DE GUATEMALA BEFORE
THE CONGRESS OF THE
REPUBLIC

Guatemala, July 25, 2006
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Article 60. Report to the Congress of the Republic.

The President of the Banco de Guatemala should
appear to render the circumstantial report before the
Congress of the Republic, within the months of
January and July each year.

In the month of July, account must be rendered of the
execution of the Monetary, Exchange Rate and Credit
Policy in the current year.




The Monetary, Exchange Rate and Credit
Policy for 2006 Is framed within a process of
adoption of a modern monetary scheme of
explicit inflation goals, within the framework
of the Organic Law of the Banco de
Guatemala.
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A. FUNDAMENTAL OBJECTIVE
@ Congruent with the mission that corresponds to the Banco de

Guatemala, the fundamental objective of the Monetary,
Exchange Rate and Credit Policy for 2006 is to create and
maintain the most favorable conditions possible for the orderly
development of the national economy, for which it will propitiate
through monetary, exchange rate and credit policy conditions that
promote stability in the general level of prices.

In support of achieving the fundamental objective, and with the
purpose that in the mid-term the domestic inflation converges
toward the observed levels in the industrialized economies, the
application of the monetary policy should be complemented by
actions in financial modernization and fiscal balance
consolidation ambits, in the framework of an integral and
sustainable economic policy that propitiates competitivity and
efficiency within the productive sector.
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B. POLICY GOAL
@ For December 2006 the inflationary rhythm, measured by
the inter-annual variation of the Consumer Price Index-I1PC,
for its acronym in Spanish-, must be at 6% +/- 1 percentage
point and for December 2007 said rhythm should be at 5%
+/- 1 percentage point.




A.

IN THE CURRENT YEAR

STABILITY IN THE GENERAL LEVEL OF
PRICES




CONSUMER PRICES INDEX
INFLATIONARY RHYTHM
2005 - 2006 */

Percentage
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8.0
7.55
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*/ To June 2006
Source: National Statistics Institute -INE-
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US$ PER BARREL

80.00

NEW YORK STOCK EXCHANGE (NYMEX)

PETROLEUM

FIRST FUTURES POSITION
FROM JANUARY 1, 2005 TO JUNE 30, 2006
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65.00 —|

60.00 —|

55.00 —

50.00 —

45.00 —

57.27

61.28

66.86

69.81

68.35

75.17

Source: Bloomberg.
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SUPER GASOLINE

Average weekly price

2005 - 2006
Q PER GALON US$ PER GALON
| l — 2.95
| /u - 2.85
24.00 :
: _/ — 2.75
e — 2.65
T 2.55
- 1y — 2.
22.00 f w“,’
— 2.45
-t Max. 28.44 |
| Min. 25.17 235
20.00 3 — 2.25
S | — 2.15
| — 2.05
18.00 T TTTTTTT I T T I I T I T T I T T T T T T I T T T T T T T T T T T T T T T T T T T T T T T T T T T T I T T T T T rrrrrrrrrr 195
Ene 2005 Mar May Jul Sep Nov Ene 2006 Mar Mayo Julio
Feb Abr Jun Ago Oct Dic Feb Abril Junio
—rCapital City —=U.S.A.
Weighting in the IPC:
Cifras al de 3 de julio de 2006 1.4566
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REGULAR GASOLINE

AVERAGE WEEKLY PRICE

2.75
2.65
2.55
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2.25
2.15
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1.85
1.75

2005 - 2006
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DIESEL

AVERAGE WEEKLY PRICE

2005 - 2006
Q PER GALON US$ PER GALON
21.20
Max. 23.69
20.80 Min. 19.90
20.40
20.00
19.60 Vs I\ ]
’ I Ve Y - 2.80
19.20 — |
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Feb Abr Jun Ago Oct Dic Feb Abil Junio
- Capital City =—USA =%

Cifras al de 3 de julio de 2006

Diesel is not quoted in the
IPC.
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PETROLEUM

FUTURES PRICES NEW YORK STOCK EXCHANGE
YEARS 2005 - 2006

US$ per barrel

80.00
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Sourcee: BLOOMBERG
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PETROLEUM

FUTURES PRICES NEW YORK STOCK EXCHANGE
YEARS 2005 - 2006

US$ per barrel
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Source: BLOOMBERG
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PETROLEUM

FUTURES PRICES NEW YORK STOCK EXCHANGE
YEARS 2005 - 2006

US$ per barrel
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Source: BLOOMBERG
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PETROLEUM

FUTURES PRICES NEW YORK STOCK EXCHANGE
YEARS 2005 - 2006

US$ per barrel
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PETROLEUM

FUTURES PRICES NEW YORK STOCK EXCHANGE
YEARS 2005 - 2006

US$ per barrel
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Source: BLOOMBERG
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PETROLEUM

FUTURES PRICES NEW YORK STOCK EXCHANGE
YEARS 2005 - 2006

US$ per barrel
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PETROLEUM

FUTURES PRICES NEW YORK STOCK EXCHANGE
YEARS 2005 - 2006

US$ per barrel
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PETROLEUM

FUTURES PRICES NEW YORK STOCK EXCHANGE
YEARS 2005 - 2006

US$ per barrel
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CENTRAL AMERICA
INFLATION GOALS AND INFLATIONARY RHYTHM PER COUNTRY

TO JUNE 2006
Percentage
12.00 142 |
10.00 9.50
8.00 755 o
6.00 5.69
[0.69 ]
4.42
4.00 042
0,
2.00 P 3.0%-4.0% 5.0 % 7.3% 11.0 %
0.00 1 | 1 I |
Guatemala El Salvador Honduras Nicaragua Costa Rica
§ |I:I Inflation goal I Excess inflation |
s
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B.

LEADING INTEREST RATES
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MONETARY STABILIZATION OPERATIONS

LEADING INTEREST RATE TO 7 DAYS
JANUARY 2005 - JUNE 2006

Percentage

2005

450 — 4.50%,

425 — 4.25%

4.00 — 4.00%,
375 — 3.75%

350 — 3.50%
325 — 3.25%
300 — 3.00%

275 —2.715%

250 —

2.25 |

N
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C.

STABLE INTEREST RATES
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SISTEMA BANCARIO
TASA DE INTERES PROMEDIO PONDERADO M/N

ANOS 1999 - 2006

30-Jun-05 13.02| | o5  orecmae
31-Dic-05 12.67| | 21
22-Jun-06 12.73 19 +
29-Jun-06 12.72 17 +

15 +

13 +

Pasiva MIN * o

9
30-Jun-05 162 |
31-Dic-05 162 | .
22-3un-06 471
29-Jun-06 4.70
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Puntos Porcentuales

30-Jun-05 8.40
31-Dic-05 8.05
22-Jun-06 8.02
29-Jun-06 8.02

Variacion respecto al

30-Jun-05 -0.38
31-Dic-05 -0.03
22-Jun-06 0.00
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SISTEMA BANCARIO
BRECHA ENTRE TASAS DE INTERES M/N
Porcentaje ANOS 1999 - 2006

11.0
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10.0 +

9.5 A

9.0 +

8.5 +

8.0 +

7.5 +

g7 3 5 88 8 8 § 8
a)
EEEEEEN

i

535 8
7 3
3 g 38

;
K 4 R

12-Ju-01

13Ine
O7-JU-05 ]

08-JUN-06

§ ¢
5

17-Mer-05

04-Sep-03

Nota: No se incluyen los bancos respecto de los cuales se solicitdé la declaratoria de quiebra.
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30-Jun-05 7.15
31-Dic-05 7.21
22-Jun-06 7.53
29-Jun-06 7.54
30-Jun-05 3.27
31-Dic-05 3.41
22-Jun-06 3.71
29-Jun-06 3.88
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SISTEMA BANCARIO
TASA DE INTERES PROMEDIO PONDERADO M/E
ANOS 1999 - 2006

Porcentaje

| e Activa MVE Pasiva MVE

SRR F 28888487 FE888
SR 9953503388248 38798N¢388d4023883¢
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D.

EXCHANGE RATE
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UNITED STATES OF AMERICA
FISCAL DEFICIT AS A PERCENTAGE OF THE GDP
YEARS: 2001-2006

Percentage

0.0

2001 2002 2003 2004 2005 p/ 2006 e/

P/ Preliminar
¢/ estimacién
Fuente: World Economic Outlook Abril 2006
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Variation %

Variation %

Variation %

31 of the liquidatidn 31 of Liquidation | 31 de Diciembre | (*) =deprec. | (+) =deprec. | ;e 30 June 30 (+) = deprec.
de 2003 de 2004 de 2005 (-) =aprec. (-) =aprec. 2005 2006 (-) =aprec.
COUNTRY
Czech Republic.
Canada
Paraguay
South Korea - -
Thailand = - = -
Brazil -~
Chile. -~ ... .. Peso . . .
Rumania---.- ..o
Singapur . Délar
Slovaquia Corona . . .
Indonesia Rupia 8,420.00 9,270.00 9,830.00 10.10 6.04 9,760.00 9,263.00] -5.09
Poland Zloty 3.73 3.01 3.25 -19.34 7.77 3.34 3.18 -4.80
Uruguay Peso 29.32 26.40 24.05 -0.94 -8.90 24.64 23.75 -3.59
China Yuan 8.28 8.28 8.07 0.00 -2.49 8.28 7.99 -3.41
Malaysia Ringgit 3.80 3.80 3.78 0.00 -0.54 3.80 3.67 -3.30
Bolivia Boliviano 7.80 8.04 8.00 3.08 -0.51 8.09 8.00 -1.19
Haiti Gourde 40.00 36.00 42.15 -10.00 17.08 39.40 39.05 -0.89
Source: Bloomberg
o
o
Q
?
@
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RESERVAS MONETARIAS INTERNACIONALES

En Millones de Ddélares de Estados Unidos de América

Variaciones 2004-2005

Variaciones 2005-2006

PAIS 2004 2005 2006 absoluta relativa absoluta relativa
AMERICA DEL SUR 21,566.0 9,595.4
Brasil 52,937.0 53,800.0 62,670.0 ¥ 863.0 1.6 8,870.0 16.5
Venezuela 23,498.0 29,636.0 31,133.0 ¢ 6,138.0 26.1 1,497.0 5.1
Bolivia 1,123.3 1,714.2 2,474.1 Y 590.9 52.6 759.9 44.3
Uruguay 2,512.1 3,071.0 3,506.0 ¥ 558.9 22.2 435.0 14.2
Per 12,649.0 14,097.0 14,4150 ¥ 1,448.0 11.4 318.0 2.3
Chile 15,274.0 16,963.4 17,570.1 ¢ 1,689.4 11.1 606.7 3.6
Ecuador 1,437.3 2,146.9 2.264.1 ¥ 709.6 49.4 117.2 5.5
Paraguay 1,167.6 1,297.3 1,413.3 ¢ 129.7 11.1 116.0 8.9
Colombia 14,275.4 14,947.0 14,409.3 ¥ 671.7 4.7 537.7 3.6
Argentina 19,310.0 28,076.9 25,490.1 ¥ 8,766.9 45.4 -2,586.7 9.2
OTROS PAISES 266,999.4 206,314.5
China 609,932.0 818,872.0 875,070.0 | 208,940.0 34.3 56,198.0 6.9
Eurozona 362,836.9 377,739.9 4222462 14,903.0 4.1 44,506.2 11.8
India 131,178.0 137,206.0 162,912.0 ¥ 6,028.0 4.6 25,706.0 18.7
Japén 844,543.0 | 846,897.0 864,878.0 ¥ 2,354.0 0.3 17,981.0 2.1
Corea del Sur 199,066.1 210,391.0 224,360.0 ¢ 11,324.9 5.7 13,969.0 6.6
Singapur 112,807.5 116,646.2 128,738.3 ¥ 3,838.7 3.4 12,092.1 10.4
México 61,496.3 68,668.9 78,743.0 ¥ 7,172.6 11.7 10,074.1 14.7
Indonesia 36,320.5 34,723.7 40,107.1 ¥ -1,596.8 -4.4 5,383.4 15.5
Malasia 66,209.3 70,183.3 78,665.7 3,974.0 6.0 8,482.4 12.1
Tailandia 49,831.7 52,103.5 58,057.4 ¢ 2,271.8 4.6 5,953.9 11.4
Hungria 15,963.3 18,603.0 21,130.7 ¥ 2,639.8 16.5 2,527.7 13.6
canada 34,419.0 33,018.0 35,916.0 ¥ -1,401.0 4.1 2,898.0 8.8
Slovakia 14,417.5 15,498.6 16,149.9 ¥ 1,081.1 7.5 651.3 4.2
Guatemala 3,528.0 3,782.4 4,062.4 ¢ 254.4 7.2 280.0 7.4
Republica Dominicana 602.2 1,519.7 1,618.4 ¥ 917.5 152.4 98.7 6.5
Reino Unido 26,275.9 30,573.3 30,086.0 ¥ 4,297.4 16.4 -487.3 1.6

Fuente: Bancos Centrales.

2/ A marzo, °/ A abril, °/ A mayo, %/ A junio.

33




©BdeG 2006

U The Banco de Guatemala, according to the current
Monetary, Exchange Rate and Credit Policy, and in
order to avoid volatility in the nominal exchange rate,
has participated In the exchange market purchasmg
foreign currency in the January to June 2006 period.

U The participations of the Banco de Guatemala have
been made In the prudent framework of the monetary
policy without these affecting the tendency of the
exchange rate.

U Additionally, the Banco de Guatemala, as a participation
mechanism, has adopted the fund-raising of resources
through the placement of long-term deposits expressed
In US dollars.
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BANCO DE GUATEMALA
PARTICIPACION EN EL SINEDI
Millones de US$

Periodo Compras Ventas Comp ra:EToVe ntas COMPRAS VENTAS
1004 130.9 85.9~ 4,819.2 4,702.6
62.5] 82.0 aes | 72129 7,1995
180.3] s6.0[l 943 8,366.0 | 8,346.1
1997 62.8] 265.51 | 202.7] 112689 11,2697
1998 25| 587.9 | 585.4] 13966.0| 13,978.0
1999 -- ] 435.5 | 4355 12999.0| 13,010.0
536.5] 528 483.7] 15,076.0 | 15,073.0
2.2] 23.7 P28 15.3300] 15,2780
2002 70.3| 0.0 70.3| 14,163.0 | 14,118.0
2003 0.0| 0.8 | 9.8 12969.4]| 12.867.9
2004 449.2| 0.0l 449.2] 13,970.9 | 14,204.7
2005 466.6| oo| 466.6] 15,109.1 | 15667.2
2006 106.5| 00| 106.5| 84133 | ¥ 8511.6

2/ Ultimo dia de participacion,

15 de mayo.

b/ Al 29 de junio
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U Fiscal Support : fiscal discipline keeps the domestic interest

rates under control, making them less attractive for external
capital.

U Futures Markets to: soften the exchange effects reducing
costs to exporters.

U Promoting productivity: ideal mechanism for improving
competitivity. Includes the maintenance of stability of
Internal prices.

U International Adjustment: The monetary and (more slowly)
the fiscal policies of the US are being corrected.
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RESERVES

37




©BdeG 2006

Millions de

NET INTERNATIONAL RESERVES
1997 - 2006*

Us$

800.0
*To June 30
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F. MONETARY STABILIZATION

OPERATIONS
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:.From 28 to 364 days.:
AROS: 200520081 -+
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MONETARY STABILIZATION OPERATIONS

Leading interest rate to 7 days
JANUARY 2005 - JUNE 2006

2005

2006
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0.0
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FUNDAMENTAL SUPPORT OF THE FISCAL
POLICY TOWARD STABILITY
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GOBIERNO CENTRAL

DEPOSITOS EN EL BANCO DE GUATEMALA
SALDOS A FIN DE MES

ENERO - JUNIO 2006

Millones de guetzales
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10,000 0526

5,169 - 5,102
St 8,457
8,051 : 8313

8,000

6,843
6,503

5,000

4,000

2,000

Enero Febrero Marzo Abril [iyk=iinl Junio

EFProgramados EObservados

al Al 30 de junio
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(Primary Liquidity)

- MONETARY ISSUE
- MONETARY BASE
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PROGRAMMED AND OBSERVED MONETARY ISSUE
YEAR 2006 &

PRIMER SEGUNDO TERCER CUARTO
TRIMESTRE TRIMESTRE TRIMESTRE TRIMESTRE

15000

Desv. Q492.9 millones
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\7) ‘90

a/ To June 29 | —UPPER LIMIT — LOWER LIMIT == OBSERVED

NOTA:
pb = Puntos bésicos
ti_=Tasadeinterés de CDPs
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[(e}
§ a/ Base Monetaria Estimada al 30/06/06 = Q24,066.32 millones
o Limite superior al 29/06/06 = Q24,566.4 millones
3 Limite inferior - al 29/06/06 = Q23,766.4 millones
@ Desviacion = Q0.0 millones 48
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CREDIT TO THE PRIVATE SECTOR
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CORREDOR ESTIMADO

MEDIOS DE PAGO (MN+ME)
VARIACION INTERANUAL 2005 - 2006

Farcentaje
22.0

) T e

18.0 — SRR || |||V W S AN SR V.St

16.0 — - - AT IR R - - - - L . Ch
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£ £ \-;\ o o Q i i =% o o
; ; < 3 : . S S B g o o = 97 9
F A A & -1."'-"} S q,hk L . & & P

|[—13% —15% EOBSERVADO |

AL 29 de junio

MO TA: Nose incluyen los bancos respecta de los cuales se zalicitd la declatoria de quiebra.
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) CORREDOR ESTIMADO
CREDITO BANCARIO AL SECTOR PRIVADO (MN+ME)

VARIACION INTERANUAL 2005 - 2006

Farcentale
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V.

PERSPECTIVES FOR 2006
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1996 1997 1998 1999 2000 2001 2002 2003 2004 || 2005 * | 2006 **
USAms| 37 4.5 4.2 4.4 37 0.8 1.6 2.7 4.2 35 34
Eurozona=| 1.4 2.4 2.8 2.8 3.6 1.6 0.9 0.7 2.1 1.3 2.0
Mexico—| 5.2 6.8 5.0 3.6 6.6 0.0 0.6 1.4 4.2 35 35
Latin Am =| 3.7 5.2 2.3 0.4 3.9 0.5 0.0 2.2 5.6 4.3 4.3
Guatemaldd| 3.0 4.4 5.0 3.8 3.6 2.3 2.2 21 2.7 3.2 4.6

Sourcee: FMI WEO April 2006
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FISCAL SURPLUS OR DEFICIT
TO JUNE OF EACH YEAR

In millions of Quetzales
Years 2000 - 2006

1,600.0 -

1,400.0 Area de superavit

1,200.0

1,000.0 814.3
800.0
600.0
400.0 254.9

200.0

0.0
-200.0 12 215

-400.0
-600.0 4767
-800.0

R -1,000.0

L | _ L e -1,200.0

o -1,400.0

-1,600.0 -1,461.7

-1,800.0 -1.627.0
11997 I‘lggs I 1999 I 2000 | 2001 | 2002 | 2003 L 12004 j:: 2005 HI:: 2006 | .- -2,000.0 Area de deficit

| 0.8% | 22% | 2.8% | 1.8% | 1.9% | 1.0% | 2.3% | 10% | 15% [ 25% | . -2,200.0 | | |

uuuuuuuuuuuuuuuuuuuuuuuuuuuuuuuuuuuuuuuuuu 2000 2001 2002 2003 2004 2005 2006

B o o o o o o o o o o L L % del PIB 0.0 -0.9 0.4 ‘ -0.8 ‘ 0.1 0.0 ‘ -0.2

Presupuestado —| 2.5% -

Previsto —| 20% || -

*/ Estimacién
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2.0

* Preliminar
** Estimacion
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VI.

CONCLUSIONS
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A. During the first semester of 2006,
notwithstanding the iIncrease of the
international price of oll, the
inflationary rhythm has gradually
decelerated, due to the application of
monetary and fiscal policy disciplines.
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B. The Banco de Guatemala will continue to

watch over the preservation of the
macroeconomic stability conditions of the
country and will remain vigilant of the
behavior of the price level and of the
expectations surrounding them, taking Into
account that any adjustment (that to either
Increase or decrease) In the leading interest
rate in the near future, will be due to, among
other factors, the evolution In the second
semester of three fundamental aspects:
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U The evolution of the international price of olil
and its impact on domestic inflation;

U The success of fiscal policy regarding
keeping the fiscal deficit under control; and,

U The behavior of the international interest
rates, which are foreseen as being able to
Increase In the second semester of the year.
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THE BANCO DE GUATEMALA
BEFORE THE CONGRESS OF
THE REPUBLIC

Guatemala, July 25, 2006
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