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El Salvador Strategy Flash 
  

ELSALV 30 came out at a 12% yield, collecting USD1bn 

Finally, the issuance of the 
ELSALV30 aired with a 
9.25% coupon, albeit the 
implicit rate was of around 
12%, as the administration 
prioritized size over yield, 
collecting UD1bn. 

Finally, the issuance of the ELSALV30 priced with a 9.25% coupon, albeit the implicit rate 
was of around 12%, as the administration prioritized size over yield, collecting UD1bn. After 
significant speculation, the Central American nation returned to international markets with a 
relatively successful showing, collecting a significant amount of capital, even if it had to sacrifice 
a lot of ground in terms of the rate. While the coupon was finally closed at 9.25%, the 
administration issued the bonds at a discount, pricing them at 89.92, which resulted in an implicit 
yield of 12%. In our estimate, the final yield would be determined by the fair value of the bond, 
which was close to the 11.25% mark, given the Salvadoran sovereign yield curve, plus an issuance 
premium that hovered around the 75bp mark, somewhat higher but still in line with the one 
exhibited in the other most recent issuance, the 2052s, in 2020, which amounted to 60bp, and the 
price of the option, which depended significantly on the market’s view on the underlying 
probability of the government failing to achieve either of the two conditions required to maintain a 
low coupon on its interest-only macro-linked security, ie. Entering a deal with the IMF in under 18 
months or improving its credit ratings to at least a B in the same timeframe. In this context, it 
seems the administration pushed for the USD1bn mark, and being more aggressive in the size of 
the issuance had its drawbacks, as it had to practically gift the option away in its pursuit of 
additional cash, putting the final rate at 12%. All in all, even if the final rate was very high for a 
sovereign issuance, the administration was able to reopen its access to the market and has now 
the chance to aggressively buy back its bonds outstanding maturing in 2025, 2027, and 2029, 
especially as these bonds now compete with the maturity profile of the new issuance, which is 
bound to pay its sinkings in 2028, 2029 and 2030. The official purposes that justified the issuance 
were repurchasing the 2025’s, paying for the remaining outstanding of the 2025’s post-buyback, 
and finally financing general treasury needs. With the results of the repurchase coming out on 
Monday, the jury is still out regarding the success of the LMO. For more information on the 
operation, please check our reports, here and here. 

The transaction leaves 
some mixed feelings 
regarding its financial 
aspects, as the substantial 
size points to success, 
while the inflated rate 
suggests otherwise. Still, 
the key issue going forward 
is the additional 
commitments the 
administration decided to 
take, which will probably 
result in an agreement with 
the IMF, which has the 
potential to alter both the 
role and seniority of the 
country’s creditors. 

The transaction leaves some mixed feelings regarding its financial aspects, as the 
substantial size points to success, while the inflated rate suggests otherwise. Still, the key 
issue going forward is the additional commitments the administration decided to take, 
which will probably result in an agreement with the IMF, which has the potential to alter both 
the role and seniority of the country’s creditors. From a financial standpoint, the government 
was able to return to international markets, collecting significant size. However, it had to pay a 
very inflated price for it, in a context where it was not clear what the administration needed these 
funds for.  So, while market access was reopened, the sustainability of the rate at which the 
administration managed to raise funds is, at the very least, questionable.  While the funding 
strategy is important, still the key issue is where the administration deploys these funds going 
forward. If they are used to clean up maturities at the short end of the curve, the transaction could 
be considered a marginal success. However, a loss in fiscal discipline and increased spending 
would make the financing costs even more unsustainable. The administration took a gamble, one 
it is not clear if it will pay off, and heavily loaded the late 2020’s and early 2030’s in their maturity 
schedule. While the repurchase is bound to clear some of the shorter maturities, the payment 
profile does not look as flattering. And when factoring in an IMF deal, which is bound to have 
payments roughly in the same period, then debt dynamics start to become even more dubious in 
that part of the curve. On positive news, if the country continues exhibiting a robust fiscal discipline 
and uses these financing sources wisely, then it will have the recently reopened market access to  
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refinance its maturities. However, if it does not, this issue will surely brew additional trouble for 
El Salvador. 

 Figure 1: The new issuance came at a 12% yield, while loading the late 
2020’s maturity schedule 

 

 
 

 
Source: TPCG Research based on TPCG Trading Desk 

However, the largest roll of 
the dice came from the side 
of investors, as this deal, 
and the conditions attached 
to it have the potential to 
derail one of the main 
theses sustaining the 
investments in the 
Salvadoran curve. This is 
the fact that Eurobond 
holders were senior 
creditors to all other debts 
El Salvador had to face. 

However, the largest roll of the dice came from the side of investors, as this deal, and 
the conditions attached to it have the potential to derail one of the main theses sustaining 
the investments in the Salvadoran curve. This is the fact that Eurobond holders were 
senior creditors to all other debts El Salvador had to face. And while money was always 
an issue, bondholders were the first to receive their share. With the introduction of an IMF deal, 
Eurobond holders will no longer be the first in line to cash in, at least after 2025. With the 
country being in significant distress financially in the aftermath of the pandemic, there were 
serious doubts about whether it would be able to face its obligations. However, bondholders 
time and time again were able to cash their coupon and principal payments. This was not due 
to the fact that the government always found liquidity to satisfy all their creditors. Rather, it 
was because eurobonds were percieved by the Government as the most senior obligation, and 
all the available monies first passed through them. Both local debt and the pension system 
were rerouted to provide funding for the administration, in order to pay and buy back the 
Eurobonds. So, while there were creditors who had their debts restructured (ie. the pension 
system) Mr. Bukele always ensured his senior creditors were well attended to. With the 
introduction of an IMF deal, this changes substantially. With debts outstanding to the IMF being 
senior to international debt payments, an agreement with the country displaces bondholders 
from the highest-seniority creditor, placing them second to the fund. Therefore, the issue is 
that, while the specifics of the deal are still to be determined, it is likely that a significant chunk 
of the payments to the IMF will fall in the early 2030’s period, which is a sensitive time for the 
sovereign curve, as it accumulates significant maturities, which will then have to compete for 
funding against the IMF payments, which have seniority. And while money has always been an 
issue, bondholders never got the short stick of the financial stress, as it was always endured 
by creditors less senior to them. Now, in all likelihood, there will be a larger fish in town, which 
will have priority over bondholder payments. So, if things go south, and financing is scarce 
(which won’t be soon especially if the government collects monies from the IMF), then that 
time around Eurobond holders might experience what being in the lower part of the food chain 
feels like. In this context, we find that the issuance, via the conditions of the macro-linked 
security, has started to tamper with the condition that, in years of scarce funding, ensured 
bondholders always got their share, displacing them from the position of most senior creditor, 
which in our view, is an event that can have massive significance going forward. 
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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 (ii) redistributed or (iii) 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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