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Table 1: Growth Forecasts for 2008

GDP CPI
PBC 9.8% 4.8%
WB 9.8% 7%
ADB* 10% 5.5%
Other 10.4% 7.1%

*ADB, Asian Development Bank

The State Budget for 2008 registers a
slight deficit. Total expenditure is
forecast to rise by 22%, particularly
where health, education and social
security are concerned. As in previous
years, both income and expenditure will
be considerably higher than budgeted.

Figure 2: Government Budget Balance (%
of GDP)
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China has received 1,510 million dollars
from the World Bank during the 2008
financial year® in order to embark on
the following projects:

- Rural Health Project: the aim is
to improve the rural population’s
health conditions.

- Rural Immigrant Development
Project: the goal is to train and
develop the skills of immigrant
workers

- Programme for  Sustainable
Urban Transport: stops will be

® The financial year runs from 1 July, 2007 to 30
June, 2008

taken to improve buses and
bicycle lanes to reduce car
traffic

- Construction of a new high-
speed passenger railway line

China is still one of the countries that
asks for the most loans from the World
Bank; the projects above will improve
the network of infrastructures and the
massive immigration from rural areas.

In the second half of the year, Beijing
will host the Olympic Games, which are
not forecast to damage the economy
once they have finished. According to
Chinese economists, the country is
prepared to growth strongly after the
Olympic Games because steps are
already being taken in this direction.
The construction of sporting
headquarters and other infrastructures
only represent 3% of total investment
in fixed assets in China and, therefore,
will have only a minimal effect.

Macroeconomic Measures

The priorities of the government have
not undergone significant changes since
the beginning of the year, the following
figuring prominently:

= Reduce the enormous balance of
payments surplus

= Control inflation

The inflation rate was expected to drop
in the second half of the year, but
official organisations say the
“devastating earthquake” has not made
this possible. Notwithstanding, some
Chinese economists forecast
inflationary  pressure to  diminish
towards the end of 2008, when the
economic situation in neighbouring
countries improves and the US dollar
appreciates. Even still, the 4.8% target
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rate set by the government will be
difficult to achieve.

In our opinion, the natural disaster is
just another factor on top of the
economic aspects that were already
resulting in prices getting out of
control. We expect upward pressure on
prices to continue throughout the year,
as the cost of goods and services, along
with food could continue to rise.

In order to fight the upturn in prices,
the PBC has decided to maintain strict
monetary policy, carrying out an
extensive control of bank loans,
increasing resources and loans for
innovating companies and penalising
those that pollute or overproduce
(Figure 3). In addition, the PBC
suggests the government should foster
an increase in the supply of grain, oil,
meat, eggs and vegetables in order to
control rising prices.

Figure 3: Domestic Credit (annual growth)
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In 2007, the government took various
steps to control food prices, that have
been complemented by further action
in 2008. The minimal or nonexistent
effect of all these measures can be
observed in the results obtained.

The World bank believes the Chinese
government should increase consumer
subsidies in order to offset the upturn
in the price of normal consumer goods.

In addition, the Yuan is expected to
appreciate by 7% over the rest of the
year, which will favour a decrease in
import prices, thus helping to control
inflation.

The main culprit for the foreign trade
surplus is still the current account,
although  the recent inflow of
speculation capital has increased
significantly (Figure 4). According to the
World Bank, growth must be reoriented
towards services and consumption in
order to change this trend, to the
detriment of industry and investment.
In order to achieve this, policies that
foster such a change must be oriented
towards:

= Strengthening the exchange rate

» Shifting public spending to health,
education and social security

» Furthering financial reform

= Forcing State companies to pay
dividends and strengthen good
corporate governance

= Improving price fixing for resources,
energy and land

= Increasing incentives for local
governments to rebalance growth

As regards the influx of speculation
capital, there is much debate. There is
no agreement regarding its possible
consequences. On the one hand, some
believe it is a serious problem that
demands changes in exchange rate
policy to alter expectations. However,
on the other hand, another current of
thought is of the opinion that an influx
of speculation capital is not a risk to
China, making exchange rate changes
unnecessary.
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Figure 4: GDP and Current Account (% of
GDP)
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The government has been applying
reforms and opening up the economy
for three decades now and this
continues to favour industrialisation in
the present, which is still developing in
coastal and eastern parts of the
country. Moreover, this policy, backed
by large reserves, is boosting
investment abroad, which will not only
benefit China, but also the rest of the
world.

This situation is resulting in a change in
China’'s current image as a great
manufacturer and exporter, but a small
consumer. Domestic consumption is
expected to boom as a result of growth
over the last few years and the stops
taken by the government to foster
domestic demand.

The macroeconomic climate in the first
quarter led us to change some of the
forecasts we at the OCEl made at the
beginning of the year:

Table 2: OCEI Forecasts for 2008

January July

2008 2008
GDP 10.8-11 10.8-11
Inflation 4.4-4.8 7-7.5
Interest Rates 7.8-8 8
Exchange Rate 7-7.1 6

M2 Luisa Marti Selva and
Rosa Puertas Medina
Valencia, 8 July, 2008
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6.-MEXICO

Difficult times for the economy and
difficult times to make forecasts.

The economic  situation is so
changeable that in just a few weeks,
any short term estimate can be proven
entirely inaccurate. However, we will
review the forecasts we made in
January and will attempt to predict
developments in the second half of the
year to provide an annual figure.

GDP

The latest estimates on behalf of the
Secretariat of Public Loans and Finance
and the OECD coincide in forecasting
the Mexican economy to grow by 2.8%
this year.

Using the indicators mentioned above
as a basis, we believe that the
slowdown will become more
pronounced in the second half of this
year. The downturn in loan growth will
curb domestic consumption and, as a
result, economic growth.

The increase in the cash rate will have
a similar effect, on attempting to shrink
aggregate demand and, in this way,
curb inflation.

In addition, the economic difficulties in
the United States and the minimal
investment that has been made in
recent times, lead us to maintain our
forecast for a 2% growth rate made at
the beginning of the year.

Inflation

The OECD forecasts an inflation rate of
4.4% for 2008.

In January, we forecast an inflation rate
of 4%, which we now raise to 4.6%o, in
light of the figure observed over the
first half of the year, mainly as a result

of the increase in food prices, a
phenomenon that, at least in the short
term, shows no signs of letting up.

Foreign Trade

Over the first five months of the year,
exports have amounted to 123,105
million dollars, up by an annual 17.1%.
Oil exports rose by an annually
adjusted 47.9% while non oil exports
were up by 11.8%.

Figure 1: Annual Percentage Change
(January —May 2008)
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Source: elaborated with information from INEGI

Mexico imported goods and services to
the value of 125,901 million dollars,
15.4% more in annual terms. Within
imports, consumer goods recorded the
greatest rise (20.3%), followed by
intermediate goods (14.7%) and
equipment (13.6%).

We believe oil income will remain high,
while non oil export growth will drop
further. On the other hand, imports will
remain strong on the back of the
appreciation of the peso against the
dollar.

Interest Rates

At the beginning of the year we
forecast CETES interest rates to
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average 7% and the cash rate between decline, we maintain our previous
6.25% and 6.5%. It is now highly likely forecast.

that following the increase in inflation,

monetary policy makers will become

tougher and the Banco de Mexico will Hector Ruiz Ramirez
probably raise the interbank rate over Toluca, Mexico 7 July, 2008
the next few months (if not in July).

As a result, we forecast the CETES and
interbank rates to range from 7.5% to
8% on average this year.

Exchange Rate

The increase in interest rates will
further boost the peso against the
dollar, as will the inflow of foreign
currency stemming from oil exports,
remittances, foreign direct investment
and tourism.

At the beginning of the year, our
forecast was for 11.00 pesos per dollar.
We now lower this figure to 10.50-
10.80 to the dollar.

Employment

We maintain our forecast for 400,000
jobs to be created in the formal sector
over 2008.

Oil

We estimated a price of $60 dollars per
barrel in January, a figure that has
been well and truly surpassed by
reality. As a result of the constant
upturns in price, we now forecast the

barrel of Mexican Export Mix to stand at
95 dollars.

FDI

We forecast a figure of 17 billion dollars
in January and maintain this estimate.

Remittances

Our forecast in January was for 22
billion dollars. In light of the fact that
growth in remittances has begun to
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