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Recently the IMF presented
its key takeaways on El
Salvador, from its meetings
held within the Article IV
framework.

On the risks side, the IMF
identifies the external
sector and lack of financing
as the main challenges to
address going forward.

On the fiscal front, even as
the Fund does highlight the
administration’s
consolidation throughout
2022, it still believes further
improvements should be
made in several areas.
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The IMF presented its preliminary finds amidst Article IV talks with El
Salvador

Recently the IMF presented its key takeaways on El Salvador, from its meetings held within
the Article IV framework. The Fund highlighted the administration’s focus in strengthening
medium term growth through policies aimed at improving security (Plan Control Territorial),
diversifying the economy (e.g., by promoting tourism through Surf City), reducing trade costs, and
shortening the time needed to perform administrative tasks. However, the fund does believe that
the key for the reforms to bear fruit comes from strengthening macroeconomic stability. In this
department, the IMF pointed out El Salvador’s growth was robust during 2022, and should have
experienced a 2.8% yoy increase, as the unprecedented reduction in crime, strong remittances
and tourism revenues contributed to the robust activity and investment dynamics. Under the IMF
baseline, growth is projected to moderate and macroeconomic imbalances are expected to
remain. Real GDP is projected to grow by 2.4% in 2023, above historical averages, driven by
private consumption, public investment and tourism.

On the risks side, the IMF identifies the external sector and lack of financing as the main
challenges to address going forward. The current account deficit is estimated to have risen to
about 8 percent of GDP, on account of weaker terms of trade and import volume growth, driving
a drop in international reserves to around 2 months of imports. The IMF expects improved terms
of trade to support some narrowing of the current account deficit in 2023, although it should
remain high, with fund estimates putting it at 5.4% of GDP. Looking at financing, even as EMBI
spreads continued to drop post-2023’s Eurobond payment, the Treasury still lacks access to
international capital markets. Under a baseline without market access, the IMF envisages short-
term government debt to grow, preventing the restoration of adequate reserve buffers. In this
context, the IMF believes the risks to the outlook are high and tilted to the downside. On the
external front, a pronounced slowdown in the United States could undermine exports and
remittances. A drop in net private capital inflows could force a sharper correction of the current
account, with negative implications for growth. On the domestic side, policy slippages could
weaken investor confidence, and liquidity shocks could dampen private sector credit and growth.
In addition, shocks due to climate change and other natural disasters cannot be discarded.

On the fiscal front, even as the Fund does highlight the administration’s consolidation
throughout 2022, it still believes further improvements should be made in several areas. With
public debt at 77% of GDP the IMF believes it is still on an unsustainable path, and it needs to be
addressed going forward. According to the fund, the administration still must embark in a
structural 3.5% of GDP consolidation to regain investor confidence, in conjunction with a financial
plan in order to gradually rebuild reserve buffers, avoid overreliance on short-term domestic debt,
and return to international capital markets at lower costs over the medium term. In addition the
Fund identifies four key areas to improve fiscal accounts, including Tax Revenues, the Public
Wage bill, Energy Subsidies and Pensions. Regarding the first, the fund believes the government
should maintain its anti-evasion plan, and possibly increase collections by rising consumption tax
rates. On the wage front, the IMF still believes there is still space to trim outlays via a civil-service
reform, focusing on shifting current indexation mechanisms to further align qualifications with
compensation. In addition, the fund emphasizes fuel subsidies should be cut, especially as
commodity prices return to lower levels, after price freezes costed the administration 1.75% of
GDP in 2022. Finally, the IMF was critical of the new pension reform, pointing out the 30% increase
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Finally, the IMF also points
out El Salvador still must
address Bitcoin risks, in
addition to governance
issues.

in pensions will likely result in larger Treasury liabilities over the medium term. Similarly, while the
proposed debt exchange between the old bonds issued by the FOP and the new bonds issued
by the ISP could provide some temporary Treasury cashflow relief, it would reduce the funds
available for private investment and exacerbate the fund’s concentration in public sector
securities.

Finally, the IMF also points out El Salvador still must address Bitcoin risks, in addition to
governance issues. Regarding Bitcoin, the fund sustains risks have not materialized due to the
lack of use the cryptocurrency currently has, but they remain latent, and should be addressed.
The IMF’s opinion related to the issue remains unchanged since last year, pointing out underlying
risks to financial integrity and stability, fiscal sustainability, and consumer protection persist, and
that greater transparency related to the financial situation of the state-owned Bitcoin-wallet
(Chivo) remains essential. In this line, the fund also urged El Salvador to continue and improve its
accountability, as strong governance, fiscal transparency, and accountability are critical to
improve resource management, lower borrowing costs, and build trust. This should be achieved
by completing audits on pandemic-related emergency spending, the Chivo wallet and the Bitcoin
trust, in addition to the publication of medium-term macro-fiscal and financing plans.
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Important Disclaimer

The document, and the information, opinions, estimates and recommendations expressed herein, have been prepared by TPCG
Valores SAU to provide its customers with general information regarding the date of issue of the report and are subject to changes
without prior notice. TPCG Valores SAU is not liable for giving notice of such changes or for updating the contents hereof. The
document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other
instruments, or to undertake or divest investments. Neither shall the document nor its contents form the basis of any contract,
commitment or decision of any kind.

Investors who have access to the document should be aware that the securities, instruments or investments to which it refers may
not be appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken
into account to prepare the report. Therefore, investors should make their own investment decisions considering the said
circumstances and obtain such specialized advice as may be necessary.

The contents of the document are based upon information available to the public that has been obtained from sources considered
to be reliable. However, such information has not been independently verified by TPCG Valores SAU, and therefore no warranty,
either express or implicit, is given regarding its accuracy, integrity or correctness. TPCG Valores SAU. accepts no liability of any
type for any direct or indirect losses arising from the use of the document or its contents. Investors should note that the past
performance of securities or instruments or the historical results of investments do not guarantee future performance. The market
prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should
be aware that they could even face a loss of their investment.

Transactions in futures, options and securities or high-yield securities can involve high risks and are not appropriate for every
investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in such
circumstances; investors may be required to pay more money to support those losses. Thus, before undertaking any transaction
with these instruments, investors should be aware of their operation, as well as the rights, liabilities and risks implied by the same
and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be limited or even
not exist.

TPCG Valores SAU. and/or any of its affiliates, as well as their respective directors, executives and employees, may have a position
in any of the securities or instruments referred to, directly or indirectly, in the document, or in any other related thereto; they may
trade for their own account or for third-party account in those securities, provide consulting or other services to the issuer of the
aforementioned securities or instruments or to companies related thereto or to their shareholders, executives or employees, or
may have interests or perform transactions in those securities or instruments or related investments before or after the publication
of the report, to the extent permitted by the applicable law.

TPCG Valores SAU or any of its affiliates’ salespeople, traders and other professionals may provide oral or written market
Commentary or trading strategies to its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore,
TPCG Valores SAU, or any of its affiliates’ proprietary trading and investing businesses, may make investment decisions that are
inconsistent with the recommendations expressed herein.

No part of the document may be (i) copied, photocopied or duplicated by any other form or means (i) redistributed or (jii) quoted
without the prior written consent of TPCG Valores SAU. No part of the report may be copied, conveyed, distributed or furnished
to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure to
comply with these restrictions may breach the laws of the relevant jurisdiction.

For U.S. persons only

This report is a product of TPCG, which is the employer of the research analyst(s) who has prepared the informative report. The
research analyst(s) preparing this report is/are resident(s) outside the United States (U.S.) and is/are not associated person(s) of
any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer and is/are
not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations.

This report is intended for distribution by TPCG only to U.S. Institutional Investors and Major U.S. Institutional Investors, as defined
by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S.
Securities and Exchange Commission (SEC), in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a US Institutional
Investors nor a Major U.S. Institutional Investor, as specified above, then he should not act upon this report and return it to the
sender. Further, this report may not be copied, duplicated and/or transmitted to any U.S. person, which is not a U.S. Institutional
Investor, nor a Major U.S. Institutional Investor.

In order to comply with the US regulations, our transactions with US Institutional Investors and Major US Institutional Investors are
effected through the US-registered broker-dealer Marco Polo Securities Inc. ("Marco Polo"). Transactions in securities discussed
in this report should be effected through Marco Polo or another U.S. registered broker dealer.
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