ACP2005: Best Case Scenario

GLOBAL MACROECONOMIC SCENARIOS
AND WORLD TRADE STATISTICS AND
FORECAST

FOR THE
PANAMA CANAL AUTHORITY

Contract SAA-146531

Global Macroeconomic Outlook:

Best Case

e World ¢ United States e Canada

e Japan e China e Taiwan e Hong Kong
¢ S. Korea e United Kingdom e Germany e France

e Italy e Venezuela e Ecuador e Chile

August, 2005

: “ GI.MINSIGI—H’

WWW.globalinsight.com
24 Hartwell Avenue, Lexington, MA 02421

Tel. 781-301-9078 Fax. 781-301-9402



ACP2005: Best Case Scenario

TABLE OF CONTENTS

WORLD MACROECONOMIC OUTLOOK - BEST CASE ...uieeeenreeeeeneeecsesccssesenssesses 3
I. NORTH AMERICA .....ueecceeeeeeeeennneccccceseessssssssccsesssssssssssscsssssssssssssssssssssssssssssssssssssssssssssses 5
TUNITED STATES ..eeeeiieiiiteeteeeeeeeeeeeteteeeeeseeeaateeeeeessesasaeeeeeessesasssasteeesssaassasseeeesssaansasseeeesesaasasseeeeessannnsseeseesssnnnnees 5
(0N 7N 07N OO 8
| 0 - N ) 17 NN 11
JAPAN ..ottt e ettt e e e e et e e ———teeeeeee e ———ttaeeeeaaia———btaaeeeeaaa———aaaeeeeaanarraaeeeeeaannraes 11
CHINA oottt oot e e et ettt et e e e e eeeeeteaaeeeeeeeeeetaseseeeeeeaaassaseeeeeeeatasssseaeeeeeaasssseaeseeeeansssseeeseeenannnees 14
SOUTH KOREA ....ovviiiiieieiciieee ettt ee et e e e e ettt e e e e eeeeeetaaaeeeeeeeeesttsaaeeeeeeeeetasseseeeeeensttraseeeeeeesantrrseeeeeeains 17
HONG KONG ...ttt 20
TAIWAN Lot 23
) 00 S 1 5 210 J i 3N 26
UNITED KINGDOM.....oviiiiiiiiiiiiiiie e eeeeitee e e e e ettt e e e e eeeaaeeeeeeeeeeaaaaeeeeeeeeessaareeeeeseeesaaseseseeeeesatsasseeeeeennsnereeeens 26
GERMANDY ...otttiiieee e e ettt ee e e e e ee ettt e e e e e e et taaeeeeeeeeeaetaaaeaeeeeeeaeassaeseeeeeeeaassaseeeeeeesaasssseaeeeeeaassaseeeeeeeennsssseeeseeeennnnees 29
FRANCE ... ettt ettt e e e e e e et e e e e e e eeetaaeaeeeeeeeetataaseaeeeeeeettsseeeeeeeeantasseeeeeeeeennrees 32
LT ALY oot ettt e et et e e e ee et ———tae e e e e et ———taa e e e e e ———aaaeeeeaanarraaeeeeeaannraes 35
IV. SOUTH AMERICA .....uueeeeeeeeeeeeeeeeeeessssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssss 38
VENEZUELA ...vvviiiiiieeeteeee e e e e oottt e e e eeeee e eeeeeeeeestaaaeeeeeeeeasaaaeseeeeeeassasaseeeseeeatataeseeeeeeeaatsaseeeeeseennsasseeeseseennnnees 38
BECUADOR ...ttt ettt e e e et e et e e e e e eeetaa e e e e e e eeeeataaseaeeeeeeatbareeeeeeeeantaareeeeeseennnaees 41
(035115 PR RRRRRRRRNY 45

Global Insight, Inc. Copyright © 2005 GLOBAL INSIGHT 2



ACP2005: Best Case Scenario

World Macroeconomic Qutlook - Best Case

Global Insight used its global macroeconomic scenario model to generate a series of
scenarios for the world, and the scenario driven by the assumptions below is called the Best
Case scenario. Global Insight gives this scenario a 15% probability.

e Productivity growth is 0.5 percentage points higher every year than
in the base case.
e Long-term interest rates are 1 percentage point lower every year
than in the base case.
e World oil prices are 10 $/barrel lower every year than in the base
case.
All of the scenario work was developed around the baseline case, which has a 70%
probability. Therefore, the world macroeconomic outlook, below, shows the comparisons of
this best case with the base case outlook.

Under the above assumptions, world economic output is improved.

Best Case vs. Base Case
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In the baseline, world economic growth is expected to average 3.1% per year over the full
2005-2025 forecast period, while in the best case, this growth is magnified to 3.5% per year,
a significant difference on the positive side. In 2025, the difference in nominal terms is more
than $8.5 trillion.

The major industrialized countries all contribute to this improved outlook, including the U.S.,
China, Europe, and Japan (to a lesser extent). Developing nations, such as Brazil, Chile,
Malaysia, India, etc., also show improved performance in this best case as a result of open
trade policies, and the pull-effect from the industrialized nations.

There are implications, as well, for unemployment and inflation in this best case scenario.

Unemployment is slightly lower than in the base case, under the best case assumptions,
which include higher productivity. This small difference in the two scenario's unemployment
rates is shown in the chart below.
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L Yy Rate - Baseline vs. Best Case

B Baseline ——Best Case |

The higher economic output is good for the jobs market; however, the assumed higher rates
of productivity imply a lower demand for labor inputs. Hence, the best case shows only a
modest improvement in unemployment.

In terms of inflation, the higher rate of economic growth generates stronger increases in
prices (CPI), as shown in the chart below. While this scenario is the "best" case, it does
produce higher rates of inflation worldwide.

Inflation - Baseline vs. Best Case
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Higher demand produces increases in most inputs prices as well.
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I. North America

United States

Under the best case conditions, US growth is much faster than in the baseline case: over
the medium term, 2005-2010, GDP increases at an annual rate of 3.9%, significantly
higher than the baseline growth rate of 3.2%. Over the entire forecast horizon out to
2025, average best case growth is 0.5 percentage points higher than baseline (3.5% vs.
3.0%). These gains reflect the benefits of higher productivity, moderate oil prices, low
interest rates, and also faster growth overseas which assists US exports. The accumulated
effect of faster growth means that, by 2025, GDP is 10% higher than baseline, equal to
$2,062 billion (constant 2000 dollars) of additional output.

Real GDP Growth Rate
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The sectoral composition of the economy is essentially the same. This means that growth
is relatively balanced, with the shares of consumption, investment, etc. roughly the same
in 2025 for both cases. This is true for both nominal and real shares of the economy.
Regarding nominal GDP, it grows at an average rate of 5.7% in the forecast, compared to
5.5% in the baseline. Given the real GDP growth rates, this means that inflation—as
measured by the GDP deflator—is 2.2% in the best case vs. 2.4% baseline. This
difference of 0.2 percentage points also shows up in CPI inflation as well. These results
are as expected: inflation is lower, despite faster growth, thanks to higher productivity
and lower oil prices.
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The profile of the trade deficit is basically the same as the baseline: it is initially greater
than 5% of GDP and ends with a small surplus of 0.1% of GDP in 2025. In fact the trade
balance is slightly higher in the best case, but only by roughly $20 billion in most years.
Again, this illustrates the balanced growth that takes place, raising both exports and
imports to the same extent.

Although personal income gains in proportion to nominal GDP, actual wages lag
somewhat behind: wage growth in the baseline averages 4.6%, and rises by 0.1
percentage point to 4.7% in the best case (whereas nominal GDP growth, as mentioned
above, increases by 0.2 percentage point). Thus higher productivity growth, although it
does raise wages, raises non-wage income to a greater extent. In other words, wages as a
share of GDP are slightly lower in the best case. Regardless, the employment situation is
much better in the best case: the unemployment rate is 4.8% on average, compare with
5.0% baseline. Although improved productivity lowers labor demand in the first year—
the jobless rate is slightly higher than baseline—rising demand quickly puts these
increasingly-productive workers to use. Lastly, the government budget deficit improves
dramatically in the best case: as a share of GDP, the budget balance starts at roughly -4%
of GDP and increases to -0.4% in 2025 (in the baseline it rises to only -1.9%). This
improvement largely reflects the increased tax revenues generated by faster growth,
which outstrips the rise in more-generous expenditures.

Global Insight, Inc. Copyright © 2005 GLOBAL INSIGHT 6
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USA
Avg. Anuual Compound Growth

2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 9,816.98 1241598 16,427.00 37,349.29 4.8 5.8 5.6
Nominal GDP per capita, US dollars 34,714 41,834 52,971 106,519 3.8 4.8 4.8
Real GDP, billion real 2000 US dollars 9,816.66 11,313.40 13,685.01 22,488.77 29 3.9 3.4
Real GDP per capita, real 2000 US dollars 34,713 38,119 44 129 64,137 1.9 3.0 2.5
Real private consumption, billion real 2000 US dollars 6,739.06 7,977.08 9,392.51 14,944.00 3.4 3.3 3.1
Real government consumption, billion real 2000 US dollars 1,417.03 1,633.47 1,777.89 2,211.48 2.9 1.7 1.5
Real fixed investment, billion real 2000 US dollars 1,983.47 2,272.01 2,884.20 5,386.11 2.8 4.9 4.3
Real exports, billion real 2000 US dollars 1,096.23 1,199.31 1,974.44 5,709.71 1.8 10.5 7.3
Real imports, billion real 2000 US dollars 1,475.52 1,836.67 2,376.12 5,380.09 4.5 5.3 5.6

Real GDP by sector, billion real 2000 US dollars:
Agriculture 98.02 108.72 123.74 148.13 21 2.6 1.2
Mining 121.33 129.20 140.63 171.26 1.3 1.7 1.3
Manufacturing 1,542.95 1,600.10 1,954.98 3,084.60 0.7 4.1 3.1
Utilities 189.29 213.77 254.78 391.15 25 3.6 29
Construction 435.91 447.37 531.28 785.87 0.5 3.5 2.6
Wholesale & Retail Trade 1,515.56 2,027.86 2,460.41 3,949.02 6.0 3.9 3.2
Transport & Communication 572.92 680.10 861.61 1,552.19 3.5 4.8 4.0
FIRE 3,109.55 3,671.82 4,520.04 7,865.07 3.4 4.2 3.8
Other Services 2,231.43 2,645.07 3,113.84 4,708.01 3.5 3.3 2.8

Share change, percentage points

2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 68.7 69.8 68.3 69.1 1.2 -1.5 0.8
Government consumption share of GDP 14.4 15.3 14.2 11.6 0.8 -1.1 -2.6
Fixed investment share of GDP 20.2 19.8 19.8 18.9 -0.5 0.1 -0.9
Exports share of GDP 11.2 10.2 12.9 17.9 -0.9 2.6 5.0
Imports share of GDP 15.0 15.6 15.5 17.8 0.5 0.0 2.2
Net extports share of GDP -3.9 -5.3 -2.7 0.1 -1.4 2.6 2.8

Global Insight, Inc.
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Canada

In the best case scenario, Canada benefits from faster productivity growth—both at home
and abroad, as the latter stimulate exports—and from lower interest rates; lower oil
prices, however, tend to depress output by curtailing activity in the oil patch. The net
impact of these three factors on Canada's domestic economy is less than their impact on
the rest of the world, including the United States, where oil extraction and exploration
account for a lower share of activity. Still, the overall effect is to boost growth: GDP
grows at an average annual rate of 2.8% over the forecast period, compared to 2.4% in
the baseline. This means that by 2025, output is nearly 10% higher than the baseline, an
additional $129 billion in real 2000 dollars.

The higher productivity growth raises the growth rate in wages. Meanwhile, the lower
crude oil prices also boost consumers' real income. In combination with lower borrowing
costs, these factors result in a faster pace of consumer spending than in the baseline.
Lower interest rates and stronger demand, both domestically and abroad, result in a
higher pace of capital investment. Lower oil prices provide a partial offset by depressing
investment in the oil patch. The stronger capital accumulation, on top of faster
productivity growth, allows Canadian businesses to expand exports at a stronger pace to
meet the improved external demand. Increased demand for imports to meet part of the
domestic demand and to be used as inputs in the production of exports moderates the
positive impact on Canadian GDP growth.

Real GDP Growth Rate
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In sectoral terms, the non-trade components (private consumption, government
consumption, fixed investment) for the best case in 2025 are slightly smaller as a share of
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GDP than the baseline, whereas the real trade balance is larger. This is because the
positive impact of this scenario on Canada's domestic economy is less than the positive
impact on the rest of the world. This wedge is fundamentally due to Canada's trade
surplus in oil and other energy products with the rest of the world.

Mainly thanks to the faster growth of the US, real Canadian exports grow at a 4.3% pace
to 2025 (0.6 percentage points faster than baseline exports), and real import growth is
4.5% (0.5 percentage points above baseline). In nominal terms, however, the external
surplus is smaller than baseline by roughly 0.5 percentage points. The profile is the
same, however, with a large nominal trade surplus in the medium term, trending down to
a small deficit at the end of the forecast period.

Inflation is lower in the best case, due to higher productivity and lower oil prices. In the
best case, prices rise at an average annual rate of 1.7% (for the GDP deflator) or 1.8%
(for the consumer price index); in contrast, the baseline inflation numbers are both 1.9%
per year. Note that, with interest rates one full percentage point lower, real interest rates
are lower in the best case and thus provide stimulus to the economy.

The exchange rate shows only mild changes. The Canadian dollar is slightly weaker than
baseline over the next ten years, due to the terms of trade deterioration caused by lower
oil prices, but it then gradually makes up the difference and ends up at virtually the same
level in 2025, 1.09 C$/$.

The labor market benefits from the faster growth. Aside from the first year, when higher
productivity temporarily reduces labor demand, the unemployment rate is lower than
baseline by 0.3 percentage points. In both cases the jobless rate trends down over time,
but in the best case it reaches 6.2% in 2025 compared to 6.65% in the baseline. Lastly,
the government budget balance is higher, thanks to increased tax revenue generated by
faster growth. As a share of GDP, the balance is higher by 1.3 percentage points on
average. Though the balance trends down over time for both cases, the baseline balance
goes into deficit in 2015, whereas the best case numbers do not go negative until 2025.

Global Insight, Inc. Copyright © 2005 GLOBAL INSIGHT 9
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CANADA
Avg. Anuual Compound Growth
2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 724.75 1,098.97 1,459.86 3,006.53 8.7 5.8 4.9
Nominal GDP per capita, US dollars 23,646 34,139 43,777 82,897 7.6 5.1 4.3
Real GDP, billion real 2000 US dollars 724.69 827.23 976.66 1,451.43 2.7 3.4 2.7
Real GDP per capita, real 2000 US dollars 23,644 25,698 29,288 40,019 1.7 2.6 2.1
Real private consumption, billion real 2000 US dollars 401.22 473.98 563.68 827.05 3.4 3.5 2.6
Real government consumption, billion real 2000 US dollars 134.69 159.24 194.25 287.22 3.4 4.1 2.6
Real fixed investment, billion real 2000 US dollars 138.86 170.34 217.58 322.89 4.2 5.0 2.7
Real exports, billion real 2000 US dollars 330.28 344.05 396.69 803.42 0.8 2.9 4.8
Real imports, billion real 2000 US dollars 288.64 325.29 401.83 785.16 2.4 4.3 4.6
Real GDP by sector, billion real 2000 US dollars:
Agriculture 15.33 16.09 19.20 26.79 1.0 3.6 22
Mining 40.48 45.53 54.47 78.81 24 3.6 25
Manufacturing 133.64 141.98 167.58 242.96 1.2 34 25
Utilities 18.59 18.45 21.99 34.85 -0.2 3.6 3.1
Construction 33.54 42.56 50.69 79.38 4.9 3.6 3.0
Wholesale & Retail Trade 89.62 114.83 137.10 213.84 5.1 3.6 3.0
Transport & Communication 45.53 53.19 64.54 115.27 3.2 3.9 3.9
FIRE 166.37 193.57 229.73 357.86 3.1 3.5 3.0
Other Services 129.57 146.53 171.91 263.34 2.5 3.2 29
Share change, percentage points
2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 55.4 56.7 58.3 59.1 14 1.6 0.8
Government consumption share of GDP 18.6 19.6 20.8 21.7 1.0 1.2 0.9
Fixed investment share of GDP 19.2 19.6 20.3 18.9 0.5 0.7 -1.4
Exports share of GDP 45.6 371 30.8 32.2 -8.5 -6.3 14
Imports share of GDP 39.8 31.8 30.6 32.6 -8.0 -1.2 2.0
Net extports share of GDP 5.7 5.3 0.1 -0.4 -0.5 -5.2 -0.6
Global Insight, Inc. Copyright © 2005 GLOBAL INSIGHT 10
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I1. Asia

Japan

The best case conditions - more rapid productivity growth, lower interest rates (both
nominal and real), and lower oil prices - allow Japan to achieve a faster growth rate over
the forecast period. In the medium term, 2005-2010, the real GDP growth rate averages
2.4% compared to 1.9% in the baseline forecast. For the long term, the growth rate
average for 2005-2025 is 2.0% in the best case, compared to 1.5% baseline. Note that the
deceleration of growth, largely due to demographic changes (i.e. a shrinking population
and workforce) occurs under both baseline and scenario. Moreover, the growth
difference between the baseline and scenario decreases slightly to 0.4 percentage point
toward the end of the forecast: although the productivity growth rate remains 0.5
percentage point higher, this is partially offset by reduced work effort (due to the higher
level of output and an improved standard of living) and less efficient allocation of
investment funds (since higher returns are easier to obtain).

Real GDP Growth Rate
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Despite faster real growth, the growth rate of nominal GDP is virtually unchanged out to
2025, averaging 2.6% in the baseline and 2.7% in the best case scenario. This reflects the
reduced rate of inflation: the annual inflation rate is nearly 0.3 percentage points lower in
the best case. This in turn is driven by the lower price of oil. But the most notable results
are the effects on trade. The annual growth rate of Japan’s real (volume) exports is nearly
0.7 percentage point higher in the best case; by 2025 this puts real exports 16% higher

Global Insight, Inc. Copyright © 2005 GLOBAL INSIGHT 11
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than baseline, a gain of $185 billion in constant 2000 dollars. Imports are also higher in
the best case: the annual growth rate is 0.3 percentage point higher than baseline growth;
by 2025 real imports are 9% larger than baseline, a gain of $94 billion in constant dollars.
Note that the increase to exports exceeds the increase in imports, because the assumption
of higher productivity disproportionately impacts exports, Japan’s most productive
sector. In addition, faster world growth creates additional demand for Japanese goods,
and allows Japan’s trade surplus to continue for a longer period of time: the trade balance
goes into deficit in 2016 in the baseline forecast, but not until 2023 in the best case
scenario.

Consumption rises more quickly in the best case, driven by higher incomes and lower
real prices for consumption goods as a result of high productivity. But as a share of
GDP, consumption is actually lower, reaching 60.5% of GDP in 2025 compared to 61.8%
in the baseline. Capital investment follows the opposite pattern: driven by higher returns,
capex reaches 16.4% of GDP in 2025 compared to 16.1% in the baseline case. Lastly, as
mentioned above, the trade balance is higher as a share of GDP in the best case, reflecting
the success of Japan's export sector.

The exchange rate profile changes little in the best case: it strengthens less rapidly in the
medium term, but by 2025 is at nearly the same level as in the baseline, with the yen
slightly stronger than 90 per dollar. In either case, an appreciation to this level is
necessary to close the current account surplus, necessitated by the decline in Japan’s
savings rate and the fact that foreign investments become less attractive. But, as noted
above, even with a similar exchange rate profile, the trade surplus lasts longer, and Japan
accumulates more foreign assets, in the best case scenario.

The employment situation is better, as expected: over the forecast horizon, the
unemployment rate is lower by 0.3 percentage points on average. Interestingly, the
jobless rate is above baseline in 2005, but this is mainly due to the assumption of higher
productivity, which initially reduces the demand for labor. Lastly, the fiscal position of
the government is also better: in the baseline, the budget deficit gradually improves to 4%
of GDP by 2025, whereas in the best case it improves quickly to 3% of GDP and
eventually reaches 2.5% of GDP.

Global Insight, Inc. Copyright © 2005 GLOBAL INSIGHT 12
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JAPAN
Avg. Anuual Compound Growth
2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 4,750.28 5,140.86 6,824.96 11,199.77 1.6 5.8 34
Nominal GDP per capita, US dollars 37,449 40,181 53,317 91,729 1.4 5.8 3.7
Real GDP, billion real 2000 US dollars 4,745.85 5,032.19 5,671.00 7,456.49 1.2 24 1.8
Real GDP per capita, real 2000 US dollars 37,414 39,332 44,302 61,070 1.0 24 22
Real private consumption, billion real 2000 US dollars 2,651.47 2,804.05 3,183.85 4,227.28 1.1 26 1.9
Real government consumption, billion real 2000 US dollars 779.61 873.54 1,049.44 1,556.31 2.3 3.7 2.7
Real fixed investment, billion real 2000 US dollars 1,250.24 1,195.72 1,253.22 1,404.62 -0.9 0.9 0.8
Real exports, billion real 2000 US dollars 512.72 675.22 820.94 1,349.46 5.7 4.0 34
Real imports, billion real 2000 US dollars 444.84 530.01 666.89 1,123.51 3.6 4.7 3.5
Real GDP by sector, billion real 2000 US dollars:
Agriculture 65.97 63.58 66.38 71.89 -0.7 0.9 0.5
Mining 6.14 5.72 5.57 5.55 -1.4 -0.5 0.0
Manufacturing 1,030.32 1,036.90 1,133.95 1,480.86 0.1 1.8 1.8
Utilities 175.29 188.44 217.16 313.03 1.5 29 25
Construction 352.01 293.03 319.44 418.53 -3.6 1.7 1.8
Wholesale & Retail Trade 756.00 794.90 882.98 1,157.70 1.0 21 1.8
Transport & Communication 302.68 318.17 368.41 551.57 1.0 3.0 2.7
FIRE 1,276.17 1,367.90 1,560.38 2,101.29 14 2.7 2.0
Other Services 1,047.49 1,191.55 1,333.23 1,789.83 26 2.3 2.0
Share change, percentage points
2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 55.8 56.8 58.2 60.5 1.0 1.3 2.3
Government consumption share of GDP 16.4 17.8 19.2 22.7 1.3 1.4 3.5
Fixed investment share of GDP 26.4 23.1 20.9 16.4 -3.2 -2.2 -4.5
Exports share of GDP 10.8 12.9 12.4 12.4 2.1 -0.5 0.0
Imports share of GDP 9.4 11.0 11.3 12.6 1.6 0.3 1.3
Net extports share of GDP 1.4 2.0 1.1 -0.2 0.5 -0.8 -1.3
Global Insight, Inc. Copyright © 2005 GLOBAL INSIGHT 13
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China

In the best case scenario, China's real GDP growth will average 7.4% from 2005 to 2025,
one full percent point higher than in the base case. The economy will flourish mainly due
to faster productivity gains. Improve efficiency through structural reforms has been the
secret of China's economic success since 1978. Since China was moving from a highly
inefficient central planning economy to a market based system, the country was able
boost productivity substantially in the early stages of reform.

Real GDP Growth Rate
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But China's economic development hit a bottleneck in the mid-1990s, as the country's
massive and inefficient state owned enterprises (SOE) and state banking sector began to
weigh on the economy. Recognized the seriousness of these problems, Beijing began
attempting to reform these two sectors in 1997. But because of the high premium Beijing
places on stability, the central government has continued the gradualist approach to the
SOE and state owned bank reforms. Consequently, the structural flaws in the system
have remained unresolved to a large extent.

In the base case, though we assume eventual success in the SOE and state banks reform,
we also assume the government to continue to muddle through for sometime before
resolving the structural flaws in the system. In the best case, however, these reforms will
get pushed through much more swiftly, without causing too much short term pain on the
economy in general and labor market in particular. Other positive external factors
contribute to this success as well—lower long term interest rates would spur investment
as well as private consumption, cheaper oil will help corporate China's profit margin.

Global Insight, Inc. Copyright © 2005 GLOBAL INSIGHT 14
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Private consumption growth averages 7.8% in 2005-2025 in the best case scenario,
compared with base case's 6.9% in the same period. Investment growth is even more
robust in the best case, averaging 8.7% between 2005 and 2025, 1.3% higher then the
average rate in the base case. A restructured state banking sector will be particularly
positive to private investment. There has been much pent up private investment demand
because state banks have had long discriminated against private firms in their lending
practice. Naturally, when this bias is removed, private investment booms.

Successful reform's positive impact on the trade sector is less pronounced, however. For
the trade sector has always been the most efficient segment in the Chinese economy,
given its exposure to foreign competition. Export growth in the best case averages 10.9%
in 2005-2025, compared with 9.9% in the base case; import growth in the best case
averages 11.9% in the next 20 years, 1% higher than the base case.

Inflation will be lower in the best case, despite stronger domestic demand and lower
interest rates. Faster productivity advancement and lower oil prices will offset these
inflationary forces. Consumer price inflation in the best case averages 2.6% in the 2005-
2025 period, compared with 3.0% of the base case average inflation rate.

Global Insight, Inc. Copyright © 2005 GLOBAL INSIGHT 15
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CHINA
Avg. Anuual Compound Growth
2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 1,080.73 1,806.38 3,407.88 16,567.10 10.8 13.5 11.1
Nominal GDP per capita, US dollars 856 1,381 2,537 11,578 10.0 12.9 10.7
Real GDP, billion real 2000 US dollars 1,080.73 1,630.70 2,387.82 6,710.90 8.6 7.9 7.1
Real GDP per capita, real 2000 US dollars 856 1,247 1,777 4,690 7.8 7.3 6.7
Real private consumption, billion real 2000 US dollars 517.88 613.39 881.57 2,817.34 34 7.5 8.1
Real government consumption, billion real 2000 US dollars 141.39 222.70 355.23 1,196.81 9.5 9.8 8.4
Real fixed investment, billion real 2000 US dollars 394.08 847.49 1,366.57 4,246.54 16.5 10.0 7.9
Real exports, billion real 2000 US dollars 279.56 924.37 1,783.27 6,250.15 27.0 14.0 8.7
Real imports, billion real 2000 US dollars 250.68 921.94 1,862.23 7,219.80 29.8 15.1 9.5
Real GDP by sector, billion real 2000 US dollars:
Agriculture 176.70 195.00 218.77 377.49 2.0 2.3 3.7
Mining 66.41 89.26 104.98 177.81 6.1 3.3 3.6
Manufacturing 372.83 706.83 1,112.15 3,358.80 13.6 9.5 7.6
Utilities 32.43 57.99 80.08 208.33 12.3 6.7 6.6
Construction 71.12 106.54 152.94 444 .41 8.4 7.5 74
Wholesale & Retail Trade 98.31 132.32 189.68 563.66 6.1 7.5 7.5
Transport & Communication 65.33 84.16 119.73 366.42 5.2 7.3 7.7
FIRE 100.34 140.21 196.39 555.64 6.9 7.0 7.2
Other Services 103.62 118.00 142.08 321.31 2.6 3.8 5.6
Share change, percentage points
2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 47.9 37.5 36.5 39.9 -10.4 -1.0 3.4
Government consumption share of GDP 13.1 15.2 12.5 18.0 2.1 -2.7 5.5
Fixed investment share of GDP 36.5 49.7 50.2 41.8 13.3 0.4 -8.4
Exports share of GDP 259 48.4 61.7 62.5 225 13.4 0.8
Imports share of GDP 23.2 51.5 61.5 62.4 28.3 10.0 0.9
Net extports share of GDP 2.7 -3.1 0.3 0.1 -5.8 3.4 -0.1
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South Korea

Korea's economy performs much better in the best case scenario. This reflects the direct
effects of higher productivity growth, lower interest rates and lower oil prices; it also
reflects the positive repercussion effects from faster growth overseas that leads to
increased purchases of Korean exports. The net result is to raise the GDP growth rate to
6.2% from the baseline 5.6% over the next five years. Long-term growth likewise sees
an increase, to 3.6% from 3.3%. Note that the differential shrinks over time, as higher
return investments are exhausted sooner than in the baseline, but the growth rate is
always higher in the best case. Population growth slows and then levels out in both
scenarios; as a result, growth in GDP per capita is 0.4 percentage point lower than overall
GDP growth in the medium term, but only 0.1 percentage point lower in the long run.
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The growth rate of nominal GDP also increases, but by only 0.3 percentage point in the
medium term and 0.1 in the long term. This is less than the increase to real growth, thus
the inflation rate (as measured by the GDP deflator) increases at a slower pace in the best
case. This is driven by both faster productivity growth—which generates greater output
and thus reduces price pressures—and by lower oil prices. This easing of inflation is also
partly responsible for the lowering of interest rates. But there is no significant change in
the exchange rate. This follows from the fact that the trade balance as a share of GDP is
largely unchanged from the base case; this in turn stems from the fact that slightly higher
inflation, which tends to lower competitiveness, has been offset by improved
productivity.
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The government fiscal balance also does better in the best case, with faster growth raising
tax revenues faster than expenditure growth. The baseline shows the surplus shifting
permanently into deficit in 2018, whereas the best case has the surplus generally
remaining greater than 1% of GDP out to 2025. Lastly, the best case shows a beneficial
effect on the labor market. With the exception of the first year—where the initial
productivity gain temporarily lowers demand for labor—the unemployment rate quickly
falls below the baseline path, and by 2010 is a half-percentage point lower (3.2% vs.
3.7% baseline). In later years, the jobless rate slowly increases in both scenarios,
reflecting gradual deindustrialization and the greater mismatch between workers' skills
and job requirements.
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KOREA
Avg. Anuual Compound Growth

2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 511.96 769.56 1,149.41 2,532.39 8.5 8.4 54
Nominal GDP per capita, US dollars 10,861 15,832 23,149 49,995 7.8 7.9 53
Real GDP, billion real 2000 US dollars 511.87 645.79 873.75 1,494.05 4.8 6.2 3.6
Real GDP per capita, real 2000 US dollars 10,859 13,286 17,597 29,496 41 5.8 3.5
Real private consumption, billion real 2000 US dollars 275.99 322.57 447.73 778.23 3.2 6.8 3.8
Real government consumption, billion real 2000 US dollars 61.89 76.35 97.24 147 .51 4.3 5.0 2.8
Real fixed investment, billion real 2000 US dollars 159.05 191.92 262.42 413.18 3.8 6.5 3.1
Real exports, billion real 2000 US dollars 209.11 340.97 489.98 894.09 10.3 7.5 41
Real imports, billion real 2000 US dollars 192.84 287.78 423.54 743.80 8.3 8.0 3.8

Real GDP by sector, billion real 2000 US dollars:
Agriculture 21.68 21.52 25.11 33.08 -0.1 3.1 1.9
Mining 1.59 2.21 2.41 2.68 6.7 1.8 0.7
Manufacturing 144.38 192.90 259.08 460.93 6.0 6.1 3.9
Utilities 12.71 17.30 24.05 47.32 6.4 6.8 4.6
Construction 36.95 47.49 64.67 118.15 5.1 6.4 4.1
Wholesale & Retail Trade 55.89 63.36 85.62 151.70 2.5 6.2 3.9
Transport & Communication 30.86 4575 61.85 111.66 8.2 6.2 4.0
FIRE 87.52 110.71 151.52 268.98 4.8 6.5 3.9
Other Services 69.70 90.10 115.80 174.66 5.3 5.1 2.8

Share change, percentage points

2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 53.9 52.5 54.5 56.4 -1.4 2.0 20
Government consumption share of GDP 12.1 13.7 14.0 14.3 1.6 04 0.3
Fixed investment share of GDP 31.1 30.0 29.7 27.0 -1.1 -0.3 -2.7
Exports share of GDP 40.8 42.0 36.4 325 1.2 -5.6 -3.9
Imports share of GDP 37.7 38.4 34.6 30.6 0.8 -3.9 -3.9
Net extports share of GDP 3.2 3.6 1.8 1.8 0.4 -1.8 0.0

Global Insight, Inc. Copyright © 2005 GLOBAL INSIGHT 19



ACP2005: Best Case Scenario

Hong Kong

In the best case scenario, Hong Kong's real GDP is projected to grow by an average of
5.5% over the 2005-2010 period, before moderating to 3.9% in 2011-2025. This is
compared with the average of 4.8% and 3.5% for 2005-2010 and 2011-2025 in our
baseline forecast. Hong Kong has enjoyed rising foreign direct investment in recent
years as it has maintained its status as the gateway to the Chinese market. With rapid
economic development, China is becoming a rising interest to foreign investors, but its
financial system is poor and capital market is underdeveloped. On the other hand, Hong
Kong is famous for its sound logistics and financial system, limited government
regulation, and a simple tax structure. With Hong Kong's closer integration with China,
it has been the popular choice for investors and multinationals to set up the headquarters.
We assume this advantage would be maintained over time, and should remain as a big
boost to the economy and lead to rising productivity.
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The assumption of higher productivity growth implies an increase in capital stock, which
is reflected from an average of 6.7% increase in the real fixed investment during 2005-
2010; higher than 6% expected in the baseline forecast. Indeed, continued foreign direct
investment, coupled with lower interest rates and falling oil prices, should help lift local
business sentiment. In addition, confidence would also be raised as the mainland China
opens up its business and visitors coming into the territory. For the whole forecast
period, fixed investment is projected to expand 5.8% in the best case scenario, compared
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with 5.3% in the baseline. In nominal terms, fixed investment is projected to grow by
7.1% 1n 2005-2025, compared with 6.6% in the baseline forecast.

As a result of rising productivity and higher profit margins, companies will have more
positive hiring plans. The average unemployment rate is expected to fall, to 4.3% during
2011-2025, from 5.4% in 2005-2010. Moreover, higher productivity growth with
improved efficiency also implies lower costs, and hence lower overall prices. This,
coupled with falling oil prices, implies that consumer price inflation rate would ease, to
1.8% during the whole 2005-2025 period, down from 2.1% in the baseline forecast.

On the consumer front, consumer spending is expected to increase by 3.9% in the best
case scenario for the whole forecast period, up from 3.5% in the baseline. Higher
consumer spending is a result of improved employment condition, loosened monetary
environment, and more upbeat consumer confidence. In the best case scenario, consumer
spending is projected to expand by 4.9% in 2005-2010, before moderating to 3.5% in
2011-2025. In addition, the underlying assumptions also give us a better government
fiscal balance, along with higher government consumption, which is expected to grow
1.4% in 2005-2010 and 1.2% in 2011-2025.

In addition, in the best case scenario, foreign demand for Hong Kong's goods and
services should also increase, in tandem with accelerating foreign economic growth. In
this case, Hong Kong's exports are projected to climb 8.5% in 2005-2010 and 6.2% in
2011-2025, compared with 7.3% and 5.3% in the baseline forecast, respectively. For the
whole forecast period, exports would grow 6.9% in the best case, up from 6% in the
baseline. Reflecting on stronger domestic demand, imports are expected to expand 7% in
2005-2025, up from 6.2% in the baseline.
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HONG KONG
Avg. Anuual Compound Growth

2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 165.34 170.62 232.79 546.59 0.6 6.4 5.9
Nominal GDP per capita, US dollars 24,807 24,899 33,118 72,055 0.1 5.9 53
Real GDP, billion real 2000 US dollars 165.34 197.70 255.56 443.04 3.6 53 3.7
Real GDP per capita, real 2000 US dollars 24,807 28,852 36,358 58,405 3.1 4.7 3.2
Real private consumption, billion real 2000 US dollars 97.56 108.36 136.17 222.90 2.1 4.7 3.3
Real government consumption, billion real 2000 US dollars 15.42 17.25 18.27 21.10 23 1.1 1.0
Real fixed investment, billion real 2000 US dollars 44.58 49.19 67.35 144.37 20 6.5 5.2
Real exports, billion real 2000 US dollars 240.57 365.00 543.71 1,320.02 8.7 8.3 6.1
Real imports, billion real 2000 US dollars 234.63 343.48 512.15 1,269.93 7.9 8.3 6.2

Real GDP by sector, billion real 2000 US dollars:
Agriculture 0.12 0.12 0.13 0.15 0.7 0.9 1.0
Mining 0.03 0.02 0.03 0.03 -4.7 3.9 0.8
Manufacturing 9.20 7.34 7.94 8.60 -4.4 1.6 0.5
Utilities 4.99 5.66 7.26 11.47 26 5.1 3.1
Construction 8.22 7.37 9.48 15.33 -2.2 5.2 3.3
Wholesale & Retail Trade 41.66 49.71 66.18 111.92 3.6 5.9 3.6
Transport & Communication 16.13 22.34 29.89 52.80 6.7 6.0 3.9
FIRE 37.35 42.71 55.18 89.54 2.7 5.3 3.3
Other Services 52.33 59.30 74.62 124.59 25 4.7 3.5

Share change, percentage points

2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 59.0 59.0 59.1 60.1 0.0 0.0 1.1
Government consumption share of GDP 9.3 9.5 7.8 4.8 0.2 -1.7 -3.0
Fixed investment share of GDP 27.0 23.7 253 28.3 -3.2 1.6 3.0
Exports share of GDP 145.5 202.0 240.2 322.2 56.5 38.1 82.0
Imports share of GDP 141.9 195.0 233.2 316.4 53.1 38.2 83.2
Net extports share of GDP 3.6 7.0 6.9 5.8 3.4 -0.1 -1.2
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Taiwan

Taiwan's real GDP growth increase in the best case scenario in comparison with our
baseline forecast. Real GDP is projected to expand by an average of 5% in the period of
2005-2010, followed by 3.8% in 2011-2025. This is faster than the average of 4.4% for
2005-2010 and 3.5% for 2011-2025 in the baseline. Several assumptions are responsible
for the stronger result in the best case scenario. We assume that domestic political
condition and the cross-strait relation would remain stable or even improve with time
during the whole forecast period. Indeed, we expect that the Taiwanese government
would finally make progress in the long over-due opening up the three links with China;
namely, transportation, business, and postal links.
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We also assume that Taiwan's government would be more prudent towards its fiscal and
other policies. It, for example, would reduce the tendency to raise redundant government
spending in an attempt to win over voters, but rather would increase spending on pro-
growth activity, including education and technology research funding. In addition, it
would be keen on continuing tackling the bad-loans problem in the financial system and
proceed with monetary reforms. These could lead to higher productive growth, while
stronger consumer and business confidence could also be implied from the above upbeat
assumptions.

In the best case scenario, consumer spending is projected to rise by an average 4.1% for
the whole forecast period, compared with 3.6% in the baseline forecast. Higher consumer
spending is attributable to the positive environment that boosts consumer sentiment;
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including lower interest rates, lower inflation, a stronger labor market, and a stable
political condition. In addition, the assumptions applied in this case also give us an
improved government fiscal balance, along with higher government consumption, which
is expected to grow 1.1% in 2005-2010 and 1% in 2011-2025.

Lower inflation is implied by the assumption of higher productivity growth, as rising
business efficiency would reduce costs. In addition, lower oil prices would also reduce
cost-push inflationary pressure. Consumer price inflation is projected to stand at 2% in
2005-2025 in the best case scenario, lower than the baseline's 2.3%. Meanwhile, with the
business condition improving and business confidence rising, companies would proceed
with more hiring plans. Unemployment rate is expected to fall to 3.4% in 2011-2025,
from 3.8% in 2005-2010.

Taiwan's real fixed investment is projected to expand 7.6% in 2005-2010, compared with
6.8% in the baseline forecast, as the business sector gains more confidence and
efficiency. This is under the assumption that the island's high-tech sector maintains its
competitive edge. In addition, boosted by advancing in technology, companies would
raise investment on equipment and software, as well as increase other capital expenditure.
Lower interest rates and lower inflationary environment would also contribute to rising
fixed investment. For the whole forecast period, fixed investment would expand by 6.4%
in the best case, up from 5.9% in the baseline.

On the external front, global demand for Taiwan's goods and services would increase in
the best case scenario compared with the baseline. Taiwan's exports would increase by
8.2% in 2005-2010 and 4.5% in 2011-2025 in the best case, up from the baseline's 6.8%
in 2005-2010 and 3.6% in 2011-2025. For the whole forecast period, exports would grow
5.6% in the best case, compared with 4.5% in the baseline. Meanwhile, imports are
projected to grow by 6.1% in 2005-2025, up from 5% in the baseline, boosted by higher
domestic demand.
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TAIWAN
Avg. Anuual Compound Growth
2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 307.84 348.65 540.17 1,572.58 2.5 9.2 7.4
Nominal GDP per capita, US dollars 13,913 15,388 23,269 63,878 2.0 8.6 7.0
Real GDP, billion real 2000 US dollars 307.84 356.87 450.47 772.74 3.0 4.8 3.7
Real GDP per capita, real 2000 US dollars 13,913 15,751 19,405 31,388 25 4.3 3.3
Real private consumption, billion real 2000 US dollars 190.72 209.20 253.34 443.86 1.9 3.9 3.8
Real government consumption, billion real 2000 US dollars 39.76 40.36 42.02 46.97 0.3 0.8 0.7
Real fixed investment, billion real 2000 US dollars 72.26 66.78 95.17 218.87 -1.6 7.3 5.7
Real exports, billion real 2000 US dollars 168.34 239.66 350.67 675.08 7.3 7.9 4.5
Real imports, billion real 2000 US dollars 161.31 199.07 292.31 619.57 4.3 8.0 5.1
Real GDP by sector, billion real 2000 US dollars:
Agriculture 6.46 5.97 5.77 6.80 -1.6 -0.7 1.1
Mining 1.29 1.32 1.32 1.13 0.3 0.1 -1.0
Manufacturing 81.68 109.05 153.14 261.30 6.0 7.0 3.6
Utilities 6.67 7.86 10.44 17.03 3.3 5.8 3.3
Construction 10.55 7.58 8.73 12.03 -6.4 29 2.2
Wholesale & Retail Trade 60.84 68.02 83.39 144.93 23 4.2 3.8
Transport & Communication 20.77 26.11 32.61 57.11 4.7 4.5 3.8
FIRE 70.44 82.43 98.63 159.07 3.2 3.7 3.2
Other Services 62.93 73.03 85.88 140.13 3.0 3.3 3.3
Share change, percentage points
2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 62.0 62.2 60.2 60.5 0.2 -2.0 0.3
Government consumption share of GDP 12.9 11.9 9.8 5.6 -1.0 -2.2 -4.2
Fixed investment share of GDP 235 20.6 240 33.9 -2.9 34 9.8
Exports share of GDP 54.7 68.6 78.3 83.6 13.9 9.7 5.2
Imports share of GDP 52.4 63.3 72.7 84.7 10.9 9.4 12.0
Net extports share of GDP 2.3 5.3 5.6 -1.2 3.0 0.3 -6.8
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I11. Europe

United Kingdom

Under the best case scenario with increased productivity growth, lower interest rates and
reduced oil prices, real GDP growth in the United Kingdom averages an impressive 3.5%
per annum over the five-year period 2005-09. This is 0.9 percentage points up from the
2.6% average expansion rate achieved under the baseline, and broadly in line with the
average expansion of 3.3% that occurred over the seven-year period 1994-2000. As a
result, U.K. GDP stands at US$1.27 trillion in 2009 in real (2000 US$) terms under the
best case scenario, compared to US$1.21 trillion under the baseline.
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Both private consumption and fixed investment will benefit in particular from lower
interest rates, which will also boost the important housing market, thereby further
supporting the consumer sector. Higher productivity growth will also boost companies'
profitability, as will lower oil prices that will alleviate the squeeze on their margins.
Consequently, investment and employment rises. This in turn leads to higher incomes.

Against this favorable backdrop,, real private fixed investment becomes a more
significant growth driver. It increases at an annual average rate of 6.0% between 2005
and 2009, virtually double the 3.1% rate achieved in the baseline.
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Furthermore, average annual growth in real private consumption between 2005 and 2009
increases to 3.3% compared to 2.6% in the baseline, enhancing its role as a growth driver.
In real terms, private consumption rises to US$846 billion in 2009 under the best case
scenario from US$817 billion in the baseline. Meanwhile, average annual government
spending growth in real terms increases modestly to 3.2% in the best case scenario from
2.8% in the baseline, as public finances are boosted by stronger growth.

The U.K trade sector will benefit, as exports are supported by the stronger global growth
resulting from higher productivity growth, reduced oil prices, and lower interest rates.
Furthermore, imports are boosted by more robust UK domestic demand. In real terms,
U.K. annual average export growth amounts to 5.0% in the best case scenario compared
to 4.8% in the baseline. As a result, U.K. exports are increased to US$358 billion in 2009
from US$355 billion. Meanwhile, annual average import growth is boosted to 5.9% from
4.8%. Consequently, U.K imports amount to US$442 billion in real terms in 2009 under
the best case scenario, compared to US$420 billion under the baseline.

During the complete forecast period 2005-25, GDP growth averages 2.9% per annum
under the best case scenario, compared to 2.4% under the baseline. Consequently, by the
year 2025, GDP is 9.2% higher at US$1.94 trillion in real terms under the best case
scenario, than it is under the baseline. Consumer spending expands at a healthier real
annual average rate of 3.3% under the best case scenario during the 21-year period,
compared to 2.5% under the baseline. As a result, it is 7.8% higher at US$1.30 trillion in
real terms by 2025. Even so, its share of GDP is actually less at 58.6% in 2025, under the
best case scenario, than it is under the baseline (59.9%) or the worst case (60.7%). This is
largely because other sectors benefit even more from higher productivity, lower interest
rates, and softer oil prices. In particular, the share of fixed investment rises to 23.3% of
GDP in 2025 under the best case scenario compared to 21.7% under the baseline, and just
20.6% under the worst case scenario.

Indeed, the real annual average increase in private fixed investment is a significantly
enhanced 3.9% during 2005-35 in the best case, compared to the baseline's 3.0%. This
means that it is 18.7% higher in real terms by 2025 at US$357 million. Meanwhile,
annual average real growth in public consumption improves to 3.0% from 2.6%.

The trade sector is also stronger, with real exports 5.0% higher at US$828 million in
2025, and imports up by 7.2% at US$1.0 trillion. In real terms, export growth is projected
to average 5.3% a year over the period under the best case scenario compared with 5.1%
under the baseline. Even so, the U.K. remains a net importer at the end of the forecast
period. This is because average annual import growth is lifted from 5.0% to 5.4%.
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UNITED KINGDOM

Avg. Anuual Compound Growth
2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 1,441.01 2,470.37 3,237.19 6,136.89 1.4 5.6 4.4
Nominal GDP per capita, US dollars 24,279 41,134 52,940 94,905 11.1 5.2 4.0
Real GDP, billion real 2000 US dollars 1,439.22 1,630.82 1,929.56 2,869.24 2.5 34 27
Real GDP per capita, real 2000 US dollars 24,249 27,155 31,555 44,372 23 3.0 23
Real private consumption, billion real 2000 US dollars 948.63 1,100.53 1,285.39 1,916.78 3.0 3.2 2.7
Real government consumption, billion real 2000 US dollars 268.12 321.89 381.99 578.88 3.7 3.5 2.8
Real fixed investment, billion real 2000 US dollars 24411 293.40 383.96 611.75 3.7 5.5 3.2
Real exports, billion real 2000 US dollars 404.17 445.44 574.65 1,264.43 20 5.2 5.4
Real imports, billion real 2000 US dollars 433.69 531.65 704.66 1,518.60 4.2 5.8 5.3
Real GDP by sector, billion real 2000 US dollars:
Agriculture 13.50 13.72 14.85 17.68 0.3 1.6 1.2
Mining 38.22 28.92 30.83 33.71 -54 1.3 0.6
Manufacturing 234.67 240.73 279.84 386.72 0.5 3.1 22
Utilities 24.40 26.85 31.53 46.42 1.9 3.3 2.6
Construction 68.85 84.13 95.55 124.40 4.1 2.6 1.8
Wholesale & Retail Trade 199.11 237.37 282.01 422.50 3.6 3.5 2.7
Transport & Communication 106.07 121.60 148.55 247.79 2.8 4.1 3.5
FIRE 360.52 443.07 539.25 852.01 4.2 4.0 3.1
Other Services 287.05 326.42 378.55 529.01 2.6 3.0 2.3
Share change, percentage points
2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 65.9 64.4 61.3 58.6 -1.5 -3.0 -2.8
Government consumption share of GDP 18.6 21.4 21.2 21.7 2.8 -0.3 0.5
Fixed investment share of GDP 17.0 17.4 20.1 23.3 0.5 2.6 3.3
Exports share of GDP 28.1 24.4 25.5 35.4 -3.7 1.1 9.9
Imports share of GDP 30.1 27.7 28.3 39.1 -24 0.5 10.8
Net extports share of GDP -2.0 -3.3 -2.7 -3.6 -1.3 0.6 -0.9
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Germany

Real GDP growth in Germany averages 2.2% per annum over the five-year period 2005-
2009 in the best case scenario, as it benefits from the benign combination of higher
productivity growth, softer oil prices, and lower interest rates. This is 0.55 percentage
point higher than the 1.65% average expansion rate achieved under the baseline.
Consequently, German real GDP stands at US$2.13 trillion in 2009 under the best case
scenario, compared to US$2.07 trillion under the baseline.
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Germany gains more markedly than some of the other European countries due to the fact
that it relieves heavily on oil imports. Real private fixed investment benefits especially
from lower interest rates and the better margins resulting from lower oil prices and
improved productivity. In addition, business confidence should be higher, further
supporting investment. It increases at an annual average rate of 3.0% during 2005-09,
higher than the 2.4% rate achieved in the baseline.

Meanwhile, average annual growth in real private consumption between 2005 and 2009
is improved to 2.2% from 1.7%, largely reflecting higher employment creation and
significant real income gains. In real terms, private consumption is increased to
US$1.233 trillion in 2009 under the best case scenario from US$1.201 trillion in the
baseline. Finally, average annual government spending growth in real terms jumps to
1.3% in the best case scenario from 0.8% in the baseline, as poor public finances enjoy
the fruits of stronger growth.
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The German trade sector will expand, as exports are lifted by the higher global growth
that is expected under the best case scenario, and imports are boosted by the stronger
domestic demand. In real terms, annual average export growth in Germany amounts to
5.1% in the best case scenario compared to 4.7% in the baseline. As a result, real German
exports are increased to US$984.0 billion in 2009 from US$964.5 billion. Meanwhile,
annual average import growth is raised to 5.6% from 5.1%. Consequently, German
imports amount to US$906.6 billion in 2009 under the best case scenario, compared to
US$887.02 billion under the baseline.

Over the whole forecast period 2005-25, GDP growth averages 2.1% per annum under
the best case scenario, compared to 1.6% under the baseline. Consequently, by the year
2025, real GDP is 9.9% higher at US$2.92 trillion in real terms under the best case
scenario, than it is under the baseline. Consumer spending expands at a brisker real
annual average rate of 2.1% under the best case scenario during the 21-year period,
compared to 1.6% under the baseline. As a result, in real terms is 9.2% higher at US$1.69
trillion by 2025. However, consumer spending's share of total GDP is actually less in
2025 under the best case scenario at 62.0%, than it is under either the baseline (62.2%) or
the worst case scenario (62.5).

This is because other sectors of the economy benefit even more from higher productivity
growth, and lower interest rates and oil prices. Encouragingly, the real annual average
increase in private fixed investment is increased to 2.3% from 1.8%. This means that it is
10.1% higher in real terms by 2025 at US$565.3 billion. Its share of total GDP is
therefore 18.1% under the best case scenario, compared to 18.0% under the baseline and
17.9% under the worst case. Meanwhile, annual average real growth in public
consumption is lifted to 1.7% from 1.2%. As a result, in real terms is 9.9% higher at
US$518.6 billion by 2025.

The trade sector is significantly stronger, with real exports improved by 8.6% at
US$2.059 trillion in 2025, and imports up by 7.9% at US$1.954 trillion. In real terms,
export growth is projected to average 4.8% a year over the period under the best case
scenario compared with 4.4% under the baseline. Average annual import growth is lifted
from 4.7% to 5.1%. Consequently, Germany remains a net exporter at the end of the
forecast period.
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GERMANY
Avg. Anuual Compound Growth

2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 1,872.92 3,084.74 3,664.76 5,401.11 10.5 3.5 26
Nominal GDP per capita, US dollars 22,788 37,367 44,288 65,963 10.4 3.5 2.7
Real GDP, billion real 2000 US dollars 1,869.29 1,941.17 2,174.35 2,920.67 0.8 23 2.0
Real GDP per capita, real 2000 US dollars 22,744 23,515 26,277 35,670 0.7 2.2 21
Real private consumption, billion real 2000 US dollars 1,102.69 1,126.47 1,259.97 1,693.87 04 23 20
Real government consumption, billion real 2000 US dollars 355.46 369.22 398.83 518.57 0.8 1.6 1.8
Real fixed investment, billion real 2000 US dollars 404.76 359.58 416.65 565.34 -2.3 3.0 21
Real exports, billion real 2000 US dollars 630.73 817.03 1,030.20 2,058.74 53 4.7 4.7
Real imports, billion real 2000 US dollars 623.12 738.46 950.79 1,954.05 3.5 5.2 49

Real GDP by sector, billion real 2000 US dollars:
Agriculture 20.77 21.24 23.87 31.08 0.5 2.4 1.8
Mining 4.84 4.40 4.53 5.04 -1.9 0.6 0.7
Manufacturing 390.24 423.90 479.43 649.38 1.7 25 2.0
Utilities 31.77 33.04 37.89 52.91 0.8 2.8 2.3
Construction 89.88 74.29 79.36 96.24 -3.7 1.3 1.3
Wholesale & Retail Trade 204.61 211.90 240.30 341.43 0.7 2.5 24
Transport & Communication 102.61 127.78 150.31 236.29 4.5 3.3 3.1
FIRE 517.99 568.47 651.13 934.88 1.9 2.8 24
Other Services 374.28 388.82 436.68 603.88 0.8 23 2.2

Share change, percentage points

2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 59.0 58.5 58.6 62.0 -0.5 0.1 3.4
Government consumption share of GDP 19.0 18.5 17.9 18.3 -0.5 -0.6 0.4
Fixed investment share of GDP 21.7 17.4 17.8 18.1 -4.3 0.4 0.3
Exports share of GDP 33.7 394 43.9 66.4 5.7 4.5 225
Imports share of GDP 33.3 34.2 38.9 64.8 1.0 4.7 25.9
Net extports share of GDP 0.4 5.2 5.0 1.6 4.8 -0.1 -3.5
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France

In the best case scenario, annual real French GDP growth is boosted to 2.6% over the five
year period 2005-2009 as it benefits markedly from higher productivity, lower interest
rates, and softer oil prices. This is 0.6 percentage point higher than the 2.0% average rate
achieved in the baseline forecast. Consequently, real GDP (measured in 2000 USS$)
stands at US$1.63 trillion in 2009 under the best case compared to US$1.59 trillion in the
baseline.
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Real private consumption in the best case scenario is supported by lower interest rates
and inflation, and higher employment and wage growth. This causes its average annual
real growth rate to increase to 2.6% during 2005-2009 from 2.0% in the baseline. As a
result, private consumption stands at US$894 billion in real terms in 2009 compared to
US$868 billion under the baseline.

Real private fixed investment's role as a growth driver is particularly enhanced. It also
benefits from lower interest rates, while it is further supported by the improvement to
companies' margins stemming from the reduced oil prices and higher productivity.
Private fixed investment rises at a real average annual rate of 4.6% a year under the best
case scenario to stand at US$300 billion in 2009. This is significantly higher than the
annual average real growth rate of 3.5% in the baseline, when it stands at US$285 billion
in 2009. The improvement in real annual average growth in public spending growth is
less marked at 2.1% in the best case compared to 1.8% in the baseline. Nevertheless, it is
boosted to some extent from the improved public finances resulting from faster growth.
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French exports benefit from the stronger global growth that is generated by the higher
productivity growth, weaker oil prices, and lower interest rates that occur under the best
case scenario. Specifically, annual real export growth picks up to 4.5%, from 4.2% in the
baseline. Consequently, exports total US$511 billion in 2009, up from US$504 billion in
the baseline. Similarly, imports are helped by the healthier French domestic demand
generated in the best case scenario. They grow at an enhanced annual average rate of
5.5% over the five years to stand at US$550 billion in real terms in 2009. In contrast,
they rise at an annual rate of 4.9% in the baseline to reach US$534 in 2009.

Over the full 2005-2025 forecast period, French annual average real GDP growth is lifted
to 2.4% under the best case scenario from 2.0% in the baseline. As a result, real GDP is
8.6% higher by 2025 at US$2.35 trillion in the best case compared to US$2.16 trillion in
the baseline. Real private fixed investment sees the most marked improvement, with its
average annual growth rate boosted to 4.0% in the worst case from 3.5% in the baseline.
As a result, private real private fixed investment amounts to US$545 billion in 2005
under the best case. This is 10.2% higher than the US$494 in the baseline. Furthermore,
fixed investment's share of total GDP in 2025 is higher under the best case scenario at
25.2%, than it is under the baseline (24.8%) or the worst case (24.5%).

Furthermore, average annual real consumer spending growth accelerates to 2.2% in the
best case scenario from 1.8% in the baseline. Thus, it reaches US$1.24 trillion in real
terms in 2025, which is 7.6% up from the US$1.15 trillion seen in the baseline. However,
private's consumption share of total GDP in 2025 is actually less under the best case
scenario (51.0%) than it is under the baseline (51.6%) or the worst case (52.1%). This is
because it benefits to a lesser extent than investment from these beneficial conditions.

Meanwhile, the improvement in annual average real growth in public spending is also 0.4
percentage point, from 2.0% in the baseline to 2.4% in the best case scenario.

French exports grow at an increased real annual average rate of 4.6% during 2005-2025
in the best case scenario, causing them to reach US$1.06 trillion in real terms in 2025. In
the baseline, exports expand at an annual average rate of 4.3% to total US$985 billion in
2025. Meanwhile, annual average import growth is boosted to 5.2% from 4.9%. This
means that real imports amount to US$1.23 trillion in 2025 in the best case scenario,
compared to US$1.14 trillion in the baseline.
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FRANCE
Avg. Anuual Compound Growth

2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 1,311.87 2,338.03 2,946.24 4,987.34 12.3 4.7 3.6
Nominal GDP per capita, US dollars 22,265 38,764 48,124 79,438 11.7 4.4 34
Real GDP, billion real 2000 US dollars 1,309.75 1,416.40 1,612.82 2,265.77 1.6 2.6 23
Real GDP per capita, real 2000 US dollars 22,229 23,484 26,344 36,089 1.1 2.3 21
Real private consumption, billion real 2000 US dollars 705.08 783.42 885.71 1,205.59 2.1 2.5 2.1
Real government consumption, billion real 2000 US dollars 304.24 351.60 400.03 566.18 29 26 23
Real fixed investment, billion real 2000 US dollars 264.62 283.31 348.89 590.25 14 4.3 3.6
Real exports, billion real 2000 US dollars 374.09 407.70 506.96 1,008.68 1.7 4.5 4.7
Real imports, billion real 2000 US dollars 356.87 432.69 556.42 1,181.73 3.9 5.2 5.1

Real GDP by sector, billion real 2000 US dollars:
Agriculture 32.74 33.85 36.38 42.09 0.7 1.5 1.0
Mining 2.37 2.45 2.60 2.85 0.7 1.2 0.6
Manufacturing 215.94 234.63 268.70 375.01 1.7 2.7 22
Utilities 23.64 25.31 29.28 42.56 14 3.0 25
Construction 55.90 66.02 74.18 96.07 34 2.4 1.7
Wholesale & Retail Trade 153.86 161.25 185.32 269.06 0.9 2.8 25
Transport & Communication 75.74 86.72 103.40 166.64 2.7 3.6 3.2
FIRE 365.18 402.26 469.29 690.61 2.0 3.1 2.6
Other Services 277.67 315.89 361.85 516.19 2.6 2.8 24

Share change, percentage points

2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 53.8 54.2 53.2 51.0 0.4 -1.0 -2.2
Government consumption share of GDP 23.2 23.9 23.3 22.3 0.7 -0.6 -1.1
Fixed investment share of GDP 20.2 19.7 21.3 252 -0.5 1.6 3.9
Exports share of GDP 285 26.3 28.7 40.3 -2.2 24 11.6
Imports share of GDP 27.2 25.8 28.1 41.0 -1.4 2.3 12.9
Net extports share of GDP 1.3 0.5 0.6 -0.7 -0.8 0.1 -1.3
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Italy

Real GDP growth in Italy averages 2.4% per annum over the five-year period 2005-2009
in the best case scenario, as it benefits markedly from higher productivity growth, lower
interest rates, and softer oil prices. This represents a boost of 0.6 percentage point from
the 1.8% average expansion rate achieved under the baseline. Consequently, Italian real
GDP stands at US$1.254 trillion in 2009 under the best case scenario, compared to
US$1.24 trillion under the baseline.
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Italy gains more markedly than some of the other European countries due to the fact that
it relieves heavily on oil imports. Real private fixed investment benefits from higher
productivity, lower interest rates, and better margins, as well as improved business
confidence. It increases at an annual average rate of 2.8%, higher than the 2.1% rate
achieved in the baseline.

Meanwhile, average annual growth in real private consumption between 2005 and 2009
is improved to 2.3% from 1.8%, largely reflecting stronger employment creation and
higher real income gains. In real terms, private consumption is increased to US$750.5
billion in 2009 under the best case scenario from US$732.1 billion in the baseline.
Finally, average annual government spending growth in real terms jumps to 1.9% in the
best case scenario from 1.3% in the baseline, as poor public finances enjoy the fruits of
stronger growth.

The Italian trade sector will expand, as exports are lifted by stronger global growth,
which will help to cushion the impact of intense competition from low-cost producers in
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the Far-East and Eastern Europe. Meanwhile, imports are boosted by stronger domestic
demand. In real terms, annual average export growth in Italy amounts to 4.4% in the best
case scenario compared to 3.6% in the baseline. As a result, real Italian exports are
increased to US$370.9 billion in 2009 from US$357.3 billion. Meanwhile, annual
average import growth is raised to 4.1% from 3.5%. Consequently, Italian imports
amount to US$366.83 billion in 2009 under the best case scenario, compared to
US$355.3 billion under the baseline.

Over the whole forecast period 2005-25, GDP growth averages 2.3% per annum under
the best case scenario, compared to 1.9% under the baseline. Consequently, by the year
2025, real GDP is 8.6% higher at US$1.79 trillion in real terms under the best case
scenario, than it is under the baseline. Domestic demand is the main engine of growth,
compensating for a diminishing contribution from net exports.

Consumer spending expands at a brisker real annual average rate of 2.3% under the best
case scenario during the 21-year period, compared to 1.9% under the baseline. As a
result, in real terms is 8.1% higher at US$1.070 trillion by 2025.

Furthermore, the real annual average increase in private fixed investment is increased to
2.6% from 2.2%. This means that it is 8.6% higher in real terms by 2025 at US$380.3
million. Meanwhile, annual average real growth in public consumption is lifted to 2.0%
from 1.6%. As a result, in real terms is 8.6% higher at US$330.4 billion by 2025.

The trade sector is significantly stronger, with real exports improved by 8.4% at US$676
billion in 2025, and imports up by 7.7% at US$682 billion. In real terms, export growth is
projected to average 4.0% a year over the period under the best case scenario compared
with 3.6% under the baseline. Average annual import growth is lifted from 3.6% to 4.0%.
Consequently, Italy is no longer a net exporter at the end of the forecast period.
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ITALY
Avg. Anuual Compound Growth

2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 1,077.29 1,949.54 2,437.85 4,283.03 12.6 4.6 3.8
Nominal GDP per capita, US dollars 18,742 33,815 42,010 72,706 12.5 4.4 3.7
Real GDP, billion real 2000 US dollars 1,075.49 1,139.09 1,284.10 1,788.65 1.2 24 22
Real GDP per capita, real 2000 US dollars 18,711 19,758 22,128 30,363 1.1 2.3 21
Real private consumption, billion real 2000 US dollars 645.83 684.65 768.29 1,070.64 1.2 2.3 2.2
Real government consumption, billion real 2000 US dollars 201.35 219.62 245.10 330.36 1.8 22 20
Real fixed investment, billion real 2000 US dollars 213.18 22493 259.24 380.25 1.1 29 26
Real exports, billion real 2000 US dollars 303.95 313.70 384.73 675.65 0.6 4.2 3.8
Real imports, billion real 2000 US dollars 293.45 311.13 381.04 681.94 1.2 4.1 4.0

Real GDP by sector, billion real 2000 US dollars:
Agriculture 27.51 26.84 29.41 36.23 -0.5 1.8 1.4
Mining 5.23 5.97 6.33 7.61 27 1.2 1.2
Manufacturing 203.25 209.63 241.75 342.81 0.6 29 24
Utilities 21.58 24.92 28.88 41.66 29 3.0 25
Construction 47.88 54.62 60.20 74.63 2.7 2.0 1.4
Wholesale & Retail Trade 165.91 171.53 197.89 289.43 0.7 29 26
Transport & Communication 73.58 82.71 97.08 148.86 2.4 3.3 2.9
FIRE 259.43 294.73 340.80 505.39 26 2.9 2.7
Other Services 192.63 207.24 233.55 310.81 1.5 24 1.9

Share change, percentage points

2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 60.0 59.2 58.7 57.6 -0.9 -0.5 -1.1
Government consumption share of GDP 18.7 19.4 19.2 18.8 0.7 -0.2 -0.4
Fixed investment share of GDP 19.8 19.4 20.0 22.2 -04 0.6 2.2
Exports share of GDP 28.2 27.0 28.9 34.2 -1.2 1.8 5.3
Imports share of GDP 27.2 25.4 27.0 32.9 -1.9 1.6 5.9
Net extports share of GDP 1.0 1.6 1.9 1.3 0.6 0.2 -0.6
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IV. South America

Venezuela

Our world best case scenario represents a “bad” scenario for Venezuela, as lower oil
prices more than offset any possible gain from lower international interest rates and faster
productivity growth. Indeed, under the lower oil prices scenario, the Venezuelan
economy growth rate reaches only 2% in 2005 or 2 percentage points below our baseline
scenario.
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Under this scenario, real public spending drops in 2005 and remains relatively low in the
following years due to reduced oil fiscal revenues. As a result real domestic demand
growth decelerates thus dragging down the overall economy. Such shock on domestic
demand would come primarily from weaker real investment and real government
consumption. Indeed, we would expect government consumption growth to reach only
2.3% in 2005 or 3.2 percentage points below our baseline scenario. Keep in mind that
government consumption represents the main growth driver of the economy in the short
term (2005-06) in our baseline scenario. Meanwhile, total real investment growth would
come 2.3 percentage points below that of our baseline in the same year. This happens as
lower oil revenues severely dampen public investment in infrastructure and non-financial
public companies—e.g. aluminum and electricity sectors.
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The impact on real imports and real exports would be slightly lower under this scenario.
Both sectors’ growth rate would be reduced by 2.1 percentage points in 2005. Import
volumes would decrease as a direct result of weaker domestic demand. Furthermore, the
exchange rate has the potential to devalue in real terms under this scenario thus making
imports relatively more expensive. Meanwhile, real exports would also drop as the
government cuts oil export volumes amid lower international prices. On the other hand,
non-oil exports would benefit under this scenario as demand from abroad rises amid a
stronger world economy. Yet, the net effect on real exports would still be negative as oil
exports make around 80% of Venezuela’s total exports.

Meanwhile, a one percentage point reduction in international interest rates and higher
productivity growth would partially offset the negative effect of lower oil prices. Indeed,
lower international interest rates reduce government’s debt servicing costs thus freeing
some fiscal resources. These extra resources would partially offset the decline of oil
revenues. Furthermore, lower international interest rates could prompt an increase in
capital inflows as foreign investors look for higher returns in emerging markets.
Meanwhile, higher productivity rates would give a boost to the non-oil economy and
favor the development of other key sectors. In fact, over the long run lower oil prices
could have an overall positive impact on the economy as it would favor the
diversification of the Venezuelan economy. Yet, this effect is hard to quantify as it would
require the making further assumptions about the economy.

Thus, we still expect this scenario (lower oil prices) to have a net negative impact on the
Venezuelan economy. Yet, this negative effect is relatively small and by 2025 the
country’s real GDP level would be only about 3.5% below our baseline scenario.
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VENEZUELA
Avg. Anuual Compound Growth

2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 121.25 115.43 123.84 199.42 -1.0 1.4 3.2
Nominal GDP per capita, US dollars 5,016 4,364 4,372 6,079 2.7 0.0 2.2
Real GDP, billion real 2000 US dollars 121.25 122.20 146.51 242.35 0.2 3.7 34
Real GDP per capita, real 2000 US dollars 5,016 4,620 5172 7,388 -1.6 2.3 2.4
Real private consumption, billion real 2000 US dollars 65.31 72.34 87.10 142.30 2.1 3.8 3.3
Real government consumption, billion real 2000 US dollars 12.21 14.36 16.69 2414 3.3 3.1 2.5
Real fixed investment, billion real 2000 US dollars 16.17 14.07 19.02 40.36 2.7 6.2 5.1
Real exports, billion real 2000 US dollars 34.49 30.79 37.71 64.78 -2.2 41 3.7
Real imports, billion real 2000 US dollars 19.78 16.63 22.16 43.30 -34 5.9 4.6

Real GDP by sector, billion real 2000 US dollars:
Agriculture 4.79 4.39 4.61 5.87 -1.7 1.0 1.6
Mining 23.41 23.97 27.66 47.36 0.5 2.9 3.7
Manufacturing 15.62 16.88 22.28 42.20 1.6 5.7 4.4
Utilities 1.67 1.87 2.19 3.39 23 3.2 29
Construction 5.65 4.53 5.47 9.86 -4.3 3.8 4.0
Wholesale & Retail Trade 17.19 16.92 19.54 32.89 -0.3 29 3.5
Transport & Communication 10.18 12.41 15.04 28.64 4.0 3.9 4.4
FIRE 16.18 16.59 21.29 48.28 0.5 5.1 5.6
Other Services 22.58 22.01 2553 41.44 -0.5 3.0 3.3

Share change, percentage points

2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 53.9 59.2 59.5 58.7 53 0.3 -0.7
Government consumption share of GDP 101 11.7 1.4 10.0 1.7 -0.4 -1.4
Fixed investment share of GDP 13.3 11.5 13.0 16.7 -1.8 1.5 3.7
Exports share of GDP 28.4 24.6 21.0 22.4 -3.8 -3.6 1.4
Imports share of GDP 16.3 13.3 12.8 15.3 -3.1 -0.5 2.5
Net extports share of GDP 12.1 11.4 8.3 7.2 -0.8 -3.1 -1.1
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Ecuador

The best case scenario for oil importers results in the worse case scenario for Ecuador
that sees its oil exports, which averaged 37% of total exports during the last decade,
shrink in volume and price. Lower government oil revenues from Petroecuador's exports,
and also from lower royalties paid by private companies, trigger an economic
deceleration that spills over other economic sectors in addition to the mining sector.
Under this scenario, real GDP growth averages 2.6% per annum over the five-year period
2005-2009, a reduction of 1.0% from the 3.6% average growth suggested under the
baseline. This implies that nominal GDP in 2009 reaches US$43.5 billion in this
scenario, compared to US$45.6 billion under the baseline.
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Fiscal balances are hit under this scenario. Given the fact that 90% of the government
budget is assigned to different expenses before collecting any revenue, the maneuver
space for any administration in power is very limited. In addition, recent Ecuadorian
history shows that weak democratic regimes have experienced a hard time trying to
impose tax increases and expenditure reductions. As a consequence, under this scenario,
the budget deficit soars to an average of 1.5% of total GDP over the five-year period
2005-2009, from an average budget surplus of 1.6% of GDP under the baseline. Given
the strict budget expenditure composition, the deficit needs to be financed by foreign and
domestic debt. Regardless of the lower interest rates assumed in this scenario, foreign
financial markets will demand higher interest rates from Ecuadorian debt after a new risk
assessment. As a consequence, the financing will come from the domestic market,
crowding-out private investment and increasing interest rates, with inevitable
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consequences in terms of output and investments. This increase in government financing
needs would generate additional pressures in inflation, rising in average from 3.5% in our
baseline scenario between 2005 and 2009, to 4.1%.

Under this scenario, gross fixed investment growth rate averages 3.8% over the five-year
period 2005-2009, a reduction from the 5.6% ender the baseline. This will affect in
particular the hydrocarbon sector, which has been the highest recipient of domestic and
foreign direct investment during the last decade. Further developments in the exploratory
and refining capacity of the oil industry will be very limited, and Petroecuador's decaying
trend of production will continue at a faster pace. The same will also occur in other
industries.

As a consequence of lower GDP growth, private consumption will also show an step-
back from recent high growth rates observed during the first years of dollarization .
During the same 5-year window, private consumption growth rate averages 3.1% instead
of 3.4% under the baseline. We also consider that the increase in unemployment will not
be very large due to the limited government space to reduce its payroll without igniting
periods of public protests.

The foreign trade sector shows reductions in its two components. Average annual growth
in real total exports, which under the baseline scenario increased at an average annual
rate of 1.1% between 2005 and 2009, expand only 0.2% under this alternative. A slow
reduction in oil production due to lower investment in the industry decrease oil exports,
while non-oil exports continue facing difficulties. On the other hand, real imports reduce
2.7% in average, more than the 0.8% reduction under the baseline.
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ECUADOR
Avg. Anuual Compound Growth

2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 13.56 32.82 46.03 102.11 19.3 7.0 5.5
Nominal GDP per capita, US dollars 1,070 2,336 2,962 4,921 16.9 49 34
Real GDP, billion real 2000 US dollars 13.56 19.32 22.05 33.97 7.3 2.7 2.9
Real GDP per capita, real 2000 US dollars 1,070 1,375 1,419 1,637 5.1 0.6 1.0
Real private consumption, billion real 2000 US dollars 8.44 12.48 14.49 23.22 8.1 3.0 3.2
Real government consumption, billion real 2000 US dollars 1.07 1.65 1.39 1.14 8.9 -3.4 -1.3
Real fixed investment, billion real 2000 US dollars 2.20 4.38 5.35 9.09 14.7 41 3.6
Real exports, billion real 2000 US dollars 5.77 6.90 7.33 8.40 3.6 1.2 0.9
Real imports, billion real 2000 US dollars 419 713 6.48 7.87 11.2 -1.9 1.3

Real GDP by sector, billion real 2000 US dollars:
Agriculture 1.69 2.73 2.92 3.34 10.0 14 0.9
Mining 3.43 5.44 5.99 9.04 9.7 1.9 2.8
Manufacturing 0.81 1.81 2.09 3.32 17.5 2.9 3.1
Utilities 0.17 0.34 0.37 0.45 15.2 1.3 1.4
Construction 1.13 1.77 1.96 2.28 9.5 2.1 1.0
Wholesale & Retail Trade 2.68 3.56 4.19 6.42 5.8 3.3 29
Transport & Communication 1.72 2.28 2.80 4.75 5.8 4.2 3.6
FIRE 1.31 1.84 2.30 4.14 71 4.6 4.0
Other Services 1.77 2.83 3.34 4.96 9.8 3.4 2.7

Share change, percentage points

2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 63.9 65.5 64.8 64.3 1.7 -0.7 -0.6
Government consumption share of GDP 7.9 8.5 6.1 3.7 0.6 -2.5 -2.3
Fixed investment share of GDP 16.2 20.5 22.2 29.9 4.3 1.8 7.6
Exports share of GDP 42.6 21.2 19.3 21.4 -21.3 -1.9 21
Imports share of GDP 30.9 30.0 23.7 18.7 -0.9 -6.3 -5.0
Net extports share of GDP 11.7 -8.7 -4.4 2.7 -20.4 4.4 7.0
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Chile

Under the best case scenario, the productivity shock and lower oil prices pushes the
already booming Chilean economy to an average growth rate of 6.5% in 2005-2009,
which compares favorably to the 5.3% estimated in our baseline scenario. The major
growth drivers would be investment and public spending. The favorable shock affects
investment not only through lower interest rates but also by improving business sentiment
a key variable that shapes business cycles in the Chilean economy. Our model predicts
fixed investment to increase rapidly during the second, third and fourth years after the
shock. On average, gross capital formation would grow 7.5% in 2005-2009, compared to
6.3 in the baseline.
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Another important variable that would help significantly output expansion is government
spending: while public outlays are severely constrained by fiscal discipline dictated by
the so-called Structural Fiscal Surplus Rule (SFSR), under the best case scenario, the
government would review the assumptions of the SFSR and would embark on higher
spending given the persistence of favorable economic conditions. Our model predicts an
additional one percentage point in the rate of growth of government expenses in the first
five years of improved macroeconomic conditions.

On the external front, nominal exports are not expected to expand substantially over the
short-term given that they already increased 50% in 2004 due to unusually high copper
prices. While the Best Case Scenario improves macroeconomic conditions worldwide, we
do not expect copper prices to continue to grow in the forecast horizon, moreover, we
expect them to start a smooth decline at the end of 2005. Currently, copper shipments
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account for over 45% of total exports and there is not much room for growth in this item.
Under the best scenario, nominal dollar-denominated exports grow on average 7.7%
during 2005-2009 compared to 5.3% in the baseline. Despite lower oil prices, imports
would follow a faster pace of growth in line with higher economic growth and also would
level with exports: this would narrow the impressive trade surplus recorded in 2004,
which was close to US$ 9 billion, an all-time record.

Lower oil prices will push down inflation rates only in the beginning, for the medium and
long-term we expect consumer prices to increase an average 3% per year in both the best
case and baseline scenarios. Higher productivity and economic growth will rapidly bring
down the unemployment rate below 6%.

Over the whole forecast period 2005-25, GDP growth averages 5.5% per annum under
the best case scenario, compared to 5.0% under the baseline. Consequently, by the year
2025, GDP is 9.8% higher in real terms, than it is under the baseline. It is estimated to
amount to US$319 billion in nominal terms under the best case scenario. Consumer
spending expands at an enlarged real annual average rate of 5.6% under the best case
scenario during the 21-year period, compared to 5.3% under the baseline. As a result, in
real terms is 7.4% higher and would total US$234 billion by 2025. Furthermore, the real
annual average increase in private fixed investment accelerates to 6.0% from 5.4%. This
means that it is 14.7% higher in real terms by 2025. In nominal US$ it would amount to
65 billion. Meanwhile, annual average real growth in public consumption speeds up to
5.4% from 5.1%.
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CHILE
Avg. Anuual Compound Growth

2000 2005 2010 2025 2000-05 2005-10 2010-25
Nominal GDP, billion US dollars 75.21 96.43 127.59 360.71 5.1 5.8 7.2
Nominal GDP per capita, US dollars 4,944 5,951 7,427 18,183 3.8 4.5 6.2
Real GDP, billion real 2000 US dollars 75.21 92.69 125.34 268.37 4.3 6.2 5.2
Real GDP per capita, real 2000 US dollars 4,944 5,720 7,296 13,529 3.0 5.0 4.2
Real private consumption, billion real 2000 US dollars 48.00 59.37 81.06 174.87 4.3 6.4 5.3
Real government consumption, billion real 2000 US dollars 9.37 11.06 14.26 31.45 3.4 5.2 54
Real fixed investment, billion real 2000 US dollars 15.59 20.60 28.74 65.35 57 6.9 5.6
Real exports, billion real 2000 US dollars 23.76 35.64 52.34 113.77 8.4 8.0 5.3
Real imports, billion real 2000 US dollars 22.36 33.93 51.02 117.13 8.7 8.5 5.7

Real GDP by sector, billion real 2000 US dollars:
Agriculture 4.17 4.89 6.01 10.18 3.2 4.2 3.6
Mining 5.33 5.82 6.59 8.20 1.8 25 1.5
Manufacturing 12.97 17.54 25.05 62.79 6.2 7.4 6.3
Utilities 214 2.64 4.09 12.10 4.3 9.2 7.5
Construction 5.42 6.11 7.72 13.10 2.5 4.8 3.6
Wholesale & Retail Trade 7.77 9.28 13.14 32.27 3.6 7.2 6.2
Transport & Communication 5.35 7.22 10.76 29.95 6.2 8.3 71
FIRE 14.49 17.66 26.52 73.50 4.0 8.5 7.0
Other Services 12.73 14.64 20.37 46.17 2.8 6.8 5.6

Share change, percentage points

2000 2005 2010 2025 2000-05 2005-10 2010-25
Private consumption share of GDP 63.8 63.3 64.1 65.0 -0.6 0.9 0.8
Government consumption share of GDP 12.5 121 11.6 12.0 -0.3 -0.5 04
Fixed investment share of GDP 20.7 19.2 19.5 20.6 -1.6 0.3 1.1
Exports share of GDP 31.6 40.1 44.3 459 8.5 4.2 1.6
Imports share of GDP 29.7 34.5 39.3 43.9 4.8 4.7 4.6
Net extports share of GDP 1.9 5.6 5.0 2.0 3.7 -0.5 -3.0
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