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El Salvador's 12m-
accumulated fiscal position
came in at -1.7% of GDP in
February, while the primary
balance clocked in at +2.6p
of GDP, worsening since
January.

Outlays totaled 25.5pp of
GDP in February, rising by
0.2pp relative to January.
The increase in expenditure
was driven by a dual hike in
Interest payments and
Public Investment.

While the government is
committed to improving its
fiscal position, we believe
the slowdown in economic
activity is likely to dampen
consolidation during 2023
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The fiscal position clocked in at -1.7% of GDP in February

El Salvador's 12m- accumulated fiscal position came in at -1.7% of GDP in February, while
the primary balance clocked in at +2.6p of GDP, worsening since January. After January’s
compression, the fiscal deficit returned to Dec-22 levels, widening by 0.2pp. During February
income dropped by -0.1pp relative to January, while outlays climbed by +0.2pp, with both
segments pushing for a widening in the fiscal deficit. NFPS income totaled 23.8pp of GDP in
February (-0.1pp vs January). The variation in the segment was singlehandedly explained by a
0.1pp drop in tax revenues, with the rest of the sectors coming in flat relative to December, with
no significant variations in any subsections, as the composition of Income sources remained
unchanged. Therefore, tax revenues came in at 19.3% of GDP, accounting for 81.1% of Total
Income, decreasing marginally relative to January’s figures.

Outlays totaled 25.5pp of GDP in February, rising by 0.2pp relative to January. The increase
in expenditure was driven by a dual hike in Interest payments and Public Investment. Current
outlays clocked in at 22.8pp of GDP dropping by 0.1pp relative to January. In turn, inside the
segment, Interest payments spearheaded the widening, rising by +0.1pp relative to January, with
the rest of the sectors standing flat against last month’s figures. Capex also contributed to the
enlargement of the deficit, increasing by +0.1pp, resulting from a 0.2pp rise in Gross investment,
while Capital Transfers dropped by 0.1pp. Public Investment now stands at 2.7pp of GDP, with
gross investment accounting for 2.3pp of GDP. With NFPS Income dropping by -0.1pp and NFPS
expenditures rising by +0.2pp of GDP, the primary balance worsened by 0.2pp relative to January,
with the excess rise of NFPS outlays coming in line with the hike in interest expenses. Still, the
balance continues to stand at the very healthy +2.6% level, well inside positive territory.

While the government is committed to improving its fiscal position, we believe the slowdown
in economic activity is likely to dampen consolidation during 2023. The slightly underwhelming
2022 GDP print reaffirms our expectations of income growth becoming more sluggish, as its
biggest contributor, tax revenues, is poised to slow down following the economic scenario. In
addition, we continue to believe it is unlikely the administration would commit to a large trim in
government outlays, especially with dual elections dangling menacingly close in early 2024. Still,
the administration’s popularity does not seem to stem from fiscal impulse, as two consecutive
years of massive consolidation did not even scratch Mr. Bukele’s popularity ratings, which seem
to be tied to the massive improvement in security metrics generated by the exception regime. With
this in mind, it is not likely that the administration would increase expenditure massively to win the
elections, as it does not need to. Still, it is as unlikely as the government continuing to trim outlays
in a context where their primary balance metrics exceed the historical average and stand close to
its maximums. All in all, we expect the government to maintain relative order in the fiscal balance,
not only due to its track record but also due to the fact that the administration pushed its financing
sources to the limit during 2022 to pay the 2023 Eurobond, which should still leave the
administration with financial constraints, tightening its spending possibilities.
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On positive news, BoP
flows started to align, as
the 4Q Current Account
deficit compressed by
USD125mn, closing 2022 at
-USD2.57bn (-7.9% of GDP).

Figure 1: February’s fiscal figures

12m accumulated | % of GDP dec-21 dec-22 jan-23 feb-23
Fiscal Position | as % of GDP T Fiscal Defat. Total Income 24.1% 24.3% 23.9% 23.8%
4.0% Primary DefiiySurplus Current Income 24.1% 24.2% 23.9% 23.7%
Feb-23 Primary Tax Revenues 19.6% 19.7% 19.4% 19.3%
2.0% Surplus : +2.6% Social System Contributions 2.2% 2.2% 2.2% 2.2%
Rest 2.3% 2.3% 2.3% 2.3%
o
0.0% Total Mandatory Outlays 28.6% 25.9% 25.4% 25.5%
2.0% Current Ouytlays 25.3% 23.3% 22.8% 22.8%
2.0%
Consumption 15.6% 14.6% 145% 14.5%
-4.0% Interest Payments 4.4% 4.6% 4.3% 4.4%
Feb-23 Fiscal Current Transfers 5.3% 4.1% 4.0% 3.9%
o Deficit : -1.7%
-6.0% Capital Expenditure 3.3% 27% 2.6% 2.7%
Net Loan Granting 0.0% 0.0% 0.0% 0.0%
-8.0%
) Primary Balance 0.0% 2.9% 2.8% 2.6%
-10.0% Pensions and Trusts -1.0% -1.0% -0.9% -0.8%

Jan-19  Jul-19 Jan-20 Jul-20 Jan-21  Jul-21 Jan-22 Jul-22 Jan-23

-4.5% 1.7% -1.5%

Net lending/borrowing

Source: TPCG Research based on BCR

BoP flows start to look less unflattering

On positive news, BoP flows started to align, as the 4Q Current Account deficit compressed
by USD125mn, closing 2022 at -USD2.57bn (-7.9% of GDP). In this context, the external sector
proved slightly more supportive during the last part of the year. This mostly came on the back of
an improved Services balance, whose surplus widened by USD365mn. Instead, the Trade Balance
came mostly flat relative to 4Q21, as did imports. This is consistent with the slowdown in activity
showcased by the 4Q22 GDP figures. A silver lining is that energy imports already started to drop,
falling by nearly USD100mn yoy during 4Q22. However, this was compensated by an USD84mn
rise in food imports, leaving the segment mostly unchanged. Exports remained mostly flat (-
USD30mn) with 4Q21 figures, showcasing that the sector is starting to run out of momentum.
Primary income shaved USD230mn from the CA improvement, while Secondary Income, and
therefore remittances, plateaued, showing practically no yoy variation. The financial account did
not prove supportive, leaving the reserve position to plug the gap, and explaining the worsening
of the GIR&NIR position during the last portion of 2022. In the yearly department, the Trade
Balance widened by nearly USD1.8bn, most of it explained by the current account, which saw its
deficit go from USD1.5bn in 2021 to USD2.6bn in 2022. The worsening was mostly encompassed
by the rise in Imports (+USD2.5bn), and particularly, the Energy (+USDO0.7bn) and Food
(+USDO0.4bn) subsections, even as the economic rebound did fuel the rest (+USD1.4bn) of the
segments as well. Exports rose by USDO0.7bn, just compensating for the blowup in energy imports.
However, the services balance (+USDO0.7bn) also managed to partly plug the gap. Instead,
remittances had a relatively disappointing year, rising by only 200mn after their huge growth in
2021.

Figure 2: The slowdown in growth should continue to align BoP flows

Current Account -169 -154 -549 -613 -797 -679 -604 -489 -1485 -2570 -1085
Trade Balance -1646 -1945 -2109 -2523 -2328 -2624 -2513 -2529 -8223 -9993 -1770
Imports 3225 3529 3740 4124 4203 4455 4352 4098 14617 17108 2491
Energy Imports 402 441 499 582 644 768 768 488 1925 2669 744
Food Imports 432 468 469 506 534 546 573 591 1875 2244 369
Rest 2390 2620 2772 3036 3025 3141 3010 3019 10818 12195 1378
Exports 1579 1584 1631 1601 1876 1831 1839 1569 6395 7115 720
Clothing/Maquila 627 655 688 655 712 697 753 584 2624 2746 122
Rest 952 929 944 946 1164 1134 1086 985 3771 4369 599
Services balance 252 280 199 149 300 386 428 514 881 1628 747
Primary Income -449 -417 -430 -270 -543 -382 -442 -500 -1566 -1867 -301
Secondary Income 1674 1927 1790 2032 1773 1940 1922 2026 7422 7662 240
o/w Remmitances 1691 1936 1819 2006 1786 1956 1895 2033 7453 7670 217
Capital Account 33 152 47 38 131 43 41 47 270 261 -9
Financial Account (- indicates inflow) 542 -562 -1312 -363 -449 -420 -477 963 -1694 -384 1310
FDI -166 -230 25 64 227 57 -236 52 -308 101 409
Portfolio Investment 202 -51 -485 30 -97 -48 426 222 -303 503 806
Derivatives 0 0 0 0 0 0 0 1 0 1 1
Other Investment 506 -281 -852 -457

1222
-193 -1098 -702
8107 8533 32489
-5.7% -7.9%

Net Errors&Ommisions
Reserve Assets
GDP (USDmn) 6828

-2.5%

7269
-2.1%

7370
-7.4%

7746
-10.3%

8104
-8.4%

-7.5%

Current Account (as % of GDP)

Source: TPCG Research based on BCR
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Looking at 2023, we expect Looking at 2023, we expect the tightening trend to continue, with the external sector still
the tightening trend to carrying the largest risk of derailing the Salvadoran economy and the government’s fiscal
continue, with the external ;4 50lidation. We expect energy imports to total USD1.9bn, dropping by USD800mn relative to
sector St_'" carrylng_ Fhe 2022’s USD2.7bn. In addition, the rest of the imports should also slow down as remittance growth
largest risk of derailing the becomes more sluggish and the effect of the exception regime on consumption wears off. In
Salvadoran economy and ’
the government’s fiscal addition, the service balance should improve relative to 2022. We expect tourism to drive the
consolidation. improvement, as forecasts put the number of tourist arrivals in the country back to 2019, which
should result in a USD500mn rise in tourism income. Finally, looking at remittances, we expect
them to grow in line with the general economy, slowing down significantly relative to 2021 and
2022, as they started to plateau already by 2H22, conveying there is little juice left for the country
to capitalize. All in all, we expect the external situation to improve, as a slowdown in consumption
and lower commodity and energy prices, should result in a decrease in Imports, which in turn
should tighten the economy’s current account deficit, bringing it back to more sustainable levels.
Still, in a scenario where remittance flows towards the country reduce, on the back of an
unflattering international scenario or a recession in the US, the economy will not be able to sustain
its Import rates and, in turn, its consumption. This scenario would strain tax revenues and force
the administration to push for increased outlays to contain the massive drop in disposable income.
This, in turn, should limit the government’s fiscal policies and, with reduced financing sources,
should once again raise questions about debt sustainability.
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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 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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