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On September 7th, 2021, El Salvador made history as the first country to adopt Bitcoin as legal tender.
Spearheaded by El Salvador’s President Nayib Bukele, this initiative aimed to address the country’s
economic challenges, attract foreign investments, and foster innovation.

Motivations for Adopting Bitcoin

President Bukele saw Bitcoin as a tool to help the underbanked. With approximately 70% of the population
lacking access to traditional banking services, Bitcoin offered an opportunity to bypass the limitations of
conventional banks.! Beyond that Bukele hoped to diversify the economy beyond traditional sectors and to
position El Salvador as a global leader in blockchain innovation.? By embracing Bitcoin and blockchain
technology, the country aimed to attract digital asset-related businesses, investment, and talent, fostering a
new digital economy that could drive innovation and economic growth beyond its existing industries.

Additionally, Bitcoin adoption aimed to reduce the country's dependency on the U.S. dollar. ElI Salvador
adopted the U.S. dollar as its official currency in 2001, which limited the country’s control over its monetary
policy. By adopting the U.S. dollar, El Salvador fell under the influence of the U.S. Federal Reserve,
meaning that when the country’s economic cycle differed from that of the U.S., its ability to respond
with independent monetary policy was constrained. Introducing Bitcoin as a secondary legal tender
provided an opportunity to regain some sovereignty over its economy and to protect the nation from the
risks associated with fluctuations in the U.S. dollar.

Implementation and Challenges

Although the motivations to accept BTC as legal tender were well intended, many implementation
challenges presented themselves along the way. The implementation of Bitcoin as legal tender with the
launch of the Chivo digital wallet was intended to enable Salvadorans to store, send, and receive Bitcoin, to
encourage financial inclusion, and to foster technological development to benefit the national economy. The
Chivo wallet would serve as a catalyst for technological innovation.

However, El Salvador faced challenges with the utilization of digital assets. One of the most prominent
concerns was Bitcoin's inherent volatility. The bear market in 2022 saw Bitcoin’s value drop from $69,000 to
$16,000 over the year. This raised questions about the stability of the country's financial system since the
government had accumulated Bitcoin as part of its reserve assets, exposing its economy to Bitcoin’s price
swings, adversely impacting the real purchasing power for citizens that opted into BTC denominated
transactions.2 Technical issues also affected the rollout of the Chivo wallet. These included glitches that
temporarily shut down the platform, incidents of identity theft, and security breaches.

Despite the implementation issues, approximately 46% of the population downloaded the Chivo app

l..@] FRANKLIN
& TEMPLETON

©2025 Franklin Templeton. All rights reserved.

| Not FDIC Insured | May Lose Value | No Bank Guarantee |




within the first year, largely due to the mandatory adoption of Bitcoin.* Yet, actual usage remained limited.
Of those who downloaded the platform, only about 20% of users, predominantly wealthier, educated, young
men, remained active on the app.®

Expansion

Given the implementation challenges, the International Monetary Fund (IMF) expressed concerns that El
Salvador’s Bitcoin adoption could have destabilizing effects, fearing that Bitcoin’s volatility might undermine
public confidence in the country’s monetary system and lead to financial instability. During negotiations for a
$1.4 billion loan, the IMF delayed approval due to apprehensions about the country’s Bitcoin policies. The
loan was crucial for El Salvador as it would help reduce overall debt amid growing obligations, provide
access to international capital markets to boost GDP, and lower borrowing costs, which could otherwise
lead to financial distress.® In response to the criticism, El Salvador adjusted its Bitcoin policy. In January
2025, the government amended its policy, making Bitcoin acceptance for businesses voluntary rather than
mandatory. This change helped to mitigate the fiscal risks associated with Bitcoin, which aligned with the
IMF’s recommendations, and it signals El Salvador’s commitment to fiscal responsibility.”

Given the volatility of Bitcoin, El Salvador introduced stablecoins as a more predictable alternative for digital
transactions. Stablecoins are pegged to a stable asset, like the U.S. dollar, and provide many of the
benefits of digital assets without the price volatility of Bitcoin. To facilitate the use of stablecoins, El Salvador
passed the Digital Asset Law in January 2023, offering tax exemptions for stablecoin issuers and users.8
While data on stablecoin trade volume remains limited, stablecoin adoption by El Salvadorans with the
registration of El Salvador’s first regulated stablecoin, Alloy by Tether,® in 2024 and Tether’s relocation to El
Salvador on January 13, 2025, have signaled confidence in the country’s digital asset-friendly
environment.1® The government’s regulatory clarity, coupled with incentives for digital asset companies,
created a robust ecosystem for stablecoins and other digital assets.

In addition to stablecoin adoption, El Salvador's strategy also included the introduction of Bitcoin-backed
bonds, known as "Volcano Bonds." First proposed in November 2022 and passed in January 2023, these
bonds were designed to pay down sovereign debt, fund the country, and build Bitcoin mining
infrastructure.’* While the Volcano Bonds have not come into fruition yet, the bonds, denominated in US
dollars, offer a 6.5% annual yield over 10 years with a five-year lock-up period and a fast-track access to El
Salvadoran citizenship for investors.'? Furthermore, they would use hydrothermal energy from the
Conchagua volcano, a renewable energy source, to power Bitcoin mining operations, reducing mining’s
environmental impact and supporting the country’s sustainability goals.!3

Additionally, El Salvador has consistently expanded its Bitcoin reserves, as seen in the exhibit, viewing
capital appreciation as a way to fund debt repayment, infrastructure projects, and public services. With
Bitcoin holdings estimated at $600 million—roughly 1.7% of the nation’s approximately $34 billion GDP—
the government aims to position El Salvador as a digital asset innovation hub while attracting global
investors.16

i@f rl;%%g,lﬁgr[r%h Not FDIC Insured | MayLose Value | No BankGuarantee

©2025 Franklin Templeton. All rights reserved.



Exhibit: El Salvador BTC Purchases1415
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Conclusion

El Salvador’s embrace of Bitcoin and its expansion into stablecoins marked a transformative shift in the
country’s financial landscape. While Bitcoin adoption has faced volatility-related challenges, the
government's proactive stance in implementing stablecoin-friendly regulations demonstrates a commitment
to leveraging digital assets for economic stability and growth. Although the long-term effects remain
uncertain, early indicators suggest positive trends in financial inclusion, investment attraction, and crime
reduction.

El Salvador’s experiment also serves as a case study for other nations exploring digital asset integration.
Countries like the United States have seen growing discussions around Bitcoin strategic reserves, with
policymakers and financial institutions evaluating its role as a hedge against inflation. Meanwhile, nations
with high inflation or limited access to traditional banking may look to El Salvador’s model as they consider
adopting Bitcoin or stablecoins to enhance financial inclusion and economic sovereignty.
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Glossary:

Legal tender: A currency that must be accepted for payment of debts and obligations as defined by a government

Chivo Digital Wallet: A government-backed digital wallet introduced in El Salvador to facilitate Bitcoin transactions.

International Monetary Fund (IMF): Supranational organization that provides monetary, economic, social, and political support for countries
Stablecoins: A type of digital asset that is pegged to another asset, such as the US dollar

Alloy by Tether: A crypto platform that enables the creation of synthetic digital assets. It is tied to the price of the Tether Gold stablecoin, which is a
stablecoin backed by gold.

Strategic Reserve: A stockpile of resources intended for use during economic or financial crises. A Bitcoin strategic reserve is a stockpile of Bitcoin.
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WHAT ARE THE RISKS?
All investments involve risk, including the loss of principal.

Digital assets are subject to risks relating to immature and rapidly developing technology, security vulnerabilities of this technology, (such as theft, loss,
or destruction of cryptographic keys), conflicting intellectual property claims, credit risk of digital asset exchanges, regulatory uncertainty, high volatility in
their value/price, unclear acceptance by users and global marketplaces, and manipulation or fraud. Portfolio managers, service providers to the portfolios
and other market participants increasingly depend on complex information technology and communications systems to conduct business functions. These
systems are subject to a number of different threats or risks that could adversely affect the portfolio and their investors, despite the efforts of the portfolio
managers and service providers to adopt technologies, processes and practices intended to mitigate these risks and protect the security of their computer
systems, software, networks and other technology assets, as well as the confidentiality, integrity and availability of information belonging to the portfolios
and their investors.

Any companies and/or case studies referenced herein are used solely for illustrative purposes; any investment may or may not be currently held by any
portfolio advised by Franklin Templeton. The information provided is not a recommendation or individual investment advice for any particular security,
strategy, or investment product and is not an indication of the trading intent of any Franklin Templeton managed portfolio.

IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or solicitation to
buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be reproduced,
distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as at publication date and may
change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may differ from
other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of every material fact
regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, stock market, bond market or
the economic trends of the markets will be realized. The value of investments and the income from them can go down as well as up and you may not get
back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee of future performance. All investments
involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in that
connection and, as such, is provided to you incidentally. Data from third party sources may have been used in the preparation of this material and Franklin
Templeton ("FT") has not independently verified, validated or audited such data. Although information has been obtained from sources that Franklin
Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or condensed and may be
subject to change at any time without notice. The mention of any individual securities should neither constitute nor be construed as a recommendation to
purchase, hold or sell any securities, and the information provided regarding such individual securities (if any) is not a sufficient basis upon which to make
an investment decision. FT accepts no liability whatsoever for any loss arising from use of this information and reliance upon the comments, opinions and
analyses in the material is at the sole discretion of the user.

Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their distributors
as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for further information on
availability of products and services in your jurisdiction.

Brazil: Issued by Franklin Templeton Investimentos (Brasil) Ltda., authorized to render investment management services by CVM per Declaratory Act n.
6.534, issued on October 1, 2001. Canada: Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1500 Toronto, ON, M5H3T4,
Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca. Offshore Americas: In the U.S., this publication is made available by Franklin
Templeton, One Franklin Parkway, San Mateo, California 94403-1906. Tel: (800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free), and Fax:
(727) 299-8736. U.S. by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236,
www.franklintempleton.com. Investments are not FDIC insured; may lose value; and are not bank guaranteed.

Issued in Europe by: Franklin Templeton International Services S.a r.l. — Supervised by the Commission de Surveillance du Secteur Financier - 8A, rue
Albert Borschette, L-1246 Luxembourg. Tel: +352-46 66 67-1 Fax: +352-46 66 76. Poland: Issued by Templeton Asset Management (Poland) TFI S.A.;
Rondo ONZ 1; 00-124 Warsaw. South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an authorised Financial Services
Provider. Tel: +27 (21) 831 7400 Fax: +27 (21) 831 7422. Switzerland: Issued by Franklin Templeton Switzerland Ltd, Stockerstrasse 38, CH-8002
Zurich. United Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated by the Dubai Financial Services
Authority. Dubai office: Franklin Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, U.A.E. Tel:
+9714-4284100 Fax: +9714-4284140. UK: Issued by Franklin Templeton Investment Management Limited (FTIML), registered office: Cannon Place, 78
Cannon Street, London EC4N 6HL. Tel: +44 (0)20 7073 8500. Authorized and regulated in the United Kingdom by the Financial Conduct Authority. Saudi
Arabia: Franklin Templeton Financial Company, Unit 209, Rubeen Plaza, Northern Ring Rd, Hittin District 13512, Riyadh, Saudi Arabia. Regulated by
CMA. License no. 23265-22. Tel: +966-112542570. All investments entail risks including loss of principal investment amount.

Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47,
120 Collins Street, Melbourne, Victoria 3000. Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 62/F, Two IFC, 8 Finance Street,
Central, Hong Kong. Japan: Issued by Franklin Templeton Investments Japan Limited. Korea: Franklin Templeton Investment Advisors Korea Co., Ltd.,
3rd fl., CCMM Building, 101 Yeouigongwon-ro, Yeongdeungpo-gu, Seoul, Korea 07241. Malaysia: Issued by Franklin Templeton Asset Management
(Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document has not been reviewed by Securities Commission
Malaysia. Singapore: Issued by Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #3803 Suntec Tower
One, 038987, Singapore.

Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.
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