated balance of said variable for the end of 2008. In
that context, the total payment means (M/N+ M/E) could grow between 10%
and 13%, whereas the banking credit to the private sector (M/N + M/E) will grow
between 13% and 16%, both in inter-annual terms.

As was indicated, it is expected that for 2009 the NIMR increase by
US$25.0 million, which is equivalent to a monetary expansion of external origin
of Q200.0 million.

Consistent with the above, the NIA must increase Q1,525.0 million.
Within the NIA it is estimated that the Central Government decrease its deposits
in the Banco de Guatemala by around Q1,056.0 million during the year®.

As to the net cost estimated of the monetary policy for 2009 this is
estimated at around Q156.0 million. It is worth indicating that within this factor,
the main source of expenditure will continue to be the payment of interests of
the monetary stabilization operations, which will be counteracted by the income
coming from the investment of the IMR.

Within the NIA, the main demonetizing factor will be the increase in the
balance of the banking legal reserve accounts for Q965.0 million, as a result of
the growth of the public deposits in the banking entities.

Consistent with the design and execution of the monetary program, the
adjustment variable of the NIA will be the MSO. In that context and considering
the behavior of the monetizing and demonetizing factors, as well as the demand
of monetary issue, the Banco de Guatemala should reduce the level of MSO by
around Q2,109.0 million.

Following we present the Monetary and Fiscal Program for 2009.

° Multi-annual Fiscal Program contained in the project of the General Budget of Income and Expenditure of the State for
the 2008 Fiscal Year.
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MONETARY AND FISCAL PROGRAM 2009
Millions of quetzales

Concept TOTAL

FISCAL ACCOUNTS

Income 39,058
Expenditures 43,665
Current 31,157
Capital 12,508
Deficit 4,607
(% of the GDP) 14
Net external financing 1,429
Net internal financing 2,122
Till Variation 1.056

A. MONETIZING AND (+)
DEMONETIZING (-) FACTORS

I. Net International Monetary Reserves 200
In US$ 25
Il. Net Internal Assets 1,525
1. Central Government 1,056
2. Rest of the public sector -294
3. Position with banks -965
Credit to banks 0
Banking reserve -965
4. Other Net Assets 389
Expense and Products 156
Others 233
5. Maturity of DP 1,339
[ll. CREATION OF LIQUIDITY 1,725
B. DEMAND OF MONETARY ISSUE 4,790
C. EXCESS (-) OR LACK (+) 770
OF LIQUIDITY (B-II

D. PLACEMENT OF MSO -770

E. NET PLACEMENT MSO 2,109

(-)increase (+) decrease

Last, it is worth pointing out that the perspectives of the real, monetary,
external and fiscal sectors will be congruent with the efforts of macroeconomic
stability.
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. PROPOSAL OF THE MONETARY, FOREIGN EXCHANGE RATE AND
CREDIT POLICY FOR 2008
A. FUNDAMENTAL OBJECTIVE
Article 3 of the Organic Law of the Banco de Guatemala decided

the following:

“The Banco de Guatemala has as its fundamental objective, to contribute to the
creation and maintenance of the most favorable conditions for orderly
development of the national economy, for which it will propitiate the monetary,
foreign exchange rate and credit conditions that promote the stability in the
general level of prices”.

B. POLICY TARGET

Taking into account that, according to the legal mandate
abovementioned, the fundamental objective of the Banco de Guatemala
materializes promoting conditions for stability in the general level of prices,
resulting appropriate to make said objective operational through the
establishment of a quantitative target for the inflation target. The fixation of a
quantitative target for the inflation rate is one of the most outstanding
characteristics of the explicit inflation target regimen, monetary scheme that the

Monetary Board decided to implement in Guatemala™®.

1. Purpose of the inflation target

In a regimen of explicit inflation targets, the target established by the
corresponding national authority has the main purpose of constituting the
nominal anchor of the monetary policy and, as such, orient the actions of the
referred policy as well as the expectations of the economic agents.

In said regimen, the monetary policy does not have an objective for the
nominal exchange rate of the national currency regarding one or more foreign
currencies, nor does it have one for the growth rate of one or more monetary
aggregates, reason for which the actions of the monetary policy are oriented
toward the consecution of the inflation target.

As to economic agents’ expectations, they are important given that they
influence the general level of prices and the economic activity. In effect, when

the inflation expectations of the economic agents do not coincide with the fixed

1% Resolutions JM-160-2004, JM-185-2005 and JM-168-2006.
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inflation target by the Monetary Authority, the consecution of said target
requires major efforts in monetary policy as well as fiscal policy and, usually of
greater costs in terms of a lesser rate of growth of the economic activity. That is
why it is desirable that the inflation expectations of economic agents coincide
with the inflation target. Said coincidence requires that the inflation target be
feasible to reach in a temporary horizon and, on the other hand, that there is a
conviction that the Central Bank will use the instruments of the monetary policy
in the necessary measure to reach the inflation target (in other words, that the

Central Bank have credibility).

2. The inflation target in 2007

According to resolution JM-168-2006 of the Monetary Board, the target
for the inter-annual variation of the consumer price index, for December 2007, is
of 5.0% (+/- 1 percentage point). For December 2008, said resolution
establishes a target for the same variable of 4.5% (+/- 1 percentage point).

To November 2007, the accumulated inflation throughout the year
reported a number of 7.74%; on the other hand, the inflationary rhythm to said
month was of 9.13%. Based on these results, the inflation rate for the end of
2007 was over the upper limit of the established target for said year. The
referred behavior is the result, among others, of the following factors:

a) The international price of oil has registered a rising tendency
throughout 2007, which has generated an increase in the price of derived
products (gasoline, diesel and propane gas);

b) The international price of corn has evidenced level records in the
present year, situation that has influenced prices of other products that make up
the CPI, such as tortilla, animal meal, cereal products and poultry meats;

C) The international price of wheat has also risen significantly, which
has caused the internal price of bread, flour, cereal and pastas;

d) The monetary issue has registered an important deviation
regarding the programmed runner, which shows persistent excess of primary

liquidity in the economy; and,
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e) The banking credit to the private sector continues evolving over
the upper limit of the programmed runner.

3.  Liable Forecasts™

The liable inflation forecasts for Guatemala point to an inter-annual
inflation of the CPI of 8.49% for December 2007 and of 6.62% for December
2008, The main unknowns that sustain the mentioned forecasts are referred
to, on the one hand, the expected behavior of oil prices and their derivatives
and, on the other hand, the inertial behavior of the inflationary rate of diverse
headings of expense that make up the CPI.

It is worth stating that according to the referred liable forecasts, inflation
did not fulfill the inflation targets established in resolution JM-168-2006 for
December 2007 and for December 2008.

4. Asset Forecasts

The asset forecasts, provided by the Semi-structural Macroeconomic
Model —-MMS [For its acronym in Spanish]- of the Banco de Guatemala, take
into account the actions of the Monetary Authority (adjustments in the leading
interest rate) that tend to the consecution of the inflation target, as well as the
effects that such actions have on the rest of macroeconomic variables.
According to the results of the fourth running of the MMS in 2007, we forecast
an inter-annual inflation rate of 6.16% for December 2008 and of 4.16% for
December 2009,

5. Proposal of inflation targets
Based on the previous considerations and with the purpose that in the

mid term the inter-annual inflation converges toward the observed levels in the

™ Correspond to the projections of technical bodies of the Banco de Guatemala, which can vary in function of the
imperative conditions in the internal and external environments, as well as the effects derived from monetary policy
measures.

2 projection with data observed to November 2007.

'3 For the fourth quarter 2007, the MMS prescribes an average level of the leading interest rate of 6.42%; however, the
mechanical running of December 2007, forecasts an inter-annual inflation rate of 6.40% for December 2008 and of
4.16% for December 2009, with an average level of the leading interest rate of 6.55% for the fourth quarter of 2007.
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developing economy that has been applied to the scheme of inflation targets,
propose the following inflation targets for 2008 and for 2009.

YEAR PUNCTUAL TARGET TOLERANCE MARGIN
(inter-annual variation of
the CPI)
2008 5.5% + /- 1.5 percentage points
2009 5.5% +/- 1 percentage point

The previous inflation targets will be consistent with the strategy of

gradual reduction of inflation'* that is indicated in the following:

YEAR Inter-annual Variation | TOLERANCE MARGIN
of the CPI
2008 5.5% + /- 1.5 percentage points
2009 5.5% +/- 1 percentage point
2010 5.0% +/- 1 percentage point
2011 4.5% +/- 1 percentage point
2012 4.0% +/- 1 percentage point
6. Characteristics of proposed inflation targets and of the

gradual reduction strategy of inflation

a) Increase of the inflation target for 2008

When comparing the multi-annual target proposed here with the inflation
target of 5.0% +/- 1 percentage point and of 4.5% +/- 1 percentage point,
approved by the Monetary Board for 2007 and 2008, respectively through
resolution JM-168-2006, we observe that the inflation levels included in the
proposed target for 2008 imply increasing the same by a punctual value of 4.5%
and another of 5.5% and, on the other hand, assign an inflation target for a
punctual value of 5.5% for 2009.

The basic considerations that make increasing the punctual value of the
inflation target for 2008 advisable can be grouped in two elements: (i) supply
factors effect and (ii) fiscal conditions. Following is an analysis of each one of
the mentioned elements.

Regarding the supply factors, it is precise to point out that the

Guatemalan economy has been affected, as was indicated, by increases in oil,

* |n annex reference is made to the main suppositions of the gradual reduction strategy of inflation.
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corn and wheat prices, as well as their derived products. Regarding oil,
according to Global Insight™, the average price per West Texas Intermediate -
WTI- barrel that in January 2007 was of US$54.15 and in November of this year
reached US$94.63'°, it is forecast that in December 2007 it will be US$90.00.
According to quotes in the New York Commodities Exchanges, the future price
of the oil barrel will be around US$90.50 in December 2008 and at US$87.92 in
December 2009. As we can see, a substantially high price is being forecast for
the end of 2007 and 2008 and a slight decrease in the price during 2009,
although conserving historically high levels.

It is worth mentioning that between January 2004 and November 2007
(period in which the behavior of the international price of oil has exercised its
greater influence in inflation), the direct impact, in average terms, of the
evolution of the referred price and its derivatives on inflation have been
approximately of 1 percentual point toward the rise.

As to the international price of corn, this began to increase over the
historic levels in September 2006, in February 2007, reaching the highest price
(US$7.25 per quintal), as a result of the United States of America starting to use
raw material for ethanol production. Later, the price has gradually reduced
(US$6.81 per quintal, to November 30, 2007), but are still over the prices
observed in 2006. Additionally, the price of corn to the final consumer in
Guatemala has also observed important increases in 2006 and 2007.
Particularly, the price per quintal of yellow corn was of Q91.18 in January 2006,
of Q107.03 in January 2007 and of Q134.00 in November 2007; on the other
hand, the price per quintal of white corn was of Q104.47 in January 2006, of
Q123.00 in January 2007 and of Q120.00 in November 2007. In the case of
wheat, the international price has also observed strong increases in 2007,
registering a value of US$176.16 per metric ton in January and of US$307.54
per metric ton in November of said year (average price to November 30).

As is well known, the increase in the international price of oil and of its

derivatives, affected, delayed, the costs of transportation of the productive

!5 Global Petroleum Monthly, November 2007, Page 21.
'8 First position to futures, New York Stock Exchange.
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activity, and in this manner, cause increases in the price of goods and services
that within its cost structure of production include crude derivatives.

The prices of corn and wheat have influenced in some important
headings that make up the consumer price index, like tortilla products, poultry
meats (through the price of animal feed) and bread. Consequently, the
occurrence of substantial increase in the price of raw material, like oil, corn and
wheat has a relevant incidence on the inflation rate of Guatemala.

As to fiscal conditions, it is important to point out that the General Income
and Expenditure Budget of the State for the 2008 Fiscal Year approved by the
Congress of the Republic, forecast in use of till resources of the government by
approximately Q1,700.0 million. In said case, the fiscal policy will reduce its
support to the monetary policy, so it will obligate it to operate more actively for
achieving the inflation target.

In the described context, it is worth indicating that the fact that the
proposed target is founded on inflation rates that are viable from the point of
view of liable and asset forecasts, it makes the monetary policy oriented to its
consecution more credible for goods-services, money and exchange markets,
as well as for the economic agents and that, consequently, benefits can be

achieved from the inherent advantages toward said credibility.

b) Punctual Target and Tolerance Margin

In presence of a punctual target, any relevant deviation of the inflation
forecast regarding the target obligates considering corrective adjustments. Of
course, said adjustments would be of small magnitude in the cases in which the
relevant deviations of the forecast regarding the target would be insignificant.
Therefore, the operative consequence of the use of a punctual target is a
gradual and opportune use of the instruments of the monetary policy.

The tolerance margin function is to delimit deviations of the observed
inflation to either rise or fall regarding the punctual target, in recognition that the
central bank, through the monetary policy, only exercise an imperfect influence
in the observed inflation rate and that there is uncertainty as to the impact of

exogenous factors that affect the inflation trajectory.
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For the strengthening of the account rendering of the actions of the
Central Bank it is necessary that, besides complying with the different reports
and publications that have to be made according to the organic law, the Banco
de Guatemala published the design and orientation of the monetary policy and
also, the actions taken for the execution of said policy to achieve the
fundamental objective of the Central Bank, which is the stability in the general
level of prices. In order to generate the certainty of the economic agents of
decision making, the Banco de Guatemala, in a scheme of explicit inflation
targets, shows the public the annual calendar of meetings in which the
Monetary Authority will make decisions regarding the leading interest rate of the
monetary policy. Following is the proposed calendar that the Banco de

Guatemala announces for 2008.

CALENDAR OF THE SESSIONS IN WHICH THE
MONETARY BOARD WILL MAKE DECISIONS
REGARDING THE LEADING INTEREST RATE OF
THE MONETARY POLICY

DATE
February 20, 2008
March 26, 2008
April 23, 2008
May 21, 2008
June 18, 2008
July 23, 2008
August 20, 2008
September 17, 2008
October 22, 2008
November 19, 2008
December 17, 2008
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3. Improvement of the Analytical Framework of the
Monetary Policy

a) Identification and quantification of the different
mechanisms of transmission of the monetary
policy

The transmission mechanism of the monetary policy toward the inflation
trajectory of an economy is complex and changing. In general, there are four
channels identified by which said mechanisms are materialized: the interest
rate, the exchange rate, that of other asset prices and credit. Typically, the
management of the expectations channels is also recognized. The relative
importance of said channels varies throughout time from one country to
another. Particularly, different degrees of development in the structure of the
economies and different institutional contexts affect operation and the relative
magnitudes of the different transmission channels. Particularly, the existence of
different monetary and exchange regimens determines the important
differences in the transmission channels of the monetary policy among
countries and between historic periods. However, it is convenient to have a
notion on the quantitative importance of different transmission channels of the
monetary policy, since this allows better knowing the possible costs, in terms of
real production, of the anti-inflationary policy, as well as the possible exchange
effects.

On the other hand, there is certain empiric equivalence between the
effects of different transmission channels. Therefore, it is difficult to
quantitatively distinguish its relative importance at a given moment. Even then,
the knowledge of the specific characteristics of an economy can be useful to
orient the quantitative investigation as to the transmission channels of the
monetary policy. For effects of the quantitative importance of the different
channels of the monetary policy in Guatemala, the following methodological
statistics are basically used: dynamic correlations and structural auto-regressive

vectors.
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Within said context, the identification and full quantification task of the
transmission mechanism of the monetary policy that apply for the Guatemalan

case, will start at the beginning of 2008.

b) Structural Macroeconomic Model -MEE-

The beginning of the development of a Structural Macroeconomic Model
-MME- has been contemplated for the inflation forecasts. The characteristic of
“structural” refers to the fact that the behavior of the main macroeconomic
variables is congruent with the fact that the economic agents explicitly modeled
show conduct congruent with the microeconomic theory??. This type of model is
called “general dynamic stochastic balance” and is being developed (and in
some cases used) by central banks of countries that have implemented the
scheme of explicit inflation targets.

The main advantage of structural models consists in that it allows
modeling its own characteristics of preference, technology and institutions, of
the real and financial sectors of an economy, that are invariable before changes
in the public policies; therefore, forecast predictions that take into account the
fact that the economic agents can react differently before the same impulse
when the rules vary that regulate the public policy in question. Additionally, the
fact that the structural models incorporate the modeling of microeconomic
agents makes it possible to enrich said models with their own characteristics of
the transmission mechanisms of the monetary policy of the country that
correspond to the modeled economy. However, among the criticism that this
type of model has received, it is worth mentioning the high cost involved in its
development and solution, as well as the fact that the experience as to its use,
internationally, is still limited. Due to the above, the development of the MME
has been contemplated in a period of two years, as of the beginning of 2008.
For the effect, we forecast, first of all, to develop a simple version of said model
and second, enrich it with elements that better reflect the operation of the

mechanisms of transmission of the monetary policy for Guatemala’s case.

22 To maximize its objective functions, which are subject to the pertinent restrictions and that the markets must balance.
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4, Statistical System Improvement in 2008

a) Monetary and Financial Statistics

In 2008 the process of implementation of the Manual of Monetary and
Financial Statistics —MEMF- 2000 edition, from the IMF will continue
progressing, which methodological framework incorporates the best
international practices in matters of compilation and publication of monetary and
financial statistics.

In this context, with the purpose of broadening the statistical coverage in
the sector of other financial stock companies, added to the statistical
information of insurance and bond companies, will incorporate that of
warehouses and the clearing house. Also, the efforts oriented toward improving
the quality of information through the incorporation of new analytical information
coming from the Superintendence of Banks will continue, which will allow
completing the sectorization of loan headings of the credit portfolios.
Additionally, it is forecast that due to the fact that as of January 1, 2008, the
Accounting Instructions Manual for Entities Subject to Surveillance and
Inspection of the Superintendence of Banks will be enforced, the extra-
accountable information that is received will be more complete and will allow
introducing better quality monetary and financial statistics put together by the

Banco de Guatemala.

b) Fifth Manual of Payments Balance

It is forecast that in 2008 the actions that allow definitely implementing

the Fifth Payments Balance Manual will continue, as well as its periodic
publication. In that context the following activities are forecast:

o Publication of the Payments Balance corresponding

to the 2004-2005 period with annual numbers.
o Publication of the corresponding Payments Balance
to the 2006-2007 period with quarterly and annual

numbers.
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o Publication of the statistical report known as “Position
of International Investment” with  numbers
corresponding to 2006 and 2007.

o Make up to the statistical report known as “Payroll of
Reserve and Settlement Assets in Foreign
Currency”.

C) National Quarterly Accounts

In 2008 the National Quarterly Accounts make up will continue, within the
conceptual framework of the National Accounts System of 1993 -SCN93-, with
the objective of contributing to the follow up of the behavior of the economic
activity in the short term and have trustworthy and opportune information
available from the real sector.

In that sense, during the second quarter of 2008, the advances of the
project are hoped to be presented for consideration before the Monetary Board
that will include the results of the quarterly series of the GDP from the first
quarter of 2001 up to the first quarter of 2008, for the focus of production as well
as for the expense focus.

d) Monthly Index of the Economic Activity —IMAE
[For its acronym in Spanish]-

For the second quarter of 2008 the conclusion of the Monthly Index of the
Economic Activity —IMAE [For its acronym in Spanish] - is forecast according to
new productive structures provided by the National Accounts System 1993 -
SCN93-, 2001 base year. It is worth indicating that the revised IMAE will
continue to be a short term indicator of the evolution of the economic activity of
the country.

e) Input-Output Analysis —MIP—[For its acronym in

Spanish]-

According to the Manual on Compilation and Analysis of Input-Output
Analysis Graphs made by the United Nations Organization, said matrix is a
coefficient graph that contains disaggregating of the account of output in a
matrix system (rows and columns) in which they register the transactions of

origin and destination of the output.
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For 2008 the Input-output analysis of 2006 is programmed, using as the
main input the definitive information coming from the National Accounts System
-1993 -SCN93-.

. RECOMMENDATION

Based on the presented, the Technical Council of the Banco de
Guatemala recommends the Monetary Board approve the Monetary, Foreign
Exchange Rate and Credit Policy for 2008, as well as the complementary

measures to the same, in the terms presented in the present report.

Sincerely,
Johny R. Gramajo Marroquin Sergio Javier Lépez Toledo
Director Subdirector
Dept. Economic Studies Dept. Economic Investigations
Luis Felipe Granados Ambrosy Otto René Lépez F.
Asesor Il Director
Dept. Banking and Financial Dept. Economic Statistics
Analysis
Rémulo Oswaldo Divas Mufioz Edgar R. Lemus Ramirez
Director Director
Dept. Monetary Stabilization International Dept.
Operations
Gerardo Noél Orozco Godinez Sergio F. Recinos Rivera
Advisor llI Financial Manager
Juridical Advisor
F. Estuardo Garcia Alburez Oscar Roberto Monterroso Sazo
Secretary Economic Manager

Coordinator

The present report was approved by the Technical Council of the Banco de Guatemala, in session celebrated on
December 14, 2007.

ol/wh
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STATISTICAL APPENDIX
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A. REAL SECTOR
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B. MONETARY SECTOR
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MONETARY SECTOR
YEARS 2005 - 2008

Millions of quetzales

2008 *
CONCEPT 2005 2006 2007% Scenario | Scenario Il
Net International Monetary Reserves (millions of US$) 3,782.4 4,061.1 4,286.0 4,336.0 4,336.0
Net International Monetary Reserves in MN 30,259.1 32,488.8 34,289.0 34,689.0 34,689.0
Monetary issue 14,261.9 15,772.0 17,635.0 20,775.0 20,775.0
Total Banking credit to the private sector v 48,277.3 62,198.8 77,898.8 93,882.8 93,882.8
Total banking fund-raising v 61,666.4 72,237.9 83,814.7 95,225.1 95,225.1
Payment means M2 in MN 66,043.6 77,314.7 87,361.7 98,330.5 98,330.5
Payment means M2 in M/E v 8,138.9 9,667.2 12,823.7 15,215.1 15,215.1
Total Payment Means M2 (MN + ME) 74,182.5 86,981.9 100,185.4 113,545.7 113,545.7
Monetary Policy cost 674.4 379.1 -204.0 372.0 321.0
Balance of MSO 16,987.8 15,199.5 12,676.0 12,226.0 11,316.0
M3 total 77,848.2 92,094.2 106,073.7 120,219.3 120,219.3
MONETARY INDICATORS
YEARS 2005 - 2008
In percentages
2008 *
CONCEPT 2005 2006 2007 Scenario | | Scenario Ill
RMIN In MN / Monetary Issue 212.2 206.0 194.4 167.0 167.0
RMIN in MN / MSO 178.1 213.7 270.5 283.7 306.5
RMIN in MN / M2 total 40.8 37.4 34.2 30.6 30.6
MSO / Monetary Issue 119.1 96.4 71.9 58.8 54.5
Banking Credit to the private sector total / nominal GDP 23.2 27.1 30.4 329 329
M2 total / nominal GDP 35.7 37.9 39.1 39.8 39.8
M2 in ME / M2 total 11.0 111 12.8 13.4 134
MSO / M2 total 229 175 12.7 10.8 10.0
MSO / nominal GDP 8.2 6.6 4.9 4.3 4.0
Cost of the monetary policy / nominal GDP 0.3 0.2 -0.1 0.1 0.1

1/ Does not include off shore entities

* Estimated numbers

' projected numbers

Source: Banco de Guatemala and Superintendence of Banks
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C. FISCAL SECTOR
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PUBLIC FINANCE
YEARS 2005-2008
Millions of quetzales and percentages

Concept 2005 2006 2007° 2008"
Scenario 1 _|Scenario 2
Tributary Load 11.2 11.9 11.9 11.9 11.9
Tributary Elasticity 0.7 1.6) 1.0 0.7] 0.7
Total income (% of the GDP) 12.04 12.8 12.6 12.4 12.4
Indirect Taxes / tributary income 74.0 71.9 71.8 71.8 71.8
Total expenses (% of the GDP) 13.7 14.7 14.4 14.1 13.8
Capital expense / Total expense 33.6 35.9 33.3 28.4 26.8
Social expense / Total expense 44.7| 43.3 46.9 46.7] 47.7|
Fiscal deficit (% of the GDP) -1.7] -1.9 -1.8] -1.7] -1.4
Surplus / Primary Deficit (% of the GDP) -0.3 -0.6 -0.2 -0.2 0.1
Savings in regular account 5,596.9 7,222.9 7,343.9 5,705.9 5,705.5
Total public debt service / tributary income 26.3 33.5 25.5 24.5 24.5
External public debt service / Exportations of goods and services 5.8 7.3 6.8 5.1 5.1
Balance of internal public debt / Total public debt 36.6) 40.2 42 .4 43.4) 43.4)
Balance of external public debt / Total public debt 63.4) 59.8 57.6 56.6 56.6|
Total public debt balance (% of the GDP) 21.6 21.9 22.2 21.5 21.5
Internal public debt balance (% of the GDP) 7.9 8.8 9.4 9.3 9.3
External public debt balance (% of the GDP) 13.7] 13.1 12.8 12.2 12.2
Balance of external public debt / Exportations of goods and services 54.2 51.0 47.7) 43.4 43.4

e/ Estimation
py/ Projected numbers
Source: Ministerio de Finanzas Publicas [Roughly equivalent to the Department of the Treasury] and Banco de Guatemala
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D. EXTERNAL SECTOR
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BALANZA DE PAGOS Y PRINCIPALES INDICADORES DE COMERCIO EXTERIOR
Afios 2005 - 2008
- En millones de US Délares -

CONCEPTO 2005 2006 ” 2007 ¢ 2008 *
Saldo Cuenta Corriente -1,432.1 -1,592.0 -1,696.9 -1,833.7
Exportaciones FOB 5,380.9 6,013.0 6,986.8 8,058.0
Principales productos 1,232.2 1,294.3 1,609.3 1,863.0
Otros productos 4,148.7 4,718.7 5,377.5 6,195.0
Centroamérica 1,404.1 1,577.6 1,895.0 2,274.0
Otros 741.3 843.7 1,042.5 1,261.4
Maquila 2,003.3 2,297.4 2,440.0 2,659.6
Importaciones CIF 10,498.8 11,916.2 13,530.8 15,2923
Servicios 163.2 184.7 235.5 2223
Transferencias Corrientes (Neto) 3,522.6 4,126.5 4,611.6 5,178.3
Remesas Familiares (Neto) 2,959.5 3,575.3 4,111.6 4,707.8
Saldo Cuenta Capital y Financiera 1,686.4 1,870.7 1,921.9 1,883.7
Transferencias de Capital (Neto) 113.1 249.3 90.0 85.0
Capital Oficial y Bancario -83.9 189.6 224.4 113.1
Capital Privado 1,657.2 1,431.8 1,607.5 1,685.6
Variacion de RMIN {(-) Aumento, (+) Disminucion} 254.3 278.7 -225.0 -50.0
Monto de Reservas Monetarias Internacionales Netas 3,782.3 4,061.0 4,286.0 4,336.0
RELACION RESPECTO AL PIB
Saldo Cuenta Corriente -5.3 -5.3 -5.1 -5.0
Exportaciones FOB 19.8 19.9 20.9 222
Principales productos 45 43 4.8 51
Otros productos 15.2 15.6 16.1 17.1
Importaciones CIF 38.6 39.5 40.5 421
Servicios 0.6 0.6 0.7 0.6
Transferencias Corrientes (Neto) 129 13.7 13.8 14.3
Remesas Familiares (Neto) 109 11.8 12.3 13.0
Saldo Cuenta Capital y Financiera 6.2 6.2 5.7 5.2
Transferencias de Capital (Neto) 0.4 0.8 0.3 0.2
Capital Oficial y Bancario -0.3 0.6 0.7 0.3
Capital Privado 6.1 4.7 48 4.6
Meses de Importacion de Bienes Financiables con RMIN 4.5 4.1 3.8 3.6
Meses de Importacion de Bienes y Servicios No
Factoriales Financiables con RMIN 4.2 3.8 31 31
COMERCIO EXTERIOR
EXPORTACIONES - PRINCIPALES PRODUCTOS
Café 464.0 463.6 584.3 684.0
Volumen (Miles de qq) 4,384.2 4,420.6 5,099.9 5,200.0
Precio Medio (US$ por quintal) 105.83 104.87 114.57 131.54
Azlcar 236.6 298.6 377.9 408.0
Volumen (Miles de qq) 27,977.0 28,959.6 30,437.8 34,012.0
Precio Medio (US$ por quintal) 8.46 10.31 12.42 12.00
Banano 236.2 215.5 296.3 341.0
Volumen (Miles de qq) 22,723.1 21,361.8 28,884.8 31,000.0
Precio Medio (US$ por quintal) 10.39 10.09 10.26 11.00
Cardamomo 70.4 83.4 112.1 136.0
Volumen (Miles de qq) 687.8 677.5 609.4 800.0
Precio Medio (US$ por quintal) 102.36 123.10 183.95 170.00
Petroleo 225.1 233.2 238.7 294.0
Volumen (Miles de barriles) 6,207.5 5,357.5 5,468.4 6,000.0
Precio Medio (US$ por barril) 36.26 43.53 43.65 49.00
IMPORTACIONES - Grupo Econémico CUODE
Bienes de Consumo 2,656.9 2,963.7 3,445.0 3,860.0
Materias Primas y Productos Intermedios 2,640.2 2,862.9 3,330.0 3,780.0
Combustibles y Lubricantes 1,586.3 1,876.5 2,280.0 2,656.5
Materiales de Construccion 201.3 240.0 310.0 350.0
Bienes de Capital 1,730.2 2,126.2 2,400.8 2,720.8
Magquila 1,683.9 1,846.9 1,765.0 1,925.0

P Cifras preliminares

¢ Cifras estimadas

P Cfiras proyectadas
Fuente: Banco de Guatemala
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RELEVANT MACROECONOMIC VARIABLES
BY REGIONS AND SELECTED COUNTRIES
YEARS 2005 - 2006
(Percentual Variation)

2005 2006 2007 P/ 2008PY/
ECONOMIC GROWTH
World Economy 4.8 5.4 5.2 4.8
Advanced Economies 2.5 2.9 2.5 2.2
United States of America 3.1 2.9 1.9 1.9
Area of the Euro 15 2.8 25 2.1
Japan 1.9 2.2 2.0 1.7
Emerging economies of Asia__ Y 8.7 9.3 9.2 8.3
People’s Republic of China 10.4] 11.1 11.5] 10.0
Economies with emerging markets and developing countries 7.5 8.1 8.1 7.4
Africa 5.6 5.6 5.7 6.5
Middle East 5.4 5.6 5.9 5.9
Western Hemisphere (Latin America and the Caribbean) 4.6 5.5 5.0 4.3
Argentina 9.2 8.5 7.5 5.5
Brazil 2.9 3.7 4.4 4.0
Uruguay 6.6 7.0 5.2 3.8
Chile 5.7 4.0 5.9 5.0
Mexico 2.8 4.8 2.9 3.0
Bolivarian Republic of Venezuela 10.3 10.3 8.0 6.0
Peru 6.7 7.6 7.0 6.0
Colombia 4.7 6.8 6.6 4.8
Costa Rica 5.9 8.2 6.0 5.0
El Salvador 3.1 4.2 4.2 3.8
Guatemala® 3.2 46 5.2 5.6
Honduras 4.1 6.0 5.4 3.4
Nicaragua 4.4 3.7 4.2 4.7
Central and Eastern Europe 5.6 6.3 5.8 5.2
Community of Independent States 6.6 7.7 7.8 7.0
INFLATION
Advanced Economies 2.3 2.3 2.1 2.0
United States of America 3.4 3.2 2.7 2.3
Area of the Euro 2.2 2.2 2.0 2.0
Japan -0.3 0.3 0.0 0.5
Emerging economies of Asia B 3.5 3.7 4.9 4.2
People’s Republic of China 1.8 1.5 4.5 3.9
Economies with emerging markets and developing countries 5.2 5.1 5.9 5.3
Africa 6.6 6.3] 6.6 6.0
Middle East 6.9 7.5 10.8 9.2
Western Hemisphere (Latin America and the Caribbean) 6.3 5.4 5.3 5.8
Argentina 9.6 10.9] 9.5 12.6
Brazil 6.9 4.2 3.6 3.9
Uruguay 4.7 6.4 8.0 6.8
Chile 3.1 3.4 3.9 4.1
Mexico 4.0 3.6 3.9 4.2
Bolivarian Republic of Venezuela 16.0] 13.7] 18.0] 19.0
Peru 1.6 2.0 1.5 2.3
Colombia 5.0 4.3 5.5 4.6
Costa Rica 13.8 11.5 9.1 6.9
El Salvador 3.7 4.6 4.4 3.7
Guatemala® 8.6 5.8 5.0% +/- 1 5.5% +/- 1.5
Percentage poifit Percentage point
Honduras 8.8 5.6 6.9 9.0
Nicaragua 9.6 9.1] 8.2 7.3
Central and Eastern Europe 4.9 5.0 5.1 4.1
Community of Independent States 12.1 9.4 8.9 8.3

P Projected numbers

1/ Includes developing Asia, recently industrialized Asian economies and Mongolia.
2/ Data from the Banco de Guatemala.

Source: IMF. World Economic Outlook, October 2007.
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E. BANKING SECTOR
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BANKING SECTOR
YEARS: 2005 - 2007
- Millions of quetzales -

CONCEPT 2005 2006 2007 %
Total Asset 88,679.1 104,515.2 114,913.1
Portfolio of total credit (gross) 44,510.7 51,742.3 66,444.0
In national currency 32,454.6 36,146.4 44,827.2
In foreign currency 12,056.1 15,595.9 21,616.8
Default and Delinquent Portfolio 2,202.5 2,782.1 2,899.8
Unproductive assets v 5,627.3 5,874.5 6,325.8
Assets affected by risk weighting 50,129.6 58,259.8 72,596.3
Investments in national values 25,161.7 30,131.9 25,500.8
Total Liable 81,251.3 95,950.9 104,459.3
Total Deposits 67,199.1 77,817.3 84,533.2
In national currency 58,754.4 68,619.3 73,249.3
In foreign currency 8,444.7 9,198.0 11,283.9
External Credit 7,998.7 10,395.6 12,593.5
Computable patrimony 6,721.2 7,818.2 9,652.4
Net Gain 1,127.7 1,292.5 1,717.9
Paid capital + reserves 5,135.5 5,472.6 6,534.9
POPULATION AND NUMBER OF BANKING AGENCIES
YEARS: 2005 - 2007
CONCEPT 2005 2006 2007 ¥
Population 12,700,611 13,018,759 13,344,770
Number of banking agencies 1,367 1,377 2,095

1/ Refers to those that do not generate financial income (fixed assets, extraordinary assets, default and delinquent portfolios).

2/ Includes temporary and long term investments.
a/ Numbers to October
Source: Superintendence of Banks and National Statistics Institute -INE-
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BANKING INDICATORS
YEARS: 2005 - 2007
- Percentages and numbers -

CONCEPT 2005 2006 2007

Credit Portfolio / total asset 50.2 49.5] 57.8

Structure of credit portfolio per currency type

Portfolio in nacional currency /total portfolio 72.9 69.9) 67.5

Portfolio in foreign currency / total portfolio 27.1 30.1] 32.5
Default and delinquent portfolio / total portfolio 4.9 5.4 4.4
Unproductive assets / total assets 6.3 5.6 5.5
Investment in national values / total asset 28.4] 28.8] 22.2
Deposits / total liable 82.7 81.1 80.9
Deposits in national currency / total deposits 87.4 88.2 86.7|
Deposits in foreign currency / total deposits 12.6 11.8 13.3
External credit / total liable 9.8 10.8 12.1]
External credit / total portfolio 18.0 20.1] 19.0
Solvency of patrimonial

Computable patrimony / weighted assets per risk 13.4 13.4 13.3
Profitability v (gain / paid capital plus reserves) 22.0 23.6
Bancarization (population / number of banking agencies) 9,291 9,454 6,370

1/ Quantified annually.
a/ Numbers to October.
Source: Superintendence of Banks and National Statistics Institute -INE-
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BANKING SYSTEM
CREDIT PORTFOLIO PER ECONOMIC ACTIVITY
YEARS: 2005 - 2007

- Millions of quetzales -

DECEMBER | DECEMBER OCTOBER
DESTINATION 2005 ¥ 2006 ¥ 2007 ¥
BALANCE OF THE PORTFOLIO (I +lI+11I) 44,510.5 57,100.8 69,496.6
I. Sub-Total 42,219.1 48,630.1 63,461.2)
Agriculture, livestock, forestry, hunting and fishing 2,901.3 3,154.3 3,511.2
Exploitation of mines and quarries 49.5 110.6 111.6
Manufacturing Industry 5,234.1 5,722.5 7,092.2
Electricity, gas and water 1,648.0 1,598.7 2,154.5
Construction 5,220.5 6,434.0 8,723.7
Commerce 7,440.5 10,574.1 14,055.0
Transportation and storage 622.8 742.4) 867.9
F|nang|al, real estate and lending service establishments 4.221.4 4,688.1 6.859.8
to businesses
Communal, social and personal establishments 1,822.2 2,045.3 2,265.2
Consumption, transfers an others 13,058.8 13,560.1 17,820.1
Il. Portfolio bala_nce, z_ic_cordlng to banks balance that did not 2.291.4 3.112.2 2.982.8
present economic activity
Ill. Balance of Credit portfolio of suspended institutions by the 0.0 5.358.5 3.052.6
Monetary Board
a/ Partial information because two institutions did not present disaggregate numbers from the portfolio, so, for 2005 and

2006, said institutions were excluded for comparison effects.
SOURCE: Superintendence of Banks.
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STRUCTURE OF THE CREDIT PORTFOLIO PER ECONOMIC ACTIVITY

BANKING SYSTEM

YEARS: 2005 - 2007

- Percentages -
DECEMBER | DECEMBER OCTOBER
DESTINATION 2005 ¥ 2006 ¥ 2007 ¥
PORTFOLIO BALANCE (I +l1+l11) 100.0 100.0 100.0
|. Sub-Total 94.9 85.2) 91.3
Agriculture, livestock, forestry, hunting and fishing 6.5 55 5.1
Exploitation of mines and quarries 0.1 0.2 0.2
Manufacturing industry 11.8 10.0 10.2
Electricity, gas and water 3.7 2.8 3.1
Construction 11.7 11.3 12.6
Commerce 16.7 18.5 20.2
Transportation and storage 1.4 1.3 1.2
Flnanc_lal, real estate and lending services establishments 95 8.2 99
to businesses
Communal, social and personal services 4.1 3.6 3.3
Consumption, transfers and others 29.3 23.7 25.6
Il. Balance of portfolio, according to bank balance did not give
) : S 5.1 5.5 4.3
Information per economic activity
Ill. Balance of Credit Portfolio of suspended institutions
0.0 9.4 4.4
by the Monetary Board

a/ Partial information because two institutions did not present disaggregate numbers to the portfolio
SOURCE: Superintendence of Banks.
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ANNEX

MAIN UNKNOWNS OF THE GRADUAL INFLATION REDUCTION
STRATEGY
Following is a scenario that is compatible with the process of inflation
reduction. Said scenario illustrates the probable trajectory of some relative
macroeconomic variables to the main economic sectors of the country, which

evolution is key, in a temporary horizon, in the medium term.
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MAIN SUPPOSITIONS OF A COMPATIBLE SCENARIO
WITH THE GRADUAL REDUCTION PROCESS OF INFLATION
FISCAL REAL MONETARY EXTERNAL
SECTOR | SECTOR SECTOR SECTOR
YEAR % of GDP % RMIN as % of GDP %
Fiscal GDP growth Months of | Deficit in GDP growth
Deficit” Goods Current In the United
Consolidation importations] account. States
2007 -1.8 5.7 of the scheme of 3.8 5.1 1.9 a/
2008 -1.6 5.3 Explicit inflation 3.6 5.0 1.9 a/
2009 -1.4 5.4 targets 34 4.9 2.6 b/
2010 -1.6 5.4 3.2 4.8 2.8 c/
2011 -1.3 5.2 3.0 4.7 2.6 c/

a/ Source: World Economic Outlook, October 2007. IMF.

b/ Source: Economist Intelligence Unit

¢/ Source: Minnesota Department of Finance. November 2007.
1/ (-) Significance of fiscal deficit

2/ the data for the 2008-2010 period correspond to Multi-annual Budget of Income and Expenditure of the State.

IN THE MONETARY SECTOR

v Consolidation of the explicit inflation target scheme.

v' Develop actions in the financial modernization environment
and of consolidation of public finance in the framework of
an integral and sustainable economic policy that promotes
competitivity and efficiency of the productive sector.

Il. IN THE FISCAL SECTOR
v" Promote the fulfillment of the principles and commitments

contained in the Fiscal Pact.

A. PRINCIPLE OF BALANCE BETWEEN STATE INCOME
AND EXPENDITURE

& Commitment: establish measures so that the fiscal

deficit is around 1.0% annually on average regarding
the GDP.
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& The balance between income and expenditure is one
of the fundamental factors to ensure the stability and
economic growth. The fiscal balance must be the
result of an adequate management between the
tributary income and public expense within a mid and

long term vision.

B. PRINCIPLE OF STABILITY AND CERTAINTY

& Commitment: adopt measures that tend to elevate
the tributary load to a level that allows sustainable
financing of public expense.

& The stability of the juristic-tributary framework
reduces the exchange or arbitrary risks forecast,
condition that allows the contributors to reasonably
forecast the amount of the futures obligations and on
the other hand, that the State can adequately
estimate the flow of taxes to collect, with which the
efficiency and effectiveness of the collection
measures increase.

& Continue strengthening the taxing ability of the

collecting entity.

The above will allow raising social expense, in order to continue gradually
complying with the commitments of the Peace Agreements, keeping
macroeconomic stability at the same time.

1. IN THE REAL SECTOR
v In the positive external environment, in which the following
elements stand out:
e Recovery of economic growth in the United States of

America;
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e Permanence of high prices on the main exportation
products;

e Consolidation of the DR-CAFTA benefits;

e Stability in the international oil prices and its derivatives;
and,

e Stability in the external demand.

v In an internal environment it would be characterized by:
e Keeping macroeconomic stability, as a result of the
application of disciplined monetary and fiscal policies; and,
e Strengthening of the policies oriented to improving the

business climate and the country’s competitivity.

IV.  IN THE EXTERNAL SECTOR

v Deficit in current account: gradual reduction, consistent with
the increase of exportations as a result of the consolidation of
the DR-CAFTA benefits, in a stable external environment and
of the maintenance of macroeconomic discipline.

v' Capital and financial account: strengthening of the same due
to the increases of direct foreign investment flow, associated to
a better business climate and to the consolidation of structural
reforms; and,

v' Level of net international monetary reserves: keeping an
adequate level of IMR that ensures solidity of the external

position of the country.
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