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The Tearsheet

El Salvador’s recent economic success has paved the way for a staff-level agreement
with the IMF. This agreement could unlock up to USD 3.5 billion in loans, including
contributions from non-IMF international development institutions, aimed at
supporting the country’s economic growth.

As part of the agreement, the IMF requires El Salvador to revoke Bitcoin’s status as
legal tender, a condition seen as essential for managing financial risks. While the IMF
has become more open to crypto assets, El Salvador’s National Bitcoin Office has
stated that Bitcoin will continue to be recognized as legal tender, highlighting potential
tensions within the administration.

Alongside the IMF deal, El Salvador has secured a USD 1 billion debt-for-nature
transaction, modeled on recent examples undertaken by Ecuador, and this trend is
likely to continue.

For Latin American governments, particularly right-leaning ones, DFN swaps present
a unique opportunity to deliver tangible and easily measurable economic benefits
while simultaneously supporting environmental initiatives in a way that avoids
negatively impacting local elites or businesses. Given these incentives and the strong
global appetite for such deals, we anticipate a significant increase in their adoption.

1. A Long and Winding Road with the IMF

Following years of often tense negotiations, the IMF and the Government of El
Salvador reached a staff-level agreement on December 18, 2024, under the Extended
Fund Facility (EFF).

The agreement, totaling approximately USD 1.4 billion, aims to support the
government’s reform agenda. The 40-month program, and subsequent disbursement of
financing, is now pending approval by

the IMF Executive Board, something El Salvador GDP Growth
contingent on the government of El 4

Salvador implementing the agreed upon
reforms.
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World Bank and the Inter-American
Development Bank, bringing the total
potential funding to USD 3.5 billion.

The IMF’s press release highlights E1 o
Salvador’s  strong  post-pandemic 2022 2023 2024 2025 2026 2027 2028 2029
economic performance, driven by
robust remittances and tourism. The
program aims to sustain this growth.
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https://auroramacro-my.sharepoint.com/personal/jhernandez_auroramacro_com/Documents/IMF
https://diarioelsalvador.com/el-fmi-llega-a-acuerdo-tecnico-con-el-salvador-para-contribuir-a-un-programa-de-3500-millones/603862/#google_vignette
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Key Elements of the Program:

Program Fostering Enhancing Fiscal Improving Strengthening Mitigating
Elements Fiscal Governance Business Financial Digital Assets
Sustainability Climate Resilience Risks
Program | 1. Reduce Strengthen: Streamline | 1. Build 1. Address
Objectives | borrowing 1 Fiscal bureaucratic liquidity financial
costs ' governance buffers for risks of El
> Ensure Transparency Create a financial Salvador’s
pﬁblic debt 2. Accountability more institutions Bitcoin
follows a clear | 3. Anti- favorable 2. Bolster the project
downward corruption business central 2. Enhance
trajectory MEasures environment bank’s regulation
4. Anti-money gross of digital
laundering reserves assets
policies

In the immediate aftermath of the agreement, on January 7, 2025, Fitch Ratings
upgraded El Salvador’s Long-Term Foreign Currency Issuer Default Rating (IDR) from
“CCC+” to “B-.” The upgrade was attributed, in part, to the “reduction in financing
needs and easing of financing constraints supported by the regaining of market access,

and recently announced IMF program.”

2. Bitcoin vs. Bretton Woods

The IMF agreement reflects as much a pragmatic shift toward the acceptance of crypto
assets by the lender of last resort as it does a greater willingness to compromise on the

part of the Bukele government.

In 2021, El Salvador’s National
Assembly passed Decree No. 57,
making Bitcoin legal tender. Businesses
were required to accept Bitcoin as
payment, and the law included
measures to prevent money laundering.

The IMF’s opposition to the decree was
immediate and vocal, highlighted in its
2021 Article 1V Consultation for El
Salvador. The report detailed the
significant  risks  associated  with
adopting cryptocurrency as legal tender,
including threats to financial stability
and consumer protection. That same
year, the IMF formally recommended
revoking Bitcoin’s legal tender status.
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https://www.fitchratings.com/research/sovereigns/fitch-upgrades-el-salvador-to-b-outlook-stable-07-01-2025
https://www.imf.org/en/Publications/CR/Issues/2022/01/26/El-Salvador-2021-Article-IV-Consultation-Press-Release-Staff-Report-and-Statement-by-the-512245

‘= AURORA

In order to boost the use of the assets, El Salvador created and funded a national e-
wallet program (Chivo), but the system never really took off, and only around 1% of
international remittance payments—the country’s principal economic driver—were
made via electronic wallet last year.

The issue went further than Chivo—RBitcoin itself failed to win hearts and wallets.
According to a 2024 study by Universidad Centroamericana José Simeon Cafias,
around 80% of Salvadorans had not used Bitcoin in the previous year, and a full 92%
had not done so between January and May of 2024. Additionally, more than 3 in 4
Salvadoreans reported never having used it at all.

This limited adoption of Bitcoin among Salvadorans appears to have opened a middle
path forward. El Salvador would make Bitcoin’s private sector adoption “voluntary”
and ensure public sector use is “confined,” according to the IMF’s press release.

In a 2023 report, the IMF concluded that the implementation of Bitcoin in El Salvador
has been slow because this asset is “largely not an accepted medium of exchange,"
opening the door to an eventual agreement.

More specifically, to implement this compromise, El Salvador will need to reform Art.
7 of the Bitcoin Law, revoking Bitcoin’s status as legal tender but potentially still
allowing for its voluntary use. This approach seeks to balance regulatory compliance
with the Bukele government’s broader pro-cryptocurrency ambitions and efforts to
rebrand the nation.

It bears noting that, following the IMF agreement, the Salvadorean National Bitcoin
Office director, Stacy Herbert, declared that crypto assets would remain legal tender,
indicating potential internal disagreements within the Bukele administration.

Our base case nonetheless does assume that Decree No. 57 will be amended to revoke
Bitcoin’s status as legal tender. Nevertheless, the government can promote the
voluntary use of Bitcoin, particularly incentivizing its use in remittances.

The proposed reform may appear to be a volte face from El Salvador’s bold Bitcoin
strategy, but it could also signal a pragmatic recalibration. This shift seeks to balance
the risks of cryptocurrency adoption with the practicalities of engaging multilateral
institutions like the IMF.

We do not believe that the upcoming legislative reform will signal the end of El
Salvador’s crypto ambitions under Bukele. The government continues to increase its
Bitcoin reserves and has attracted players like Tether, reinforcing its commitment to
establishing itself as a hub for crypto-related innovation and investment.

Revoking Bitcoin's status as legal tender does not necessarily hinder EIl Salvador's plan
to become a hub for technology and crypto assets. On the contrary, removing its legal
tender status could enhance the perception of crypto assets as decentralized financial
tools.

For investors, this compromise could mitigate some financial risks associated with
Bitcoin’s legal tender status while maintaining El Salvador’s focus on cryptocurrency
adoption. Effective regulatory measures, particularly in anti-money laundering, will
play a key role in determining the stability and feasibility of this balanced approach.


https://www.elsalvador.com/noticias/negocios/bitcoin-el-salvador-criptomonedas-iudop-/1194324/2025/
https://www.vozdeamerica.com/a/a-tres-anos-bitcoin-el-salvador-que-tanto-se-usa-la-criptomoneda-pais-centroamericano-/7774590.html
https://www.imf.org/en/Publications/WP/Issues/2023/02/17/Crypto-Assets-and-CBDCs-in-Latin-America-and-the-Caribbean-Opportunities-and-Risks-529717
https://diario.elmundo.sv/economia/estas-son-las-reformas-a-la-ley-bitcoin-prometidas-a-cambio-del-acuerdo-del-fmi
https://diarioelsalvador.com/el-salvador-seguira-siendo-el-pais-del-bitcoin-y-nuestra-estrategia-de-compra-de-bitcoin-se-mantendra-stacy-herbert-directora-de-la-oficina-nacional-del-bitcoin/604016/
https://www.cointribune.com/es/bitcoin-el-salvador-refuerza-sus-reservas-a-pesar-de-las-amenazas-del-fmi/
https://www.economist.com/the-americas/2025/01/16/tethers-move-to-el-salvador-is-a-win-for-president-nayib-bukele
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3. Eco-nomics: the Green Path to Debt Relief

In 2024, El Salvador continued its
longstanding efforts to reduce its debt
burden  through bond  buyback 87
programs, leveraging strong economic 86
performance and expectations of closer g

ties with the incoming Trump
administration. 84

El Salvador Debt to GDP (%)

In October 2024, the country completed o
a USD 1 billion debt buyback linked to 82
an environmental initiative, touting it— 81
in characteristic Bukele style—as the gj
largest debt-for-nature swap in history. 2022 2023 2024 2025 2026 2027 2028 2029

Although the claim may be debatable— m Debt to GDP (%)

Ecuador completed a USD 1.6 billion Projected Debt to GDP (%)

DFN swap tied to the Galapagos in

2023—the global enthusiasm for debt- Source: IMF
for-nature swaps, which incentivize El Salvador 2041 Bond

creditors to reduce debt in exchange for

commitments to  fund  nature %
conservation projects, remains 95
undeniable. 90

For governments, particularly right-  g¢
leaning ones, DFN swaps currently
provide a rare opportunity to deliver
tangible (and highly visible) economic 75
benefits while supporting
environmental causes in ways that will
not adversely affect local elites and
business. 60
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While not a new concept, with
antecedents dating back as far as the
latter Cold War years, DFN swaps have Source: Bloomberg
historically been limited in scope. However, increasing focus on climate change in
recent years has reinvigorated interest in these mechanisms, aligning the objectives of
sovereign debtors, creditors, and international institutions to promote conservation and
climate adaptation.

As Lee Buchheit noted in 2021, green restructuring can reduce coordination costs in
sovereign debt negotiations by involving non-traditional players—such as international
organizations—willing to support these deals if debt relief is allocated toward
environmental goals.

For the El Salvador deal, JPMorgan provided a USD 1 billion loan to buy back USD
1.031 billion in bonds at a discount, generating an estimated USD 352 million in debt
relief. These funds were allocated primarily to the Rio Lempa Conservation and
Restoration Program.


https://www.yahoo.com/news/el-salvador-buy-back-more-170327078.html?guccounter=1&guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAAB3QSSkd359rUYXtZhaMoj00IaN6-5K4DoZMTZh7cKgcPxgiK4xOu75IG1M5YBYdYVBwzKBOA6l8r2kKM4WDMxYmIVr9bdz4p7lQYopMGTmk-Yju7WkVN-CfdAXrJVy778eAqljrRT932RHGenA1K7yRgt2yNVRvG8zBUrUVG8ZI
https://documents1.worldbank.org/curated/en/300181468739253960/pdf/multi0page.pdf
https://www.ft.com/content/289a2570-f8f4-47e7-9004-36f1649f93d3
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The U.S. International Development Finance Corporation (DFC) supported the deal by
providing political risk insurance, while the Corporacion Andina de Fomento (CAF)
contributed a USD 200 million standby letter.

These partnerships, justified by the environmental goals of the project, were crucial in
facilitating coordination with JPMorgan.

Despite their potential, DFN swaps are not without challenges. Environmental projects
tied to these agreements often attract scrutiny from local communities and NGOs. For
example, Ecuador’s Galapagos transaction faced criticism from the Centro de Derechos
Econdmicos y Sociales (CEDE) over transparency concerns, leading to an internal
investigation by the Inter-American Development Bank.

Nonetheless, Ecuador is moving forward with a second major DFN transaction focused
on Amazon preservation, and we anticipate that EI Salvador will again follow suit,
aggressively leveraging DFNs as highly visible "wins" that align with both
environmental and financial objectives.

More broadly, DFN swaps are poised to remain an attractive option for Latin American
governments, particularly conservative ones, as they deliver measurable economic
benefits alongside environmental progress without disrupting local elites or businesses.
Given strong global interest in these agreements, their adoption is expected to
proliferate in the coming years.
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Disclaimer

This newsletter is a general communication provided for informational and educational
purposes only. It is not designed to be a recommendation for any specific investment product,
strategy, plan feature, or other purposes. By receiving this communication, you agree with the
intended purpose described above. Any examples used in this material are generic,
hypothetical, and for illustration purposes only. Opinions and statements of financial market
trends based on current market conditions constitute our Judgment and are subject to change
without notice. We believe the information provided here is reliable but should not be assumed
to be accurate or complete. The views and strategies described may not be suitable for all
investors.

None of Aurora Macro Strategies, LLC, its affiliates, or its representatives suggests that the
recipient or any other person take a specific course of action or any action. Before making any
investment or financial decisions, an investor should seek individualized advice from personal
financial, legal, tax, and other professionals that consider all the facts and circumstances of an
investor's situation. Neither Aurora Macro Strategies nor any third party involved in or related
to the computing or compiling of the data makes any express or implied warranties,
representations, or guarantees concerning information or perspectives included in written
research. In no event will Aurora Macro Strategies or any third party be liable for any direct,
indirect, special, punitive, consequential, or other damages (including lost profits) relating to
any use of this information.

This report has been created without regard to the specific investment objectives, financial
situation, or particular needs of any specific recipient. It should not be construed as a
solicitation or an offer to buy or sell securities or related financial instruments. Past
performance is not necessarily a guide to future results. Company fundamentals and earnings
may be mentioned occasionally but should not be construed as a recommendation to buy, sell,
or hold the company's stock. Predictions, forecasts, and estimates for any and all markets
should not be construed as recommendations to buy, sell, or hold any security--including
mutual funds, futures contracts, and exchange traded funds, or any similar instruments.

The text, images, and other materials contained or displayed on any Aurora Macro Strategies,
LLC product, service, report, email, or website are proprietary to Aurora Macro Strategies,
LLC and constitute valuable intellectual property. No material from any part of
www.auroramacro.com may be downloaded, transmitted, broadcast, transferred, assigned,
reproduced or in any other way used or otherwise disseminated in any form to any person or
entity, without the explicit written consent of Aurora Macro Strategies, LLC. All unauthorized
reproduction or other use of material from Aurora Macro Strategies, LLC shall be deemed
willful infringement(s) of this copyright and other proprietary and intellectual property rights,
including but not limited to, rights of privacy. Aurora Macro Strategies, LLC expressly reserves
all rights in connection with its intellectual property, including without limitation the right to
block the transfer of its products and services and/or to track usage thereof, through electronic
tracking technology, and all other lawful means, now known or hereafter devised. Aurora
Macro Strategies, LLC reserves the right, without further notice, to pursue to the fullest extent
allowed by the law any and all criminal and civil remedies for the violation of its rights.

The recipient should check any email and any attachments for the presence of viruses. Aurora
Macro Strategies, LLC accepts no liability for any damage caused by any virus transmitted by
this company’s electronic communications.



