EVALUATION OF THE MONETARY, FOREIGN EXCHANGE
RATE AND CREDIT POLICY TO NOVEMBER 2006

. QUALITATIVE ASPECTS

The Monetary Board, in resolution JM-185-2005 dated December 27, 2005,
determined the Monetary, Foreign Exchange Rate and Credit Policy for 2006,
designed to continue with the process of adoption of a scheme of explicit
inflation goals, in order to consolidate the stability in the general level of prices.
The fundamental objective of the policy reference was established as an
inflation goal of 6% (++ 1 percentage point) for December 2006 and of 5% (+/-
1 percentage point) for December 2007.

The implementation of the monetary policy in 2006, as was indicated, is
consistent with the efforts of advancing in the adoption of a scheme of explicit
inflation goals, that are founded in the election of the inflation goal as a nominal
anchor of said policy and is cons olidated with a current flexible exchange type
regimen, with the use of instruments of indirect monetary control (operations of
monetary stabiization, privileging the market decisions), as well as the
strengthening of transparency in the actions of the Central Bank.

In the described context, to November 2006 the inflationary rhythm was

located at 4.40%, lower by 4.17 percentage points to the observed in
December 2005 (8.57%).
International Environment. In the first semester of 2006, the international
price of oil showed a growing tendency, which mainly reflected the political
tensions in Nigeria (country that supplies approximately an 8% of he world
offer of crude oil), of the geo-political tensions associated to the nuclear
program of Iran (country that supplies around 13% of the referred offer) and of
the high volume of the world demand.

On the other hand, the second semester, the intemational price of oil
registered a record historic high (US$77.03 per barrel on July 14). Said
behavior, mainly associated to the military actions in the border between Israel
and Lebanon andto the launching of missiles by North Korea into the Japanese
Sea. After that level, a marked tendency toward the decline in the price of
crude oil was marked until it reached a price of US$55.81 per barrel on

November 17, 2006, the lowest registered in the second semester of the year.
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The main causes to the declining tendency in the price of oil are associated to
the following factors: a) decrease of the demand of fuels in the United States of
America, due to the finalization of summer season; b) increase in the level of
inventories of fuel in the United States of Am erica, as a result of the weakening
of the demand; c) absence of important military action that could affect the oil
countries; d) discovering the important oil reserves in the Gulf of Mexico; and,
e) possible signs of deceleration of world economic deceleration.

As to the world economic growth, the International Monetary Fund -IMF-
estimates that the world economy World grow 5.1% in 2006; said behavior is
mainly sustained in the spike that is observed in the world industrial production
from the second semester of 2005, in the capacity of adaptation to the new
world market conditions that have presented the service sectors, in the greatest
growth shown by world commerce, in the improvement in the world market and
in the increase of trust of consumers. The world economic growth percentage
for 2006 is slightly over the observed in 2005 (4.9%), reflecting the dynamism of
the global economy. In this result the evolution foreseen for the economic
growth of the United States of America of 3.4%’ influences, (country that
represents 20.1% of the world economy and is the main commercial partner of
Guatemala), as well as the dynamic behavior projected from the economy from
the People’s Republic of China, which, notwithstanding the macroeconomic
restriction measures implemented in 2005, will continue registering important
growth, estimated at 10.0% for 2006.

' For 2006, according to a recent review of the Administration Advisors Council for Bush, the economic growth for the
United States of America is foreseen to be of 3.1%.
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World Economy, United States of America, Eurozone and People’s Republic of China
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Internal Environment. During 2006, the monetary policy performance has
been favored by the support of the fiscal policy, through the maintenance of a
level of deposits in the Banco de Guatemala over the programmed; the
demonetizing behavior of the rest of the public sector reflects in an increase of
the term deposits in the Banco de Guatemala; and, the formation of positive
economic growth expectations on behalf of the economic agents, derived of the
mentioned behavior of the global economy, as well as the levels of public and

private investment foreseen.

Maintaining fiscal discipline is fundamental for consolidating macroeconomic
stability, as well as for creating an environment of certainty and trust, in which
the economic agents make adequate deckions in matters of investment and
savings, factors that are fundamental for propitiating growth and orderly

development in the national economy.

Said certainty and trust in financial-economic matters are part of hte
economic agents reflected in the recent suspension of operations of the Banco
del Café, S.A., which was founded in what the Law of Banks and Financial
Groups establishes, that constitutes a legal, agile and flexible framework that
favors the administration of risks and the orderly exit of the system of those
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banks that present problems and that threaten or set the operation of the
financial system of the country at risk, according to the international standards,
therefore the suspension of operations of the referred bank are considered an
isolated case and does not represent a systematic crisis for the country?. On
this particular case, it is convenient to point out that recently, the money market
as well as the exchange market have evolved normally. In that sense,
notwithstanding the volatility shown by the interest rate of the repurchase
agreements after the suspension, currently the same has been established in
the levels that have been observed before the mentioned event. Regarding the
exchange market, it remained stable which was reflected in the behavior of hte
volume of transactions and, therfored, in the nominal exchange rate. Also, the
banking credit to the private sector as well as bank fund raising kept up the
dynamics it had shown during the year.

Another important aspect to highlight is the indicated in the last report of
“Doing Business 2007” from the World Bank. In that regard, in said report it
highlights that as of the year 2000 Guatemala implemented significant
economic-financial reforms and that the country is within the eight countries in
the world and three in Latin America that has implemented the most reforms in
2006, highlighting the three following aspects: improvement in the property
registry; a more agile approval of environmental impact studies; and, the
reduction of time to register a new business (includes the implementation of a
“speedy window”.) The above, allowed Guatemala to go form position 128 in
2005 to 118 in 2006.

Inflation. To November of this year, the inflationary rhythm decelerated 4.17
percentage points, when going from 8.57% in December 2005 to 4.40% in
November 2006. The referred behavior is associated, on the one hand, to the

fact that the prices of derived oils in Guatemala registered an increase of lesser

2 In this context, international risk qualifiers declared on the credibility of financial and monetary authorities in the
country as to the suspension of operations of the Banco del Café, S.A. does not risk the economic financial stability of at
risk of Guatemala. In effect, Standard & Poor’skept the grade of sovereign debt in the long term in foreign currency of
the Republic of Guatemala at BB. Also, the referred qualifier also kept the long term internal debt at BB+. On the other
hand, Moody’s referred to a “positive” qualification on the foreign currency sovereign debt. On the other hand, Fitch
Ratings kept a sovereign grading of BB+ on Guatemala with a stable applicable perspective on the long term debt in
foreign as well as national currency. According to said entities, the referred grading of country risk, are supported,
among other aspects, under the low levels of foreign external debt, by the strengthening of its external position, the long
history of fiscal discipline and moderate inflation, by the solid payment record of commercial debt, by the strengthening

of the banking system and the perspective of a sustained economic growth. Greater detail on the pronouncing of said
qualifications is found in Annex 1 of this document.
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proportion in the first semester of the year regarding the evolution of the same
in the second semester of 2005, as well as the reduction in the referred prices
during the second semester of 2006, particularly as of the second week of
August and, on the other, to the delayed effect coming from the increases in the
leading interest rate of the monetary policy made in 2005 and in 2006. An
econometric analysis made recently by the Banco de Guatemala, took into
account the registered inflationary levels in the last two years, denoting that an
increase of 1% in the leading interest rate of the monetary policy would reduce

the inflationary rhythm by 63%, with a six month delay®.
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Due to the behavior of the international price of oil, the imported inflation
decreased 1.57 percentage points, when going from 2.21 percentage points in
December 2005 to 0.64 percentage points inNovember 2006, which added to a
deceleration of 2.60 percentage points in domestic inflation in the same period,
explains, as was indicated, the decrease of 4.17 percentage points in the
inflationary period. To November 2006, the inflationary rhythm of 4.40%, 0.64

3 The simple regression model used for the estimation based on a monthly series of January 2004 to November 2006
and was specified in the following manner: inflationary rhythm = Ro + R+ (leading interest ratets), where o = interceptsy
31 = pending. The error term was modeled through a mobile average process of order 12.
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percentage points correspond to imported inflation and 2.76 percentage points
to domestic inflation. It is worth indicating that based on the referred analysis of
inflationary rhythm composition in imported and domestic inflation, we observe,
on the one hand, that domestic inflation has been reduced in a sustained
manner, when going from 6.36% in December 2005 to 3.76% in November
2006 and, on the other hand, that when analyzing the indirect imported
inflation* a significant reduction is observed, when going from 2.21% in
December 2005 to 0.64% in November 2006; both reductions, are
fundamentally explained by the deceleration in the price of international oil, as
by the delayed effects of the increases in the leading interest rate of the

monetary policy during 2005 and 2006.
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The subjacent inflationary rhythm®, also showed a tendency toward
deceleration, when going from 7.74% in December 2005 to 5.20% in November
2006 (a decrease of 2.54 percentage points), which shows, as was indicated,

that the adjustments in the leading interest rate of the monetary policy applied in

* Refers to the increase in prices of those goods and services that in their cost structures do not incorporate oil
derivatives, but are indirectly affected by aspects such as the increase in the price of transportation, electricity and
others.

5 Refers to the inter-annual growth rate of a price index that in its construction eliminates some of the goods and
services included in the CPI whose prices are, generally, the most volatile, from where subjacent inflation comes,
excluding components that distort the behavior of the mentioned index due to joint seasonal effects or offer shocks.
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2005 and in 2006, supported by fiscal discipline, have positively influenced in

the behavior of said variable.

Subjacent Inflationary Index
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Execution of the monetary policy. The management of the monetary policy in

2006 within a scheme of explicit inflation goals helped moderate the inflationary

expectations of the economic agents.

In that context, the current Monetary, Foreign Exchange Rate and Credit
policy decides that the decisions in matters of the leading interest rate of the
monetary policy will be adopted by the Monetary Board once a month according
to the annual meeting calendar, taking as a basis the analysis that for the effect
are made by the Execution Committee, in function of the Prognosis Analysis

System and of the following indicative variables of said policy.

A summary of the main factors that the Monetary Board took into account
in April, June and July, when it was agreed to raise the leading interest rate of

the monetary policy in 25 basic points on each occasion, are as follows.
April:

That the asset interest rate of the banking system, as long term

includes an inflation rate, so an adjustment in the special leading



Evaluation of the Monetary, Foreign Exchange Rate and Credit Policy to November 2006

interest rate takes on special importance given that it contributes to
sending the right message on the restriction in the monetary
conditions, which could induce a reduction in the referred rate.

That an increase in the long term leading interest rate remains stable.
That the stability in the international oil price makes it foreseeable that
the expectations remain regarding the price of gasoline remaining
stable in the s hort term.

That the Federal Reserve of the United States of America, on May10,
2006, made a decision regarding the objective interest rate,
considering it convenient to monitor the evolution of the interest rates

in the international markets.

June:
That even though the monetary policy can not avoid the direct effects
of imported inflation that produce the rises in the price of fuels, can
influence in moderating the inflationary expectations and in that
manner moderate the inflationary expectations and in that way limit
the second round effects that can be derived of said imported
inflation.
That the economic growth indicators continued to show robust
behavior of the real activity in the country, at the same time that the
majority of indicative variables pointed out that, with an adequate
conduction of the fiscal and monetary policy, the achievement of the
inflationary goal in the mid term was feasible.
That the inflation projections, of the Banco de Guatemala as well as
the private panel of analysts, pointed out that the inflationary rhythm
for December 2006 and of 2007 could be located over the established
goal by the Monetary Board for each one of those years.
That an increase in the leading interest rate of the monetary policy will
send a message of certainty as to the fulfillment of the commitment of
the inflation goal, which would coincide positively in the price

expectations in the economic agents.
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July:

That the inflation prognosis, for 2006 as well as for 2007, indicated
that these were still over the established goal for each one of these
years, aspect that in the context of the scheme of explicit inflation
goals, advise restricting the monetary policy.

That even though the monetary policy can not avoid the direct effects
of imported inflation that are produced by the rises in the fuel prices, if
they can restrict the monetary conditions in order to procure the
moderation of the inflationary expectations and in that way limit the
second round effects that could be derived of imported inflation,
particularly before a scenario in that the oil price is more volatile.

That the indicators of economic growth continued showing robust
behavior, at the same time that the majority of the indicative variables
pointed out that, with an adequate conduction of monetary and fiscal
policies, the achievement of inflationary goals in the mid term result
feasible.

That as in other opportunities, an increase in the leading interest rate
of the monetary policy would send a message of certainty as to the
fulfillment of commitment of the inflation goal, which would positively

influence in the expectations of economic agent prices.

It is worth highlighting the fundamental importance that the efforts
continue to be made by consolidating the macroeconomic stability, since it
contributes to creating an environment of certainty and trust so the economic
agents make adequate decisions in matters investment, consumption and
savings, factors that are fundamental for stimulating growth and orderly

economic development of the national economy.
. MACROECONOMIC ENVIRONMENT

A. EXTERNAL SECTOR
1. World Economy in 2006
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According to the International Monetary Fund -IMF -8, it is expected hat
the growth shown by the world economy in the first semester of 2006 will
continue during the rest of the year. Said organism foresees that for 2006 a
growth of the global economic activity of 5.1% (4.9% in 2005), fundamentally
sustained in the strength of economic growth in the United States of America
and of the People’s Republic of China. Also, indicate that the economic activity
has shown strength in the Euro zone, in Japan, in emerging economy markets
and in developing countries of low per capita income. It is important to mention
that global economy growth has been absorbing the greater part of the
unproductive capacity, which added to the increase in the international price of
oil and to the growing inflation expectations, have generated inflationary
pressures, especially in the advanced economies. As to the inflation, he IMF
foresees that for 2006 in the referred economies the same would be at 2.6%
(2.3% in 2005). In that context, the main central banks of the world began
restricting their monetary policy, with the end of abating the inflationary
pressures mentioned. This monetary restriction provoked rises in interest rates,
which in the future could affect global economic growth. On the other hand, the
international price of oil continued rising due to the strengthening of the world
demand of crude oil, as well as the political problems that have been affecting
the Middle East as well as Nigeria.

Within the regional analysis of the world economy for 2006, the IMF
projects that the US economy will grow 3.4% (3.2% in 2005). Said growth
implies that the US economy could be operating levels close to the
corresponding to its maximum productive potential. It is worth indicating that,
even though there is a slowing down in the activity of the housing markets and
the high price of fuels, which have lessened economic growth from the second
trimester, the residential investment and private consumption, continued
sustaining the growth of said economy. Also, the corporate investment has
been strengthened by the high profits derived from the economic growth during
2006. The deficit in the current account of the payments balance continue to be
the main lack of balance in this economy, since for 2006 it is foreseen that said

deficit will be of 6.6% as a percentage, of the gross domestic product. The

© IMF World Economic Outlook. September 2006.

10
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inflation for 2006 is foreseen to be 3.6%, higher to the registered in 2005
(3.0%), said prognosis is associated to the high energy prices, even when the
monetary authorities restricted the monetary conditions.

In the area of the Euro, the IMF estimates a growth of 2.4% for 2006 —the
most in six years-, sustained in the strength of corporate profit, which have
propitiated greater levels of investment, an increase in jobs and a more
balanced expansion of the economy. On the other hand, inflation for 2006 is
estimated at 2.3%, slightly over the goal of 2.0% established by the European
Central Bank.

The Japanese economy, according to IMF, will experiment a growth of
2.7% in 2006, sustained in the solidity of internal aggregate demand, especially
in private investment. On the other hand, after being affected for years by
deflation, Japanese is expected to that the Japanese economy, at the end of
said year, will experiment an inflation rate of 0.3%. In that context, the Japanese
Bank has been cautious in the management of the interest rate within its
monetary management, due to the rising increase in the general level of prices
which would imply that said zero interest rate policy must be reverted; however,
more pronounced increases in said rate could propitiate the return of deflation
periods, therefore in July, the Japanese Bank elevated the interest rate
overnight by 25 basic points.

On the other hand, Asian emerging economies will jointly experiment a
growth of 8.3% in 2006. Within these economies, it is expected that the
People’s Republic of China exceeds the expectations with growth near 10.%.
On the other hand, India also presented a robusteconomic growth prognosis of
8.3%. It is also worth pointing out that the rest of these economies will also
continue growing significantly. It is important to highlight that the high economic
dynamism of these countries has been sustained in the increase of total
productivity of the production factors. In that regard, it is worth pointing out that,
even though the productivity of capital has increased due to greater
technological progress, the main element that has promoted total productivity is
the increase of work productivity. The greater work productivity, at the same
time, has helped not only expand the productive capacity of these economies

and, therefore, reduce the vulnerability of the same exogenous shocks, as well

11
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as the increase in the international price of oil, but have also contributed to
keeping low unit work costs, which has allowed counteracting the inflationary
pressures that these economies have been exposed to, due to their high
economic dynamism. In 2006, inflation of 3.6% is foreseen for these countries.

Regarding Emerging Economies and Developing Countries, the IMF
projects a growth rate of 7.3% for 2006 (7.4% in 2005). Regarding the inflation
rate in 2006, said organism estimated that the same will be of 5.2% (5.3% in
2005), which is explained by the increase in the international price of oil, due to
greater internal aggregate demand and the insufficient productive capacity,
which has obstructed a more adequate supply response, compared to demand.
However, the monetary authorities of these countries have achieved containing
the inflationary pressures through the rise in the policy interest rates.

As to countries in the Western Hemisphere7, economic growth is
estimated at 4.8% for 2006. It is projected that the Latin-American economies
will experiment a growth of 4.75%. Although the prices of some export products
from the region have cooperated in promoting this growth, the strength of
internal aggregate demand is the main factor that has influenced in greater
economic dynamism in the region, especially the spike in private investment
Within the economies in this group, Argentina will experiment the greatest
economic growth in 2006 (8.0%), while Chile, Mexico and Brazil will grow 5.2%,
4.0% and 3.6%, respectively. For Central America, the IMF estimates
economic growth for 4.8% in 2006. The inflation for countries of the Western
Hemisphere is foreseen to be of 5.6%, which is the result of the implementation
of monetary policies that have anchored the inflationary expectations of the
economic agents, adequately. Besides, the majority of these economies have
been strengthened through greater exchange flexibility, an increase in the level
of international monetary reserves and the strengthening of fiscal discipline.

As to Middle Eastern countries, the increase in production and in oil
prices continue supporting the growth of the GDP, supported by he notable

improvement in current and fiscal account positions, aspect that is coherent with

7 According to the International Monetary Fund (IMF),within the concept of “Western Hemisphere” the following
countries are included: Antigua and Barbuda, Argentina, The Bahamas, Barbados, Belize, Bolivia, Brazil, Chile,
Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador, Granada, Guatemala, Guyana, Haiti, Honduras,
Jamaica, Mexico, Dutch Antilles, Nicaragua, Panam a, Paraguay, Per, St. Kitts and Nevis, Santa Lucia, San Vicente
and the Grenadines, Surinam, Trinidad and Tobago, Uruguay and Venezuela.

12
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the 5.8% growth for 2006. The inflation for this group of countries is projected
tobe 7.1%.

For the Community of Independent States®, the IMF projects an
economic growth rate of 6.8% in 2006. This dynamism is the result of favorable
prices of some of the main export goods. In those countries the internal
aggregate demand has been strengthened by the greater income of foreign
capital, private as well as official. Private investment has also recovered
notably, especially in Russia. Regarding the inflation rate, the same is expected
to be at 9.6%.

In African economies of the Sub-Sahara, the IMF foresees an economic
growth of 5.2% in 2006, supported by the solid performance of oil exporting
countries, as well as improvements of the exchange terms that have translated
an increase in internal income, which at the same time has strengthened
aggregate demand in these economies. For this group of countries, inflation in
2006 is estimated at 11.7%.

Regarding world commerce of goods and services an 8.9% growth is
estimated, which is a direct result of global economic growth.

Regarding the international price of oil, since political problems have
continued in the Middle East, as well as the fact that the demand of crude oil
has remained robust, it is estimated that the referred price will remain high for
the rest of 2006. In effect according to the IMF the oil quotes in the futures
market, indicate that the price will surpass US$72.00 per bamel at the end of
2006.

8 According to the International Monetary Fund, IMF, within the area of the Community of Independent States —CEl (for
its acronym in Spanish) the following are included: Armenia, Azerbaijan, Belarus, Georgia, Kazakhstan, Republic of
Kirgizia, Moldova, Russia, Tajikistan, Turkmenistan, Ukraine and Uzbekistan.

13
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ECONOMIC AND INFLATION GROWTH
PER REGIONS and SELECT COUNTRIES
ESTIMATIONS FOR 2006

(Percentual Variation)

ECONOMIC GROWTH 2005a/ 2006

World Economy 49 51

|___Advanced Economies. 26 3.1

Linited States of America 32 34

Eura Area 13 24

lapan 26 27

| Fmerging economies in Asia® 85 83

: j ina 102 10.0

India 85 83

|___Emerging economies and developing countries 74 73

| Western Hemisphere (I atin America and the Caribhean) 43 48

Argentina 92 80

Chile 63 52

Mexico 30 40

Brazil 23 36

Central America 43 4 8

Middle East A7 A8

Comm n'1¥ aof ndepen,dem States 85 8 8

Russia 64 65

Central and Eastern Eurape 54 53

Africa 54 54

Suh-Sahara A8 52

| Volume of Commerce 74 8.9
INFLATION

|___Advanced Economies 23 2.6

Inited States of America 34 36

Eura Area 22 23

Japan 06 03

Emeraging Economies of Asia* 34 36

Peaple’s Republic of China 18 15

India 40 56

|__Fmerging econamies and developing cauntries 53 52

|____Western Hemisphere (L atin America and the Caribbean 63 56

Argentina 96 123

Chile 31 35

Mexico 40 35

Brazil 69 45

Central America 84 74

Middle East 77 Z1

Community of Independent States 123 96

Russia 126 a7

Central and Fastern Furpoe 48 53

Africa ’5 [eXe]

Sub-Sahara 10.7 11.7

* Includes Asia in developing economies that are recetnly industrializad and Mongolia.
a/ Observed Data .

Source: IMF. World Economic Outlook, September 2006.

2. Behavior of the International Price of Oil

The evolution of the international price of oil is a determining factor that
positively or negatively influences in the infaltioanry risk for countries that, like
Guatemala, are net oil importers. In 2006, the behavior of the oil prices will

continue to be the main inflationary risk factors.

14



Evaluation of the Monetary, Foreign Exchange Rate and Credit Policy to November 2006

In effect, during the first semester of the year the international price of oil
showed a growing tendency, until April 21 when it reached a record price of
US$75.17 per barrel; among the main factors that influenced said behavior is
found in the following: the international crisis derived from the lIranian nuclear
program; the lack of political stability and attacks on Nigerian oil installations;
the sustained increase in world demand, mainly in the People’s Republic of
China and in the United States of America; the poor capacity production to
increase supply volume; the decrease in domestic inventory volume in the
United States of America; and, the market rigidity of the market and
expectations from possible production interruptions.

In the second semester of 2006, until July 14, a rising tendency of oil
prices was observed, when a new record was registered in the price per barrel,
located at US$77.03°. The main causes that motivate these increases are
summed up as follows: military actions between Israel and Lebanon, presented
the possibility of involving some oil producing countries from the Middle East;
the continuity of the geo-political conflict caused by the negative of Iran in
interrupting their nuclear investigation program; low inventory levels of gasoline
in the United States of America; the decrease of the production of Nigeria due
to internal political conflicts; the temporary suspension of crude shipments
through the oil ducts to Russia; the temporary suspension of the greatest oll
well in North America (Prudhoe Bay, Alaska); the seasonal summer increase of
internal demand in the United States of America; the intentions of the
Organization of Oil Producing Countries —OPEC- of reducing production; and,
the launching of trial missiles made by North Korea in the Japanese Sea.

As of July 14, when a new record price on the international oil barrel was
reached, a declining tendency until reaching a price of US$55.81 on November
17 was registered, the lowest reported in 2006, which means a 27.55%
reduction (US$21.22 per barrel). The main causes of declining behavior in the
international price of oil are: the decrease in demand of fuel in the United States
of America, due to the end of summer; the increase in the level of oil inventories
in the United States of America; the absence of important military action that

could affect the producing countries; the discovery of important reserves in the

? According to information from Global Petroleum Monthly (Global Insight).
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Gulf of Mexico; the possible signs of a world economic deceleration; and, the
absence of refinery production interruptions in the United States of America and

Mexico, derived from natural phenomena.

PETROLEO
BOLSA DE MERCANCIAS DE NUEVA YORK (NYMEX)
PRIMERA POSICION A FUTURO
DEL 1 DE ENERO AL 30 DE NOVIEMBRE DE 2006

US$ POR BARRIL
80.00

77.03  76.98

75.17 A
75.00 — W

70.00 — 68.35

A
65.00 —
62445

60.00 —

57.65 56.82

55.00 — 55.81

50.00

& @ $ 0% @ Y e ¥ & ¢

Fuente: Bloomberg.

In the period of January to November, 2006, the average price per oil
barrel in the international market was at US$66.59, higher to the average
observed in the same period of 2005 (US$56.29) which represents an increase
of 18.30% (36.56% to November 2005). It is important to indicate that to
November, the lesser percentual variation of the average price per oil barrel,
allowed decreasing inflationary pressures in 2006.

In a base scenario estimated for December 2006 for Global Insight,
internationally recognized company in the oil market analysis, that supposes
that the international price per oil barrel will remain at levels near US$59.00 per
barrel and according to the econometric projections of the technical
departments of the Banco de Guatemala, would expect that the inflationary
rhythm for December 2006 will be located at4.93%".

It is worth mentioning that the international price of oil continues to
register volatility, due to the sensibility before any change in supply and demand

of the same. On this, the International Monetary Fund"' has pointed out that

10 pPassive scenario, based on the arithmetic average of the two econometric methods used, that do rot include
corrective measures of monetary policy.
" FEML. Oil Market Developments and Issues Marzo de 2005.
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said situation is due to a much reduced breach, of around 1.5 million barrels
daily, between supply and demand, and indicate that until the volatile behavior
of the international price of oil stabilizes, said breach should be between 3 and
4 million barrels daily. On the other hand, Global Insight, points out that in
2006, the world supply of crude oil was at 85.29 million barrels daily, and
demand was at 84.48 million barrels daily, which gives as a result a breach of

0.81 million barrels daily, as is shown in the following chart:

PETROLEO
OFERTA Y DEMANDA MUNDIAL DE PETROLEO

Millones de barriles diarios

2005 2006 /7Y

OFERTA  MIEMBROS OPEP 1/ 34.22 34.38
NO MIEMBROS OPEP 50.28 50.91

TOTAL OFERTA 84.50 85.29|

DEMANDA OECD 2/ 49.60 49.39
RESTO DEL MUNDO 33.99 35.09

TOTAL DEMANDA 83.59 84.48|
BALANCE GLOBAL 0.91 0.81

py/ cifras proyectadas

1/ Organizacién de Paises Exportadores de Petroleo (11 paises productores)

2/ Organization of Economic Cooperation and Development (30 paises industrializados)
Fuente: Global Insight (Noviembre 2006)

Taking into account the above, the occurrence of exogenous events
should not be discarded since they could change the base scenario mentioned.
For example, GlobalInsight considers that if the program production cuts by the
Organization of Oil Exporting Countries —OPEC- are not made; if there is an
economic recession in the short term in the United States of America and in the
People’s Republic of China; and, if the crisis for the Iranian nuclear program is
solved, the price per oil barrel could be reduced on average in the fourth
trimester of 2006 to US$57.00. In contrast, if there were a shock of supply of
crude oil barrels it could reach US$61.00 in the last semester of 2006. Said
scenario, would be fundamentally explained by the increase in the demand
caused by the winter in the northern hemisphere; due to internal political
instability in Nigeria; due to greater growth in the demand on behalf of the
People’s Republic of China; due to increased political tension in the Mid-East;
and, due to new geo-political events that affect the world oil market.
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QUARTERLY SCENARIOS OF OIL PRICES
*

US$ peor Bareril

95.00
90.00

Trimestre Base Pesimista Optimista
85.00 1Q06 63.48
2Q06 70.70
80.00 3Q06 70.47
75.00 5944 61.00 57.00

70.00
65.00
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50.00
45.00
40.00
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30.00
25.00
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— Base =Pessimist ==Optimist

Source: Global Insight
*/ Estimations to November 2006

SCENARIOS OF THE OIL M ARKET "
BASE SCENARIO

For the fourth trimester of 2006, the base scemario br the international oil market, is
influenced by the high prices that were registered in the first three quarters of the year, which
were constituted in the lack of stimulus toward consumption and to the world economic growth,
factors that are recently reflected in an increase of the crude oil inventories in the industrialized
countries. However, it is foreseen that before the permanence of the factors that provoke raises
in the course of 2006 (rigidity of supply and growth of demand) the oil prices could remain in a
range of between US$ 57.00 and US$ 61.00 per barrel in the fourth trimester of 2006.

In the case prices would not be found at an acceptable level by the member countries of
OPEC, to meet on December 13 of this year, we could also foresee them agreeing to new cuts
in production, which added to greater demand of the refineries could raise the price of the
basket of the referred OPEC levels close to US$ 60.00 per barrel.

The recovery to the rise in the price of crude oil could happen even though there is
skepticism on the capacity of OPEC of making the reduction of the production recently agreed;
derived on the one hand, of the expectations that OPEC will try to defend a price for the basket
reference between US$50.00 and US$55.00 per barrel and, on the other hand, that one

reduction agreed in production of crude oil will be reinforced by the seasonal increase in
consumption.

PESSIMIST SCENARIO

The international market continues to be vulnerable to the volatility in the price of crude
oil; therefore it could register significant rises at any moment. It is estimated that a high price
scenario could be presented as a result of at least one of the following events:
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SURNENEN

The recent fall in the international price of oil could be reverted in the measure that the
activities of the refineries will begin that have suspended their operations by maintenance
and due to growth of the demand because of the winter in the northern hemisphere. .

A more intense winter than normal could consume the inventory adding rigidity to the
market, especially if it is confirmed that the inventories are constituted in important
proportion to heavily difficult processing crude oils.

Iran could again become cause of concem, due to the possibility of international sanctions
and because it has shown that keeping the level of oil production is difficult even in normal
conditions.

It is foreseen that there may be greater internal political instability in Nigeria in the measure
that the presidential elections come closer, situation that could provoke important
interruptions in oil production.

OPEC could have greater success than the expected when trying to make cut productions
effective agreed to.

Independent to the mentioned events, are others to consider.

Problems in the supply of gasoline or diesel to the United States of America;

Greater growth of demand on behalf of the People’s Republic of China;

Terrorist attacks or increase in political tension in the Mid-east;

Lack of answers of member countries of OPEC before increases to the production agreed
by these;

Interruptions and delays in program production increases by countries that are not members
of OPEC; and,

New pressures toward raises on behalf of financial agents that invest in the crude oil
market, especially in short term contracts.

For December of this year it is estimated that, a scenario of high prices could be

precipitated by a geo-political shock, in said case the average price of crude oil could surpass
US$70.00 per barrel. On the other hand, if there were important losses in Nigeria or if there was
military action in the Mideast, a freeing of inventory is foreseen for the strategic reserves of
OPEC, to contain price hikes.

OPTIMIST SCENARIO

A low price scenario could present itself as a result of the following events:

That OPEC would not agree to programmed production cuts (situation that would be
reviewed in the meeting of said programmed organization for December);

If winter does not present excessively low temperatures, it could weaken the demand of
fuels for heating and therefore the price would lose support.

Weakening of demand and increased expectations in production, in this regard, it is worth
mentioning that it is unlikely that an economic recession in the short term in te United
States of America or in the People’s Republic of China, therefore the expectations of a
recession could provoke a transitory reduction in prices, but only until the growth in demand
shows that said expectations lack an adequate foundation.

The solution of a crisis caused by the Iranian nuclear program and the reestablishment of
the production of light crude oil in Nigeria (unlikely situation since the internal political
instability given in Nigeria make it very likely that there will be a high production loss); and,
A significant increase in ethanol and ultra low sulphur diesel production 7
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In case any of the mentioned events would occur or if there were a greater than
expected increase in oil producing countries that are not members of OPEC could program
greater cuts in their production (even though for said organization it could be difficult to agree in
that sense). In this scenario it is estimated that the price per barrel of crude oil could be close to
US$57.00 per oil barrel of WTI¥ type.

Source: Global Insight
2" gaid fuel contains 50 parts per million of sulphur, which could result in less contaminating emissions compared to
normal diesel (which contains 500 parts per million of sulphur).

¥ West Texas Intermediate that are quoted in the New York Stock Exchange.

3. Payment Balance estimated for December 2006
a) Currentaccount

For 2006 it is estimated that the current account of the
payment balance will show a deficit balance of US$1,533.4 million, greater by
US$146.1 million (10.5%) to the registered the year before, equivalent to 4.4%
of the GDP. Said deficit would be financed by a surplus of the capital and
financial account of US$1,833.4 million, therefore registering an increase in the
net international monetary reserves for US$300.0 million.

The balance of the current account would result from the commercial
balance deficit of US$6,200.2 million and from the surplus, of servic es balance
forUS$563.7 million, as well as net current transfers, for US$4,103.1 million.

The balance of commercial equivalents, regarding December 2005,
would be determined by an increase in the FOB balance of exportations for
US$332.4 million (9.8%) and an increase in the CIF value of importations of
US$1,098.8 million (12.5%).

The FOB value of exportations would be of US$3,710.9 million, greater
by 9.8% to the registered in 2005. In said result the exportation value of sugar
will be determinant, which is expected to reach US$284.4 million, greater by
US$47.8 million (20.2%) to the registered in 2005, situation that is explained, by
the increase of US$1.18 (13.9%) in the median exportation price, as well as by
the increase of 5.5% in the exported volume. In effect, the median exportation
price per quintal would be increased from US$8.46 in 2005 to US$9.64 in 2006,
while the export volume, in quintals, would increase from 27,977.0 thousand in
2005 to 29,512.4 thousand in 2006. According to the International Sugar
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Association (Organizacion Internacional del Azucar -OIA-), the behavior of the
price hikes in the international markets, obeys the increase in demand of sugar
cane for the ethanol production, factor that has positively influenced in the
placement of Guatemalan production in the world market.

The exportation values for coffee in 2006 would be at US$443.1 million,
lower by US$20.9 million (4.5%) to that of 2005, which would fundamentally
explain a reduction of the exported volume, since the median price would
register a similar level to that of 2005. In effect the median exportation price
per quintal in 2006 would be of US$105.78, level similar to that registered the
previous year (US$105.83); while the, exported volume in quintals would
decrease, going from 4,384.2 thousand in 2005 to 4,189.0 thousand in 2006.
According to the International Coffee Organization (Organizacion Internacional
del Café -OIC-), the persistent high prices of the grain are explained by the
continuous deficit of world offer of the same originated by the decrease of world
coffee production, especially from Vietnam. Due to the fact that the poor
climate of said country affected the coffee harvest due to excess rainfall in the
main coffee producing states.

The value of banana exportations in 2006 would be of US$240.3
million, greater by US$4.1 million (1.7%) to the registered the year before,
which is explained by the increase of 93.3 thousand quintals (0.4%) in the
exported volume, and of the increase in the median exportation price per
quintal, when going fromUS$10.39 in 2005 from US$10.53 in 2006.

The cardamom exportations value in 2006 is projected at US$76.6
million, higher by US$6.3 million (9.0%) when registered in 2005. This result
would be explained by the increase in the median exportation price per quintal,
going from US$102.21 in 2005 to US$108.53 in 2006; as well as in the exported
volume in quintals, which would increase from 687.8 thousand in 2005 to 705.8
thousand in 2006 (2.6%). The behavior in the international price of the aromatic
spice is associated to the recovery of the demand, especially that coming from
Syria, Pakistan and Singapore, main importing countries.

The value of the oil exportations would be of US$254.6 million, higher
by US$29.5 million (13.1%) to the registered the year before. This increase

would be sustained by the increase in the median exportation price per barrel,
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which would go from US$36.26 in 2005 to US$45.26 in 2006, since the
exported volume for 2006 would decrease by 582.0 thousand barrels (9.4%) as
a result of lesser performance of oil wells. Regarding the increase in the
international price of oil, this has been influenced by the geo-political instability,
mainly in the Middle East.

The value of exportations of other products would be of US$2,411.9
million, higher by US$265.6 million (12.4%) to the registered in 2005. This result
is due to the foreseen increase of exportations, for Central America as well as
the rest of the world for 14.9% and 7.6%, respectively. The above is attributed
to greater demand, associated to the recovery of the world economic activity.

The CIF value of importations in 2006 would be of US$9,911.1 million,
greater by US$1,098.8 million (12.5%) to the registered the year before. In this
growth we can highlight the titles of machinery, equipment and tools (19.1%);
fuels and lubricants (18.9%); construction material (13.5%); consumption goods
(9.9%); and, raw material and intermediate products (6.7%). It is worth
highlighting the considerable increase in fuel importations and lubricants;
explained, as indicated, by the increase in international oil prices and their
derivatives.

On the other hand, the services balance in 2006 would register a
surplus balance of US$563.7 million, higher by US$74.7 million (15.3%) to the
registered the year before. Said result would be determined by the surplus of
US$934.9 million in non-factorial services and by the deficit of US$371.2 million
to factorial services. The surplus of non-factorial services would obey the
income of foreign currency due to tourism and traveling. On the other hand, the
deficit of factorial services would be mainly explained by the increase in the
service of foreign debt of the non-financial public sector.

Regarding the net current transfers, this would register a surplus
balance of US$4,103.1 million; particularly derived of the continuous growth of
net income from family remittances, which would reach an amount of around
US$3,581.0 million, higher by 21% to the registered in 2005.
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b) Capital and financial account

The capital and financial accounts of the payment balance would
register a surplus balance of US$1,833.4 million to December 2006, greater by
US$191.7 million (11.7%), to the registered the year before.

The balance in the capital and financial account would be the result of
the surplus balances of capital transfers; of the official and banking account;
and, of private capital account. In effect, the capital transfers would register a
surplus balance of US$272.2 million in 2006, greater by US$146.9 million
(117.2%) to the registered the year before. Said increase is mainly due to the
negotiated agreement that allowed the cancellation of the debt by Corporacion
Financiera Nacional -CORFINA- with the Banco Bilbao Vizcaya Argentaria -
BBVA- and with Compafiia Espafiola de Seguros de Crédito a la Exportacion,
S.A. Comparniia de Seguros y Reaseguros -CESCE- for the credit granted in
1980 for the financing of the purchase of a plant for the manufacturing of paper
and cellulose and a sawmill on behalf of Celulosas de Guatemala, S.A. -
CELGUSA-.

The official and banking capital account would register a surplus
balance of US$197.6 million in 2006, contrary to the deficit of US$83.9 million
registered in 2005. Said result would be fundamentally explained, as income,
due to loans given in the public non-financial sector for US$593.5 million; and
as expenses due to amortizations of external debt of the public non-financial
sector for US$365.5 million, due to the foreign debt payment of the Banco de
Guatemala for US$0.3 million and a net amortization of the Treasury Bonds of
the Republic of Guatemala for non-residents for US$30.1 million.

Regarding private capital account, this would register a surplus balance
of US$1,363.6 million, less by US$236.7 million (14.8%) to the registered in
2005. Said surplus would be explained by the income in concept of direct
foreign investment for US$325.0 million, associated manly by the improvement
of business climate due to the coming into effect of the Free Trade Agreement
with the United States of America; due to net capital income in mid and long

terms for US$651.2 million; and, due to net capital income in the short term for
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US$387.4 million, associated to the dynamics of external financial demand of
the private sector.

Derived of the operations in current account and in the capital and
financial account of the payment balance, it is estimated for 2006, an increase

of net international reserves for an amount of US$300.0 million.

PAYMENTS BALANCE
YEAR 2005- 2006
-In millions of US dollars-

CONCEPT 2005 P/ 2006 © Variations
Absolutes Relatives
l. CURRENT ACCOUNT (A+B+C) v 41,387.3 -1,533.4 -146.1 10.5
A. COMMERCIAL BALANCE -5,433.8 -6,200.2 -766.4 141
1.Exportations FOB 3,378.5 3,710.9 3324 9.8
Main Products 1,232.2 1,299.0 66.9 54
Other Products 2,146.3 2,411.9 265.9 124
2.Importations CIF 8,812.3 9,911.1 1,098.9 12.5
B. SERVICES 489.0 563.7 74.7 15.3
1. Net Factorials -375.8 -371.2 4.9 -1.2
2. Net non-factorials ~ ~ 864.8 934.9 70.1 8.1
C. CURRENT TRANSFERS (Net) 3,657.5 4,103.1 545.9 15.3
Il. CAPITAL AND FINANCIAL ACCOUNT (A+B+C) 1,641.7 1,833.4 191.7] 11.7
A. CAPITAL TRANSFERS 125.3 272.2 146.9 117.2
B. OFFICIAL AND BANKING CAPITAL ACCOUNT -83.9 197.6 281.9 -335.5]
C. PRIVATE CAPITAL ACCOUNT . 1,600.3 1,363.6 -236.7 -14.8
lll. PAYMENT BALANCE 2544 300.0
Net International Monetary Reserves
(-increase -254.4 -300.0

1/ Balance of current account / GDP = -4.4% en 2005y -4.4% for 2006

? Include multures for US$335.0 million in 2005 and US$322.1 million for 2006
3" Include errors and omissions

P’ Preliminary numbers
i Ordinary numbers
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4. Net International Monetary Reserves

To November 30, 2006, the net nternational monetary reserves were at
US$4,053.0 million, which means an increase of US$270.6 million regarding the
observed level to December 31, 2005. Said increase is the result of foreign
currency income for US$617.2 million, expenditure of foreign currency for
US$686.9 million and other net income for US$340.3 million. The income is
mainly originated for disbursements of public external debt for the non-financial
public sector for US$486.7 million and for purchase of foreign currency on
behalf of the Banco de Guatemala through he Electronic Foreign Currency
Negotiation System —SINEDI (for its acronym in Spanish)- for US$130.5 million,
made with the purpose of moderating the volatility of the nominal exchange
rate. Within the disbursements of public debt received highlight that of the loan
for the Multi-sector Strengthening Program of Investment for US$199.0 million
granted by the Central American Economic Integration Bank —BCIE (for its
acronym in Spanish); of the First Loan for Politics, Growth and Development of
ample base for US$99.8 million, granted by the Banco Internacional de
Reconstruccion y Fomento -BIRF-; and, the loan for the Social Quality
Improvement Program for US$60.0 million, granted by the Inter-American
Development Bank —IDB-. Regarding the expenditures, these were, on the one
hand, capital and interest payments corresponding to Treasury Bonds
expressed in US dollars for US$378.3 million and, on the other hand, payments
relative to service of external public debt for US$308.6 milion, of which
US$306.3 million correspond to the non-financial public sector. As to other net
income, this title is integrated by the interest perceived on investments of the
NIR (US$145.1 million); due to income of royalties for oil exploitation (US$91.0
million); for the increase in the balance of the legal banking reserve accounts in
foreign currency (US$14.6 million); and, other concepts (US$89.6 million) '.

"2 Mainly include: variation of the interntanional price of oil; checks, Money orders and draft; consular remittances and
settlement of credit letters.
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NET INTERNATIONAL MONETARY RESERVES
Year 2006 :
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It is considered that the mentioned level of the net international monetary
reserves is adequate, since the same will cover 4.4 months of goods
importations. Additionally, if short term obligations from the central government
expressed in US dollars are reduced (proof of sensibility), they would still be
over the suggested upper imit for international standards, as to the level of net
international monetary reserves should be sufficient to finance at least 3.0
months of goods imports, since it would be around 3.5 months.

Also, the solidity of the external position of the country can also be
measured through its coverage of external public debt. In that sense, to
November 30, 2006, the level of net international monetary reserves are
equivalent to 7.6 times the amount of service of the external public debt of the
country to a year (8.6 times to November of2005).

On the other hand, if the level of net international monetary reserves
regarding the sum of the deficit in current account of payments balance and the
service of the external public debt in a year, the result would indicate that with
the current level of teh mentioned reserves 2.3 times the referred obligations

could be covered (2.2 times in 2005).
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5. Type of nominal exchange rate

Regarding the weighted average nominal exchange rate, the evolution of
the same during the greater part of the year was congruent with the seasonal
behavior, located on November 30, 2006 at Q7.64 per US$1.00, which implies a
depreciation of 0.4% regarding the level registered to December 31, 2005
(Q7.61 per US$1.00). However, several episodes of volatility were observed
therefore according to the guidelines of current monetary, foreign exchange rate
and, credit policy, in the sense of reducing the volatility of the nominal
Exchange rate, the Banco de Guatemala made foreign currency purchases,
which to November 30, 2006 went up to US$130.5 million through the
participation rule established for the effect.

Ih that context, the nominal exchange rate showed certain volatility
between January 12 and 17, so in order to moderate certain behavior, on
January 16, 2006 the Banco de Guatemala bought US$6.5 million (foreign
currency) in the exchange market On April 18 and May 15 the nominal
exchange rate showed volatility, making it necessary for the Banco de
Guatemala in the exchange market purchasing amounts of US$42.0 million
during April and US$58.0 million in May. However, during the periods of July 7
to 18 and August 11 to 23, observing volatility again in the nominal exchange
rate, which caused, the Banco de Guatemala to participate again, purchasing
US$14.0 million and US$10.0 million in July and August.

TIPO DE CAMBIO NOMINAL PROMEDIO PONDERADO
ARO 2006*/

Quetzales por US$1.00 indice
7.66 101.00

765 — ‘ [— 100.80
764 — [— 100.60
[~ 100.40

// k: — 100.20
LA h 4 — 100.00
v [— 99.80

— 99.60
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— 99.20
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*/ Al 30 de noviembre
**/ Base: 1992-2005
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a) Participation in the Exchange Market

The current exchange regimen is fexible and, therefore, the exchange rate
is determined by the interaction between supply and demand of foreign
currency in the market and the participation of the Banco de Guatemala is
oriented to moderating the volatility of the exchange rate, without affecting its
tendency.

In that context, the Central Bank, during 2006 has participated in the
exchange market according to the participation rule approved by the Execution
Committee, which establishes decision only for the purchase of foreign

currency, in the following terms:

i) Firstthreshold
When the reference exchange rate is greater to Q7.70 per US$1.00, the
Banco de Guatemala keeps a purchase position in the Electronic Foreign
Currency Negotiation System -SINEDF of US$10.0 million, whose price is equal
to the mobile average of the last five days of the reference exchange rate,
minus a 0.5% fluctuation margin. In case an initial bid is exhausted, a new bid
is placed of US$10.0 million at a price of Q0.0025 under the price of the first bid
and so on until satisfying the market requirements.
ii) Second threshold
When the reference exchange rate is equal or lesser than Q7.70 per
US$1.00 and greater to the price of the last purchase made by the Banco de
Guatemala, this keeps a purchase bid for US$10.0 million in the SINEDI, at a
price equal to the mobile average of the last five days of the reference
exchange rate, minus a fluctuation margin of 0.5%; if the initial bid is exhausted
before the operations of the day end, a new bid for US$10.0 million at a price of
QO0.001 below the price of the previous bid and so on until it satisfies the
requirements of the market.
The next day, the price of the initial bid is equal to the mobile average
exchange rate of the last five days of the reference exchange rate, minus a

fluctuation margin of 0.5%, or to the last bid of the previous day, whichever is
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less, as long as said price is less than the price of the last purchase made by

the Banco de Guatemala.

iii) Third threshold

Is activated when the reference exchange rate is equal to or less than the
price of the last purchase made by the Banco de Guatemala, in which case the
Central Bank will enter the SINEDI with a purchase bid of US$10.0 million to the
price of the last purchase is made by the Banco de Guatemala; when
exhausting said bid will place a new amount of US$10.0 million at a price of
Q0.001 below the first bid and so on, until the market requirements are
satisfied.

The next day, the participation of the Banco de Guatemala begins in the
following manner: a) if the bid of the previous day is exhausted, the initial bid is
the same as the balance and the price of the bid; b) in case it were exhausted,
the initial bid is of US$10.0 million at a price of Q0.001 below the price of the
last bid of the previous day.

The Banco de Guatemala keeps a purchase bid of US$10.0 million at the
last purchas e price made by the Central Bank until the mobile average of the
last five days of the reference exchange rate, minus a fluctuation margin of
0.5% is equal to said price; as of which the Banco de Guatemala keeps a
purchase bid of US$10.0 million at a price of equal value resulting from said

calculation.

b) Complement of the exchange rule when high volatility is
observed in the nominal exchange rate

Based on the information obtained through the proper channel, the
Banco de Guatemala participates in the exchange market when the exchange
rate experiments excessive volatility and its bid in the market exceeds the
values of the mobile average of the last five working days of the reference
exchange rate minus a fluctuation margin of 0.5%, placing an initial purchase
bid in the SINDEDI of US$10.0 million at the lowest price between the reference
exchange rate current for that day; the mobile average of the last five days of

the reference exchange rate minus a fluctuation margin of 0.5%; and, the
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average of the closing exchange rates of the previous day, reported by the
institutions that constitute the Institutional Foreign Currency Market, in
operations greater than US$50.0 thousand, as long as the price is not less than
the price of the last purchase made in the Banco de Guatemala in the SINEDI,
in case the initial bid is exhausted, placing a new bid of US$10.0 million at a
price of Q0.001 below the price of the first bid and so on until the markets
requirements are satisfied. When counting on the information of the average of
the opening exchange rates for that day greater than US$50.0 thousand,
reported by the institutions that constitute the Institutional Foreign Currency
Market, the Central Bank verifies if said average is less than the current bid
price, in which case said average is the new price of the purchase bid, as long
as the average of the new price of the purchase bid, as long as the price is less
than the price of the purchase bid made by the Banco de Guatemala in the
SINEDI.

It is important to mention that in 2006 the participation of the Banco de
Guatemala in the exchange market purchased US$130.5 million (US$466.6
millionin 2005).

In that sense, the described rule has allowed the participation of the
Banco de Guatemala in the exchange market oriented toward moderating the
volatility of the exchange rate, mainly in the months of April and May, it is
estimated that the same is susceptible to improvement, in order to overcome
the following aspects: a) it is oriented toward the Central Bank participates in
the exchange market only when the exchange rate shows behavior toward
appreciation; b) does not establish limits as to the amounts and number of
participations; and, c) the Central Bank keeps permanent presence in the
exchange market, even in periods of stability of the nominal exchange rate.
Last, it is worth pointing out that said statements are congruent with the
recommendations made by the IMF mission in its most recent visit to

Guatemala.

B. REAL SECTOR

1. General Aspects

30



Evaluation of the Monetary, Foreign Exchange Rate and Credit Policy to November 2006

PRODUCTO INTERNO BRUTO REAL

TASAS DE VARIACION
27
| I
2003 2004

ANOS 1996 - 2006
The national economic activity has presented deceleration since 1999,

Porcentajes

6.0

5.0

5.0

4.0

3.0

20

1.0

32

2005 ¥ 2006

0.0

!
1996 1997 1998 1999 2000 2001 2002 i
P Prreliminar

™ Proyectado

which reverted in 2004, when showing a rising tendency that continued until
2005 and is foreseen to consolidate in 2006, year in which the GDP is
estimated will grow 4.6% (3.2% in 2005) in real terms. It is worth indicating that
the growth rate, for the first time in seven years®, is higher than the average
registered in the nineties (4.1%); for the third consecutive year, it is also greater

than the population growth rate (2.5%)".

Externally, the foreseen behavior in the national economic activity
is supported, on the one hand, in the expected economic growth expected in
the United States of America and in the rest of the main commercial partners of
Guatemala™ and, on the other hand, in the enforcing of the Free Trade
Agreement between the United States of America and Central America and the
Dominican Republic (DR-CAFTA).

The IMF " estimates that the FTA represents economic growth of 0.7

additional annual percentual points in Central America to the growth without the

'3 In annex 2 a theoretical and empiric exportation on the determinants of economic growth.

' Projection made by the National Statistics Institute -INE- (for its acronym in Spanish), based on the XI National

Population and VI Home Census in 2002.

® According to the International Monetary Fund IMF, the United States of America will grow 3.4% (3.2% in 2005).

Regarding the Central American countries, the referred organism estimates their economies will grow: Costa Rica 6.5%

gg.g% in 2005); Honduras 4.5% (4.2% in 2005); Nicaragua 3.7% (4.0% in 2005); and, El Salvador 3.5% (2.8%in 2005).
IMF. Central America: World integration and regional cooperation, Washington, DC, 2005.
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FTA, until it reaches 1.5 additional percentage points in the long term. On the
other hand, the World Bank'” estimates that it is possible the FTA will have
positive effects on economic growth in Central America, of between 0.6 and 0.8
additional percentage points to those that would be registered in a scenario
without the FTA.

As to the impact that the treaty could have on the real growth rate of the
country, the technical departments of the Banco de Guatemala, based on an
econometric analysis, estimate that if the treaty had been enforces as of July 1,
2006, said impact could be between 0.24 and 0.42 additional percentage points
for this year (See Annex 3).

It is worth adding that if the international price of oil for the third year was
constituted as an adverse factor to national productive activity, the impulse that
continues showing the world economy fundamentally sustained in the economic
growth of the United States of America and of the People’s Republic of China,
gives support to the expected growth of the Guatemalan economy.

Internally, the expected growth is based on maintaining macroeconomic
stability, as a result of the application of disciplined monetary and fiscal policies;
in improving teh expectations of economic agents, founded in greater aggregate
demand, in a better business climate; and, in the impulse coming to the
realization of reconstruction work in the areas that were affected by tropical
storm Stan, as well as the greater levels of public and private investment,

associated to said efforts and other infrastructure works 2.

As to the Monthly Economic Activity Index -IMAE (for its acronym in
Spanish} its cyclical tendency, with numbers to October 2006 (last information
available, after showing growing behavior from May 2005 (2.53%) to June 2006
(5.88%), which is congruent with the results expected in the economic activity

for the present year, in July began to decelerate, reaching an interannual

7 WB. CAFTADR: Challenges and Opportunities for Central America page 186, 2005.

'8 The Congress of the Republic, through decrees 88 -2005 and 89-2005 approved the execution of the highway projects
of the ‘Franja Transversal del Nortg’ (North Transversal Fringe) and the “Anillo Periférico Metropolitano” (Peripheral
Metropolitan Ring). Additionally, the Ministerio de Comunicaciones, Infraestructura y Vivienda (Roughly equivalent to
the Department of Transportation and Housing) began the Works to remodel the International Airport of La Aurora and
the Municipality of Guatemala City is working on the infrastructure for the TRANSMETRO.
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variation of 5.47%; notwithstanding, the same is higher to the observed n the
same month of 2005 (3.96%).

INDICE MENSUAL DE LA ACTIVIDAD ECONOMICA
TENDENCIA-CICLO

Variaciones intermensuales e interanuales
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According to the expected behavior of the economic activity for 2006,
according to the results of the Business Opinion Surveys'® made in March-April
and AugustSeptember 2006, on average 89.5% of the interviewed
businessmen declared that the production volume of industrial products will
increase or will be equal for the present year, percentage higher on average of
the two surveys made in2005 (85.3%).

On the other hand, according to the tendency of the Economic Activity
Index for the Panel of Private Analysts —EE| (for its acronym in Spanish)-%, the
performance expectations of the economic activity will continue improving
during the present year, since the trust level remained over the registered level
at the end of the previous year. In effect, after having reached a level of 71.88
in December 2005, the referred index went from 70.31in November, reaching its

maximum value in February (81.25). It is worth mentioning that the average of

9 Survey made twice a year directed toward manufacturing industry businessmen, whose sample includes 434
industrial establishments, of which 60% are big (more than 50 employees), 22% are medium (between 20 and 49
employees) and 18% are small (between 5 and 19 employees).

20 The Trust Index of the Economic Activity of the Panel of Private Analysts purpose is to measure the perception of the
economic agents, on the current economic situation and the business environment, as well as on the economic
evolution of the country in the immediate future. It is worth indicating that the expectations of the national and
international experts are recognized through the EEI, that since December 2003 is made monthly by the Banco de
Guatemala and whose results are published on the Web page.
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the index from January to November 2006 was of 74.98, higher by 6.3% to the

registered average in the same period the year before (70.51).

iINDICE DE CONFIANZA DE LA ACTIVIDAD ECONOMICA
DEL PANEL DE ANALISTAS PRIVADOS
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FUENTE: Encuesta de Expectativas de Inflaciéon al Panel de Analistas Privados.

Another indicator obtained from the Survey of Inflation
Expectations is that relating to the estimation of the GDP growth. Regarding
that, in the survey to November, the analysts mentioned foresaw that the
national economic activity for 2006 will increase by 4.1%, expectation of growth

higher to that of December 2005 (3.1%).
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2. Gross Domestic Product according to product origin

According to the origin of production, for 2006 positive behavior is
foreseen for all productive sectors, estimating that the majority register more
dynamic growth rates than the observed the year before, with the exception of
sectors like agriculture, forestry, hunting and fishing and housing property,
whose growth rates will be less dynamic.

As to production in agriculture, forestry, hunting and fishing (with a
participation of 22.2% of the GDP), according to the appreciations provided by
the associations o producers, trade unions and public and private entities, it is
estimated that they will experiment a lesser dynamism regarding the year
before, when showing a growth rate of 1.8%, less than the 2.2% registered in
2005. Said behavior is explained by the positive growth rates in the production
components of the agricultural sub-sector (0.4%) mainly, in the case of
exportation products, whose growth (0.9%) is estimated will be less dynamic
than the previous year (2.7%); also, a fall of 6.7% is expected in hdustrial
consumption products mainly due to the decrease in the production of sugar
cane. In the case of exportation products, a deceleration of banana production
of 0.9% is foreseen, which will be counteracted by the increase in the
production of coffee and cardamom. Regarding the products of internal
consumption, it is expected they will have a more dynamic behavior than the
registered the previous year, mainly corn, whose production will recover after
having been affected by the effects of tropical sbrm Stan.

Ih the case of coffee, based on the information provided by the
Asociacién Nacional del Café -ANACAFE- (National Coffee Association), a
production of 4,900.0 thousand quintals of production, higher to the registered
in 2005 (4,800.0 thousand quintals), behavior that is explained by the
expectations of better prices in he international market of the grain, which
translated to producers will have greater cultural work and, therefore, will
provide an increase in the yield per cultivated land.

The production of cardamom, on the other hand, is expected to grow
2.5% in 2006 (0.3% en 2005). According to the Asociaciéon de Cardamomeros
de Guatemala -CARDEGUA-(Cardamom Association of Guatemala), its greater

dynamism is explained by the improvement foreseen in the exportations of the
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aromatic spice. In effect, the volume of exportations is foreseen to grow by
2.6% in 2006, before an expected improvement in the median price of
exportation, of US$102.21 per quintal in 2005, estimated to be at US$108.53
per quintal in 2006.

Regarding the banana production, a negative variation is estimated at
3.6% for 2006 (11.4% in 2005). According to appreciations by the Compariia de
Desarrollo Bananero, S.A., -BANDEGUA (Banana Development Company)-
and of Compariia Bananera Guatemalteca Independiente, S.A., -COBIGUA
(Independent Banana Company of Guatemala)-, the expected contraction
expected is explained because Guatemala quit exporting to the European
market, derived from the fact that the European Union abandoned the quota
modality, establishing a new tariff on the banana imports as of January 2006
(176 Euros per metric ton).

Regarding sugar cane production, a 7.9% fall was foreseen, behavior
that contrasts with the 0.2% growth observed in 2005. In effect, according to
the Asociacion de Azucareros de Guatemala —ASAZGUA (Sugar Association of
Guatemala) and the Centro Guatemalteco de Investigacion y Capacitacion de
la Cafia de Azicar-CENGICANA (Guatemalan Center for Investigation and
Training of Sugar Cane)-, during the harvest of 2005/2006 a production of 360.9
million quintals of sugar cane are expected, number lower by 31.1 million
quintals to the registered in the harvest of 2004/2005 (392.0 million quintals). It
is worth indicating that in 2006 the cultivated area decreased due to climate
factors that coincided with the performance per parcel harvested.

In the case of internal consumption products, a more dynamic growth is
registered than that of 2005, when going from 4.0% in that year to 6.1% in
2006, mainly as a res ult of an increase of 10.0% in the corn production and of
5.0% in the bean production (-4.1% and 3.0% in 2005, respectively). In effect
according to the information of the Coordinadora Nacional de Productores de
Granos Basicos -CONAGRAB- (National Coordinator of Basic Grains
Producers), it is estimated that the corn production will be 24.7 million quintals
(22.5 milion quintals in 2005), as a result of the normalization of the production
of the areas affected by tropical storm Stan. In the case of beans a greater

production in thousands of quintals is also foreseen, when going from 2,058.9
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thousand in 2005 to 2,161.8 thousand in 2006. As to the production of other
consumption products like fruit and orchards, it is estimated that these will
register a deceleration in their production, when reaching growth rates of 5.8%
and 5.7%, respectively (in 2005 grew 6.3% and 8.1%, in that order).

In the case of the manufacturing industry (with a participation of 12.5% in
the GDP), for 2006 a growth of 3.6% is estimated, higher to the observed in
2005 (2.7%), the highest registered in the last eight years. Said behavior is
associated, among other factors, to the growth of the demand of Guatemalan
industrial products in the world markets (4.3%) and, mainly in the Central
American markets (12.2%), derived from positive performance of its economies.
The value of food product exportations, fruit and conserves, and sugar for the
rest of the world, in US dollars registered a growth of 16.6% to September of
this year (12.5% en 2005), 21.5% (30.3% in 2005) and 54.6% (4.9% in 2005),
respectively. As to sales in Central America, the growth rates of food product
exports are highlighted with 18.4% (11.7% in 2005); construction material with
17.4% (12.5% in 2005); and, plastic articles, with 14.8% (21.4% in 2005).

It is worth adding that, to September 2006, the importation of raw
material and intermediate products (without including importations made under
the protection of decree 29-89 of the Congress of the Republic “Law of
Development and Promotion of the Exporting and Multure Activity”), destined to
the manufacturing industry, registered an increase of 9.8% (8.5% to September
2005) in US dollars, and the capital goods importations for the industry grew
24.6% (13.2% to September 2005).

The wholesale and retail sale commercial activity (with a 24.3%
participation in the GDP), is estimated that for 2006 will register a growth rate of
3.1% (2.4% in 2005), mainly explained by the greater dynamism foreseen in the
growth rhythm of the manufacturing industry sector, as well as goods imports.

The mines and quarries sector foresees a registered growth of 9.5%
(2.1% fall in 2005). This behavior, according to the information of the Ministerio
de Energia y Minas (Roughly equivalent to the Department of Energy), this is
fundamentally determined by a greater demand of lime, gravel and sand for
public and private construction. On the other hand, a fall of 12.8% is foreseen

in oil production (8.3% fall in 2005), due to the fact the well exploitation in
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closed wells has just normalized, due to the finalization of contract number 1-
8521, which was newly awarded as contract number 1-2006%? and due to the
reconditioning process of three wells, begun in 2005, from contract number 2-
85%°.

Regarding the electricity and water sector, a growth of 2.4% is estimated
(1.7% in 2005). According to the information of the Wholesale Market
Administrator —AMM (for its acronym in Spanish), to September, 2006 a gross
total generation of electric energy was registered of 5,497.5 thousand MWH,
volume that implies a 0.4% increase regarding the same period the previous
year (2.7% en 2005). Gross hydraulic generation has influenced on the
behavior, that to September 2006 registered a growth of 15.3% (12.4% to
September 2005), while the gross thermal generation, to said month, presented
a fall of 8.7% (-2.5% in 2005) associated to the evolution in the price of oil. ltis
worth adding that, the lower dynamism of electricity generation has been due in
some measure to the decline in sales to El Salvador, which to September had
registered a decrease of 85.2%, when going from 316.6 thousand MWH in 2005
to 46.8 thousand MWH in 2006.

The construction sector, with a 1.9% participation of the GDP, is
expected to register a growth of 29.6% in 2006 (16.0% in 2005), as a result of
the increase of 47.1% in private construction (27.0% in 2005) and of 7.6%
(4.6% in 2005) in public construction. In public construction the result is
associated to the fact that the budgetary execution for the present year is
directed to reconstruction work on the infrastructure of affected by Tropical
Storm Stan and to maintenance, rehabilitation of highways; reconstruction of
the International Airport La Aurora; and the beginning of work on the Northern
Transversal Highway, the Metropolitan Peripheral Ring and the Transmetro
activities (the latter is on behalf of the City Hall of Guatemala). In the case of
private construction, the positive behavior is associated to the expected

increase in the volume of the surface construction authorized by the

2! Expired in August 2005.

22 The Perod Energy Company -PERENCO- is named as administrator of the business and the operador is the
Ministerio de Energia y Minas (Department of Energy).

2 This contract was awarded to PERENCO and expires in 2010.
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municipalities of the main municipiums surveyed in the country?®, as well as the
culmination of authorized constructions and constructions begun in 2005.

The transportation, storage and communications sector (with a
participation of 13.0% in the GDP), is expected to register a growth of 12.9% in
2006 (9.3% in 2005), behavior explained by greater dynamism expected in the
communications sub sector, representing 46.6% of the sector, which is
estimated will register a growth rate of 17.6%, greater by 5.6 percentage points
to that of 2005, derived of the surge maintained in the activity of new telephone
lines throughout the country; and by the growth of 9.1% in the transportation
sub sector (7.3% in 2005), associated to the increase registered in the urban
transportation and extra-urban cargo transportation.

As to the banking, insurance and real estate sector, a 5.6% growth is
foreseen for 2006 (3.1% in 2005), associated to the behavior of the financial
intermediation activity.

For the housing property and private services sector, a growth rate of
2.0% and 3.8%, respectively (2.5% and 3.6%, in the same order in 2005). In the
case of the public administration and defense sector, a spike is estimated of
3.6% (1.8% fall in 2005).

24 Includes the municipiums of the metropolitan area: Guatemala, Mixco, Villa Nueva, Santa Catarina Pinula, San José
Pinula, Villa Canales and San Miguel Petapa and to 36 municipiums of the interior of the Republic.
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ORIGIN PER BRANCH OF GROSS DOMESTIC INTERNAL PRODUCT
MARKET PRICES
YEAR 2005 - 2006
(millions of quetzales from 1958)

CONCEPTO 2005 2006 | Variation Rates

p/ py/ 2005 2006

GROSS DOMESTIC PRODUCT 5,747.0| 6,009.8 3.2 4.6
Agriculture, forestry, hunting and fishing 1,308.0] 1,331.3 2.2 1.8
Mine and quarry exploration 275 30.2 -21 9.5
Manufacturing Industry 722.8 748.9 2.7 3.6
Construction 86.0 111.4] 16.0 29.6
Electricity and water 251.3 257.3 1.7 24
Transportation, storage and communications 693.0 782.1 9.3 12.9
Wholesale and retail sale 1,418.3| 14615 24 3.1
Banking, insuranc e and real estate 283.7 299.6 3.1 5.6
Housing property 266.3 271.8 2.5 2.0
Public administration and Defense 3444 356.9] -1.8 3.6
Private services 345.7 358.8 3.6 3.8

p/  Preliminary numbers
py/ Projected numbers

3. Gross domestic product as to expense
For 2006 it is estimated that the variables that make up the GDP as to
expense, in real terms, will register positive and more dynamic growth rates
than the observed in 2005, with the exception of investment by the central

government.
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The internal demand, constituted by consumption, investment and
variation of supply, are expected to register a growth of 4.4%, greater to the
3.4% observed in2005.

Private consumption is estimated to register a growth rate of
4.6%, greater by 0.3 percentage points to the observed the year before,
associated to the macroeconomic stability and to the increase foreseen in family

remittances coming from abroad.

The expense in government consumption, that includes
remuneration and the purchase of goods and services, if foreseen to have a
growth of 7.9% this year (-1.4% in 2005), associated to greater budgetary

execution in operation expenses on behalf of the central government.

In matter of investment, the gross geographical formation of fixed capital
is estimated to register a growth of 18.0% (12.5% in 2005), as a result of an
increase of 19.7% in private investment (11.7% in 2005) and a deceleration of
9.5% in public investment (16.4% growth in 2005). The growth of private
investment, in real terms, is mainly due to an increase of 47.3% expected in
private construction (26.9% in 2005) and of 17.1% in capital imported goods
(10.9% in 2005). As to public investment behavior, this is explained bya 34.8%

reduction in the purchase of machinery and equipment (210.1% in 2005).

The external demand, constituted by goods and services exportations,
are estimated to register a gowth of 6.5% in real terms (-1.0% in 2005). ltis
worth indicating that the external demand would be promoted by the
performance improvement foreseen for the economic activity of the United
States of America and of the main commercial partners of the country, as well

as the greater dynamics expected due to the enforcing of the FTA.

As to external offer, the importations of goods and services in real terms
will register a growth of 5.2%, greater to the observed the year before (1.4%).
As to the structure of importations (without including the importations made
under the protection of Decree number 29-89 of the Congress of the Republic
“Law of Promotion and Development of Exporting and Multures Activities”), in
US dollars to September 2006 the capital goods grew 21.7% (11.3% in 2005);
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consumer goods 10.3% (7.1% in 2005); raw material and intermediate products
9.0% (8.0% in 2005); fuel and lubricants 31.5% (44.2% in 2005); and,
construction material 12.3% (21.7% in 2005).

EXPENSES DEDIC ATED TO THE INERNAL GROSS PRODUCT AT MARKET PRICES
YEARS 2005 - 2006

(millions of quetzales from 1958)

CONCEPT 2005 2006 Variation rates
p/ py/ 2005 2006
1. Expenses in consumption for individuals,
Private non-lucrative institutions 4,706.6] 4,922.0 4.3 4.6
2. Expenses in consumption for the general 435.0 469.5 1.4 79
government
3. Gross geographical formation of fixed 8904 8145 4125 180
capital
Private 571.6 684.5| 117 19.7
Public 118.8 130.0] 16.4 9.5
4. Variation of supplies 211.9 104.5
GROSS EXPENSES FOR THE NATION | 60439] 63105 34 44
5. Exportation of goods and services 853.7 909.5 -1.0 6.5
6. Minus: Importation and goods and service 1,150.6] 1,210.2 1.4 5.2
GROSS DOMESTIC PRODUCT | 5,747.0] 6,009.8 3.2 4.6

p/  Preliminary numbers
py/ Projected numbers

C. FISCAL SECTOR
1. Analysis of the budgetary execution

According to preliminary numbers of the Ministerio de Finanzas Publicas
—MFP (Equivalent to the Department of the Treasury)-, the financial situation of
the central government to October (last information available) registered a fiscal
deficit of Q875.7 million, amount lower by Q84.8 million (8.8%) to the registered
in October 2005 (Q960.5 million). As a proportion of the GDP the fiscal deficit
was at 0.3%, slightly lower to the registered in 2005 (0.4%). On the other hand,
it is worth indicating that the level of tributary income to October of this year has
allowed the tributary load to be at 8.4%, greater by 0.5 percentage points to the

registered in 2005. In that sense, the evolution registered by said indicator is
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consistent with the estimated for the closing of the fiscal year (10.4%). It is also
worth indicating that to October of this year a primary surplus25 was registered
of 0.7% of the GDP, higher by 0.1 percentage points to te registered in 2005,
as a result that when deducted from interest payment of the public debt for
Q2,718.7 million of total expense, generates a surplus for Q1,843.0 million.
Another important indicator of public finance is constituted by the tributary
elasticity, which to October 2006 was of 1.5, which indicates a greater
dynamism in the growth registered the tributaryincome regarding the estimated

growth for the end of economic activity.

The fiscal income to October went up to Q23,994.1 million, higher by
Q3,414.7 million (16.6%) to the observed in equal period to the year before,
which represents a collection of 84.8% regarding the budget for 2006 (82.3% in
2005). From tributary income Q22,711.3 million were perceived, amount higher
by Q3,373.0 million (17.4%) to the observed in the same period the year before,
registering a 87.9% of the programmed tributary collection in the budget for
2006 (83.1% in 2005)%. Said increase is explained by the greater collection of
direct taxes (Q1,454.7 million) and indirect (Q1,918.3 milion). The increase in
collection of indirect taxes is fundamentally explained by the increase in income
coming from the Added Value Tax —IVA (for its acronym in Spanish). The
income due to IVA reached Q9,950.7 million, amount higher by Q1,400.1 million
(16.4%) to the perceived in the same period in 2005. It is worth indicating that
said result is mainly associated to the greater collection of IVA on importations,
which was higher by Q918.1 million (16.7%) re garding October 2005.

Concerning the increase in direct taxes (26.4%), this is mainly explained
by the greater income collections from the Income Tax (Impuesto Sobre la
Renta —ISR)- and the Extraordinary and Temporary Support for the Peace
Agreements Tax (Impuesto Extraordinario y Temporal de Apoyo a los Acuerdos
de Paz —IETAAP ), whose amounts increased by Q907.1 million (23.4%) and
Q556.3 million (34.6%), respectively, regarding the observed to October 20 05.

* The primary deficit or surplus is obtained excluding the total expense of interest payments of the public debt of the
conventional measurement of the deficit.

26 1t is worth indicating that according to the information of the Tributary Superintendence Administration —SAT (for its
acronym in Spanish)the tributary income collected, were greater by Q563.8 million (2.4%) regarding the programmed to
October.
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The expenses executed to October 2006 registered Q24,869.8 million,
higher by Q3,329.9 million (15.5%) to the observed in the same period of 2’005,
which represents an execution of 71.6% regarding the budget for 2006 (in
October 2005 the execution registered was of 72.1%). Regarding the structure
of total expense to October 2006, the operational expense (that does not
include maturity or amortizations of debt) registered 69.9% of the total (71.2% to
October 2005), while the capital expense represented 30.1% of the total (28.8%
to October 2005). According to the Ministerio de Finanzas Publicas (Roughly
equivalent to the Department of the Treasury), the greater dynamism in public
expense was the product of the increase in the social expense for Q1,208.7
million (12.5% regarding the registered amount in the same period the year
before) destined to all expenditures assigned to the sectors considered priority
in the Peace Agreements, such is the case of Education, Health, Housing,
Internal Security and Justice and the execution of the expense assigned by the
named “Rehabilitation Program and Reconstruction originated by Tropical

Storm Stan”.

The operation expenses were at Q17,377.4 milion, amount higher by
Q2,051.6 million (13.4%) to the observed in the same period the year before.
This result was basically determined by the increase of Q1,041.5 million
(14.3%) in operation expenses and by the increase of Q767.5 million (13.7%) in
current transfers. According to the Ministerio de Finanzas Publicas (Roughly
equivalent to the Department of the Treasury), the increase in expenses obeys
the granting of an only bond to the national school teachers union on behalf of
the Ministerio de Educacion (Roughly equivalent to the Department of
Education) for Q1,000.00 per teacher; to the amount destined to the hiring of
personnel for the “Special Reserves Body for Citizen Security” on behalf of the
Ministry of Defense; and, to the increase in the employers contribution made by
the Central Government to the Guatemalan Social Security Institute —IGSS-.
On the other hand, the increase registered in current transfers mainly obeys
those made by the Central Government to the Judicial Branch; to the University
of San Carlos of Guatemala; to the Ministry of Culture and Sports; to the
Ministry of Health; to the Ministry of Communication, Infrastructure and

Housing; and to the Ministry of Education.
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The capital expenses went up to Q7,492.4 million, amount greater by
Q1,278.3 million (20.6%) to the registered in a smilar period in 2005, registring
an execution of 65.7% regarding the budgetary expenses for 2006 61.6% in
2005). Said result was determined for an increase in direct and indirect
investment expenses, which registered an increase of Q393.4 million (24.0%)
and of Q884.9 million (19.3%), respectively. In effect, the increase of the direct
expense investment is due to greater execution of infrastructure works
(increasing, rehabilitation and road reconstruction) made by the Ministerio de
Comunicaciones, Infraestructura y Vivienda (Roughly equivalent to the
Department of Housing and the Department of Public Works). The increase of
indirect expense investment is due to greater capital transfers made to city
halls, urban and rural development councils, the Social Investment Fund and
the Guatemalan Housing Fund.

As a proportion of the GDP the total expenses to October represented
9.3%, operational 6.5% and capital 2.8%, higher to the registered in the same
period of 2005 (8.9%, 6.3% and 2.6%, respectively).

As a result of current income and current expense described to October,
a savings in current account was registered of Q6,396.8 million, amount greater
by Q1,456.0 million (29.5%) to the registered in the same period of 2005. the
savings in current account registered in the period analyzed allowed financing
85.4% of the investment expense (79.5% in 2005). In GDP terms, this variable
represented 2.4% (2.0% to October 2005).

Regarding the financing sourc es of the deficit registered to October, the
net external financing was at Q2,365.6 million, product of loan disbursements
for Q3,695.2 million and amortizations for Q1,329.6 million. The loan
disbursements mainly came from the loan granted by the Central American
Economic Integration Bank for Q1,513.5 million to partially finance the “Multi-
sector Program of Investment Strengthening”; of the loan granted by the
International Reconstruction and Promotion Bank for Q761.5 million named
“First Loan for Development and Ample Base Growth Policies”; and, the loan
granted by the Inter-American Development Bank for Q455.8 million to finance

the program named “Social Expense Quality Improvement Program.”
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On the other hand, net internal financing rose to Q1,945.6 million, as a
result of negotiations of public headings for Q6,478.9 million, maturity for
Q3,373.8 million and the amortization for Q1,159.5 million to cover the net
deficiency of the Banco de Guatemala corresponding to the 2004 fiscal year.

Therefore, the fiscal till registered an increase of Q3,435.5 million.

CENTRAL GOVERNMENT
EXECUTION OF THE BUDGET TO OCTOBER
YEARS 2005 -2006

-in millions of quetzales-

VARIATIONS
CONCEPT 2005 2006 ABSOLUTE RELATIVE

I. Income and Donations 20,579.4 23,994.1 3,414.7 16.6

A. Income 20,285.7] 23,796.9 3,511.1 17.3

1. Current Income 20,266.9 23,7747 3,507.9 17.3

a. Tributary 19,338.3] 22,711.3 3,373.4 17.4

i. Direct taxes 5,509.94 6,964.5 1,454.1 26.4

ii. Indirect taxes 13,828.5 15,746.9 1,918.3 13.9

b. Non Tributary 928.3 1,062.9 134.6 14.5

2. Capital Income 19.1 22.6 3.5 0.0

B. Donations 293.7] 197.3 -96.4 -32.8

Il. Total Expenses 21,539.9 24,869.9 3,329.9 15.5

A. Operation 15,325.9 17,377 .4 2,051.9 13.4

1. Of the operation 7,261.9 8,303.0) 1,041.5 14.3

2. Transfers 5,588.2 6,355.7] 767.5 13.7

3. Interests due to debt 2,476.1 2,718.7] 242.6) 9.8

B. Capital 6,214.1 7,492.4 1,278.3 20.9

1. Direct investment 1,639.5 2,032.9 393.4 24.0

2. Indirect investment 4,574.9 5,459.5 884.9 19.3

lll. Fiscal Deficit or Surplus -960.5 -875.7] 84.8 -8.8

IV. Savings in Current Account 4,940.8] 6,396.8 1,456.0 29.5

V. Financing (A+B+C) 960.5 875.7] -84.8 -8.8

A. Net External Financing -373.8 2,365.6 2,7394 732.9

B. Net Internal Financing 2,933.0 1,945.6 -987 .4 -33.7]

1. Bonds Negotiation 4,316.0 6,478.9 2,162.9 50.1

2. Bonds Maturity Y 1,383.0 3,373.9 1,990.9 143.9

3. Amortization of Policy Cost 0.0 1,159.5 1,159.9 100.0

C. Till Variation -1,598.7] -3,435.5 -1,836.8 114.9
(-Increase +Decrease)

SOURCE: Ministerio de Finanzas Publicas.

1/ On31 de agosto de 2005 el Ministerio de Finanzas Publicas entrego al Banco de Guatemala
Bonos del Tesoro por Q963.7 millones para cubrir la deficiencia neta del Banco Central
correspondiente al ejercicio contable 2003; sin embargo, la amortizacion del costo de politica no
fue operada en la ejecucion presupuestaria @ octubre de ese afio, debido a que el Ministerio de
Finanzas Publicas registr6 la operaciéon en diciembre, por motivos de programacion
presupuestaria.
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2. Public Debt
a) Internal

The balance of internal public debt to October, was at Q19,530.8 million,
higher by Q3,105.1 million (18.9%), to the amount observed in December 2005.
This increase mainly obeys the increase in the Treasury Bonds had by the
Banco de Guatemala, of the private banking sector and the non-private
banking sector, which is increased by Q1,634.1 million, Q1,660.8 million and
Q183.0 million, respectively. On the other hand, the public sector and the non-
resident sector reduced their property to values in Q145.8 million and Q227.0
million. It is important to indicate that to October 2006 the Banco de
Guatemala registers Treasury Bonds, which is due to the declared in the
Organic Law of the Banco de Guatemala, to the State of Guatemala, through
the Ministerio de Finanzas Publicas (Roughly equivalent to the Department of
the Treasury) covers the net deficiencies that the Banco de Guatemala registers
each fiscal year, so on August 28, 2006, the Ministerio de Finanzas Publicas
(Roughly equivalent to the Department of the Treasury), for the second
opportunity, fulfilled said legal mandate, transferring the Treasury Bonds of the
Banco de Guatemala for Q1,159.5 million to cover the net deficiency
corresponding to the 2004 fiscal year. Also, the Banco de Guatemala,
according to resolution JM-123-2006 was authorized by the Monetary Board to
directly acquire the Fund for Savings Protection —FOPA (for its acronym in
Spanish) Treasury Bonds of the Republic of Guatemala —Peace Bonds - for the
equivalent to Q474.7 million, whose resources were transferred, as the
administrator of FOPA, to the Administration Trust, and made the exclusion of

assets of the Banco del Café, Sociedad Anénima.

Regarding balance structure of internal debt by the holder, the same
varied due to greater negotiations made with the private banking sector and the
holding of values by the Banco de Guatemala. On December 31, 2005, the
participation of said sectors regarding the total was of 21.1% and 5.9%, while to
October of the present year, said participation was at 26.2% and 13.3%, in the
mentioned order. In contrast, the private non-banking, public and non-resident

sectors decreased their participation relative from December, 2005 to October
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2006, when going from 46.3%, 23.7% and 3.1% to 39.8%, 19.2% and ,

respectively.

Gobierno Central
Saldo de la Deuda Publica Interna
Anos 2005 - 2006
- En millones de quetzales y en porcentajes -

Al Al Variacion
Tenedor 31/12/2005 | Estructura | 31/10/2006 | Estructura Absoluta Relativa
Total 16,425.7| 100.0 19,530. 100.0 3,105.1 18.9]
Banco de Guatemala 963.7] 5.9 2,597.8 13.3 1,634.1 169.6
Sector Privado Bancario 3,464.0) 211 5,124.§ 26.2 1,660.8 47.9
Sector Publico 3,886.4] 23.7 3,740.6| 19.2 -145.8 -3.8
Sector No Residente 513.9 3.1 286.9 1.5 -227.0% -44 .2
Sector Privado no Bancario 7,597.7] 46.3 7,780.7| 39.8 183.0) 2.4

FUENTE: Seccién de Liquidacion de Valores, Banco de Guatemala.

As to term debt placement, it is important to point out that in
2005 the weighted average of placements in quetzales was of 3,051 days, while
to October 2006 it was 3,507 days. It is important to indicate that in both years

there were no Treasury Bond placements in US dollars.

PLAZO PROMEDIO PONDERADO DE LOS BONOS
NEGOCIADOS POR EL GOBIERNO
ANOS: 2005 - 2006 ¥
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2005 12006

al A octubre de 2006

In 2005, the weighted average interest rate of Government
placements in quetzales was at 9.22%, while to October of this year they were
8.89%.
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TASAS DE INTERES DE COLOCACIONES DEL GOBIERNO
EN QUETZALES
ANOS: 2005 - 2006

Tasa Media de Interés

I I I I I I
1090 1456 1820 2184 2548 2912 3640

Plazos en dias

—2005 -=-2006

al A octubre 2006

b) External

According to preliminary numbers to October 2006, the balance of the
external public debt was at US$3,899.1 million, amount higher by US$176.2
million to the balance registered to December 31, 2005. Said increase is the
result of disbursements for US$487.6 million, amortizations for US$301.9
million? and a reduction of accountable balance for US$9.5 million derived of
US dollar appreciation regarding other currencies that integrate the account
units in which some loans are established. Therefore, the net transfer of
resources, understood as the result of the difference between the disbursed
resources and the capital amortization (without including the negotiated
arrangement of the CORFINA debt, abovementioned), was positive by
US$306.2 million.

As to loan disbursements to the central government to October 2006, as
creditor, those coming from the Central American Economic Integration Bank

for US$239.7 million?8, US$131.8 million? from the International Reconstruction

2"The amortizations include US$131.0 million, of which US$10.5 million correspond to the payment of the Corporacion
Financiera Nacional -CORFINA- made by the Bilbao Vizcaya Argentaria Bank on behalf of the Celulosas de Guatemala,
S.A. -CELGUSA- debt; also, the amortizations include US$120.5 million corresponding to the arrangement negotiated
that allowed the cancellation of the CORFINA debt with the Bilbao Vizcaya Argentaria Bank and the Compafiia
Espafiola de Seguros de Crédito a la Exportacién S.A. Compaiiia de Seguros y Reaseguros -CESCE -. It is worth
highlighting, that once the payment wa's made the mentioned debt was considered without effect, the payment of the
debt and capitalized interest for US$361.0 million, and interest due to default for US$74.0 million.

28 Within the disbursements of the loans by the BCIE, that for the “Multi-sctor Strengthening Investment Program” for
US$199.0 mill ion was highlighted.

2% Within the disbursements of loans by the BIRF, that destined to finance “First Loan for Development and Ample Base
Growth Policies is highlighted for US$99.8 million.
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and Promotion Bank and US$104.7 million®® from the InterAmerican
Development Bank.

Regarding capital amortizations those made by the Inter-American
Development Bank for S$51.6 million are highlighted and that of the Central
American Economic Integration Bank for US$45.7 million. Regarding interest
payment of external debt those corresponding to bonds negotiated abroad are
highlighted by EUROBONDS - for US$84.0 million.

3. Estimation for December 2006 closing
According to the estimations of the Ministerio de Finanzas
Puablicas (Roughly equivalent to the Department of the Treasury), the budget
closing for 2006 contemplates that the fiscal deficit will reach a level around
1.5% of the GDP, similar to that registered in 2005, while the tributary load is
located around 10.4%, higher to the registered in 2005 (9.6%).

4. Legal declarations in 2006 for the strengthening of tributary
administration

The Congress of the Republic, through Decree Number 20-
2006, issued the “Legal declarations for the Tributary Administration”, with the
purpose of strengthening the legal norms that deter evasion practices and
tributary avoidance and allow the State to count on the necessary tributary
resources to assist in social programs. In effect, the measures that contemplate
said decree norm that regarding retaining agents, the creation of fiscal registry
of printing shops and that concerning banking in tributary matters. This law
modifies the Tributary Code; the Law of Added Value Tax; the Law Against
Defrauding and Customs Contraband; constitutes the customs control in ports,
border and airport locations; and, create the Inter-institutional Council for the

Prevention, Combat of Fiscal Defrauding and Customs Contraband.

D. FINANCIAL SECTOR
1.  Banking Liquidity

% Within the disbursements of IDB loans, the destined to financing the “Improvement of Quality for Social expense
Program” was highlighted, for US$60.0 million.
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a) Innational currency

The banking liquidity, measure for the excess or deficiencies in legal
banking reserve, reflects the immediate availability of financial resources in the
banking system. During the period of January-November 2006, the banking
system showed positive levels and moderate liquidity on average, with the
exception of October where it was higher to the observed levels the rest of the
year. The average liquidity of the banking system in January was Q179.4
million, in February Q121.2 million, in March Q121.3 million, in April Q114.1
million, in May Q103.4 million, in June Q134.1 million, in July Q114.1 million, in
August Q148.6 million, in September Q150.5 million, in October Q459.9 million,

and in November Q237.4 million.

SISTEMA BANCARIO
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FUENTE: Superintendentia de Bancos.

Daily liquidity, on the other hand, that banks register during the January

to November period 0f2006, show a similar stability regarding the same period
the previous year, with a tendency toward the rise in October. In said period the
daily liquidity registered a maximum point to January 10 (Q1,456.6 million) and
its lowest level on April 21 (-Q1,010.0 million). To November 30, the daily

balance of banking liquidity was at a negative position of Q438.6 million.

51



Evaluation of the Monetary, Foreign Exchange Rate and Credit Policy to November 2006

SISTEMA BANCARIO
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FUENTE: Superintend encia de Bancos.

The moderate and stable behavior of the liquidity in 2006
can be analyzed in two periods. The first, from JanuaryAugust, said behavior
is associated to greater volume of resources channeled to banking credit, since
this variable, particularly in the first months of the year showing important
dynamism; and the second from August to November, when the banking
liquidity showed significant increases, which are associated to less dynamism
from the banking credit, to the resources coming from net investment maturity of
banks in LTDs, as well as the transfer of funds to the Savings Protection Fund
for the coverage of bank customers derived from the suspension of operations
of the Banco del Cafe, S. A.

b) In foreign currency
During the January-November 2006 period, the average banking liquidity
in foreign currency, measured by the sum of excess and deficiencies of banking
legal reserve, showed stable behavior, with a tendency toward the rise as of
July, between US$5.3 million (in February) and US$11.4 million (in October).
To November 30, the average liquidity in foreign currency was at US$8.7

million.
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FUENTE: Superintendencia de Bancos.

During 2006, the behavior of daily liquidity in foreign
currency can be analyzed in two stages. In the first, from January to June, said
variable showed relatively stable behavior, similar to the observed in the same
period the previous year, registering a maximum level on January 26 (US$17.9
million) and its lowest level on May 30 ¢US$13.9 million); while in the second
stage, from July to November, the banking liquidity experimented the highest
amounts, at its highest point on August 6 (US$38.1 million), which is associated
with the availability of resources that are derived from lesser dynamism of credit
in foreign currency and, in lesser quantity, the flow of resources coming from a

lack of investment in foreign currency titles.
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2. Strengthening of the national financial system

a) Strengthening of the banking system

Ih resolution JM-12-2006 dated January 18, 2006, the Monetary Board
decided that the general deposit storage, insurance businesses, financing
businesses, foreign currency exchange houses, the Insured mortgage
Promotion Institution, the banks and financial stock companies, continue to
observe and apply, the accounting instruction manuals for the 2006 fiscal year,
referred to in JM-194-95 and JM-48-2002, so that the accounting registries and
what is derived from them is operated based on said manuals. It is worth
indicating that in resolution JM-41-2006 dated March 22, 2006, the Monetary
Board approved Agreement No. 3-2006 of the Superintendence of Banks,
through which the Instruction Accounting Manual for Banks and Financial
Societies was modified, in the sense that it includes an account and divisions to
register the operations made with foreign banks, referring to national currency
deposits and term deposits in foreign currency, with the objective of offering
better control and greater clarity of accounting registries and that these are
related with the nature of the operations that give them origin.

Ih resolution JM-27-2006 dated March 1, 2006, the Monetary Board
issued the Regulation on Withdrawing Branches of Foreign Banks in the
Country, whose objective was to establish requirements and paperwork that
must be fulfilled for the orderly withdrawal of branches of foreign banks, as well
as the paid capital of said branches.

Ih resolution JM-32-2006 dated March 9, 2006, the Monetary Board
resolved authorizing the Banco Industrial, S. A., the acquisition of 2,151,114
shares of the Banco de Occidente, S. A., for US$136.8 million. In report No.
318-2006, dated March 3, 2006, the Superintendence of Banks, on the one
hand, points out that according to the analysis of the financial report from
December 31, 2005, the financial liquidity indexes, solvency and profitability of
the Banco de Occidente, S. A., reflect that said entity presents a reasonable
financial situation and that on said date, said bank occupied the sixth place in
the level of classification of net assets of the national banking system and, on
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the other hand, that the fusion by absorption will allow Banco Industrial, S. A., to
take advantage of scale economies®.

Ih resolution JM-62-2006 dated June 1, 2006, the Monetary Board
modified Article 6 of the Regulation in order to determine the minimal amount of
patrimony required to expose risks, applicable to Banks and Financial Stock
Companies, issued in resolution JM-46-2004, regarding assets and
contingencies with fifty percent (50%) weighting, added to numeral 5, referring
to credits granted to the private sector, guaranteed by the guarantee trust funds
constituted by the State of Guatemala, that count on the favorable opinion of the
Superintendence of Banks, whose trust committed patrimony is constituted
exclusively by cash; and its resources are only invested in titles values issued
or guaranteed by the State of Guatemala or entities supervised by the
Superintendence of Banks, as long as said entities are not under a patrimony
regularization plan in terms indicated by the Law of Banks and Financial
Groups, up to the amount of coverage stated in the respective guarantee.
Article 34, numeral 3 was modified, referring to other guarantees, from
Regulation for the Administration of Credit Risk, issued n resolution JM-93-
2005, added to clauses j) referring to the same funds of the modification of the
previous regulation; and, k) that refer to the amounts received in cash coming
from guarantee trust funds, whose final destination are the settlement of all
credit activity.

Ih resolution JM-69-2006 dated July 5, 2006, the Monetary Board
authorized the fusion by absorption of the Banco de Occidente, S. A. by Banco
Industrial, S. A., conditioned so that, no later than after the moment of
registration in the Mercantile Registry of the public deed where the operation is
formalized, the capital is paid by Banco Industrial, S. A should increase to
Q1,175,262,700.00.

Ih resolution JM-111-2006 dated October 11, 2006, the Monetary Board
authorized the constitution of Banco Azteca de Guatemala, S. A. and declared
that in Sentence number 22006 of the Superintendence of Banks, Q105.0

million is the minimum amount of initial paid capital with which the entity will

31 1t is worth pointing out that in the framework of consolidation of the financing system, it is part icularly important toward
the initiative of exonerating the Added Value Tax —IVA- to the transactions that are entailed in purchase sale of the
credit portfolio between banking institutions, because said measure could promote new bank fusions.
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begin operations, which must be completely covered in cash and deposited in
the Banco de Guatemala, prior to beginning operations; in the referred
Sentence it declares that the study of feasibility shows the viability of the project
in the horizon of planning evaluated and reflects social and economic benefits
for the country, when generating employment sources, allow the entry of foreign
investment and consolidate the channeling of resources toward consumer
credit.

Ih resolution JM-124-2006 dated October 23, 2006, the Monetary Board
modified article 6, Category IV, of Regulation for the determination of the
minimal amount of patrimony required for risk exposure, applicable to Banks
and Financial Stock Companies, issued in resolution JM-46-2004, modified by
resolution JM-62-2006, referring to assets and contingencies with fifty (50%)
percent weighting, adding numeral 6, referring to participation certificates issued
by trusts that are constituted according to the declared in article 79 of the Law
of Banks and Financial Groups, given that for liquidity and solve ncy reasons,
these have risk characteristics that can be compared to the assets and
contingencies contemplated in this category. Transitory Article 15 of said article
was also modified, in the sense that until June 30, 2007, the investments
corresponding to participation certificates will be classified in category IlIl, with a
twenty (20%) percent weighting.

b) ComplementaryReform

Ih 2006, the Monetary Board issued favorable opinion, on the one hand,
to law Project of Law of Insuring Activity, through resolution JM-42-2006 dated
March 22, 2006 and, on the other hand, to the Project of Law of Real Estate
Guarantees, in point three of Act number 19-2006, approved in session number
21-2006 dated May 17, 2006, with the suggestion that the observations made in
Title VI, rules of Precedence and Persecution be considered, that were made
known to the Inter-Institutional Commission named to make the referred law
project.

In the presentation of the motives of the law project of Law of Insuring
Activity, the basic structure of the legislation of insuring activity current in
Guatemala since the nineteen fifties and sixties, of the past century is pointed

out and is oriented toward a specialized activity model, with a limited
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opportunity to widen operations and to scarce direct international participation.
On that account, many new practices have security measures that are not
explicitly foreseen in the prudential regulation environment and of supervision
by the national insuring system, which has propitiated that the current financing
legislation is applicable to this sector no longer responds adequately to the
dynamics and intensity with the development of the financial market,
characterized by a greater volatility, competence and risk.

It is worth highlighting that in the making of the law Project they analyzed
and took into account the Principles on the Supervision of Insurance issued in
September 1997 and updated in October 2003 by he International Association
of Insurance Supervisors (IAIS)2, which represents a significant advance for the
Guatemalan insurance system, according to the world tendencies that are
experienced by the financial markets. In that sense, the project is oriented to
providing a legal, modern and flexible framework that offers juristic certainty and
contributes to the efficiency, transparency and competitivity of the participants
and to the insuring market activities. For said effect, promote a solid risk
management, sustained in the regulation of the responsibilities, restrictions and
duties of administrators of said entities. Said framework is complemented with
a preventive and auto regulation focus foreseen in the implementation of a solid
prudential normative, this in the context of a good corporative government and
on the consolidated basis of risk supervision.

On the other hand, in the presentation of motives for the law Project of
Real Estate Guarantees points out that facilitating or allowing access to credit
for micro, small and medium businesses will increase real production and work
capital. It will also obligate sectors to find the efficiency and effectiveness in
order to reduce production costs and be more competitive. Consequently, the
productive capacity and generation of employment sources will increase
considerably. So that in order to contribute to the democratization of credit, not
only the simplification of current procedures is necessary for the constitution of

real estate guarantees, but also the widening of the bracket of properties that

%2 The IAIS was established in1992. Its membership includes more than 100 insurance supervisors from different
countries. Its purpose is to improve the supervision of the insurance activity for the benefit and protection of those
insured as well as the joining of forces that are trustworthy, stable and efficient, for the benefit and protection of those
insured, as well as the joining of forces to develop standard practices that can be applied to its members on a voluntary
basis.
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can be the object of pignus or security; making it necessary to create a special
legal framework for the constitution, modification, prolongation, extinction and
execution of said guarantees and, consequently, the publicity of the same, in
order that they be used to support the financing granted to productive sectors
that integrate the informal economy of the country.

If this law project is approved, it would be given a unitary character and,
therefore, uniform treatment to the guarantees on movable goods are lightly
regulated to now by Guatemalan Legislation; and an important innovation will
be introduced as to the guarantee, since if there is breach of obligation, this
could be executed voluntarily, in other words, in the manner and conditions that

the parties freely agree.

3. Early alert system

To October 31, 2006, the performance of the national banking system,
measured through the CAMEL®? indicator, evidencing better behavior of the
system regarding December 2005. In effect, on said date this indicator was at
10.52, number significantly higher to the observed in December 2005 ¢14.52).
It is worth indicating that the values pointed out previously have the aggregate
observed for the banking system during the January 1996 to July 1997 period
as a basis of comparison, in which the banking system registered normal
performance. To obtain a better appreciation of the content of the indicator, an

evaluation of each one of the components is presented as follows:

%3 Among early alert systems used by ntral banks for macroeconomic analysis of the financial system the CAMEL
model is included (that means Capital, Assets, Management, Earnings y Liquidity). The model allows evaluating the
performance of the financial institutions, as indicators that measure the capitalization (C), the quality of the most
important asset which is the credit letter (A), the administrative operation (M), the real profitability (E) and liquidity (L).
The interpretation of this indicator is, that as the aggregate is greater, the better the performance of the system.
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The capitalization indicator, that measures the financial solvency, shows
the adequacy of capital of entities to cover the exposition to risk with proper
resources derived of the active operations made. Said indicator is built based
on the assets and contingencies subject by law to minimal requirements d
computable capital. In that regard, during the period under study, the value of
the indicator increased by 13.41% in December 2005 to 14.02% in October
2006. In that case, the computable capital had greater dynamism in its growth
during the year. In effect, as computable capital grew 18.28%, the weighted
assets and contingencies due to risk grew 13.14%. It is necessary to point out
that the indicator of capitalization continues to be over what the prudential norm
demands in that regard, which fixed the minimum capital requirement at 10%
regarding assets and contingencies subject to requirement.

The quality of the asset measured through the coefficient that relates to
the addition of the expired and default portfolio (contaminated portfolio)
regarding the total of the gross credit portfolio (including provisions), registers
an increase when going from 4.95% in December 2005 to 6.21% in October
2006. When de-aggregating the components of the indicator can be
established as the behavior observed fundamentally explained by an important

increase in the default portfolio .
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To measure the administrative management an approximation between
the administrative annualized expenses is measured regarding the net average
total assets (exclude provisions, depreciations and amortizations). In this
indicator an improvement is evidenced when going from 4.36% in December
2005 to 3.82% in October 2006. Said behavior is mainly explained because the
administrative expenses have grown less than proportionally regarding the
average assets.

The real profitability indicator expresses the yield of the patrimony of the
entities during the period. For the effect, the reason between the annualized
net utility (after taxes) regarding the accountable average minus the inflationary
rhythm is considered. This measure allows evaluating the sustainability in the
long term of the patrimony of the entities. During the period of December 2005
to October 2006, the real profitability increased considerable when going from
6.59% to 12.72%, respectively. Said behavior is fundamentally explained by
the income coming from placements (financial and of foreign currency
operations), which represent 88.3% of total income to October 31, 2006.

An adequate management of banking liquidity allows the entities to face
their obligations in the short term without incurring in unnecessary costs. A
measure of this indicator is obtained through the average between availabilities
and total deposits. During the period, the indicator shows an increase when
going from 20.14% in December 2005 to 21.01% in October 2006. Said
behavior is the product of growth of availabilities (17.2%), which was more than
proportional regarding the increase of total deposits(12.4%).

Ih synthesis, the global improvement observed in the CAMEL indicator
fundamentally obeys the favorable behavior shown by the capitalization,
administrative management, real profitability and banking liquidity, which
reflects the advances of the banking system, in the context of structural reform
of the financial sector of the country. This result was not greater due to the lack

of performance by the asset quality indicator.

4. Sources and uses of banking system funds

To November 30, 2006 the banking system had obtained resources from

other sectors to perform their function as financial intermediaries for an amount
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of Q13,074.0 million, whereas in a similar period the year before these rose to
Q9,738.6 million.

On the date indicated, the main resources of the banking system of total
fund-raising deposits came from the public (in national and foreign currency) for
Q9,407.2 million; due to the increase of other net assets for Q1,486.7 million
(associated to the increase in accounting capital of the banking system); from
credit obtaining abroad for Q745.1 million; from disinvestment in Term
Certificate Deposits of the Banco de Guatemala for Q592.1 million; from credit
amortization granted to financial institutions for Q591.3 million; and due to
reduction of net financing granted to the public sector (investments minus
deposits) for Q251.6 million. In comparison to a similar date in 2005, the main
resources came from the total fund raising of public deposits for Q7,496.1
million; from foreign credit for Q1,192.7 million; from disinvestment in Term

Certificate Deposits of the Banco de Guatemala for Q853.2 million; from credit
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1/ Al 1 de diciembre
2/ Al 30 de noviembre

amortization granted to financial institutions for Q115.4 million.

As for the main uses that the banking system gave the referred
resources (Q13,074.0 million), as is appreciated in the graph, in 2006
Q12,167.6 million were destined to the granting of credit to the private sector in
national or foreign currency and Q906.4 million to increase its total legal

banking reserve position. On the other hand, on a similar date in 2005, the use
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of resources rose to Q9,738.6 million, which is destined to the granting of credit
to the private sector in national and foreign currency for Q7,241.2 million; to the
net financing granted to the public sector (investments minus deposits) for
Q2,102.8 million; and, the improvement of its total legal banking reserve for
Q394.6 million.
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5. Offshore entities
Although the availability of information of the offshore entities are still
limited, the available data to September 2006 generally allow making an
analysis of its operations in disaggregate manner.
a) Fundaising
The total fund-rising (including bonds) of offshore entities, to September
30, 2006, registered a balance for Q18,235.3 million, greater by Q650.3 million
(3.7%) greater b the registered on December 31, 2005. Toward the end of
2005, the total fund-raising of the offshore entities represented 25.2% of total
fund raising by the national bank system, whereas on September 30, 2006, said

proportion increased to 25.4%3%.

34 1t is worth indicating that the sumo f fund raising entities outside the circle of the national banking system to December
31, 2005, the fund raising made by said entitiesrepresented 22.1% of the total, while to September 30, 2006 said
relation was at 20.5%.
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PERCENTAGE PARTICIPATION OF FUND RAISING OFFSHORE ENTITIES
REGARDING FUND RAISING OF THE BANK SYSTEMS
FromDecember 31, 2003 to September 30, 206
Percentage
35.0
33.1
324
31.9
30.9
30.0 29.4
28.3 28.0
27.3
25.2 | 25.1 25.4
25.0 239
20.0
Dic-03 Jun Dic-04 Jun Dic-05 Jun
Mar Sep Mar Sep Mar Sep
Note: As of June 2006 the Superintendence of Banks gives quarterly reports on the information.
Source: Superintendence of Banks

b) Credit to the Private Sector
The credit granted by offshore entities to the private sector, to September
30, 2006, showed a balance equivalent to Q12,762.7 million, higher by
Q1,348.3 million (11.8%) to the registered on Dec ember 31, 2005. At the end
of 2005 the credit granted by offshore entities to the private sector represented
23.6% of the total granted by the national banking system, whereas to
September 30, 2006, said proportion was at 22.3%3°.

% It is worth mentioning that if credit to the private sector of offshore entities to the national banking system to

December 31, 2005, the credit tot he private sector of said entities represented 19.1% of the total, while to September
30, 2006 said relation was 18.2%.
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il. EVOLUTION OF MONETARY POLICY VARIABLES
A INFLATION GOAL

1. Consumer Price Index —IPC (For its acronym in Spanish)-
According to the IPC made by the National Statistics Institute —INE for its
acronym in Spanish) to November 30, 2006 in the entire state, registered an
inflationary rhythm of 4.40%, percentage that is below the lower limit of the

tolerance margin of the inflation goal established for the end of 2006 (6.0% +/- 1
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percentage point). To the referred percentage is lower by 4.85 percentage
points to the observed in November 2005 (9.25%).

INDICE DE PRECIOS AL CONSUMIDOR
RITMO INFLACIONARIO
2005 - 2006
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The behavior observed in the interannual inflation to November 2006
mainly reflects the increase that within the IPC registered the expense division
of Food, non-alcoholic drinks and take-out food (weighting 38.75%), with an
inter-annual variation of 4.00%, that explains 39.71% of the interannual
variation of the IPC. Due to their participation, the following are highlighted: the
inter-annual variations of the index of expense groups of Fresh, dried and
conserved fruit (12.46%); Bread and cereals (7.89%); Prepared foods outside
the home (3.82%); and, meats (3.53%). At the Basic expense level, those that
registered greater hikes at the inter-annual level were bread (15.77%); beef
(5.74%); and, breakfasts or dinners (5.29%), that together represent 27.68% the
total inflation to November 2006. On the other hand, Vegetables, legume and
tubercles registered a reduction 0of6.11%.

The expense division of Transportation and communications
(weighting 10.92%), registered an inter-annual variation to November of 3.45%
and explained 7.82% of the inflationary rhythm. In said behavior the increases

of median prices of aerial transportation (41.53%); international mail service
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(11.01%); and, extra-urban transportation (1.65%), coincided, the increase is
associated to the behavior of the international price of oil.

The expense division of Housing, water, electricity , gas and other
fuels (weighting 10.00%), registered an inter-annual variation of 5.35% and
explained the 11.08% inflationary rhythm total. The highlights in this division are
the rises in electricity service (8.43%); real housing rent(5.49%); and, propane
gas (3.28%).

On the other hand, the expense division of Recreation and Culture
(weighting 6.83%), registered an inter-annual variation of 6.61% and explains
9.66% of the total inflationary rhythm, highlighting the rise in leisure travel within
the country (27.57%) and the leisure travel outside the country (14.14%).

The behavior of the four expense divisions mentioned, together explain,
the 68.27% of the inflationary rhythm observed to November 2006.

INDICE DE PRECIOS AL CONSUMIDOR

RITMO INFLACIONARIO
NIVEL REPUBLICA
(Base: Diciembre 2000 =100.0)
Noviembre 2006
. . RITMO PARTICIPACION EN EL PARTICIPACION EN EL
DIVISION DE GASTO EEELE G| N Noviembre I 1\ ACIONARIO | RITMOINFLACIONARIO| RITMO INFLACIONARIO
GASTO 2005 2006 n /2 COMOPORCENTAJE /3
INDICEGENERAL 10000 14542 151.82 4.40 440 100.00
1. Alimentos bebidas no alcohdlicas y comidas fuera del hogar 3875 164.04 170.60 4.00 175 39.71
. Vestuarioy calzado 794 124.68 128.30 2.90 020 4.49
3. Vivienda, agua, electricidad, gas y otros 1000 132.71 139.81 5.35 049 11.08
4. Mobiliario, equipo dela vivienda y mant. de rutina dela casa 795 132.45 139.07 5.00 0.36 8.22
. Salud 548 134.90 143.91 6.68 034 7.72
. Transportc y comunicaciones 1092 132.95 137.53 3.45 034 7.82
7. Recreacion y cultura 6.83 137.12 146.18 6.61 043 9.66
3 Educacion 560 143.94 149.86 411 03 5.18
9. Bienes y servicios diversos 6.53 135.00 141.01 446 027 612

Fuente: Instituto Nadonal de Estadistica -INE-

1/Tasa de variacion del mes en examen con respecto al mismo mes del afio anterior.
2/Incidencia en la variacion.

3/Participacién en la variacién: (Incidenda /Variacién total) * 100.

The accumulated inflation to November of this year, in the entire state,
was at 4.44%, lower by 4.17 percentage points to the registered in the same
month the year before (8.61%).
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At regional level, Region VII (North-west) registered the highest
inflationary rhythm, 5.81%; and, Region IV (South-east) experimented an inter
annual variation 5.49%. On the other hand, Region | (Metropolitan), has a
weighting of 64.32% in the total IPC, observed an inflationary rhythm of 4.58%,
higher by0.18 percentage points to the average at state level (4.40%).

In Region VII (North-west), with a weighting of 3.49% within the structure
of regions, the observed behavior is mainly explained by the rise in median
price of bread (19.49%); corn (16.08%); beef (11.46%); spices, dressings and
aromatic products (28.25%); poultry meats (7.44%); breakfast (4.70%); and
tortilla products (4.70%). It is worth pointing out that the all increases together
represent more than 45.00% of the inter-annual variation of said region.

The increase observed in Region IV (South-east), with a weighting of
3.60% mainly obeys the registered rise in the median price of tomato (31.70%);
electricity service (21.20%); bread (16.26%); tortilla products (13.54%); basic
hospital services (16.24%); and, bread (16.26%); titles that together represent
65.02% of the variation of said region.

The interannual variation registered in Region | (Metropolitan), with a
weighting of 64.32%, is mainly explained by the increase observed in median
bread prices (21.57%); aerial transportation (41.53%); travel within the country

(40.91%); repairs and vehicle maintenance (11.66%);, and of housing rent

67



Evaluation of the Monetary, Foreign Exchange Rate and Credit Policy to November 2006

(4.53%), products that together explain 51.09% of the total interannual

variation observed.

INDICE DE PRECIOS AL CONSUMIDOR
VARIACION INTERANUAL POR REGIONES DEL PAIS
BASE: DICIEMBRE 2000 = 100.0
NOVIEMBRE 2006
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2. Subjacent Inflation

The subjacent inflation is the growth rate of a price index, with the
purpose of eliminating distortions in its calculation, excludes some goods and
services whose prices are highly volatile. In that regard, for Guatemala, the
indexes of expense groups like fresh, dried and conserved fruit; vegetables,
legumes, tubercles; manufactured and natural gas and liquid oil gases; and
gasoline, whose weightings within the IPC are 1.28%, 3.77%, 1.09% and
2.04%, respectively, for a total 0of8.18%.

Ih said sense, the subjacent inflation, at state level, registered an inter
annual variation of 5.20% to November 2006 (8.03% to November 2005), higher
by 0.80 percentage points regarding total inflation (4.40%).

In the subjacent inflationary rhythm the evolution of bread; aerial
transportation; travel within the country; electricity service; and housing rent
were determinant, and which together explain 38.50% of the subjacent inflation
to November 2006. .
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INDICE DE PRECIOS AL CONSUMIDOR
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3. Imported Inflation

Since 2004 the behavior of the inflationary rhythm has been significantly
influenced by the imported inflation, which at the same time mainly responds to
the rise in international oil prices.

For analysis effects, the imported inflation is divided in direct and indirect.
The direct refers to the effect that international oil has on the pric es of 32 goods
and services from the basic food basket, which in its cost structure makes
intense use of products derived from crude oil. The calculation of the same is
possible given that the statistical information of national accounts, under the
focus of a National Account System 1993 —SCN93 (for its acronym in Spanish)
fourth revision, allows counting on the cost structure of production of said goods
and services.

Indirectimported inflation, refers to the increase in price of those goods
and services that in their cost structure do not incorporate the petroleum
derivatives, but that are affected indirectly by such aspects as increase in the

price of electricity and others.
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METHODOLOGY OF CALCULATION FOR DIRECT IMPORTED INFLATION

To make the calculation of direct imported inflation the structure of intermediate
consumption for base year 2001 of the National Account System 1993 —SCN93- fourth revision,

is used, which establishes the percentages that the oil products represent withing the production
costs of 32 goods and services.

Following: the calculation begins considering the cost of the referred goods and services
that are not affected by oil derivatives, in the following manner:

VINDP = Vo%dNDPQ VINDP = Varation of theindex for each good or
e 100 g service excluded from oil derived products
Vo = Variation index (original)
INDP = 9% ofnon-oil derived products

A new index is obtained for the 32 basic goods.

la=1la 3+ g—:VINDP dJ VINDP = Variation of the index of each good or
& e 100 &i service excluded from oil derived products
Ila = Current adjusted index
Ia_, = Previous current adjusted index

z

Later, a new price index is formed, which is derived from the consolidation of new
indexes of 32 goods and services (that do not include the effect of the variation of prices derived

from oil) with the indexes of 186 goods and services remaining that make up the IPC.

Last, to the new index obtained, an inflationary rhythm is calculated, which is
subtracted from the inflationary rhythm of the total IPC, in that manner obtaining the direct
imported inflation.

To November 2006, mainly due to deceleration in the international price
of oil and of inflation of the main commercial partners, as well as the
appreciation of the nominal exchange rate, the imported inflation explains the
0.64 percentage points of the total inflationary rhythm (4.40%), of which 0.33
percentage points correspond to direct imported inflation and 0.31 percentage

points to indirect imported inflation.
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Last, it is worth indicating that in all Central American countries, the

inflationary rhythm was within the respective goals of inflation for 2006.
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4, Econometric Prognosis of Inflation for December 2006

and 2007

a) Method 1
The methodology employed by the Department of Economic

Investigations of the Banco de Guatemala to make a monthly prognosis of
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inflation consist of time series models that are univaried, whose prognosis
depend only on the historic behavior of the variable to foresee.

Said methodology consists of three stages. In the first, the monthly
inflation information is separated into a tendency component and in a cyclical
component through a Hodrick-Prescott filter. In the second stage, each element
is estimated and foreseen separately through an Autoregressive Integrated
Mobile Average Model (ARIMA). It is worth indicating that the model used to
estimate and foresee the tendency component is Autoregressive four AR(4); in
other words, said component is the function of four immediate delays.

On the other hand, the model used to estimate and foresee the cyclical
component is an Autoregressive Mobile Averages model (ARIMA) of order two-
three; in other words, that said component is a function of two immediate delays
and three delays of the error term (et).

In the third stage, a tendency component is foreseen as well as he
cyclical and the total inflation is foreseen, which is calculated through the sum of
the prognosis of both components.

According to the inflation prognosis obtained by this method, the inter
annual inflation would be of 4.86% for December 2006; while for December
2007 would be 4.98%.

b) Method 2

According to the methodology used by the Department of Economical
Statistics of the Banco de Guatemala, the projection of the IPC is made in three
stages. In the first stage, eight of the nine divisions that make up the IPC are
foreseen in uni-varied form, using the multiplicative softened exponential model
of Holt Winters, which is appropriate for series that contain a lineal tendency
and multiplicative seasonal factors, as is the case with each component of the
IPC.

Ih the second stage the remainder of the division is foreseen,
Transportation and communication. To make said prognosis the normal
coefficients of average variation between 2003 and 2004 are applied,

corresponding to international oil prices and, later, to said coefficients the
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proportional part of the variation of futures oil prices is added, using the weight
percentage that gasoline has on the IPC(2.05%).

Finaly, in the third stage the prognosis of nine titles that make up the IPC
are added, through he application of weight that each heading has on said
index.

With this method, for December 2006 it is estimated that the IPC will
reach an inter-annual variation of 4.99%. Said estimation is fundamentally
explained, by the behavior of the international price of oil that according to
estimations by Global Insight, would be expected to remain on average at
US$61.00 per barrel.

For December 2007, it is estimated that the IPC will reach an inter

annual variation of5.07% regarding 2006.

5. Mid-Term Prognosis, Semi-structural Macroeconomic
Model -MMS - (fourth running)

In this title we illustrate, through fan diagrams, the prognosis foreseen in
the mid-term by the Semi-structural Macroeconomic Model -MMS- generated by
the running corresponding to the fourth trimester of 2006 and present the

implied risk balance of said prognosis.

a) Fan Diagram

The inflation prognosis can be illustrated with a “fan diagram”, which
represents the funtion of probabilities (or of denstiy) of the futures values of a
variable, conditional to the information known currently. From this density
function the conditional probability can be know that the variable assumes
values in particular ntervals in any period of the horizon prognosis. Said
probabilities are interpreted as “the risk” that the variable assumes certain
values in a determined horizon. The fan diagram is built using products from
the MMS, as well as subjective information regarding the prognosis. The
information coming from the MMS is the following: i) historic values of inflation;
ii) quarterly prognosis of the same for 2006 and 2007; iii) historic standard
deviation of inflation prognosis error; iv) list of exogenous variables that could

affect the inflation during the next two years; v) historic standard deviation of
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each exogenous variable; and, vi) effect each exogenous variable has on
inflation.  According to the subjective information that is required for the
construcion of a fan diagram is the following: i) the probability that each
exogenous variable is found over the prognosis modal in the future®; and, ii)
the biased distribution of prognosis during the whole year.

The darkest area of the diagram indicates the path that inflation will run
with greater probability. It is interpreted with the modal prognosis, given that it
is the value that maximizes density function in each period of the prognosis
horizon.

The following fan diagram illustrates the inflation prognosis for the 2006-
2007 period, generated in the fourth running of the MMS in 2006. It is important
to highlight that the dispersion in the density function of the inflation prognosis is
increased as the prognosis horizon is widened. The modal inflation prognosis
for the fourth trimester of 2006 is of 4.80%: while in the fourth trimester of 2007
it will be 4.83%.

INTER-ANNUAL INFLATION RHYTHM
Observed and Prognosis for 2007

Percentage

2

S L L L L L L L
T

As was indicated, there are certain subjective necessary elements for the
construction of a fan diagram and tat are mainly related with the prognosis of
exogenous model variables. In the present prognosis exercise, the subjective

probability assigned to the event of the future value of each exogenous variable

% The modal prognosis is a variable that refers tot he prognosiswith greater probability of occurrence.
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for 2006 and for 2007 be greater than the punctual prognosis is of 50%. This
implies that the density distribution of inflation prognosis is symmetric, as is
indicated in the fan diagram illustrated above.

The main exogenous variables in the MMS are the following: i) the prime
country risk; ii) the external inflation; iii) the external interest rate; iv) the external
gross domestic product and, v) the international price of diesel. For MMS
effects, all external variables correspond to the United States of America. IN
the case of prognosis of the external interest rate variable the source is The
Financial Forecast Center and the prognosis of the international price of diesel
is obtained from Global Insight. The source of information on prognosis of the
rest of external variables is Consensus Forecast. Said businesses are

specialized in the making of prognosis of economic and financial variables.

b) Risks Balance
In the following grapas the risks balance is shown for the inflation
prognosis; in other words, the probability that the futures inflatoin is found over
the modal prognosis, as well as the probability that futures inflation is found

within certain ranges.
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Evaluation of the Monetary, Foreign Exchange Rate and Credit Policy to November 2006

As is observed in the left graph, the inter-annual inflation goal for the
fourth trimester of 2006 is of 6% + 1 percentage point. According to the
prognosis generated in the fourth running of 2006, there is a 32.32% probability
that the inter-annual inflation rate is found within the monetary policy goal, the
probability that the rate in question is found over the goal is zero and there is a
67.67% probability that the inflation rate is found below the referred monetary
policy goal.

On the other hand, the graph on the right shows a risk balance of inter
annual inflation prognosis for the fourth trimester of 2007. As is observed in
said graph, the inter-annual inflation goal for the fourth trimester of 2007 is of
5% +/- 1 percentage point. According to the prognosis generated in the fourth
running of 2006, there is a 35.26% probability that the inter-annual inflation rate
is found within the monetary policy goal, a 29.62% probability that the rate in
question is found over the goal and a 35.17% probability that the inflation rate is
located below the referred monetary policy goal.

It is pertinent to mention that the MMS is found in a fine-tuning process,
identifying the following pending tasks 3’

i) Review the calibration;
i)  Generate consensus on the model properties; and,

i)  Elaborate a report on the model properties.

As to the review of model calibration, it is foreseen to be made in the first
trimester of 2007. The elaboration of the report on the properties of MMS is to
be completed in the first semester of 2007; the later presentation of said
document will take us to a generation of the consensus on the model properties.

Additionally, Doctor Sebastian Edwards identified some aspects of MMS
specification, to his judgment, are convenient to modify>®. Said aspects are the

following:

%7 For the identification of pending tasks as to the MMS, it was very valuable to count on the points of view of Consulter
Jan Vicek, who visited the Banco de Guatemala during May 8-12, 2006, as a part of the technical assistance that the
IMF is providing the Banco de Guatemala in matters of explicit inflation goals.

% Edwards, Sebastian 2006). Monetary Policy in Guatemala 2004-2006: Futures Evaluation and Rrspectives.
November 4. Pages 69 to 73.
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i) Incorporate a direct pass-through mechanism of the nominal
exchange rate;

i) Incorporate the external prices more explicitly and the
exchange terms;

i) Develop a more flexible version of yield curves;

iv) Increase the level of the neutral interest rate of the policy in the
seasonal stage;

V) Fine-tune the relation between the leading interest rate and the
nominal exchange rate; and,

vi) Review the methodology to determine the tendency

components of some key variables in the model.

Regarding the mentioned observations, at the end of the second
trimester of 2007 the evaluation of each one of the mentioned aspects should
be concluded and, if that were the case, the modifications to the model that are

deemed convenient can be incorporated.

B. INTEREST RATES

1. Of Monetary Stabilization Operations —OEMs (for its acronym

in Spanish)-
a) In national currency

During the understood period from January to November 2006, in short
term OEMs made in the Electronic Money Banking Table —MEBD (for its
acronym in Spanish)- and in the stock exchanges, the interest rate of Certified
Term Deposits -CDPs (for its acronym in Spanish)- for 7 days (leading interest
rate of the monetary policy) registered three nominal hikes of 25 basic points,
when going from 4.25% to 4.50% on April 27, from 4.50% to 4.75% on June 22
and from 4.75% to 5.00% on July 27, as a result of the decisions adopted by
the Monetary Board on April 26, June 21 and July 26 with the purpose of

abating the inflationary expectations.
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TASA DE INTERES LIDER DE LA POLITICA MONETARIA
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On the other hand, the interest rates of the OEMs in the bidding mechanism
were determined by the market conditions, reflected in the bids received. The
Execution Committee continued applying maximum limits (quotas) for each one
of the terms of up to a year, which were fixed, taking into account the
information that is provided from he daily estimated monetization flow and
based on the rule established for said effect, which, at the same time,
propitiates a term structure according to the recent historic behavior and in
gradually reducing the balance of the OEMs in the short term.

The Execution Committee, taking into account the agree in matters of
coordination with the fiscal policy for the participation in the money market,
determined that, as of January, the Banco de Guatemala will convene biddings
each Monday in 91 and 364 day terms and each Friday in 182 and 728 day
terms. Later, it was esfablished that as of January 20 the bidding on Fridays
will be limited to 182 day terms.

Also, determined that as of March 27, with the purpose of promoting he
competence of the bidding mechanism, the frequency of the bids should be
reduced to once weekly (on Mondays) and that the terms should be bid
alternately; in other words, 91 and 364 day terms in one week and 182 and 364

day terms the following week. The purpose of this last m