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Chapter 1

1.1 This Public Expenditure Review (PER), produced jointly by the World Bank and 

the Inter-American Development Bank (IADB), is an in-depth economic and sector 

report on El Salvador. Prepared as part of the current Country Partnership Strategy, it is 

the result of an ongoing dialogue with the Government of El Salvador on economic, 

social, and public finance management policies. The study builds on the analysis and 

recommendations of the PER delivered in 2004 that concluded that El Salvador faced the 

dual challenge of addressing deteriorating fiscal trends while financing key investments 

required to accelerate growth and meet pressing social needs.  

1.2 Since some of the poorest segments of Salvadoran society have not benefited 

from recent growth, particularly during 2005–07, a strategy is needed to implement a 

coherent set of policies and investments to ensure that the poor can benefit from 

economic progress. Given that the fiscal space for increased spending continues to be 

limited, strategic choices among priority areas must be carefully made. This report is 

intended to provide the government with practical and useful near- and medium-term 

recommendations that would support the country’s efforts to ensure sustainable fiscal 

balances and establish effective and transparent mechanisms to allocate public resources 

to promote broad-based economic growth, improve social indicators, and reduce poverty. 

1.3 After a historical political transition that took place in the midst of an economic 

crisis generated by the global financial turmoil and the U.S. recession, Mauricio Funes, 

candidate of the Frente Farabundo Martí para la Liberación Nacional (FMLN), won the 

Presidential elections in March 2009. The FMLN also won the greatest number of seats 

in Congress—it controls 35 of the 84 seats—although not enough to secure a majority. 

The new government has presented a clear social policy agenda, focusing on 

employment, job creation, provision of basic health and education services, and social 

protection for the poor, and has promised improvements in the efficiency of public 

spending and taxation in order to ensure the fiscal sustainability of its medium-term 

development strategy. 

1.4 Unfortunately, the impact of the global economic crisis on El Salvador has 

generated major economic and social risks that could jeopardize the ability of the new 

government to implement its social policy agenda. The sharp downturn in the U.S. 

economy in the first half of 2009 magnified the impacts due to the close links between 

the two economies. The new government has also been confronted with a rapidly 

deteriorating fiscal outlook, as tax revenues declined more than anticipated, constraining 

its efforts to deliver on its pro-poor social agenda. Given these challenges, the 

Government of El Salvador prepared an Anti-Crisis Plan for the period 2009-2011 to 

mitigate the immediate economic and social impacts of the global economic crisis, while 

preparing the foundation for implementing its medium-term development agenda.    

                                                 
1
 This chapter was prepared by Ana Lucia Armijos (World Bank) with contributions from Barbara Cuhna 

(World Bank). The analysis benefited from the invaluable comments of Gabriela Inchauste  (IADB).  
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1.5 The Anti-Crisis Plan for 2009–11 demonstrates the willingness of the government 

to tailor its agenda to the new fiscal realities.
2
 The government recognizes that while 

enhanced social expenditures are required, maintaining fiscal and macroeconomic 

stability is key to putting the country on a sustainable growth path that can support a 

permanent reduction in poverty. Hence, the government knows that El Salvador is faced 

with two fiscal challenges that will have great influence on the economic performance 

over the coming years. The first is the need to improve the fiscal balance, by 

strengthening revenue and reducing expenditure, to ensure medium-term sustainability. 

The second is the need to finance priority investments required to accelerate growth, 

reduce unemployment, and cover basic social needs. Meeting both challenges 

simultaneously will require great skill, given the still fragmented political environment 

and the difficulties in creating a consensus on future policies.   

1.6 This chapter will put into broad perspective the general fiscal constraints and 

challenges that El Salvador faces in the near and medium term. The country needs to 

strengthen its fiscal stance because not doing so jeopardizes the medium-term 

macroeconomic framework, and exposes the country to greater vulnerability in the face 

of external shocks and contingent liabilities. The chapter reviews overall trends in 

expenditure during 2000–09, gives options that would expand the fiscal space and give 

greater flexibility to fiscal policy, and presents a detailed debt sustainability analysis and 

medium-term macroeconomic outlook. 

A. Country Context  

1.7 Since 1991, following a 12-year civil war, El Salvador has made tremendous 

progress in consolidating peace and democracy through free and fair national and local 

elections. The national political stage is dominated by two main political parties—the 

market-friendly National Republic Alliance Party (ARENA) and the left-leaning 

Farabundo Marti National Liberation Front (FMLN), which derives from the former 

guerrilla movement. ARENA has consistently held the executive branch of government 

since peace was reestablished in the country, but 2009 legislative elections divided power 

in the National Assembly between ARENA and the FMLN, while the presidential 

election (March 2009) favored Mauricio Funes of the left-wing FMLN, ending 20 years 

of rule by the conservative ARENA. At end-2009, ARENA’s legislative block splintered, 

leaving the FMLN as the majority party in the Assembly and opening up the possibility 

for strategic alliances with the minority blocks. 

1.8 Although politics has been characterized by a high level of polarization that has 

sometimes affected the reform agenda, El Salvador has been able to achieve major 

structural economic reform and to maintain stable macroeconomic policies. Starting in 

the 1990s, successive governments have tackled reforms in several key areas including 

trade liberalization, comprehensive tax reform, strengthening of the financial sector, 

pension reform, and improvements in the competitiveness environment for private 

investment.  The adoption of the US dollar as legal tender in 2001 has resulted in lower 

inflation, reduced business uncertainty, and lower interest rates. With a strong 

                                                 
2
 “Plan Global Anti-Crisis,” Secretaría Técnica de la Presidencia, presented at San Salvador, 19 June 2009. 
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commitment to an outward-oriented development strategy, El Salvador was the first 

country to ratify the Dominican Republic-Central America Free Trade Agreement (DR-

CAFTA) with the United States. As a result of these sustained reform efforts, El Salvador 

stands out as a leader in reforms in Latin America and the Caribbean (LAC).  

1.9 While El Salvador has posted important gains toward meeting most of the 

Millennium Development Goal (MDG) targets since 1990, its major challenge remains 

maintaining economic growth rates to continue reducing poverty. Between 2000 and 

2004, growth slowed to about 1.8 percent per year on average, reflecting, among other 

things, the global slowdown following 9/11; a devastating earthquake in 2001; the impact 

of the “coffee crisis” on the value of agricultural output; and a reduction in private 

investment, associated with the political uncertainty created by 2004 presidential 

elections. Growth picked up again in the second half of 2005, reaching 4.7 percent in 

2007, its highest level in about a decade.  

1.10 The rebound in growth was the result of stronger agricultural activity, important 

developments in tourism, more dynamic financial and commercial sectors, and high 

foreign direct investment that reached 7.0 percent of GDP in 2007, related in part to the 

acquisition of the three major banks by foreign corporations. This acquisition contributed 

to an increase in liquidity, raising private sector consumption and investment. The 

improvement in private consumption was also financed by remittances from Salvadorans 

living abroad, which tend to benefit lower-income households with higher propensities to 

consume. Over the last decade, remittances steadily increased as a share of GDP, 

reaching 18.6 percent and 18.1 percent in 2006 and 2007, respectively. However, as a 

result of the U.S. economic recession, remittances began declining in mid-2008, their 

share to GDP falling by 1.0 percentage point in both 2008 (17.1 percent) and 2009 (16.1 

percent). 

1.11 The relatively strong economic performance since the reestablishment of peace, 

coupled with reforms in some key sectors and increases in social sector spending in the 

second half of the 1990s, contributed to substantial reductions in poverty and 

improvements in basic socioeconomic indicators over the period. Indeed, the poverty 

headcount—for both overall and extreme poverty—fell by nearly 50 percent since the 

end of the conflict.  In addition, access to basic services, including safe water and 

sanitation, has increased, and core health outcomes, such as life expectancy, infant and 

child mortality, and child nutrition, have all improved. In 2008, due to the food crisis 

almost all the poverty reduction gains were reversed, returning to 2001 levels. The 

poverty headcount rate increased to 42.3 percent, reaching the highest ratio since 2002. 

B. Recent Economic Developments  

1.12 As a result of progress in structural reforms and sound macroeconomic 

management, the Salvadoran economy in the last five years experienced a period of 

moderate and sustained growth, 3.2 percent on average. However, in 2008 and 2009 the 

global and financial crisis and particularly the U.S. recession had dramatic effects in El 

Salvador, since the United States is the main commercial partner and the main destination 

for migrant workers. In fact in 2008 the economic activity grew only 2.5 percent and 

following the declining growth trend that started at the end of the first quarter of 2008, 

economic growth decreased by 3.3 percent in 2009, reflecting a fall in export 
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performance, a tightening of domestic credit markets, and a slowdown in remittances and 

foreign direct investment. The current account deficit deteriorated to 7.6 percent of GDP, 

after an average deficit of 4.2 percent during 2004–07, due mainly to the increase in 

commodity prices. 

1.13 Inflation increased from an average of 3.5 percent during 2001–07 to 7.3 percent 

in 2008 as a result of the rise in petroleum and food prices. Food inflation reached 9.2 

percent, while inflation for the poor almost doubled to 6.5 percent (3.6 in 2007). Despite 

several measures taken to compensate the increase in food and oil prices, the poor were 

particularly hard hit; the negative effects of inflation fall disproportionately on the poor 

because they devote a larger share of their income to food. However, in 2009, a rapid 

deceleration in price increases turned into deflation by midyear. Prices started increasing 

again in December 2009, resulting in an end-year inflation of -0.2 percent. 

1.14 Trade increased following the effectiveness of the DR-CAFTA in 2006, and the 

deficit reached 20 percent in 2008. This occurred despite the fact that exports increased to 

20.8 percent of GDP since imports amounted to 40.7 percent of GDP, as a result of the 

increase in petroleum and food prices (Table 1.1). In 2009, the international financial 

crisis drastically changed the trade deficit, which narrowed to 12.8 percent of GDP (from 

20 percent). Exports fell by 16.3 percent on a year-over-year basis, while imports 

declined by 26.5 percent in response to the decrease in internal demand.  

Table 1.1:  El Salvador: Selected Economic Indicators 

(In percent of GDP) 

 2004 2005 2006 2007 2008 2009 

Real Growth Rates  

GDP Growth 1.9 3.1 4.2 4.7 2.5 -3.3 

Inflation (CPI end of period % change) 5.4 4.3 4.9 4.9 5.5 -0.2 

Macroeconomic Indicators  

Gross Domestic Investment 16.2 15.7 16.1 16.1 15.0 13.2 

Gross Domestic Savings 12.3 12.4 11.9 10.1 7.4 11.9 

Current Account Balance -4.0 -3.3 -3.6 -6.0 -7.6 -1.3 

Trade Balance -16.9 -17.2 -19.0 -20.2 -19.9 -12.8 

       Exports (including maquila) 21.1 20.2 20.1 19.8 20.8 18.0 

       Imports (including maquila) 38.0 -37.4 - 39.1 -40.0 -40.7 -30.8 

Foreign Direct Investment 2.3 2.3 1.4 7.0 3.3 1.3 

Remittances  16.1 17.7 18.6 18.1 17.1 16.1 

Consolidated Public Sector Accounts  

Total Revenues and Grants 15.2 15.1 16.0 17.1 17.0 15.9 

    Total Tax Revenues (net) 11.5 12.5 13.3 13.4 13.0 12.1 

Total  Expenditure (w/ pensions) 17.6 18.1 18.9 19.0 20.1 21.4 

    Current Expenditure 16.7 16.8 17.0 16.3 16.9 18.0 

    Capital Expenditure 2.2 2.7 3.1 2.8 3.0 3.1 

Primary Balance (w/pensions)  -0.3 -0.8 -0.0 0.6 -0.7 -3.0 

Public Debt  

Total Public Debt 40.5 39.6 40.1 38.8 39.6 48.4 

Memorandum item:        

Nominal GDP (billions of US dollars) 15.8 17.1 18.7 20.4 22.1 21.5 

 

 Source: Ministry of Finance, Central Bank, the IMF, and World Bank staff estimates.  
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C. Fiscal Trends during 2000–09 

1.15 Since 2001, El Salvador’s fiscal position has deteriorated due to a combination of 

adverse external shocks and the growing cost of pensions.
3
 Led by an increasing primary 

deficit that reached 2.9 percent of GDP in 2001, the overall Non-Financial Public Sector 

(NFPS) deficit deteriorated significantly from 3.0 percent in 2000 to 4.4 percent of GDP 

in 2001 and 2002 as a result of the earthquakes of 2001, which called for reconstruction 

expenditures of around 2 percent of GDP. The deficit persisted during 2003–05 at around 

3 percent of GDP due in part to the increasing transition cost of the 1996 pension reform, 

which rose gradually from 0.7 percent in 2001 to 1.9 percent in 2005. The deficit was 

also influenced by the decrease of the surplus coming from public enterprises, which after 

reaching over 2 percent of GDP in the 1990s, declined substantially during 2001–05, 

reaching an average of only 0.5 percent of GDP.   

1.16 In contrast to developments in the first five years of the decade, the fiscal position 

improved in 2006–07. As shown in Table 1.2, progress in containing the country’s NFPS 

deficit was significant, with the overall deficit falling to 1.9 percent of GDP in 2007. 

Notably, the primary balance showed a surplus of 0.6 percent of GDP in 2007 for the first 

time in more than a decade. This fiscal consolidation is largely due to strong revenue 

performance. Net tax revenues increased by almost 2 percentage points of GDP since 

2004, reaching 13.4 percent of GDP in 2007 (14.1 percent without deductions) as a result 

of the tax reforms undertaken during this period.  

1.17 However, this trend did not persist in 2008. The overall NFPS deficit in 2008 

returned to the level of 2005 (-3.0 percent) due to higher expenditure driven by higher 

energy subsidies in response to the increase in international prices of oil, and the fall of 

net tax revenues to 13.0 percent of GDP in 2008 and continued their decline through 

2009, reaching 12.1 percent of GDP at year end. In 2009, the NFPS deficit was 5.5 

percent of GDP, reflecting the substantial worsening of tax revenues although cuts in 

interest payments and some government measures to rationalize energy subsidies partly 

offset the increase in spending. 

  

                                                 
3
 El Salvador adopted a pension reform in 1996 that replaced the existing pay-as-you-go system with a 

system of individual retirement accounts. The reform was aimed at improving long-term fiscal 

sustainability. However, net outlays required to finance the transition are expected to average about 1.6 

percent of GDP per year during 2009–13. 
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Table 1.2:  El Salvador Non-Financial Public Sector Balance 

(In percent of GDP, unless otherwise indicated) 

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Total Revenue 16.6 15.5 16.1 16.7 16.9 17.0 17.8 18.7 19.1 17.6 

    Tax Revenue  11.1 11.1 11.8 12.0 12.2 13.1 13.8 14.1 14.0 13.2 

    Non-Tax Revenue 4.0 3.7 3.6 3.6 3.8 3.0 3.0 2.9 2.8 2.7 

Total Expenditure 19.6 19.2 19.5 18.8 17.6 18.1 18.9 19.0 20.1 21.4 

Current Expenditure 16.3 14.6 14.5 15.1 15.3 15.2 15.6 15.5 16.4 17.8 

    Wages and Salaries 8.5 7.8 7.4 7.3 7.3 7.1 7.1 7.0 6.9 7.7 

    Goods and Services 2.9 3.2 3.3 3.8 3.7 4.0 3.9 3.6 3.7 4.1 

    Interest 1.5 1.4 1.7 2.0 2.1 2.2 2.4 2.5 2.3 2.5 

    Current Transfers 3.4 2.2 2.1 2.0 2.1 2.8 2.4 3.2 4.1 4.0 

Capital Expenditure 3.3 4.5 4.9 3.7 2.3 2.8 3.1 2.8 3.0 3.1 

     Gross Investment 2.9 4.4 4.3 3.6 2.1 2.5 2.7 2.3 2.6 2.7 

Primary Balance -1.5 -2.9 -2.7 -1.7 -0.3 -0.8 0.0 0.6 -0.7 -3.0 

Overall Balance -3.0 -4.4 -4.4 -3.7 -2.4 -3.0 -2.9 -1.9 -3.1 -5.5 

Pensions                                         0.0 -0.7 -1.1 -1.7 -1.8 -1.9 -1.4 -1.6 -1.5 -1.6 

Total Public Debt  28.9 33.6 38.7 40.4 40.5 39.6 40.1 38.8 39.6 48.4 

Overall Balances                      

Central Government  -2.3 -3.6 -3.1 -2.7 -1.1 -1.0 -0.4 -0.3 -1.2 -3.7 

Rest of the NFPS                      -0.8 -0.8 -1.3 -1.0 -1.3 -2.0 -1.1 -1.6 -1.9 -1.7 

Memo items:                                                                                 

GDP (in millions of 

US$) 13,134 13,813 14,307 15,047 15,798 17,070 18,654 20,373 22,115 21,428 

           Source: Ministry of Finance and Central Bank of El Salvador. 

1.18 The deficits of 2001–04 were mainly financed by public debt, which climbed by 

more than 10 percentage points during 2000–04, reaching 40.5% at end-2004 (from 

28.9% of GDP in 2000). In 2006–07, the debt declined to 38.8 %, reflecting the lower 

deficits of both years. However, in 2008, the increase in the deficit required an additional 

debt of about 1% of GDP, while for 2009, the combination of lower revenues and slightly 

higher spending led to a larger primary deficit of 3 percent of GDP and the NFPS debt 

reached 48.4 percent of GDP, up from 39.6 percent of GDP the previous year (Figure 1.1).   

Figure 1.1:  Non-Financial Public Sector Balance and Debt 

(As percent of GDP) 

 
Source: Ministry of Finance, Central Bank, and World Bank staff calculations. 
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D. The Structure and Composition of Public Expenditure  

1.19 During 2000–09, current expenditures averaged 16.6 percent of GDP in response 

to raises in current transfers, interest payments, and goods and services, which increased 

the overall deficit. The adjustment relied mostly on capital expenditure due to the rigidity 

in almost two-thirds of the expenditure budget and the difficulty in increasing revenues 

more aggressively. In the analyzed decade, there are three types of expenditures that 

demonstrate rigidity: public sector payroll, representing an average of 7.4 percent of 

GDP; interest payments, which have grown in the last five years to about 2.4 percent of 

GDP; and current transfers, which averaged 3.5 percent of GDP. These three items 

amount to about 65 percent of NFPS expenditure and over 100 percent of the tax 

revenues.  

1.20 In fact, as shown in Figure 1.2, during the decade 2000–09, more than one-third 

of total expenditure is dedicated to wages and salaries, followed by spending on goods 

and services (19 percent on average). However, current transfers show an increasing 

trend since 2007 in response to the establishment of new subsidies, the cost of pensions, 

and transfers to other autonomous entities and local governments. Transfers increased 

from 12.9 percent of total expenditures in 2006 to 20.6 percent and 18.8 percent in 2008 

and 2009, respectively, compared to an average of 11 percent during 2001–06. 

Figure 1.2:  Non-Financial Public Spending 

(As percent of total expenditures) 

 
Source: Ministry of Finance, Central Bank of El Salvador, and World Bank staff calculations. 

1.21 As shown in Figure 1.3, spending on subsidies escalated from 1.1 percent of GDP 

in 2006 to 1.8 percent of GDP in 2008. Most of the subsidy spending (1 percent of GDP) 

went to finance the electricity subsidy, while liquefied petroleum gas and the transport 

subsidies carried 0.6 percent and 0.2 percent of GDP, respectively. In 2009, the cost of 

explicit subsidies declined to 1.3 percent of GDP as international petroleum prices 

decreased and as a result of a reduction in the electricity and transport subsidies. As 

described in detail in Chapter 4 of the report, in addition to the explicit subsidies 

accounted for here, there are implicit water subsidies, which grew over the decade and 
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began to be targeted only at end-2009. Notwithstanding this budget cost reduction, 

subsidies continue to be a fiscal burden, continue to pose a vulnerability to increases in 

energy prices, and should continue to be targeted to the most vulnerable. The cost of 

pensions averaged 1.5 percent of GDP in the same period.  

Figure 1.3:  Non-Financial Public Sector Transfers: Subsidies and Pensions  

(As percent of GDP)  

 
   Source: Ministry of Finance and Central Bank of El Salvador. 

 

1.22 .At the national level, the public sector comprises the Central Government, 

decentralized institutions, public enterprises and local governments. The Central 

Government has three branches—the Executive with 14 ministries and 7 autonomous 

entities— the Supreme Electoral Court, the Civil Service Court, the Tribunal of 

Government Ethics, the Office of the Comptroller General, the Office of the Public 

Prosecutor, the Office of the Attorney General, and the Human Rights Office; the 

Legislature; and the Judiciary. At the sub-national level, the country is divided into 262 

municipalities. The decentralized institutions have functional autonomy and 

municipalities have financial, technical, and administrative autonomy.  

Institutional Composition of Public Expenditures  

1.23 The accounts of public sector expenditure by institutional group reveal that over 

the last decade, the Central Government accounts for the lion’s share of total public 

spending. In fact, central government accounts for over 80 percent of total spending 

(including overall transfers), while the decentralized institutions account for 24 percent 

and public enterprises for 10 percent. From a budget management point of view the non-

consolidated accounts show the actual amount of spending that the central government 

controls. As shown in Figure 1.4, the decentralized entities increase in importance, as a 

percent of total spending during 2004-2006 and decreases to about 24 percent at end-

2009, while the public enterprises account for only 8.7 percent of total spending.   
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Figure 1.4:  Non-Consolidated Public Sector Expenditure by Institutional Group 1/ 

(In percent of total public expenditure) 

 
       1/ Include Local Governments  

       Source: Ministry of Finance, Central Bank of El Salvador and WB staff estimates. 

 

1.24 Excluding the financial public sector, total public spending at the national level 

averaged around 20 percent of GDP during 2000–09. This is significantly lower than the 

average size of public spending observed in Latin American countries and in the Central 

American Region. The comparatively low level of public spending reflects the narrow 

fiscal margins for public borrowing (Table 1.3)   

 
Table 1.3:  Public Sector Expenditure by Institutional Group

1
 

(In percent of GDP)  

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Central Government 13.4 16.1 16.3 16.4 15.1 15.1 15.3 15.6 16.2 18.0 

Decentralized Inst. 5.3 4.5 4.5 5.0 5.0 5.1 5.2 4.9 4.7 5.3 

Public Enterprises 3.9 3.6 3.4 1.6 1.5 1.9 2.1 1.9 2.3 1.9 

Total 22.6 24.2 24.2 22.9 21.6 22.1 22.5 22.3 23.3 25.1 

Less Interinst. Transfers  2.9 5.0 4.7 4.2 4.0 4.2 3.7 3.3 3.2 3.7 

 Non-Financial Public Sector 19.6 19.1 19.5 18.8 17.6 17.9 18.9 19.0 20.1 21.4 

1. Total NFPS expenditure is calculated deducting inter-institutional transfers. 

Source: Ministry of Finance and Central Bank of El Salvador. 
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Decentralized Institutions  

1.25 The most important entity among the decentralized institutions is the Salvadoran 

Social Security Institute (ISSS), which accounts for about 40 percent of all the 

Decentralized Institution spending. The most important sources of revenue for the 

Decentralized Institutions are transfers from the Central Government and Social Security 

Contributions, which account for 90 percent of current revenue, while expenditure on 

wages and goods and services account for 95 percent of total spending, with the 

exception of 2009, when both items account for almost 98 percent of current expenditure 

(Table 1.4). 

Table 1.4:  Revenues and Expenditure of Decentralized Institutions 

(in percent of GDP) 

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Total Revenue 5.3 4.9 5.0 5.3 5.1 5.0 4.9 5.0 4.8 5.3 

   Current Revenue 4.6 4.1 3.9 4.3 4.3 4.0 4.0 3.9 3.8 4.2 

      Soc. Sec. Contributions 2.1 1.8 1.8 1.8 1.7 1.7 1.6 1.6 1.6 1.7 

      Transfers 1.7 1.6 1.5 2.0 2.0 1.9 1.9 1.8 1.8 2.1 

    Capital Revenue 0.7 0.8 1.1 0.9 0.8 1.0 1.0 1.0 1.0 1.1 

Total Expenditure 5.3 4.5 4.5 5.0 5.0 5.1 5.2 4.9 4.7 

5.3 

 

    Current Expenditure 4.7 3.8 3.7 4.3 4.3 4.3 4.5 4.1 4.0 4.4 

       Wages and Salaries 2.5 2.3 2.1 2.4 2.6 2.6 2.6 2.6 2.5 2.8 

       Goods and Services 1.1 1.2 1.4 1.5 1.4 1.5 1.7 1.3 1.3 1.5 

   Capital Expenditure 0.6 0.7 0.8 0.7 0.7 0.8 0.7 0.8 0.7 0.8 

Overall Balance 0.1 0.4 0.5 0.3 0.1 -0.1 -0.2 0.1 0.1 0.0 

Source: Ministry of Finance  

Public Enterprises  

1.26 The importance of public enterprises in total public spending has declined 

markedly over the last decade. They accounted for 20 percent of total public spending in 

2000 and they currently account for only 8.7 percent of the total (Figure 1.5). This 

decline is the result of a change in classification within the General Government of the 

Salvadoran Pre-Investment Fund (FOSEP) and the Social Housing Fund (as of 2004), 

rather than a downsizing of public enterprises. The most important source of revenue of 

these enterprises is the sales of goods and services, which have decreased from 3.0 

percent in 2000 to 1.5 percent in 2009. Meanwhile, expenditures have always been bigger 

than revenues, presenting deficits during most of the period (Table 1.5). The most 

important public enterprises are the Comisión Ejecutiva Hidroeléctrica del Río Lempa 

(CEL) and the Administración Nacional de Acueductos y Alcantarillados (ANDA). It is 

useful to note that in the absence of electricity subsidies, CEL is a surplus-generating 

company while ANDA is a deficit-ridden company due to implicit water subsidies, which 

reflect the heterogeneity in the balance of public enterprises. 
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Table 1.5:  Revenues and Expenditure of Public Enterprises 

(In percent of GDP) 

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Revenue 3.1 3.0 2.6 1.9 1.9 1.9 1.7 1.7 1.8 1.6 

Current Revenue 3.1 3.0 2.2 1.9 1.9 1.9 1.7 1.7 1.8 1.6 

Sales of G and S
1
 3.0 3.0 2.1 1.9 1.8 1.8 1.7 1.6 1.8 1.5 

Capital Revenue 0.0 0.0 0.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Expenditure 3.4 3.5 2.6 1.6 1.4 1.8 1.8 1.6 1.6 1.7 

Current Expenditure 2.7 3.0 2.3 1.5 1.4 1.4 1.2 1.3 1.1 1.3 

Wages and Salaries 0.4 0.4 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 

Goods and Services 0.4 0.6 0.7 0.6 0.6 0.5 0.5 0.6 0.5 0.6 

Other Expenditures 2.0 2.0 1.4 0.7 0.6 0.6 0.4 0.4 0.4 0.5 

Capital Expenditure 0.7 0.5 0.3 0.1 0.0 0.4 0.6 0.4 0.5 0.4 

Overall Balance -0.7 -0.5 -0.7 0.4 0.5 0.0 -0.3 -0.1 -0.5 -0.1 

1.  Sales of goods and services.  

Source: Ministry of Finance. 

 

Economic Composition of Public Expenditures  

1.27 Total expenditures of the Central Government increased significantly during 

2000–09, from 15 percent of GDP to 18 percent. This increase is attributable to growing 

current expenditure, driven most of all by rising transfers, interest, and goods and 

services. The wage bill is the largest line item in the economic composition of El 

Salvador’s Central Government. It has averaged about 5 percent of GDP over the last 

decade, which is lower than the Latin American average of about 6 percent. This is not 

surprising given that public employment in El Salvador is lower than in other LAC 

countries. According to a 2007 study on public sectors in Latin American countries, El 

Salvador had about 130,000 employees in the public sector in 2006, which represented 

7.3 percent of the labor force. This is almost the average for Central America (7.1 

percent), but higher than the 4.3 percent observed in other middle-income countries.  

1.28 Not far behind wages are current transfers, which have averaged 3.8 percent of 

GDP between 2000 and 2009. This item includes transfers to the rest of the Central 

Government, to public enterprises, to public financial institutions, and transfers to the 

private sector. Interest payments increased considerably from 2000 to 2009—from 1.4 

percent of GDP to 2.4 percent of GDP, reflecting the structure of the debt as well as 

higher interest costs. As a dollarized economy, its balance-of-payments is self-stabilizing; 

hence, the decline in dollar inflows, since early 2008 have affected interest rates. The 

negative external environment after mid-2008 and during 2009 made it harder for the 

government to meet its short-term financing needs since both the public and private 

sectors have been competing for a reduced amount of resources (Table 1.6). 
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Table 1.6:  Central Government Expenditure 

(As percent of GDP) 

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Total Expenditure 15.2 16.1 16.3 16.4 15.1 15.1 15.3 15.6 16.2 18.0 

Current 

Expenditure 12.6 12.1 12.0 12.6 12.9 12.6 12.7 13.0 13.5 15.2 

Wages and   

Salaries 6.0 5.5 5.3 4.9 4.7 4.5 4.5 4.4 4.4 5.0 

Goods and   

Services 1.7 1.9 1.9 2.1 2.3 2.4 2.1 2.2 2.3 2.5 

Interests 1.4 1.3 1.6 1.9 2.0 2.2 2.4 2.4 2.3 2.4 

Current 

transfers: 3.5 3.4 3.3 3.7 3.9 3.6 3.7 4.0 4.4 5.3 

Capital 

Expenditure 2.7 4.1 4.3 3.8 2.3 2.6 2.7 2.6 2.7 2.8 

Gross  

Investment 1.6 3.1 3.1 2.9 1.4 1.4 1.4 1.1 1.4 1.4 

Source: Ministry of Finance. 

Sector Composition of Public Expenditures 

1.29 The social sectors (education and health) absorb the largest portion of Central 

Government expenditure in El Salvador. After decreasing to 20.8 percent of total 

expenditures in 2006, social spending increased significantly over the last three years, 

and more important, in 2009, both as a share of GDP (ranging between 3.4 and 5.2 

percent) and as a share of Central Government spending (ranging from 27 to 30 percent) 

(Table 1.7). In 2009, most social expenditures corresponded to education (19.2 percent) 

and health (10.5 percent), while social protection expenditure amounted to only 0.3 

percent of total expenditures. However, once we include the social spending from 

Decentralized Institutions, total social public sector spending during 2006–08 accounts 

for about 50 percent of total public sector expenditure, which is higher than the average 

share of the spending on social sectors in other Latin American countries.  

1.30 The second-most-important sector of expenditure by management area is public 

debt service, which has remained fairly steady in the last five years as a percent of GDP 

(around 3.3 percent) except for a surge in 2006. Another area of expenditure that is worth 

mentioning is economic development, whose share of Central Government spending has 

been quite stable in the last five years (around 1.6 of GDP), except for a brief surge in 

2008 (1.9 percent of GDP). The sector category that experienced a secular increase is 

public spending on General Expenses of the Government, which increased from 1 percent 

of GDP in 2000 to 2.8 percent of GDP in 2009, reflecting the management by the 

Presidency of several programs that address specific population groups, such as the 

Comunidades Solidarias Rurales program (formerly known as Red Solidaria). 
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Table 1.7:  Central Government Expenditure by Management Area 

(In % of total expenditure and in % of GDP) 

 

 
Source: Ministry of Finance. 

E. Fiscal Strategy and Challenges  

1.31 The current world economic environment, characterized by volatile oil markets, a 

slowdown of the world economy, and the international financial crisis, has imposed 

enormous challenges to all economies, especially to emerging economies such as El 

Salvador. Until 2008, the medium-term growth outlook for El Salvador was broadly 

positive. However, growth projections have been revised downward and the main 

macroeconomic challenge concerns the country’s fiscal position, which is being 

negatively affected by both external and domestic factors and could have severe 

consequences for the country’s ability to sustain poverty reduction and growth-enhancing 

expenditures. Growth at end 2009 was -3.3 percent of GDP, while a 1 % growth is 

projected for 2010, with a recovery to 4% expected only by 2013.
4
 As an immediate 

result, slower growth has negatively affected tax revenues. In addition, a number of 

domestic factors are likely to exert fiscal pressures in the medium term, which include the 

cost of energy subsidies, the pension reform costs, and the unfavorable debt profile.  

                                                 
4
 See Section E Debt Sustainability Analysis. 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Administrative 14.3 14.3 10.7 14.9 13.2 13.5 12.2 14.1 11.3 11.2

Admin. of Social Justice and Citizen Security 17.1 16.8 11.5 18.4 16.7 16.8 15.0 17.8 15.8 13.9

Social Development 29.9 27.6 19.1 26.7 23.0 24.0 20.8 27.1 27.8 30.0

Education 18.5 23.4 15.9 25.0 21.3 20.3 17.2 20.0 17.4 19.2

Health 11.3 4.0 3.1 1.5 1.4 3.5 3.4 6.8 10.1 10.5

Labor and Social Protection 0.2 0.2 0.1 0.2 0.3 0.2 0.2 0.3 0.3 0.3

Economic Development 14.0 14.3 8.6 10.1 9.3 12.6 11.5 9.5 11.6 9.8

Public Debt 17.1 18.3 41.1 25.3 29.2 27.2 33.5 28.3 19.1 18.7

General Expenses of the Government 7.6 8.6 9.0 4.7 8.6 6.0 7.1 3.2 14.4 16.4

Total Expenditure 100 100 100 100 100 100 100 100 100 100

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Administrative 1.9 1.9 2.0 1.6 1.6 1.7 1.7 1.8 1.9 1.9

Admin. of Social Justice and Citizen Security 2.3 2.2 2.1 2.0 2.0 2.1 2.1 2.2 2.6 2.4

Social Development 4.0 3.6 3.5 2.9 2.8 3.0 2.9 3.4 4.6 5.2

Education 2.5 3.1 2.9 2.8 2.6 2.5 2.4 2.5 2.9 3.3

Health 1.5 0.5 0.6 0.2 0.2 0.4 0.5 0.9 1.7 1.8

Labor and Social Protection 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Economic Development 1.9 1.9 1.6 1.1 1.1 1.6 1.6 1.2 1.9 1.7

Public Debt 2.3 2.4 7.6 2.8 3.5 3.4 4.7 3.6 3.1 3.2

General Expenses of the Government 1.0 1.1 1.7 0.5 1.0 0.7 1.0 0.4 2.4 2.8

Total Expenditure 13.5 13.1 18.5 11.1 12.1 12.5 14.0 12.6 16.4 17.3

Memo item:

Nominal GDP (in US$ mns) 13,134 13,813 14,307 15,047 15,798 17,070 18,654 20,373 22,115 21,428
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1.32 The government is committed to safeguarding macroeconomic and financial 

stability, maintaining the dollarization regime through the application of a prudent fiscal 

policy consistent with long-term sustainability. In the short term, the strategy has been to 

protect vulnerable households from the impact of high commodity prices, focusing on 

expanding or developing an effective, well-targeted safety net. The medium-term strategy 

is being finalized as a five-year development plan. The plan has not yet been made public 

as El Salvador needs to develop a consensus around its long-term development and sector 

strategies given the recent history of political divide. Underlying this strategy on the 

fiscal front is the objective of expanding the fiscal space to allow for priority investment 

via a three-pronged approach—improving revenue collection, better targeting of 

subsidies exclusively directed to those most vulnerable groups of the population, and 

improvements in the social protection programs.   

1.33  Like other countries in Central America, El Salvador has made an important 

effort to increase net tax revenues, which increased from 9 percent of GDP in the 1990 to 

11.5 in 2004. In the two years following the reform of 2004 tax collection grew almost 2 

points (11.5 percent of GDP in 2004 to 13.4 percent in 2007). Chapter 2 analyzes the 

evolution and structure of public revenues and concludes that despite the tax reform 

implemented after 2004, including the most recent of late 2009, the net tax revenue from 

El Salvador, which peaked at 13.4 percent of GDP in 2007 and decreased to 12.1 percent 

of GDP in 2009, remains lower than the Latin American average of 14.7 percent of GDP. 

Despite progress in the modernization of the tax system and the empowering of tax 

administration, tax compliance remains a main obstacle to raising tax revenue. Raising 

taxes is the only way to be able to reach the fiscal targets. Tax administration alone will 

not yield what the program needs.  

1.34 A second element of the government’s program, to expand fiscal space, involves 

better targeting of subsidies, focusing them exclusively on the most vulnerable groups of 

the population. This report describes the fiscal cost of existing subsidies, the tariff 

structure in each case, and benefit incidence of each of the main subsidies in El Salvador. 

Expenditure on subsidies declined in 2009 to 0.9 percent of GDP compared to 1.8 percent 

in 2008, as a result of decreasing energy prices and the implementation of policies to 

target these benefits. However, the budget continues to be vulnerable to increases in 

international energy prices related to these subsidies.  

1.35 In parallel with the efforts mentioned above, a third key element of the 

government’s program involves improving the efficiency of the social protection 

programs. El Salvador has a number of social assistance programs of reduced scale and 

limited impact that could benefit from new targeting instruments and better monitoring 

and evaluation methods. For instance, in 2005 the government created the conditional 

cash transfer program, Red Solidaria, currently Comunidades Solidarias Rurales (CSR), 

consisting of a cash transfer to families with school-aged children in the 100 poorest rural 

municipalities in exchange for school attendance and regular health checkups. In 2009, 

the new Salvadoran Administration maintained the CSR program, expanding it to poor 

urban areas, and is complementing the program with other interventions such as a cash 

transfer to the elderly living in the same 100 poorest municipalities. This multi-sector 

approach to social challenges is an important innovation in social policymaking.  
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F. Macroeconomic Outlook and Debt Sustainability  

Macroeconomic Outlook  

1.36 Recent indicators suggesting that economic activity is starting to turn around in 

the United States are particularly relevant to El Salvador. Forty-eight percent of 

Salvadoran exports are directed to the United States, and workers’ remittances (mainly 

from the United States) represent more than 17 percent of GDP. Thus, to the extent that 

demand for Salvadoran products and remittances increases in parallel to a potential U.S. 

recovery, the economic prospects of the country will also increase, although slowly. 

While exports and imports indicate recovery in the external sector (exports grew 15.9 

percent and imports grew 18.5 percent in September 2010 relative to September 2009), 

the expansion in economic activity is still modest. The monthly index of economic 

activity expanded 0.2 percent in August 2010 compared to July 2010, but it is still 2.1 

percent below the values in the previous year. Transmission lags to domestic activity are 

expected to dampen growth prospects through 2011. Current estimates foresee a recovery 

in GDP growth rates to about 1 percent in 2010, 2.5 percent in 2011, around 3 percent in 

2012, and 4 percent in 2013 and 2015 (Table 1.8). 

1.37 Inflation is expected to remain under control in the medium term. The current 

medium-term macroeconomic framework incorporates projections for the inflation rate 

that would be consistent with a moderate increase to 2.3 percent in 2010 and 2.8 percent 

in the 2011-2015 period. The external current account balance deficit is expected to 

deteriorate in 2010 compared to 2009 and to stabilize at around 3 percent of GDP, while 

net capital flows are expected to become predominantly private over the medium term. 

Remittance flows are expected to expand in parallel to the expected improvements in the 

U.S. labor market in 2010, but additional pressure on the import front as the prices of 

commodities and food recover should predominate. On the financing front, foreign direct 

investment is also expected to recover from less than 1 percent of GDP in 2009 and 2010 

to the levels observed before the crisis in 2011 and beyond.  

1.38 The deterioration of the fiscal situation, however, has turned it into the main 

source of macroeconomic concern. The 2010 fiscal deficit (projected at 4.8 percent of 

GDP) is expected to decline with respect to 2009 since the modest recovery projected for 

next year will not likely result in dramatic improvements on the tax collection front. The 

tax reform implemented at the end of 2009 is expected to generate 0.9 percent of GDP. 

The 2010 budget is expected to include programs and projects from the government’s 

stimulus plan, pushing public spending to 22.2 percent of GDP. In order to cover, at least 

in part, the additional financing needs emerging from the revised deficit for 2010, the 

government is relying on multilateral support. Indeed, both the International Bank for 

Reconstruction and Development and the Inter-American Development Bank recently 

approved budget support operations for 2010. Beyond 2010, permanent commitments 

associated with the Anti-Crisis Plan could demand additional financial resources 

depending on how coverage of the programs evolves. 
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Table 1.8:  Medium-term Macroeconomic Scenario: Base Case  

(% of GDP, unless otherwise indicated) 

 2010 2011 2012 2013 2014 2015 

Real Growth and Prices       

    GDP growth (% change)  1.0 2.5 3.0 4.0 4.0 4.0 

    Inflation (CPI end of period % change) 1.5 2.8 2.8 2.8 2.8 2.8 

Investment and savings       

    Gross domestic investment 12.8 13.3 13.8 14.2 14.5 14.8 

    Gross domestic savings 10.0 10.2 10.5 11.0 11.1 11.5 

Public Sector       

   Total revenues and grants 17.2 18.4 19.0 19.5 19.7 19.9 

       Total tax revenue 13.1 13.9 15.0 15.8 16.0 16.4 

   Total expenditures 22.0 21.9 21.5 21.5 21.5 21.4 

   Primary balance -2.4 -0.4 0.4 1.0 1.1 1.3 

   Overall balance   -4.8 -3.5 -2.5 -2.0 -1.8 -1.5 

Public Debt        

    NFPS debt   50.0 51.0 50.7 49.6 48.2 46.8 

Balance of Payments       

  Current account balance -2.8 -3.1 -3.2 -3.2 -3.3 -3.3 

  Trade balance -15.1 -15.5 -15.4 -15.4 -15.4 -15.3 

     Exports of goods (f.o.b) 19.6 20.5 20.9 21.1 21.3 21.5 

     Imports of goods (f.o.b.) 34.7 36.1 36.3 36.5 36.7 36.9 

  Foreign direct investment  1.7 1.8 1.9 2.0 2.1 2.2 

  Remittances  16.7 17.0 17.2 17.2 17.2 17.2 

Source: Ministry of Finance, IMF, and World Bank staff estimates.  

1.39 The public-debt-to-GDP ratio stabilized at around 40 percent during 2006–08, 

driven in part by strengthened fiscal discipline and faster economic growth. Despite the 

improved maturity structure of public debt and low interest rates, the debt service 

increased due to the additional debt accumulation between 2008 and 2009. The observed 

jump in the debt-to-GDP ratio from 40 percent to more than 48 percent in this period 

resulted from both the worsening in fiscal accounts—fall in revenue collection and 

negative growth in output (Figure 1.5).    

Figure 1.5:  Public-Debt-to-GDP Ratio  

(Baseline scenario) 

 

Source: Ministry of Finance and IMF. 
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Debt Sustainability 

1.40 As mentioned, the recent financial crisis has led to higher deficits and to an 

increase in the NFPS debt as of end-2009; however, the government has strongly 

committed to ensuring fiscal sustainability over the medium term. To that end the 

analysis set forth points out the main risks in returning to a path consistent with fiscal 

sustainability. The results of this sustainability analysis will determine the need for fiscal 

consolidation over the medium term and therefore the need for a sustained effort to reduce 

the public debt.  

1.41 In the following public debt sustainability analysis for El Salvador the baseline 

public-debt-to-GDP ratio projections are built on macroeconomic assumptions consistent 

with the medium-term macroeconomic framework envisioned jointly by the Government 

of El Salvador and the IMF staff as of January 2010
5
. The main macroeconomic 

assumptions used in the analysis are presented in Table 1.9. The baseline scenario is 

constructed assuming (a) sustained growth averaging 3.1 percent annually during 2010–

15: (b) a shift in the primary balance from a deficit of 3 percentage points of GDP in 

2009 to a small annual surplus of 1.3 percentage points of GDP in 2015- the shift is 

mainly driven by an increase in tax revenues of more than 3 percent points of the GDP 

between 2010 and 2015; and (c) an average implicit real interest rate of 3.1 percent on the 

total debt over the projection period.  

Table 1.9:  Main Macroeconomic Assumptions 

 2010 2011 2012 2013 2014 2015 

    GDP growth (% change)  1.0 2.5 3.0 4.0 4.0 4.0 

    Inflation (CPI end of period % change) 2.3 2.7 2.7 2.9 2.9 2.8 

   Total revenues and grants 17.2 18.4 19.0 19.5 19.7 19.9 

       Total tax revenue 13.1 13.9 15.0 15.8 16.0 16.4 

   Total expenditures 22.0 21.9 21.5 21.5 21.5 21.4 

   Primary balance -2.4 -0.4 0.4 1.0 1.1 1.3 

   Overall balance   -4.8 -3.5 -2.5 -20 -1.8 -1.5 

 Nominal Interest Rate Public Debt (%)  5.0 6.2 6.0 6.1 6.3 6.1 

1.42 Under the baseline assumptions, the upward trend in the total public debt ratio 

that started in 2008 is projected to prevail through 2011. Public debt is expected to reach 

52.1 percent of GDP in 2011 as a result of the gradual recovery in output, and, as a 

consequence, a gradual recovery in tax revenues. However, a slow but steady downward 

trend for the debt-to-GDP ratio is projected to begin in 2012 in response to economic 

growth and to advances in the fiscal reform agenda planned by the government. This 

result also assumes a mild declining trend in public expenditures as a share of GDP. By 

2015, the debt ratio is projected to fall to 447.7 percent, compensating only part of the 

debt effects of the crisis. Interest payments associate with the debt will increase from 5.7 

percent of total expenditures to approximately 7.1 percent in 2015. 

                                                 
5
 Although our baseline scenario is equivalent to the Government and the IMF, the numbers presented 

might be different. This fact relates to differences in the indicator’s definition. For example, we take as 

base (in the Macro outlook section) net tax revenues, while the government reports gross tax revenues. 
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Figure 1.6: Total Public-Debt-to-GDP Ratio  

(Baseline Projections) 

 
Source: World Bank staff projections. 

 

1.43 While the baseline projections indicate a sustainable public debt path, we identify 

two main sources of uncertainty regarding the baseline underlying assumptions: (i) the 

speed of economy recovery after the crisis, and (ii) the progress in implementing the 

fiscal reform program. The baseline scenario is built under the assumption of economic 

recovery during 2010 and 2011 and sustained growth thereafter. Nevertheless, recovery 

could be slower than envisioned. Cuts in government spending in advanced economies 

could lead to worsening external economic conditions (a double dip recession), while 

internal obstacles –such as crime and political uncertainties- could also delay recovery. 

Additionally, the baseline scenario depends on the government’s ability to implement the 

necessary reforms to increase revenues from 17.2 percent to more than 19 percent of 

GDP. These reforms go beyond the adjustments previously implemented by the country 

(Figure 2). Political constraints could delay the approval and implementation of these 

reforms.  

 
Figure 1.7: Baseline Underlying Assumptions 

  
Source: Ministry of Finance, IMF and World Bank staff estimates  
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1.44 Motivated by these challenges, we project the medium term public debt dynamics 

under five alternative scenarios:  

 Scenario I considers the case in which there is a delay in the economic recovery 

due to internal lags our a worsening in external conditions, i.e. GDP growth is 1 

percentage point lower than the baseline values for the 2010-2011 period, while 

the primary balance behaves as in the baseline scenario.  

 Scenario II considers the case in which El Salvador continues at a slower pace of 

growth, i.e. GDP growth is 1 percentage point lower than the baseline values for 

the 2010-2015 period while the primary balance behaves as in the baseline 

scenario.  

 Scenario III considers delays in the implementation of the fiscal agenda, i.e. the 

primary balance remains at 3.0 percent of GDP until 2011, reaching the baseline 

values in 2012 with a two-year lag, while, GDP growth behaves as in the baseline 

scenario.  

 Scenario IV represents a situation of no policy change in which 2009’s primary 

balance persists throughout the 5 year projection period, while GDP growth 

behaves as in the baseline scenario.  

 Scenario V combines slower growth and no policy changes during the whole 

forecasting period. 

1.45 Results from the alternative scenarios considered suggest that the public debt is 

highly sensitive to changes in real GDP growth. Under scenario I – economic recovery 

takes longer than expected- public debt to GDP ratio reaches a peak in 2011 at 53.7 

percent, with a slow decreasing path afterwards reaching 50.7 in 2015. Under scenario II, 

where low growth lasts the whole period, the public debt to GDP ratio continue growing 

until 2012 reaching 54.5 percent remaining stable until 2015. Lower growth also results 

in an increase on interest payments on the public debt from 6.1 percent of total spending 

to approximately 7.9 in 2015.  

 
Figure 1.8: Alternative scenarios – Lower GDP growth & delayed fiscal reforms 

  
Source: Ministry of Finance, IMF and World Bank staff estimates 
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1.46 The fiscal situation is worse when delays in implementing fiscal reforms are 

considered. Under scenario III reforms are implemented with a two year lag. As a result, 

public debt to GDP expands until 2011 reaching 55.3 percent. As reform implementation 

begins and tax revenues increase, the debt slowing returns to a decreasing path returning 

to 50.8 percent by 2015. Scenario IV is concerning since no policy changes leads to a 

primary deficit of around 3.0 percent of GDP during the whole period. Under this 

scenario, the public debt ratio would increase continuously throughout the whole period 

reaching 66.6 percent in 2015. During this time, annual interest payments increase by 3.5 

percent of the total public spending reaching 9.6 percent. Finally, under scenario V the 

public debt follows a strong expansionary path. By 2015 the public debt reaches almost 

70 percent of GDP, 28 percentage points higher than the debt-to-GDP average in the pre-

crisis period. 

 
Figure 1.9: Alternative Scenario: Combined effect 

 
Source: Ministry of Finance, IMF and World Bank staff estimates 

1.47 Public debt sustainability in El Salvador hinges mainly on sustaining fiscal 

discipline and strong economic growth. While the debt path could be affect by different 

exogenous shocks (Box1.1), currently, the main sources of uncertainty in the economy 

relate to the pace of economic recovery and the ability of the government to implement 

the necessary reforms to raise government revenues. Failing in implementing the reform 

program would put El Salvador in an increasing debt path, and would have negative 

consequences for the sustainability and macroeconomic stability of the country. 
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Box 1.1: El Salvador’s Public Debt- Alternative Scenarios 
 

This section considers alternative scenario in which other relevant macroeconomic variable deviate from 

their baseline predicted values and analyze the potential implication to the debt path. The historical scenario 

is based on the assumption that key macroeconomic variables, namely real growth rate, real appreciation of the 

exchange rate, primary surplus, and real interest rates, stay at their historical averages for 2005–09, and thus 

reflects a period of relative solid macroeconomic fundamentals.  Other intermediate scenarios assume: (i) higher  

interest rates, (ii) lower primary balance, (iii) an increase in debt-creating flows in 2010
1
, and (iv) a combination of 

lower GDP growth, higher interest rates and lower primary balances. Unless specified, shocks are considered 

temporary and implemented in 2010 and 2011, with baseline figures held constant for the remaining years.  

Based on the analysis of the different scenarios, El Salvador is most vulnerable to temporary combined 

shocks and to an individual shock to the primary balance (Figure 1). Together the combine shocks could push 

the public debt ratio up to 62.2 percent by 2011. The debt ratio would remain high in 2012 and decline slightly 

thereafter, reaching 58.7 percent in 2015. The analysis also indicates that the public debt ratio is sensitive to 

changes in the primary balance. A shock to the primary-balance-to-GDP ratio would lead to a jump in the public 

debt ratio to 58.5 percent in 2011. Although debt to GDP would start falling after 2012, this ratio would still be 

almost 55 percent in 2015. The other individual shocks would also raise debt above the baseline scenario, although 

the deterioration would be less evident. The historical scenario is the most optimistic; where public debt ratio 

would remain below the baseline and would increase to 50.1 percent in 2011.  

 

 A stochastic debt sustainability analysis completes the assessment of the risks of the government’s fiscal 

strategy. The scenario and confidence intervals for the public debt ratios correspond to varying degrees of 

uncertainty for four key macroeconomic variables: (a) domestic interest rates, (b) growth rate, (c) exchange rate, 

and (d) foreign interest rate. Assuming an average primary surplus of 0.3 percentage points of GDP during 2010–

15, there is a 97.5 percent probability that the public-debt-to-GDP ratio will remain between 42 and 65 percent 

(Figure 2). Under an alternative scenario, where the primary balance shifts to a deficit of 1 percent annually over 

the projection period, the 97.5 percent confidence interval for the public-debt-to-GDP ratio would become 48 to 70 

percent. Once again, this result highlights the importance of improving fiscal discipline for public debt dynamics in 

El Salvador.   

Although the public debt ratio in El Salvador is not unsustainably high, the sensitivity of the debt stock to 

sustaining fiscal discipline and strong economic growth is non-negligible. All the proposed scenarios take into 

account uncertainties about the short-term dynamics of El Salvador’s economy. Continuing efforts to strengthen 

the fiscal policy framework and the growth prospects of the economy is very important. In particular, broadening 

the tax base, enhancing revenue collection, and ensuring better management of fiscal expenditures to create fiscal 

space for productive investment would help improve the public debt dynamics in El Salvador.  
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G. Remaining Challenges and Policy Options  

1.48 This chapter has delineated the major fiscal challenge that confronts El Salvador 

today: addressing the recent deterioration in the debt sustainability outlook while at the 

same time creating the fiscal space for priority investments required to meet pressing 

social needs and accelerate growth. The macroeconomic scenario underlying the 

government’s medium-term program assumes that global economic growth will pick up 

again, thus leading to growth in remittances, exports, and foreign investment, speeding up 

domestic demand. The government’s program also assumes that tax revenues will improve and 

that expenditures would be reassigned to priority social sector and growth-enhancing 

investments. As noted throughout the analysis, the level of new spending required should 

be manageable and can be reconciled with the goal of strengthening fiscal accounts in a 

country where the tax burden is still relatively low by international standards.  

1.49 If recent expenditure and income trends are left unchecked, the debt sustainability 

of El Salvador would be compromised. Even under adequate growth and favorable 

interest rates, it will take several years of sustained effort to reduce the public debt. In 

effect, a baseline scenario, built on macroeconomic assumptions consistent with the 

medium-term macroeconomic framework envisioned jointly by the Government of El 

Salvador and IMF staff, would lead to: (a) decreasing the overall deficit to a level below 

2 percent of GDP by 2013; (b) a steady downward trend for the debt-to-GDP ratio 

starting 2011 until reaching 45 percent by 2015; and (c)  a mild declining trend in public 

expenditures as a share of GDP, which will be around 21 percent of GDP by 2015. These 

trends indicate that serious attention is required in order to preserve the country’s credit 

rating and the cost of external borrowing.  

1.50 Returning to a public debt level that allows for fiscal flexibility to respond to 

shocks, contingencies, or cyclical economic management should be a priority in El 

Salvador. The chapter lays out a path to return to a debt level of 45 percent of GDP over 

six years, which would require gradual but important increases in tax revenues, which 

would reach 4.5 percent by 2015. These increases in revenues cannot be collected by 

administrative measures only; it will require additional tax efforts.  

1.51 The Government could also benefit from a reduction of the fiscal cost of existing 

subsidies. Even though spending on subsidies declined in 2009 relative to 2008 in 

response to policies that were implemented to target these benefits and reduce the fiscal 

burden, they continue to account for over 1 percent of GDP, and the budget continues to 

be vulnerable to increases in international energy prices related to these subsidies. The 

government should continue reducing the remaining generalized subsidies, aiming to 

eliminate export subsidies, target natural gas subsidies, and further reduce water and 

electricity subsidies. 

1.52 The 1996 pension reform created substantial transition costs, which were 

significantly exacerbated by subsequent reforms that first defined, and then extended, a 

minimum pension guarantee. As a result of these reforms, most of the increase in social 

public spending over the last decade can be explained by the public pension system. 

Therefore, several pension provisions should be amended to reduce benefits that are too 

generous in the international context and that can increase the degrees of freedom of 

fiscal policy. 
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1.53 Finally, in parallel with the efforts mentioned above, another element to expand 

fiscal space would involve improving the efficiency of the social protection programs. El 

Salvador has had a number of social assistance programs of reduced scale and limited 

impact. In addition, a new host of social programs are being introduced as part of the new 

government priorities. Both the existing and new programs could benefit from new 

targeting instruments and better monitoring and evaluation methods. For instance, the 

conditional cash transfer program, Comunidades Solidarias Rurales (CSR), was 

expanded and complemented by the new Salvadoran Administration with other 

interventions such as a cash transfer to the urban poor and cash transfers to the elderly 

living in the poorest municipalities. This approach to social challenges is an important 

innovation in social policymaking. 
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Chapter 2

 

2.1 El Salvador shares some of the endemic weaknesses of Latin American countries 

regarding fiscal policy. The tax system has two features that limit its capacity to finance 

fiscal expenditure: (a) low levels of tax revenues (as share of gross domestic product 

(GDP); and (b) a dependence on indirect taxes, which makes the tax system regressive.
7
 

2.2 Historically, El Salvador has been one of the Latin American countries with a 

smaller tax burden, with most of tax revenues being collected through the value-added 

tax (VAT). The constant pressure to provide better public services and social aid has been 

a major challenge for fiscal authorities, who have experienced the gradual disappearance 

of foreign grants, the reduction of public enterprises and social security contributions, and 

the increase of public debt burden as major constraints on fiscal policy.  

2.3 Tax revenues have gradually become the main source of government revenue—

78.7 percent of total government revenue in 2008 compared to 70.7 percent in 2000. The 

increasing importance of tax revenues in El Salvador has been the result of improvement 

in tax collection and the decreasing participation of other sources of revenues. Progress in 

reducing tax evasion and broadening the bases of the VAT and income taxes have been 

important to increasing tax revenue and partly compensate the falling contribution from 

other sources of fiscal revenue.   

2.4 The share of tax revenues as a percent of GDP in El Salvador is lower than the 

Latin American average, which is in turn much lower than in Organization for Economic 

Co-operation and Development (OECD) countries. While in the OECD countries tax 

revenues were about 27 percent of GDP on average in 2008, tax revenues in Latin 

America were about 14.1 percent, while in El Salvador, the share of tax revenue as a 

percent of GDP was 13.0 percent in 2008 (from 10.2 percent in 2000 and 12.5 percent in 

2005). The tax burden rose in 2007 and 2008, reflecting the strengthening of tax 

administration, mainly as a result of the 2004 reform, combined with greater economic 

growth since 2005 and greater macroeconomic stability (Figure 2.1). Progress in raising 

tax revenue in El Salvador has also been important compared to other Central American 

countries. El Salvador has increased tax revenue to the levels exhibited by Costa Rica, 

Nicaragua, and Honduras. El Salvador has also widened the distance from Panama and, 

since 2005, it has been above Guatemala. 

 

                                                 
6
This chapter was prepared by Ana Lucia Armijos (World Bank), based on the background paper of Mario 

Gutierrez (Consultant), which benefited from comments and valuable insights of USAID El Salvador, 

Roberto Rubio (FUNDE), Alvaro Trigueros (FUSADES), Alberto Barreix (IDB) and Mynor Cabrera 

(ICEFI).   
7
Breceda, Rigolini, and Saavedra (2008); Cepal (2006); Engel, Galetovic, and Raddatz (1997); Gómez 

Sabaini (2005); Goñi, López and Servén (2008); and Tanzi (2000) have shown that the redistributive 

impact of transfers is much more effective and politically more viable than the redistributive impact of 

taxation. Increasing the level of taxes to increase transfers exerts a more significant redistributive impact 

and is exposed to less political opposition than increasing the progressivity of the tax structure. 
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Figure 2.1: Tax Burden Compared to Latin America and OECD Countries 

 
    Source: OECD (2008); ECLAC (2008); and IMF (2008) for El Salvador . 

 

2.5 Informality is a serious constraint affecting the economy and tax revenue policy. 

The average size of the informal sector during 2000–06 was about 54 percent measured 

by the number of employees without social security affiliation. Urban underemployment 

was above 30 percent in 2006. The low quality and scarcity of employment has resulted 

in a massive emigration of Salvadorans, the United States being the most important 

destination. Workers’ remittances played an important role in alleviating poverty and 

income inequalities.
8
 At the same time, informality and low-quality employment feed the 

poverty cycle, creating pressure to improve and expand social expenditure.  

2.6 While in OECD countries personal income tax revenue accounts for about 9 

percent of GDP, in El Salvador it accounts for about 2 percent (and about 1 percent of 

GDP for Latin America as a whole). El Salvador relies heavily on taxes on goods and 

services, mainly the VAT, accounting for more than half of overall tax revenues (52 

percent on average during 2000–08). This share is also higher than the average in Latin 

America, making the tax system one of the more regressive in the region (Figure 2.2). As 

mentioned, the heavy dependence on the VAT is also a serious constraint for the 

reduction of the informality of low-income groups.  

 

 

 

                                                 
8
According to UNDP (2008), the Gini coefficient for 2004 corresponding to households without incoming 

funds from abroad was 0.52, and for households that receive funds from abroad the Gini coefficient was 

0.44. 
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Figure 2.2:  Tax Burden Compared to Central America 

 
      Source: Ministry of Finance, World Bank, and IMF estimates. 

A. Structure and Evolution of the Tax System in El Salvador 

2.7 The principal attribute of the tax system in El Salvador is its simplicity. The 

system, simplified during the 1990s and 2000s, is based on six taxes: (a) the VAT, (b) 

income tax, (c) specific taxes, (d) foreign trade taxes, (e) tax on the transfer of assets and 

property, and (f) tax on fuels. The VAT and the income tax together account for over 86 

percent of total tax revenue. The share of both taxes in total tax revenue rose from 86.2 

percent in 2000 to 87.9 percent in 2008, and the importance of the income tax increased 

during the period, reflecting legal changes and measures that have improved tax 

administration, simplified the regime for personal income taxpayers, and broadened the 

tax base. Although the gap between direct and indirect taxation is still large, the 

improvement in income tax revenue collection since 2005 is reflected in the narrowing of 

the gap (Figures 2.3 and 2.4).  

Figure 2.3:  Structure of the Tax System, El Salvador, 2000–08 

(Tax shares) 

 
          Source: El Salvador General Directorate for Internal Taxes (DGII)  
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Figure 2.4:  Structure of the Tax System, El Salvador, 2000–08 

 
               Source: El Salvador General Directorate for Internal Taxes (DGII)  

2.8 El Salvador is not very different from the rest of Latin America in terms of tax 

structure. The relative importance of the VAT rose gradually after the elimination (1992) 

of the export and the wealth tax. During the period 2000-08 revenue from specific taxes 

averaged 3.6 percent of total taxes, custom duties declined due to opening to foreign 

competition and by the Dominican Republic-Central America Free Trade Agreement 

(DR-CAFTA), and tax on fuels (FOVIAL) earmarked to finance the Road Maintenance 

Fund, contributed less than 0.5 percent to total tax revenue (Table 2.1).  

Table 2.1:  El Salvador Tax Structure 

 
   Source:  El Salvador General Directorate for Internal Taxes (DGII)  
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2000 2001 2002 2003 2004 2005 2006 200
7 

200
8 (% of Total ax Revenues1/) 100.0% 100.0

% 
100.0% 100.0% 100.0% 100.0% 100.0

% 
100.0% 100.0% 

Direct Taxes 31.9% 30.5% 29.3% 30.1% 30.1% 32.5% 32.6% 34.5% 35.3% 

Income Tax 31.1% 29.8% 28.5% 29.3% 29.3% 31.8% 31.9% 33.8% 34.7% 

Corporate Income Tax 16.4% 15.7% 11.9% 15.2% 15.4% 16.7% 16.7% 17.7% 18.2% 

Personal Income Tax 14.7% 14.1% 16.6% 14.1% 14.0% 15.1% 15.2% 16.1% 16.5% 

Assets & Real State Tax 0.8% 0.8% 0.8% 0.8% 0.8% 0.7% 0.7% 0.7% 0.6% 

Indirect Taxes 68.1% 69.5% 70.7% 69.9% 69.9% 67.5% 67.4% 65.5% 64.7% 

VAT 55.1% 56.6% 53.7% 53.0% 53.3% 52.2% 53.1% 52.5% 53.2% 

Specific Taxes 3.4% 3.2% 4.0% 3.4% 4.0% 4.3% 3.8% 3.4% 3.1% 
Foreign Trade Tax 9.7% 9.5% 9.2% 9.8% 9.1% 8.1% 7.8% 7.1% 6.0% 

FOVIAL (Fuels Tax) 0.0% 0.1% 3.9% 3.7% 3.5% 3.0% 2.7% 2.5% 2.3% 
Tax Burden (% of GDP) 10.2% 10.5% 11.1% 11.6% 11.5% 12.5% 13.3% 13.4% 13.0% 
Direct Taxes 3.5% 3.4% 3.4% 3.6% 3.7% 4.3% 4.5% 4.9% 4.8% 

Income Tax 3.4% 3.3% 3.4% 3.5% 3.6% 4.2% 4.4% 4.8% 4.8% 

Corporate Income Tax 1.8% 1.7% 1.4% 1.8% 1.9% 2.2% 2.3% 2.5% 2.5% 

Personal Income Tax 1.6% 1.6% 2.0% 1.7% 1.7% 2.0% 2.1% 2.3% 2.3% 

Assets % Real State Transfers Tax 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 
Indirect Taxes 7.5% 7.7% 8.3% 8.4% 8.5% 8.9% 9.3% 9.2% 8.9% 

VAT 6.1% 6.3% 6.3% 6.4% 6.5% 6.9% 7.3% 7.4% 7.3% 
Specific Taxes 0.4% 0.4% 0.5% 0.4% 0.5% 0.6% 0.5% 0.5% 0.4% 
Foreign Trade Tax 1.1% 1.1% 1.1% 1.2% 1.1% 1.1% 1.1% 1.0% 0.8% 

FOVIAL (Fuels Tax) 0.0% 0.0% 0.5% 0.4% 0.4% 0.4% 0.4% 0.3% 0.3% 
Refunds,  export subsidy 1/  -0.9% -0.6% -0.7% -0.4% -0.7% -0.6% -0.5% -0.7% -0.8% 
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The Value-added Tax (VAT) 

2.9 The VAT is the most important tax in El Salvador in terms of tax revenue 

collection (about 53 percent in 2008). The VAT rate is 13 percent and covers the 

transaction of goods and services, excluding the leasing of housing, purchases of goods 

and services provided by government institutions, public and cultural events, and 

insurance and education services. The VAT simplified the tax structure and empowered 

the tax administration with new legal forms for reporting and enforcing the recording of 

transactions.   

2.10 Tax collection from the VAT has improved since 2004, reflecting changes in its 

administration and controls. As part of the reform, the General Directorate for Internal 

Taxes created “large,” “medium,” and “small” tax-payers administration units. Large tax-

payers were obligated to withhold and report all VATs involved in transactions with 

smaller tax-payers on both sides: sales and purchases. The broadening of the VAT tax 

base and the acceleration of consumption also contributed to raising VAT revenue. GDP 

grew at an average annual rate of 3.2 percent while consumption expenditure rose at an 

average annual rate of 4.9 percent during 2003–08. The share of VAT in GDP rose from 

6.4 percent (2003) to 7.3 (2008) (Figure 2.5). 

Figure 2.5:  The Evolution and Productivity of the VAT, 2000–08 

 (a) Evolution of the VAT 

 

(b) VAT Productivity
1 

 

1.  VAT productivity calculated as the ratio of VAT collections to GDP over the nominal VAT rate. 

Source: El Salvador General Directorate for Internal Taxes (DGII)  

 

2.11 In 2000 a new reform eliminated the exemption on the trading and imports of 

cereal, beans, liquid and powdered milk, and medicines. The enactment of the Tax Code 

in January 2001, helped to strengthen the VAT tax administration collection capacity, 

introducing procedures and mechanisms to control, enforce, and penalize noncompliance 

with VAT regulations. In 2004, the tax reform introduced legislation and procedures that 

allowed the cross-verification between the VAT and the income tax and simplified the 

invoice system. Although the VAT tax rate of 13 percent is low compared to other 
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countries in the region and to OECD countries, the VAT’s broad base and narrowed 

exemptions make it one of the most productive VATs in Central America.
9
  

Value-added Tax Productivity 

2.12 The overall productivity of the VAT rose steadily during 2001–06, with a 

slowdown in 2007–08 (Table 2.2). The VAT productivity in El Salvador is among the 

highest in Latin America, only below Chile, Honduras, Nicaragua, Panama, and 

Paraguay. Its performance is far above the productivity of some larger countries in the 

region, which in part is the result of the reduced set of exemptions compared to other 

countries.     
Table 2.2: VAT Productivity, 2000–08  

 

 
Source: El Salvador General Directorate for Internal Taxes (DGII)  

 

                                                 
9
 In Honduras and Nicaragua, the VAT rate is 15 percent, with some exceptions on differentiated goods and 

services. In Costa Rica, it is 13 percent, and in Guatemala, 12 percent. 

2000 2001 2002 2003 2004 2005 2006 2007 2008

VAT - Total Revenue

VAT (mill. US$) 799.8      866.3      903.9      960.3      1,026.2   1,169.9   1,362.5   1,506.5   1,620.0   

VAT (as % of GDP) 6.1% 6.3% 6.3% 6.4% 6.5% 6.9% 7.3% 7.4% 7.3%

Rate 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0%

Productivity 46.8% 48.2% 48.6% 49.1% 49.9% 52.7% 56.2% 56.9% 56.2%

Productivity Improvement -- 3.0% 0.7% 1.0% 1.6% 5.7% 6.6% 1.2% -1.3%

VAT - Domestic Transactions

VAT - Domestic Transactions (mill. US$) 384.0      412.7      431.8      436.9      445.7      511.2      564.1      600.4      617.9      

VAT (as % of GDP) 2.9% 3.0% 3.0% 2.9% 2.8% 3.0% 3.0% 2.9% 2.8%

Rate 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0%

Contribution to total Productivity 22.5% 23.0% 23.2% 22.3% 21.7% 23.0% 23.3% 22.7% 21.4%

Annual Improvement -- 2.2% 1.0% -3.8% -3.0% 6.3% 1.0% -2.5% -5.5%

VAT - Imports

VAT - Imports (mill. US$) 415.8      453.6      472.0      523.4      580.5      658.8      798.4      906.0      1,002.1   

VAT (as % of GDP) 3.2% 3.3% 3.3% 3.5% 3.7% 3.9% 4.3% 4.4% 4.5%

Rate 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0%

Contribution to total productivity 24.4% 25.3% 25.4% 26.8% 28.2% 29.7% 32.9% 34.2% 34.7%

Annual Improvement -- 3.7% 0.5% 5.4% 5.5% 5.2% 10.9% 3.9% 1.5%
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The Income Tax  

2.13 The income tax is the second-most-important-tax in El Salvador, contributing 

34.7 percent of total tax revenues in 2008, up from 31.1 percent in 2000. In contrast with 

other countries, only the income from national sources is taxed, and it applies to persons 

and corporations.   

2.14 The Personal Income Tax applies a progressive marginal bracket scale to the 

taxable revenue of individuals (personas naturales). The total income tax paid by any 

individual cannot exceed 25 percent of taxable revenue, however. The personal income 

tax base includes earnings from work sources and all other personal income received by 

individuals, exempting the interest earned on bank deposits, incomes received from 

insurance, inherited income, and a limited amount of authorized grants, dividends, and 

capital gains on stock market transactions.  

2.15 The Corporate Income Tax applies a 25 percent flat tax rate to the taxable 

revenue of enterprises (personas jurídicas), exempting the expenses inherent in the 

operation of the corporation, including the interest cost on incurred debt, and a limited 

amount of authorized grants. Tax revenue from the income tax rose sharply after 2004 as 

a result of the reform that extended the 1.5 percent payments on account (pagos a cuenta) 

to non-corporate tax-payers and the tax amnesty of November 2004 to May 2005, which  

allowed the regularization of past-due tax payments from  individuals and corporations. 

Tax revenue increased from 3.7 percent of GDP in 2004 to 4.8 percent of GDP in 2008 

(Figure 2.6) 

 
Figure 2.6:  Evolution of Income Tax Revenue, El Salvador 

 
     Source: OECD (2008) and ECLAC (2008); IMF (2004, 2008). 

2.16 In 1992, a new income tax law
10

 established the current income tax system. This 

law created the General Directorate for Internal Taxes (Dirección General de Impuestos 

Internos, DGII) and contributed to integrating its work with that of the Customs Office 

                                                 
10

 Decree 134, February18, 1992. 
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(Dirección General de Renta de Aduanas, DGRA). Since 2000, the income tax increased 

to close to 5 percent of GDP, stimulated by additional improvements in the income tax 

law and tax administration (Figure 2.7).   

 
Figure 2.7:  Structure of Income Tax Collections, El Salvador 

 
Source: OECD (2008) and ECLAC (2008); IMF (2004, 2008) for El Salvador. 

2.17 During 1999–2004, a series of reforms were introduced aimed at increasing tax 

compliance. These reforms included the new Customs Simplification Law, the Tax Code, 

the Customs Breach, and other amendments for the modernization of public 

administration. As part of the tax administration technological update, a new system of 

electronic tax payment was implemented, together with an enhanced administration 

control plan. These improvements contributed to strengthening tax compliance.  

2.18 In 2004, changes were introduced to the income tax law (Decree 496) reducing 

exemptions, adding new non-deductible expenses, and introducing regulations related to 

transfer pricing and transactions with tax havens. As part of the reforms, bank secrecy 

was eliminated for purposes of tax administration requirements, but the enforcement of 

this measure was not clearly established, leaving the release of information to the 

voluntary cooperation of banks. All these reforms resulted in the broadening of the tax 

base and strengthened tax administration controls, contributing to improving tax revenue 

collection. The productivity of the income tax increased by about 40 percent during 

2000–08, rising from about 13.7 percent in 2000 to 19.2 percent  in 2007 and 2008. 

Income Tax Productivity 

2.19 The productivity of the personal income tax was similar to the VAT productivity 

(above 55 percent) during 2000–08. The contribution of the corporate income tax 

fluctuates between 7 to 10 percent during the same period and its performance is 

comparable to other LAC countries (Table 2.3). The lower contribution of the corporate 

income tax compared to the personal income tax contribution is due to evasion and 
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exemptions and the fact that the corporate income tax only applies to national sources. 

Given the openness of the economy, during the last decade the income from foreign firms 

(including banks) could be transferred abroad or to branches inside free trade zones, 

reducing income tax liabilities. The non-existence of a special regime for small 

enterprises, which account for about 85 percent of enterprises, encourages them to remain 

in the informal sector to avoid taxation.  

Table 2.3:  Income Tax Productivity in El Salvador, 2000–08 

 
          Source: El Salvador General Directorate for Internal Taxes (DGII) 

Other Taxes 

2.20 Revenue from other taxes has gradually lost importance as a source of 

government finance. The collection of specific taxes represents about 4 percent of gross 

tax revenue. The specific taxes are applied to four types of products with highly inelastic 

demands supplied by few firms, permitting good control by the tax administration 

(alcoholic and non-alcoholic beverages, tobacco products, and firearms). The specific tax 

bases and rates changed with the 2004 Tax Reform, introducing a mix of fixed and ad-

2000 2001 2002 2003 2004 2005 2006 2007 2008

IT - Total Revenue

Income Tax (mill. US$) 451.1         455.2         480.2     530.1         564.7         699.6         818.7         968.2         1,056.6      

Income Tax (as % of GDP) 3.4% 3.3% 3.4% 3.5% 3.6% 4.1% 4.4% 4.8% 4.8%

Rate 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%

Productivity 13.7% 13.2% 13.4% 14.1% 14.3% 16.4% 17.6% 19.0% 19.0%

Productivity Improvement -- -4.1% 1.9% 5.0% 1.3% 14.8% 7.1% 8.3% 0.2%

Corporation Income Tax 

Corporate Income Tax (mill. US$) 237.6         239.8         200.2     274.5         295.9         373.3         429.0         507.4         553.7         

Corporate Income Tax (as % of GDP) 1.8% 1.7% 1.4% 1.8% 1.9% 2.2% 2.3% 2.5% 2.5%

Rate 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%

Contribution to Productivity 7.2% 6.9% 5.6% 7.3% 7.5% 8.7% 9.2% 10.0% 10.0%

Annual Improvement -- -4.1% -19.4% 30.3% 2.5% 16.9% 5.2% 8.3% 0.2%

Personal Income Tax

Personal Income Tax (mill. US$) 213.5         215.4         280.0     255.6         268.8         339.1         389.7         460.8         502.9         

Personal Income Tax (as % of GDP) 1.6% 1.6% 2.0% 1.7% 1.7% 2.0% 2.1% 2.3% 2.3%

Maximum Rate /1 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0%

Lower Income at Maximum Rate (US$) 22,857       22,857       22,857   22,857       22,857       22,857       22,857       22,857       22,857       

GDP per capita 2,120         2,159         2,195     2,267         2,338         2,483         2,668         2,904         3,075         

Lower Income at Maximum Rate (as a 

multiplicator of GDP per capita)
         10.78          10.59      10.41          10.08            9.78            9.21            8.57            7.87            7.43 

Contribution to Productivity 58.4% 55.0% 67.9% 57.1% 55.4% 61.0% 59.6% 59.3% 56.2%

Annual Improvement -- -5.8% 23.4% -15.9% -3.0% 10.1% -2.1% -0.5% -5.4%
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valorem rates. The firearms tax was introduced as part of the 2004 reforms. Revenue 

from specific taxes in terms of GDP declined after 2005 to amounts similar to 2000. This 

behavior differs from that observed in other countries, where the share of these taxes 

increased three or four times during the 2000s (Figure 2.8). 

Figure 2.8:  Taxes Levied on Specific Products, 2000–08 
 

(a) Evolution of Specific Taxes            (b) Share of Specific Taxes by Product 

  
Source: El Salvador General Directorate for Internal Taxes (DGII). Official estimates for December 2008. 

2.21 Revenue from foreign trade taxes has also declined as the economy opened to 

foreign competition. In fact, several trade agreements have been signed during the 2000s 

including a trade agreement with the United States (DR-CAFTA) that reduced import 

tariffs and import tax revenues. Tax revenues from foreign trade taxes fell from about 2 

percent of GDP during the 1970s to about 1 percent of GDP during 2000–07 despite an 

increase of imports during the period (Figure 2.9). During 1999–2004, reforms to the Tax 

Code and Customs were approved to increase compliance with payments. 

Figure 2.9:  The Evolution of Foreign Trade Taxes 

    (a) Evolution of Custom Duties,           (b) Evolution of Foreign Trade Taxes,  

    2000–08       1970–08 

      
Source: El Salvador General Directorate for Internal Taxes (DGII). Official estimates for December 2008. 
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2.22 Revenue from wealth taxes has remained negligible at below 1 percent of tax 

revenue during the 2000s, and its share in terms of total tax revenue has been declining. 

The net wealth tax created in 1986 was abolished in 1994. El Salvador is one of the three 

Latin American countries (Cuba and Haiti are the others) without a net wealth or property 

tax. In 1993, the tax on inheritance was also eliminated, as was the tax on grants. The 

main reasons they were eliminated were the simplification of the tax system, their low 

revenues, high administration cost, and the probable stimulus to nationals to transfer 

wealth out of the country. The surviving wealth tax is the tax on assets and real estate 

transfers introduced in 1986. This tax was modified in 1993, exempting inheritance 

transfers, increasing exemptions, and introducing a uniform 3 percent tax rate (Figure 

2.10).  

Figure 2.10:  Evolution of Wealth Taxes, 2000–08 

 
      Source: El Salvador General Directorate for Internal Taxes (DGII)  

 

2.23 The FOVIAL tax, applied at a fixed rate (US$0.20 per gallon) on fuels is 
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finance the Road Maintenance Fund (FOVIAL), a fund that finances the improvement of 
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from the tax on fuels (and liquefied petroleum gas) was modified since 2001. Before the 
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the final price paid by consumers), and it was earmarked to subsidize public transport of 

passengers. At the end of 2001, the system of taxes on fuels was modified and the 
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tax but a contribution (Figure 2.11). 
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Figure 2.11:  Evolution of the Fuel Tax (FOVIAL), 2000–08 

 
    Source: General Directorate for Internal Taxes (DGII). Official estimates for December 2008. 

B. Tax Reforms in El Salvador: Main Changes since 2002 

2.24 Since 2000, major reforms have been implemented that contributed to raising the 

efficiency of tax collection and to simplify the tax system, broaden the tax base, and 

strengthen tax administration. The Tax Code was introduced in 2000 and a series of 

major reforms were implemented during 2002–04 that upgraded the auditing, control, and 

computational systems. In late 2004 a new set of reforms were enacted. The reforms 
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the deductions of expenses for the corporate income tax base. New regulations 

were introduced regarding legal forms and reporting of costs and expenses, 

especially those related to the reporting of wages, travel expenses, leasing, 

insurance premiums, and interest, among others, that facilitated monitoring and 

control by the tax administration. The system of accelerated depreciation for tax 

purposes was eliminated and donations were limited.   

 VAT: The categories of “large,” “medium,” and “small” taxpayers were created 

for tax administration. Large tax-payers were assigned the responsibility of 

withholding and reporting all VAT taxes involved in transactions with smaller 

tax-payers. The changes included the obligation by VAT tax-payers to declare all 

taxable, exempted, and nontaxable operations. A 1 percent payment on account 

was established for VAT payments.  

 Specific Taxes: Changes to the taxes levied on alcoholic drinks, beer, and 
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 Tax Amnesty: To stimulate tax regularization, the 2004 reforms included a tax 

amnesty. This amnesty consisted of a three-month term to settle any tax liability, 

at any time in the collection process, without interest or fines. The term, which 

ended in January 2005, was extended until May 2005. The tax amnesty included a 

payment facility, namely that the tax liability could be settled in six months. 

 Tax Administration: The Tax Code, the Code of Criminal Justice, the Banking 

Law, and the Non-Banking Financial Intermediaries Law were also modified to 

introduce new regulations on the reporting of tax liabilities reinforcing the 

monitoring and controls by the tax administration.  

 Customs Law: A series of changes to the customs law was adopted in an effort to 

increase tax compliance and coordinate actions with the DGII. The Law on 

Simplification of Customs Procedures was introduced to verify reported values 

and to resolve controversies during the administrative process. A Special Law on 

the Breach of Customs Rules was enacted that included the ruling of frauds and 

the strengthening of sanctions for violations of the Customs Law. 

The Most Recent Reform  

2.25 In December 2009, the National Assembly approved new tax measures that would 

improve revenues for 2010. The measures included an increase in excise taxes on 

alcohol, tobacco, and carbonated beverages; a new vehicle registration tax; and 

improvements in the VAT and income tax laws meant to broaden the base and reduce tax 

evasion and avoidance. For instance, capital gains and interest income will be taxed for 

the first time, a simplified VAT procedure will be introduced, and foreign banks will face 

a 20 percent income tax withholding on loans granted locally. The government also 

expects that improvements in tax administration, including better coordination of tax 

collection agencies, will yield higher revenues over the medium term. These measures are 

expected to yield in 2010 about 1 percent of GDP, taking the net tax GDP ratio to 13.2 

percent. However, for the medium term, the government will have to approve new tax 

reforms aimed at increasing net tax revenues to 16 percent of GDP by 2014, from around 

13 percent during 2006–08. This will require not only strengthening tax administration 

but also adjustments to tax legislation.  

C. Tax Evasion and Tax Compliance 

2.26 Tax evasion is the violation of the tax law in order to reduce the tax burden, 

whereas tax avoidance implies taking advantage of legal ambiguities or loopholes to 

reduce tax liabilities. The distinction is not easy to make and the act of eluding tax with 

the intention of evading taxation could ultimately also be considered an act of tax 

evasion. In this report we treat tax avoidance as part of tax evasion. Tax evasion comes in 

several forms: no declaration or under-reporting of income, wealth or sales; over-

reporting of expenses; and any other ways to reduce tax liability. 

Sources of Tax Evasion in El Salvador 

2.27 Efforts to raise tax revenue and reduce tax evasion have ranged from 

simplification of the tax system to the elimination of several exemptions and the 
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hardening of the penalties on tax evaders. Despite progress in the modernization of the 

tax system and empowering of tax administration, tax evasion remains a main obstacle to 

raising tax revenue. Factors contributing to tax evasion can be classified into four groups.   

Factors Associated with Tax and Customs Administration Structure and Management 

2.28 Tax administration remains weak due to under-qualified staff, weak delegation, 

dysfunctional organization and complex procedures. Due to the fact that in El Salvador 

there are no professional careers in taxation, tax experts are scarce and tax officers are not 

well qualified and remunerated. The staff in the DGII lacks adequate formal training and 

managerial skills for tax administration. This leads to poor productivity. Not having a 

long-term strategic vision causes the tax administration to be reactive, devising corrective 

“emergency” plans, rather than being proactive, designing preventive, medium-term 

plans aimed at improving tax compliance.  

2.29 More than 80 percent of total tax revenue from the VAT and income tax (90 

percent of total tax revenue) is obtained from less than 15 percent of Salvadoran 

taxpayers (large and medium-size taxpayers). This reflects the unequal income 

distribution. In most Latin American countries this reality has induced the creation of tax 

administration units in charge of large size and medium-size taxpayers. Tax 

administration resources are concentrated in these units, limiting the capacity to control a 

large segment of low-income taxpayers, which constitute more than 85 percent of tax-

payers but who contribute less than 20 percent of tax revenue. Therefore, tax 

administration costs are high due to numerous tax-payers that contribute little (in per 

capita terms) to tax revenue. 

2.30 The tax reform of 2004 created the tax administration ¨large taxpayers unit,” 

which, according to 2007 DGII statistics, was covering about 2 percent of taxpayers and 

about 76 percent of total tax revenue collection. Enabling the tax administration to 

become more effective in controlling tax evasion may require expanding the “large 

taxpayers unit” to include additional taxpayers that comprise the category of “medium-

size taxpayers.” The DGII considers “large taxpayers” those with an annual income equal 

to or above $1 million. This threshold may be reduced to $750,000. The simplification of 

tax payment procedures would help free up tax administration resources and help reduce 

tax evasion.  

2.31 In Central America, Costa Rica, Honduras, and Nicaragua apply simplified tax 

regimes for small taxpayers. The simplified regime aims at reducing administration costs 

rather than raising tax revenue. It also helps reduce informality. The regime considers 

adopting a low and unified tax rate (VAT and income tax) and a base easy to observe 

(i.e., sales) on which to apply the tax. In Chile and Mexico, the simplified tax rate is also 

differentiated by economic activity. Adopting a simplified regime for low-income groups 

for the payment of the income tax and the VAT is likely to have little if any negative 

effect on tax collection (Box 2.1).
11

  

                                                 
11

 An exercise assessing the impact of adopting a unified rate for the payment of the VAT and the income 

tax for the lowest income tax brackets ($2,524 to $9,142) in the commerce and services sector (with unified 

rates of 5% for commerce and 9 % for services) shows that the negative impact on tax revenue as a percent 
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Box 2.1:  Tax Compliance, Tax Gap, Tax, Evasion, and Tax Avoidance 

Tax compliance (net) is measured as the ratio between actual tax revenue and potential tax 

revenue; that is, the level of taxes collected in full compliance with the law after netting out 

exemptions allowed by the tax law. Tax evasion is measured by the tax gap, equivalent to the 

complement of tax compliance.  

The tax gap does not measure the amount of additional revenue that would be collected with 

full enforcement of the tax law; however, perfect enforcement and zero tax evasion would 

induce a change of the economic scenario (some firms would go bankrupt, taxpayers would 

modify their supply of labor, and prices and incomes may change), modifying the tax bases and 

the level of potential and actual tax revenues. Therefore, the tax gap should be interpreted 

cautiously as an indicator to measure the marginal effects of tax law enforcement. Statutory 

taxes are often established in a context of imperfect enforcement; therefore, the tax rates would 

differ from those that would be optimal under perfect enforcement. The tax gap merely portrays 

the wedge between economic reality and a legal reality configured by statutory taxes.  

Tax evasion measurement problems arise from the fact that the variables that define the tax 

base (incomes, sales, revenues, wealth, and so forth) are often not “observable.” The tax 

administration agency cannot observe the actual size of a taxpayer’s tax base, and hence does 

not know the actual size of his or her true tax liability. Knowing this, taxpayers can take 

advantage of this asymmetric information problem to avoid taxation. 

A concept related to tax evasion is tax avoidance, which refers to actions taken by taxpayers to 

reduce their tax liability in ways unintended by tax legislators but permissible by law. 

Avoidance is typically accomplished by structuring transactions and using loopholes to bypass 

original legislative intent in order to minimize tax liability.  

From a legal standpoint, tax evasion differs from tax avoidance. Tax evasion is illegal and 

hence punishable (at least in theory), while tax avoidance is legal since it does not break the tax 

law. From an economic point of view, however, evasion and avoidance have strong similarities, 

sometimes being almost indistinguishable. Tax evasion or tax avoidance adds to the difficulty 

of interpreting the tax gap. 

Source: Feldman and Kay (1981); Cowell (1990); McBarnet (1992); and Tanzi (1993). 

Factors Associated with Monitoring Tax Payments and Investigation Strategies 

2.32 The weaknesses in the structure of the tax administration have a second major 

impact on tax revenues, namely, difficulty generating a set of strategies to improve the 

monitoring of tax compliance and implementing investigations of possible tax evasion 

and tax avoidance. El Salvador has a good technological service as reported by the 

Ministry of Finance, but the DGII and the DGRA have not taken full advantage of the 

available technological facilities, in part because of coordination problems with DGRA 

and other institutions that could support tax administration, such as social security and 

financial institutions. The DGRA lacks adequate ex-post controls, facilitating evasive 

practices such as undervaluation of goods, distorted tariff classification, and smuggling. 

The auditing and procedures to enforce tax verifications are weak due to a lack of 

auditing skills combined with the current procedure of portfolio auditing performed at the 

                                                                                                                                                 
of GDP is less than 0.05% of GDP, and it could be more than outweighed by the positive impact on tax 

administration. Given the minimum cost and large potential benefits for stimulating formality and less tax 

evasion, this reform may be adopted in the short run. 
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DGII central offices instead of auditing in situ. In addition, the existence of different 

identification numbers for the payment of the VAT and the income tax limits cross-

verification and control by the tax administration..   

Factors Associated with the Tax Law 

2.33 Taxation applies only to national sources and there is no adequate legislation and 

capacity in the tax administration to investigate pricing problems resulting from taxpayer 

practices of structural arrangements with foreign enterprises, or inside free trade zones, to 

reduce their tax liabilities. The 2004 reform introduced legislation prohibiting the 

deduction of costs and expenditures related to “tax havens” and introduced changes to the 

Tax Code, providing the tax administration with the authority to question prices and 

values reported by taxpayers, but neither procedures nor capacity have been established 

to deal effectively with sources of evasion. There is no legislation that applies to capital-

linked firms or joint ventures, or regulations dealing with the so-called “thin 

capitalization” practiced by multinational companies, consisting of an underreporting of 

capital by enterprises in order to transfer income in the form of debt interest to other 

enterprises of the holding.    

2.34 The system of personal income tax deductions also stimulates evasion and makes 

the personal income tax less progressive. Currently, workers with annual incomes up to 

the second tax bracket ceiling ($5,714)
12

 are not required to submit an annual tax 

declaration because their tax liabilities are paid through withholdings at the source. 

However, if they choose to declare, they are allowed a deduction of $1,371 from their 

income. At the same time, the law allows individuals with salaries above $5,714 a 

deduction of $1,847 for education and health expenses ($800 for education expenses, 

$800 for health expenses, and $247 for health insurance). The law creates a bias against 

progressivity and adds an incentive to evade for individuals earning between $5,240 and 

$5,714; since if they choose to submit a tax declaration, they will be exposed to the same 

tax liability as individuals earning between US$5,714 and US$6,190. The deductions for 

education and health should decline as taxable income increases, to ensure a better 

targeting of tax expenditure and to improve the redistributive role of fiscal policy. 

Factors Associated with Taxpayer Motivation and Incentives 

2.35 Much tax evasion and tax avoidance is motivated by cultural aspects that are 

encouraged by taxpayer perceptions about the quality and honesty of the government and 

the relationship between the government and taxpayers. The perception of low evasion 

control by large taxpayers reduces the motivation of any particular large taxpayer to 

comply (the free rider problem) and induces smaller taxpayers to see tax evasion as a 

matter of fairness rather than delinquency. For some taxpayers, the low cost of evasion 

induces them to evade (the moral hazard problem). Actions taken by the tax and customs 

administration are rarely published, and generally only people directly involved in those 

actions are aware of the outcome, which prevents the public from assessing the 

performance of tax administration, reinforcing the feeling that there is no need to comply 

with tax laws. The lack of information about tax administration activity and a feeling of 

                                                 
12

 The income per capita in El Salvador is estimated at US$ 3370 (2009)  
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unfairness regarding tax compliance undermine the legitimacy of the fiscal authority.  

2.36 The DGII has installed new technological devices and implemented new services 

to facilitate tax compliance and monitoring, but they are still deficient. The perception of 

social legitimacy or lack thereof of the tax administration is an important issue. For many 

taxpayers, tax evasion and tax avoidance are considered a fair way to level the field with 

other taxpayers. The current tax bracket structure is expressed in nominal terms. This has 

distorted the efficiency and equity of the tax system because the tax rates have been 

increasing in real terms (nominal tax rates are levied in bases that have not been adjusted 

by inflation). Tax compliance is negatively affected because of the regressive bias 

introduced by inflation. Low-income people and those depending mostly on wages and 

salaries are less protected from inflation, since most of their income goes to consumption, 

while their investment in assets, which helps protect them from inflation, is low 

compared to high-income people. 

D. Effects of Tax Evasion and Tax Avoidance on Tax Revenues 

2.37 Tax evasion, tax avoidance, and tax expenditure are the main reasons for low tax 

revenue in El Salvador. It is difficult to determine the exact magnitude of tax evasion 

because the information required is limited and often unreliable. Methods of estimation 

differ; some estimates are obtained directly, using the national accounts, household 

surveys, tax declaration forms, and other taxpayer information, and others are obtained 

indirectly. Some estimates have been done by different sources and although the 

estimates vary, all show significant tax evasion in El Salvador. 

2.38 The DGII’s estimates of tax evasion are lower than the reported evasion by other 

sources. However, all estimates concur that VAT evasion is over 35 percent of potential 

revenue, which in turn implies that the government lost the opportunity to collect taxes 

equivalent to 38 percent of total tax revenues, or 4.5 percent of GDP on average, for 

2001–08. VAT evasion seems to have increased since 2007 both in terms of total 

revenues and GDP (Figure 2.12). 

Figure 2.12: VAT Evasion in El Salvador, 2001–08 

      (a) Compliance and Evasion Rates                                (b) Impact of Evasion 

  
Source: USAID (2008) elaborated with DGII (El Salvador) data for the USAID TPAR Project. 
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corporate income tax evasion. According to estimations by FUNDE (2008) and USAID 

(2008), corporate income tax evasion was around 50 % of the potential income tax 

collection during 2004–08, but has declined since 2005. Personal income tax evasion was 

around 30% of the potential personal income tax revenue, and has declined since 2004.  

2.40 Corporate income tax evasion seems to be more than 50% greater than personal 

income tax evasion, since enterprises have more tools and resources to avoid taxes than 

do individuals. Non-wage personal income tax evasion is more than double the personal 

income tax evasion of dependent workers since wage earnings are easier to control 

through withholding. Lower-incomes groups end up paying relatively more taxes than 

higher-incomes groups in terms of their income level.  

E. Tax Expenditure 

2.41 Tax expenditure includes fiscal instruments, which governments use as 

alternatives to direct spending, and are defined as the amount of income the government 

does not receive from allowing a tax treatment that deviates from the general tax law. Tax 

expenditure aims at benefiting, promoting, or encouraging certain activities, sectors, 

regions, or groups of taxpayers. Because of its nature it has several problems of 

horizontal and vertical equity, lack of budgetary control, problems of fiscal transparency, 

and management. The Salvadoran tax system has two principal sources of tax 

expenditure: tax exemptions and fiscal incentives.  

2.42 Comparing tax expenditure across countries should be done with caution. The 

information is difficult to interpret because of the great diversity of methodologies and 

covered tax expenditure in each country, and because of the complex structure of tax 

incentives, subsidies, and other promotional regimes. The majority of Latin American 

countries have chosen the ex-post method of estimating tax expenditures, estimating the 

amount of tax revenue sacrificed as a result of the tax exemption or fiscal incentives. Tax 

exceptions to direct and indirect taxes in Latin America range from a low level of near 1 

percent of GDP for Brazil to about 9 percent of GDP for Colombia, and do not differ 

much from developed (OECD) countries. Tax expenditure in El Salvador amounts to 

about 4.5 percent of GDP and relies more on indirect taxation (VAT) if we add the fiscal 

incentives in free trade zones. (Table 2.4) 

2.43 In addition to tax exemptions, tax expenditure also includes fiscal incentives in 

the form of tax refunds, subsidies, and differential tax rates. El Salvador has two 

important fiscal incentives for exporters—the 13 % drawback and the 6 % subsidy for 

nontraditional exports outside Central America. Production activities inside free trade 

zones are exempted from all taxes.
13

 In this report the VAT and income tax exemptions in 

free trade zones are considered fiscal incentives. The estimates of tax expenditure 

comprise the VAT, the personal income tax, the corporate income tax, and other fiscal 

incentives using information from the input-output matrixes (1990 and 2005)
 14

 

                                                 
13

 The free trade zone benefits were extended to financial and calling center services in October 2007 by 

the new Law of International Services (Decree 431, October 2007).  

 
14

 Al. The estimates could be considered proxies for the current situation since they are expressed in terms 
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Table 2.4:  Tax Expenditure in Latin American Countries 

 
   1. Tax expenditure on direct and indirect taxes. Excludes other fiscal incentives. 

   2. Fiscal incentives for the VAT have been added to indirect taxes. 

   Source: CEPAL (2006).  

2.44 According to the estimates, total tax expenditure in El Salvador would reach 

about 4.5 percent of GDP (including free trade zones). The largest amount of tax 

expenditure lies in the VAT tax exemptions, amounting to 3 percent of GDP or 40 

percent of the VAT revenue (1.8 percent of GDP from VAT tax law exemptions plus 1.2 

percent of GDP from fiscal incentives to free trade zones). Tax expenditure on corporate 

income tax amounts to 0.6 percent of GDP, which is equivalent to 27 percent of tax 

revenue from corporate income tax. Tax expenditure from personal income tax amounts 

to 0.4 percent of GDP, equivalent to 20 percent of personal income tax revenue. Tax 

expenditure from the 13 percent VAT draw-back to exports amounts to 0.4 percent of 

                                                                                                                                                 
of GDP, and most of the tax expenditure items covered are currently in place. 

Total Tax 

Expenditure 

(TTE)

(% of GDP)

Direct Taxes

(% of TTE)

Indirect 

Taxes

(% of TTE)

Latin America

Argentina 2001 9.3 3.0 36.1 63.9 32.3

2003 11.4 2.5 32.7 67.3 21.9

2004 12.9 2.4 27.4 72.6 18.6

2005 13.2 2.6 28.6 71.4 19.7

Brasil 2001 14.8 1.5 66.7 33.3 10.1

2002 15.3 1.8 65.2 34.8 11.8

2003 14.9 1.7 65.3 34.7 11.4

2004 15.5 1.4 68.6 31.4 9.0

Chile 1998 16.2 4.2 73.8 26.2 25.9

2002 16.6 4.2 74.0 26.0 25.3

2005 16.9 4.2 79.0 21.0 24.9

Colombia 1998 9.4 7.4 35.0 65.0 78.7

1999 9.4 9.2 -- -- 97.9

Ecuador 2000 10.2 4.9 47.0 53.0 48.0

El Salvador 2/ 2005 12.5 4.5 33.0 67.0 36.0

Guatemala 2000 11.2 7.3 28.0 72.0 65.2

Mexico 2002 10.6 5.3 51.0 49.0 50.0

2003 10.2 6.3 -- -- 61.8

2005 8.8 6.7 -- -- 76.1

Peru 2003 12.9 2.5 34.0 66.0 19.4

Uruguay 1999 15.2 6.6 20.0 80.0 43.4

2000 15.1 5.3 11.0 89.0 35.1

OECD

Australia 1999-2002 24.2 4.3 17.8

Canada 1999-2002 17.6 7.9 44.9

United States 2001-2004 18.5 7.5 40.5

The Netherlands 2002 39.2 2.4 6.1

TTE / TTB

( % )

Tax Expenditure 1/

Country Year

Total Tax 

Burden 

(TTB)

(% of GDP)
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GDP and tax expenditure from the 6 percent subsidy to non-traditional exports, amounts 

to 0.1 percent of GDP (Table 2.5)  

2.45 Although the size of tax expenditure in terms of GDP does not look high 

compared to other LAC countries, efforts could be made to rationalize further tax 

exemptions and fiscal incentives in El Salvador. With respect to income tax, there seems 

to be space for increasing the taxing of capital (that is, the interest on bank deposits and 

capital gains on capital market transactions made by individuals). Limits could be 

established for the deduction of interest on loans to determine the corporate income tax 

base. It also seems desirable to establish a property tax since it is the practice in almost all 

Latin America countries. This tax could be accompanied by a reduction in the amount of 

transfers from the Central Government to the municipalities and incentives for tax 

collection and expenditure by local governments.  

2.46 Regarding tax exemptions on the VAT, the base could be broadened by reviewing 

the exemptions to the leasing of housing and insurance services. Stricter controls on the 

use of fiscal incentives may be advisable to ensure that the incentives are not used for 

transfer pricing schemes or for smuggling outside of free trade zones. Finally, the 6 

percent subsidy to non-traditional exports should be eliminated because it contradicts the 

World Trade Organization (WTO) principles and the DR-CAFTA.  

Table 2.5:  Tax Expenditure in El Salvador1/ 

(% of GDP) 

 
      Source: Various sources including DGII (El Salvador) estimates based on information from 2005.  

F. The Redistributive Role of the Tax System 

2.47 The analysis of the incidence of the tax system and its impact on the distribution 

Total Tax Expenditure 4.5%

VAT Exemptions 1.8%

Corporate Income Tax Exemptions 0.5%

Personal Income Tax Exemptions 0.4%

Fiscal Incentives 1.8%

VAT Exemptions 1.8%

Water Supply and Sewerage Services 0.01%

Banking, Insurance, and Other Financial Institutions 0.05%

Home Leasing and Rental 0.9%

Government Services 0.7%

Other Exempt Sectors 0.2%

Corporate Income Tax Exemptions 0.5%

Printing products and related activities 0.1%

Water Supply and Sewerage Services 0.02%

Community, Social, and Personal Services 0.4%

Government Services 0.003%

Personal Income Tax Exemptions 0.4%

Compensations 0.3%

Diplomatic Corps 0.003%

Banking 0.1%

Fiscal Incentives 1.8%

Exports Promotion 0.5%

Free Trade Zones 1.3%
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of income needs to be supported by disaggregated data on income and consumption for 

different groups ranked by income categories (quintiles or deciles). The incidence of the 

personal income tax and to a lesser extend the VAT, specific taxes, FOVIAL, and custom 

duties can be more easily determined because these taxes are more directly borne by the 

individuals legally paying the taxes or directly consuming the products levied by the 

respective taxes. Determining the incidence of taxes levied on capital is more 

complicated because the estimates rely on assumptions about supply and demand 

elasticity of goods and factors of production to determine to what extent taxes are 

ultimately paid by labor, consumers, or the owners of capital. With these caveats in mind, 

several studies show that, overall, the tax systems are regressive in Latin America. El 

Salvador is no exception and evidence shows that the tax system in El Salvador and most 

LAC countries do not improve the distribution of income. 

2.48 The inequalities in income distribution between Latin American and OECD 

countries do not differ much as measured by the Gini coefficient. However, while in 

OECD countries the distribution of income improves after taxes, in LAC income 

inequalities increase. The redistributive impact of taxation in El Salvador and Latin 

America is regressive compared to the progressive impact of taxation in OECD countries. 

The Gini coefficient of income distribution worsens after taxes are taken into account. 

The lower volume of tax revenue from direct taxes compared to the OECD due to tax 

evasion and tax expenditure, reduce the resources available for fiscal redistribution. 

Evidence shows that the redistributive role of fiscal policy is more effectively achieved 

through transfers than through a more progressive tax structure. Direct taxation is 

progressive by design. In the case of corporate income tax and in a small, open economy 

such as El Salvador, the burden is more likely to be passed on to the consumers of non-

tradable goods and labor, making the corporate income tax regressive. (Table 2.6) 

Table 2.6:  Impact of Tax Systems on Income in Selected Countries 

 
       Ga = Gini after taxes.  Gb = Gini before taxes.  

      Source: Gómez Sabaini (2005, 2006). 

2.49 Personal income taxation contributes little to the overall progressivity of the tax 

system since collection from this tax in El Salvador and Latin America is low in general. 

Redistributive

Gb Ga Impact (Ga-Gb)/Gb

Latin America

Argentina 54.8 56.7 3.5

Brazil 58.1 57.9 -0.3

Chile 48.8 49.6 1.6

Costa Rica 48.2 48.3 0.2

Ecuador 66.3 67.0 1.1

El Salvador 50.2 51.7 3.0

Honduras 54.3 57.1 5.2

Mexico 50.6 55.0 8.7

Nicaragua 51.0 69.2 35.7

Panama 56.4 58.3 3.4

OECD 

Belgium 52.7 27.2 -48.3

Denmark 42.0 21.7 -41.1

Finland 39.2 23.1 -41.1

Germany 43.6 28.2 -35.3

Italy 51.0 34.5 -32.4

Japan 34.0 26.5 -22.1

Sweden 48.7 23 -52.8

United Staes 45.5 34.4 -24.4
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Moreover, personal income tax revenue relies heavily on dependent workers through 

withholding and, therefore, the burden of the tax is biased toward middle-income and 

low-income groups since higher-income groups have more room for tax evasion or tax 

avoidance. Tax revenue from the personal income tax as a share of GDP is low compared 

to revenue from corporate income tax and the VAT. The opposite is observed in the 

OECD countries, where tax revenue from the personal income tax is larger than the 

revenue from corporate income tax and close to the revenue collected from the VAT. 

Although the VAT is simple and efficient in terms of resource collection, it is regressive, 

since low-income groups spend a higher proportion of their income on consumption.
15

  

2.50 In the case of the corporate income tax, most of the burden is sustained by labor, 

making the tax system less progressive. A study about incidence for El Salvador, based 

on the 2006 household survey Encuesta de Hogares y Propósitos Multiples (EHPM), 

showed that, in addition to the VAT, the corporate income tax is regressive. Although of 

less importance in terms of overall tax payments, these authors also showed that selective 

taxes and customs duties are also regressive. Only the personal income tax is progressive, 

but its share is only about 16 percent of total tax revenue and only about 2 percent of 

GDP
16

 (Tables 2.7). 

 
Table 2.7:  Revenue from Direct Taxes  

and Personal Income Taxes in Latin America, 2006 

 
Ga = Gini after taxes. 

Gb = Gini before taxes. 

Source: CEPAL and the OECD for 2006.   

 

G. Key Options for Improving Tax Efficiency and Equity 

                                                 
15

 A study by Barreix, Bes, and Roca (2008) shows for Central American countries that the VAT makes 

income distributions more regressive 

 
16

 Acevedo and Gonzáles (2003) estimated the incidence of the corporate income tax distributing the 

burden of the tax according to the distribution of consumption obtained from the 2006 EHPM. This may be 

considered a proxy for the transfer to consumers, and more heavily to labor, considering that the share of 

consumption in labor income is higher than the share of consumption in the owners of capital. 

  Total Personal  Corporate 

% GDP Direct Taxes  Income Tax  Income Tax Indirect Taxes 

Latin America 5.2 0.8 2.8 8.9 

Costa Rica 4.5 0.6 2.4 10.4 

El Salvador 4.7 2.1 2.3 8.7 

Guatemala 2.6 0.3 2.0 8.8 

Honduras 5.3 0.9 1.2 11.1 

Panama 5.6 0.2 1.9 5.1 

OECD average 15.3 9.2 3.9 11.1 
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2.51 The 2004 tax reform in El Salvador helped strengthened tax administration and 

contributed to boosting tax revenue in terms of GDP during 2005–06. However, further 

progress would be required to increase tax revenue, mainly through improved tax 

compliance. Despite the latest reform introduced in late 2009, there is a need to continue 

making adjustments in the medium term to increase the tax-to-GDP ratio to around 16 

percent in 2014, as planned by the administration.  

Adjustments to the Tax Legislation 

 Introducing a minimum tax on corporate assets. This measure could help raise 

tax compliance on the corporate income tax and would provide an additional 

mechanism to identify potential evaders by comparing the minimum tax with the 

actual filed tax forms.  

 Adopting a property tax. This measure could help increase tax collection, help 

finance municipalities, and provide an additional tool to reinforce tax 

administration controls. El Salvador is one of the few countries in Latin America 

that does not have a property tax. Although the level of collection from this type 

of tax is low (an average of 0.4 percent of GDP in Latin America), it allows the 

tax administration to cross-check tax declarations with the payment capacity of 

taxpayers and helps municipalities finance their current and investment 

expenditure.  

 Reducing personal income tax deductions for education and health expenses 

in line with the level of income. Deductions on personal income tax stimulate 

evasion and make the personal income tax less progressive. This measure would 

improve the targeting of tax expenditure. 

 Adjusting the personal income tax brackets by inflation. The current tax 

bracket structure is expressed in nominal terms. This has distorted the efficiency 

and equity of the tax system since the tax rates have been increasing in real terms 

 Increasing the VAT rate. Although the report does not suggest an increase in the 

VAT rate, given the increasing importance of VAT revenues in El Salvador, an 

increase of this rate could also be considered 

Strengthening Tax Administration 

 Introducing a simplified regime for small-size taxpayers. More than 80 percent 

of total tax revenue from the VAT and income tax (90 percent of total tax 

revenue) is generated by less than 15 percent of total taxpayers (large and 

medium-size taxpayers). The simplification of tax payment procedures for this 

segment would contribute to freeing up tax administration resources, improving 

efficiency, and would help reduce tax evasion.  

 Raising the threshold for the mandatory submission of tax declaration forms. 
At present, workers with annual incomes up to the second tax bracket ceiling 

(US$5,714) are not required to submit an annual tax declaration as their tax 

liabilities are paid through withholdings at the source. This threshold could be 

increased to the third tax bracket ceiling (US$9,142) since for this bracket the 
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income tax withholdings cover the income tax liabilities. This measure would 

reduce tax administration costs. 

 Unifying VAT and income tax identification numbers. The unification would 

improve tax administration controls, save in administration information costs, and 

contribute to lower tax evasion by allowing cross-checking of VAT and income 

tax payments. 

 Linking the tax administration budget and remunerations to tax compliance 

targets in order to stimulate staff. At present, the budget of the tax 

administration is less than 1 percent of government expenditure and is not linked 

to the size of tax revenue collected.  Moreover, the staff in the DGII lacks 

adequate formal training and managerial skills for tax administration. This leads 

to poor productivity. Not having a long-term strategic vision causes the tax 

administration to be reactive, devising corrective “emergency” plans, rather than 

being proactive, designing preventive, medium-term plans aimed at improving tax 

compliance. 

 Integrating the existing taxpayer information systems and increasing access 

to external data systems. At present, there is only partial integration of the DGII, 

DGRA, and other public institutions handling information useful for tax 

administration, such as social security institutions. The 2004 reform established 

the possibility of accessing bank account information for cross-checking 

purposes. However, it did not provide for enforcement of the regulation. In 

practice this tool has not been used. In addition, the DGII has no access to the 

social security data reported to the Superintendence of Pensions. This prevents the 

use of economies of scale in data management and cross-checking of taxpayer 

information.  

 Expanding the large taxpayer unit by lowering the threshold of what is 

considered a large taxpayer. Although the size of the large taxpayers unit is not 

small compared to other Latin American countries that show concentration rates 

between 60 percent and 80 percent, it is small considering the high tax evasion 

rates in El Salvador. Making the tax administration more effective in controlling 

tax evasion may require expanding the “large taxpayers unit” to include the 

largest taxpayers classified, at present, as “medium-size taxpayers.” The DGII 

considers “large taxpayers” those with annual incomes equal or above US$1 

million. This threshold could be reduced.   

 Strengthening auditing and controls on tax payments by the DGII. Tax 

auditing has not improved since 2004. Auditing relies on portfolio work at the 

DGII offices instead of on fieldwork. This is partially due to the fact that the 

number of auditors has declined since 2004 and it is not well distributed. While 

70 auditors worked with the large taxpayers unit, which collects about 76 percent 

of tax revenue, 136 auditors were assigned to the medium-size taxpayers, 

collecting only 8 percent of total tax revenue. Tighter tax payment controls, 

through the reorganization and enforcement of tax auditing in the field, are crucial 
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to increase tax compliance.
 17

 

Limiting Tax Expenditures  

Personal Income Tax 

 All rents received by individuals from labor and capital should be considered 

income and taxed according to the established income tax brackets table, but 

double taxation should be avoided. After allowing for well-justified tax 

exemptions, the personal income tax base should comprise all types of income 

received during the year, including dividends and capital gains, which are at 

present excluded from the personal income tax base. 18 

Corporate Income Tax 

 Deductions from interest paid on credit should be limited. At present, 

expenses on loan interest payments are fully deductible from taxable income. This 

practice introduces a bias toward debt financing and opens room for tax 

evasion/avoidance practices: the enterprise obtains a credit the interest of which 

could be deducted from the enterprise tax base, and passes the credit to the 

owner(s), who can make a bank deposit and benefit from another deduction in 

their personal tax base (the interest gain from the deposit). Although the tax code 

specifies that interest on credit can be deducted from the enterprise tax base only 

if the credit is used to generate enterprise income, it is difficult to control because 

the credit could replace the use of own capital.  

 

 Reducing the duty drawback of 6 percent. This subsidy for nontraditional 

exports outside Central America was implemented to help exporters after the civil 

war. However, it can no longer be justified in light of the DR-CAFTA with the 

United States and the OMC prohibitions on exports subsidies after 2009.  The 13 

percent VAT drawback to exporters is justified in terms of international 

competitiveness but the additional subsidy is not efficient in terms of resource 

allocation. 

Value-added Tax (VAT) 

 Broadening the VAT tax base to include sale of non-educational or cultural 

books, fees charged on public events, and sales of insurance services.VAT 

exemptions are limited but the tax base could be broadened to include the sale of 

non-educational or cultural books, fees charged on public events, and sales of 

insurance services. Exempting these expenditures from the VAT base makes the 

                                                 
17

 A USAID project, in place since 2004, has been contributing to strengthening tax administration. 

However, field controls and more extended auditing of tax declarations continue to be a problem.    
18

 Some authors have proposed the adoption of a “dual” system, with personal income taxed according to a 

progressive tax schedule and the corporate income tax and other rents from capital taxed at a proportional 

rate (Roca 2009; Barreix and Roca 2005). This proposal should be assessed in terms of its impact on tax 

revenue and its incidence of the tax system. 
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tax system less efficient and does not appear to serve any social purpose. 

Likewise, the exemption on the leasing of housing could be limited to a certain 

threshold above which the VAT would be charged. 
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Chapter 3

A. Introduction 

3.1 The recent economic growth in El Salvador and a more active social policy have 

led to important reductions of both extreme and moderate poverty and have improved 

coverage of basic services, among other social gains. In fact, during the 2000s, the 

country’s main social indicators show significant improvements until 2007. The poverty 

rate—measured as the fraction of people living below the poverty line—declined by 18 

percent between 2001 and 2007 (from 43.6 to 35.5 percent) while the proportion of 

people living in extreme poverty declined to 15.4 percent. These gains have been driven 

by advances in economic opportunities as reflected in the increased importance of wages 

in household incomes. Nevertheless, some of the progress achieved shows signs of 

fragility due to the high vulnerability associated to external economic shocks, recurrent 

natural disasters, and limited fiscal resources. In 2008, El Salvador’s vulnerability to 

external economic shocks was demonstrated by the sharp increase in the poverty rate 

(42.3), similar to the rate in 2001 (43.6), while the rural poverty rate rose to 45.3 percent 

from about 40 percent in 2007, reversing a decline from 52 percent to 35 percent between 

2001 and 2006. This chapter examines the patterns of social expenditures in El Salvador 

and the key issues that need to be addressed to maintain successes and to advance on the 

social front. 

3.2 An assessment of public expenditures in the social sectors first needs to address 

the rationale for public interventions. When market failures represent large enough social 

costs that they justify the participation of the public sector, the rationale for public 

intervention us usually based on efficiency and equity reasons. This chapter analyzes the 

performance of public expenditure in social sectors in three main dimensions. First, it 

assesses the overall adequacy of social spending in El Salvador and whether the current 

level is adequate and predictable. Second, in each social sector (mainly education, health, 

and social protection) it examines whether the allocation of resources responds to the 

strategic objectives of the government, when they have been explicitly stated. Third, it 

analyzes the performance—the effectiveness and efficiency—of public expenditures in 

service delivery in each social sector. The analysis concludes with a discussion of key 

policy areas that should be addressed in order to strengthen the role of social expenditures 

in El Salvador. 

B. Social Spending in El Salvador: Sustaining Level and Predictability 

3.3 The Government of El Salvador has made important efforts, in recent years, to 

sustain social expenditures. The Central Government and other decentralized institutions 

spent more than US$2.1 billion in 2008, or about 10 percent of GDP (Table 3.1 and 3.2), 

on social expenditures. Most social expenditures go to health (3.0 percent), education (2.8 

                                                 
19

 This chapter was prepared by Pablo Acosta, Economist, and Edmundo Murrugarra, Senior Economist 

(World Bank), with contributions from Ana Lucia Armijos (World Bank) and Gabriela Inchauste (IADB). 
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percent), and social insurance (2.4 percent).  Other activities such as labor market 

interventions (0.9 percent) and social assistance (0.5 percent) account for the rest of 

social expenditures. Social expenditures increased by 6 percent per year between 2001 

and 2008, and due to recent economic growth, expenditure grew even faster (9 percent) 

between 2005 and 2008. The US$500 million increase in social spending between 2005 

and 2008 was driven by budgetary increases for the Ministry of Education (US$133 

million), the Salvadoran Institute for Social Security (Instituto Salvadoreño de Seguridad 

Social, ISSS) (US$129 million), and the Ministry of Health and Social Assistance 

(MSPAS) (US$76 million), associated with the expansion of basic coverage of social 

services.  

Table 3.1:  El Salvador - Social Public Expenditures
1
 

(In percent of GDP) 

  
2005 

(%) 

2006 

(%) 

2007 

(%) 

2008 

(%) 

Total Social Expenditures 9.5 9.4 9.7 9.6 

Education 2.8 2.7 2.8 2.8 

Ministry of Education 2.5 2.4 2.5 2.6 

University of  El Salvador 0.2 0.3 0.3 0.2 

Science and Technology Administration  0.0 0.0 0.0 0.0 

     Health 3.4 3.4 3.3 3.0 

Ministry of Public Health and Social Assistance 0.4 0.5 0.9 0.8 

National Hospitals  1.2 1.2 0.7 0.7 

Salvadoran Social Security Institute 
2
 1.7 1.7 1.7 1.4 

Pharmaceutical Center of the Armed Forces  0.1 0.0 0.0 0.1 

     Labor Markets 0.5 0.6 1.0 0.9 

Ministry of Labor and Social Security 0.4 0.5 0.9 0.8 

Salvadoran Institute for Professional Formation 0.1 0.1 0.1 0.1 

     Social Protection 2.8 2.7 2.6 2.9 

Social Insurance 2.4 2.3 2.2 2.4 

Salvadoran Social Security Institute (excluding Health) 0.9 0.8 0.9 1.2 

National Institute of Public Employees 1.1 1.0 0.9 0.9 

Social Security Institute for the Armed Forces  0.5 0.5 0.4 0.4 

     
Social Assistance 0.4 0.4 0.4 0.5 

Social Investment Fund for Local Development  0.2 0.2 0.2 0.3 

Fund for the Protection of Disabled due to the Armed  

Conflict 0.1 0.1 0.1 0.1 

Institute for the Development of Childhood and Adolescence  0.1 0.1 0.1 0.1 

     1. Includes the Central Government and Decentralized Institutions. 

2. ISSS expenditures are divided into health-related expenditures and the rest.  ISSS health expenditures 

are obtained from the Ministry of Health (MOH). 

Source: Ministry of Finance and Central Reserve Bank of El Salvador. 
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Table 3.2:  El Salvador – Social Public Expenditures 

(In millions of US dollars) 

  2005 2006 2007 2008 

Total Social Expenditures 1,623.8 1,752.6 1,970.9 2,119.7 

  as % of GDP 9.5% 9.4% 9.7% 9.6% 

Education 475.3 497.0 563.9 617.3 

Ministry of Education 433.6 446.7 512.0 

567.

5 

University of  El Salvador 41.2 49.6 51.3 49.2 

Science and Technology Administration  0.5 0.7 0.6 0.6 

Health 575.9 634.9 677.4 664.9 

Ministry of Public Health and Social Assistance 74.2 89.0 175.1 184.9 

National Hospitals  199.6 215.2 152.8 164.8 

Salvadoran Social Security Institute 291.6 324.0 342.1 306.7 

Pharmaceutical Center of the Armed Forces  10.5 6.7 7.4 8.5 

Labor Markets 90.2 109.3 194.2 203.4 

Ministry of Labor and Social Security 74.2 89.0 175.1 184.9 

Salvadoran Institute for Professional Formation 16.0 20.3 19.1 18.5 

Social Protection 482.4 511.4 535.4 634.1 

Social Insurance 406.4 431.5 450.1 536.9 

Salvadoran Social Security Institute (excluding Health) 145.7 153.9 179.8 259.9 

National Institute of Public Employees 183.7 192.0 192.4 195.3 

Social Security Institute for the Armed Forces  77.0 85.6 77.9 81.7 

Social Assistance 76.0 79.9 85.3 97.2 

Social Investment Fund for Local Development  42.5 43.6 47.9 56.0 

Fund for the Protec. of Disabled due to the Armed 

 Conflict 13.8 14.2 15.3 17.0 

Institute for the Development of Childhood and   

Adolescence 11.7 12.7 12.5 14.0 

Salvadoran Institute for Disabled 6.3 6.7 7.0 7.6 

ISDEMU 1.4 2.4 2.2 2.2 

Home of Elders “Narcisa Castillo” Santa Ana 0.3 0.3 0.3 0.3 

        Sources: Ministry of Finance and Central Reserve Bank of El Salvador. 

 

3.4 Despite the increased levels of social spending, El Salvador still ranks below 

comparable countries. Public expenditures in health and education are low compared to 

other countries in the region. Health expenditures by the Central Government (the 

MSPAS and National Hospitals) account for 1.5 percent of GDP compared to 5.6 in 

Panama, 5 percent in Costa Rica, and 3.5 percent in Honduras (Figure 3.1). Public 

spending on education in El Salvador (2.8 percent) also ranks below countries with lower 

income per capita like Nicaragua (4.7 percent) and Honduras (7.6 percent) (Figure 3.2).  
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Figure 3.1:  Public Expenditure in Health 

 
Source: World Development Indicators. 

 

Figure 3.2:  Public Expenditures in Education 

 
Source: World Development Indicators. 

 

3.5 The growing but limited expenditures are subject to significant fluctuations 

associated to economic growth and other vulnerability factors. Social spending in El 

Salvador has been strongly associated to economic cycles, which in turn reflect the 

vulnerability factors of the Salvadoran economy: natural disasters (earthquakes, 

hurricanes), external price shocks (coffee price crisis in 2002), increase in the price of 

food staples in 2007 and 2008, and the current international financial crisis. Social 

spending not only follows the economic cycle but enhances the volatility in social sector 

financing. Consequently, public investments aimed at expanding the coverage and quality 

of social services are subject to financing volatility that weakens strategic planning and 

the achievement of results. Countries with more predictable spending patterns are able to 

plan and disburse more effectively (Figure 3.3). 

0

1

2

3

4

5

6

7

8

H
o

n
d

u
ra

s

Ja
m

ai
ca

C
o

st
a 

R
ic

a

N
ic

ar
ag

u
a

A
rg

e
n

ti
n

a

B
ra

si
l

Tr
in

id
ad

P
an

am
á

P
ar

ag
u

ay

M
é

xi
co

C
o

lo
m

b
ia

C
h

ile

U
ru

gu
ay

El
 S

al
va

d
o

r

Ec
u

ad
o

r

G
u

at
e

m
al

a

R
e

p
. D

o
m

.

%
 P

B
I 



 65 

 

 
Figure 3.3:  Growth in GDP and Social Expenditures 

(Annual % change)  

 
 Source: Ministry of Finance and Central Reserve Bank of El Salvador. 

 

3.6 Although the overall budget execution pattern in El Salvador has improved in 

recent years, the economic slowdown reveals important weaknesses that need to be 

addressed. During the economic downturn fiscal revenues declined, as did the fiscal 

space for social spending. These declines affect investment plans and non-labor recurrent 

costs (mostly materials), and eventually may delay wages and other transfers. Previous 

experiences of economic slowdown showed that infrastructure in general, and public 

infrastructure in particular, was more affected than other items. As a result of the recent 

economic crisis, revenues decreased and budgets were cut, resulting in a decrease in 

spending for social sectors in the last quarter of 2008 and the first semester of 2009. In 

the health sector, the budget cuts brought reductions in other sources of financial support, 

given the required matched funding in investment operations. This is the case, for 

example, in the World Bank Hospital Reconstruction Project, where a lack of government 

funding delayed the disbursement of World Bank resources, increasing the impact on 

capital investment expenditures. Similar multiplying effects may have affected other 

social sectors, resulting in significant reductions in budget execution compared to 

execution rates in the two previous years (Figure 3.4).  
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Figure 3.4:  Social Budget Execution, 2007–09 

(Annual % change)  

 
  Source: Ministry of Finance and Central Reserve Bank of El Salvador. 

 

C. Public Expenditures in Health: Strengthening the Role of the Public 

Sector 

3.7 Following the discussion on the rationale for public interventions, as stated, 

public expenditures on health should be justified either on the grounds that they 

contribute to a more effective and efficient functioning of the health system (efficiency 

argument), and/or contribute to poverty alleviation and a redistribution of income (equity 

argument). In addressing these issues, national policies must have identified efficiency 

and equity priorities. This section, then, addresses three main questions: (a) What are the 

government priorities in the health sector, either in terms of stated or implicitly 

established policy? (b) How do budgetary allocations and public expenditures in health 

support the strategic priorities in the sector? and (c) How efficient and effective is the use 

of public funds in achieving the desired outcomes? The answers to these questions help 

identify areas that could be improved in El Salvador.  

Health Policy in El Salvador 

3.8 The newly elected government in El Salvador has established a strategy for 

building a National Health System that recognizes health as a public good and a basic 

human right guaranteed by the state. The development of this new approach implies a 

collective effort that involves intersectoral coordination in the construction of a new 

system that would be equitable, efficient, universal, and where health policies and 

interventions need to be integrated at local and central administrative levels. This 

conceptual shift in social policy follows similar approaches in Brazil and Chile, and in El 

Salvador it is in its early stages of design and implementation.  

3.9 Although at an early stage in the process of building an integrated National Health 

System (NHS), the government has identified the following goals: (a) to strengthen 

Integrated Primary Health Care (Atención Primaria de Salud Integral, APS) as the key 



 67 

policy to ensure universal coverage and access to  health care services; (b) to strengthen 

the role of the MSPAS in the strategic direction and regulatory activities of the health 

sector, including nongovernmental actors; (c) to strengthen the capacity to research and 

monitor health-related issues; (d) to better articulate the APS with the secondary and 

tertiary hospital systems; (e) to reform the Salvadoran Institute for Social Security 

(Instituto Salvadoreño del Seguro Social, ISSS) to better integrate it into the NHS; (f) to 

increase the public sector budget to 5 percent of GDP, and increase the efficiency of 

health expenditures; and (g) to improve the coordination of extra-budgetary sources of 

financing of public health provision. It is in the context of these new policy directions that 

this section examines the consistency with previous public health expenditures.
20

  

Health Expenditures and Efficiency  

3.10 Public health expenditures in El Salvador include those made by the MSPAS (50 

percent), the ISSS (43.5 percent), and institutions such as Sanidad Militar, Gobiernos 

Municipales, and others (about 7 percent). The efficiency justification is often based on 

the need for public interventions in the provision of certain goods that the private sector 

does not deliver, such as those qualified as public goods (that is, disease vector control, 

sanitation, and so forth), and merit goods that provide important positive spillover effects 

(for example, immunization), or that produce greater social than private benefit (for 

example, family planning). From a public expenditure perspective, these are classified as 

preventive health services, which many times are difficult to distinguish from the overall 

primary health care budget. This section describes primary health care expenditures for 

the MSPAS.  

3.11 About a third of the approved budget in 2008 was allocated to primary care 

provision, which includes both curative care and preventive activities (MSPAS 2009). An 

important aspect of primary care provision is that about 24 percent of ambulatory care 

services in the MSPAS network are provided by El Fondo Solidario para la Salud 

(FOSALUD), an institution created in 2004 that is responsible for the expansion of health 

services through special programs in rural and urban areas. FOSALUD is financed 

through an earmark based on the incremental tax revenue from alcohol, tobacco, and 

firearms, with a minimum set at US$20 million. While it has supported the 

implementation of important programs, it also represents a parallel provision structure, 

and its financing mechanism has resulted in a fixed budgetary transfer due to the reduced 

incremental revenues from those taxes. This parallel structure addresses some of the 

rigidities in the primary care provision but creates a potential duplication of 

administrative efforts.  

3.12 The results in terms of preventive health care outcomes are mixed. In terms of 

immunization outcomes, El Salvador has shown important progress in recent years, 

reaching in 2008 almost universal levels of immunization coverage among children 1 

year of age or less: polio (98 percent), BCG (Bacille Calmette GuŽrin) (99 percent), and 

measles (95 percent). The immunization coverage is comparable to the coverage of 

prenatal checkups (94 percent) and the coverage of infants of less than 1 year of age 
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  “Estrategias y recomendaciones en salud 2009–2014,” Ministerio de Salud. 
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(about 80 percent). Nevertheless, in other dimensions of preventive health services, El 

Salvador shows limited outcomes, such as in teenage pregnancies. In 2008, females 10 to 

19 years of age delivered about 31 percent of the babies born in the MSPAS, reflecting 

ineffective preventive intervention in addressing this target population. Road accidents 

and violence are two other social risk factors with important implications for health care 

provision and costs. Deaths caused by road accidents and violence (about 1,060) in 2008 

accounted for a larger number of hospital deaths than malignant tumors (650) or heart 

disease (654), with important cost implications due to the emergency nature of the 

hospital care (MSPAS 2009). However, interventions addressing these risks with 

important health consequences require articulation across a range of sectors (education, 

justice, transportation, and so forth).  

3.13 The increased usage of ambulatory care in El Salvador is an important 

improvement, with significant implications for efficiency in the use of health care 

resources. As shown in Figure 3.5, the ratio of inpatient care (hospital) to ambulatory 

consultations decreased from almost 36 in 2003 to 28 in 2009, showing an increased 

usage of (cheaper) ambulatory services despite a constant level of (more expensive) 

hospital care. 

Figure 3.5:  Inpatient Care Compared to Ambulatory 

 
 Source: MPSAS. 

 

3.14 The decrease in the usage of existing beds is partly due to the hospital 

reconstruction effort after the earthquake, which created additional capacity since 2005. 

Figure 3.5 illustrates the decrease in bed usage during 2006–08 compared to 2003 when   

the existing beds were at full capacity. The efficiency of hospital resources is also 

measured in terms of the duration of patient stay, which has implications for hospital 

costs (personnel, supplies, food, and so forth). In 2006, the average length of stay was 4.1 

days; this has marginally declined to 3.9 days, but it is still within the international 

benchmarks (in Mexico it is 4.2 days).  
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Health Expenditures and Equity 

3.15 A government role in health can be justified on equity grounds. Since the poor 

cannot always afford health care, the government can play an important role in promoting 

equitable access to health care that would improve their productivity and well-being. In 

El Salvador, the government has made an important effort in expanding access to health 

services through a range of mechanisms including nongovernmental organizations. The 

result is increased equity in access to health services among the Salvadoran population, 

mainly by increasing coverage of health care in the rural areas and among the poorest 

households. In 2002, individuals in the top income quintile that fell sick were 11 

percentage points more likely to seek health care compared to individuals in the poorest 

quintile. By 2007, this utilization gap had been reduced to 8 percentage points.  

3.16 The improved equity in health care utilization is reflected in the incidence of 

public expenditures by the MSPAS. Figures 3.6 and 3.7 illustrate the share of public 

expenditures that benefits different income quintiles. Each column shows the share of 

expenditures on ambulatory and hospital care by the MSPAS (Figure 3.6) and the ISSS 

(Figure 3.7). Public expenditures made by the MSPAS show a more uniform incidence 

pattern than that of the ISSS. About 45 percent of ambulatory care expenditures by 

MSPAS benefit the poorest two quintiles of the Salvadoran population, whereas the 

richest quintile captures only 10 percent of those expenditures. In the ISSS, less than 10 

percent of the ambulatory spending goes to the poorest two quintiles while the richest 

quintile benefits from about 46 percent of the expenditure. 

Figure 3.6:  Ministry of Public Health and Social Assistance 

(% by income quintile) 

 

 
   Source: MSPAS and EPHM (DIGESTYC). 

 

3.17 Hospital expenditures, however, are still biased toward the better off, because 

access to hospital services also requires other non-health-care costs such as transportation 

and family care that the worse off and those in rural areas do not have. The incidence of 
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ISSS expenditures on health mainly reflect the eligibility conditions for ISSS care, such 

as being a pensioner or being formally insured. Overall, MSPAS expenditures tend to 

favor the worse off, especially through the expansion of primary care services in rural 

areas following the implementation of a safety net program targeted at the 100 poorest 

rural municipalities (Comunidades Solidarias Rurales). This effort must be sustained and 

expanded to marginal areas in urban settings as well. 

Figure 3.7:  Salvadoran Institue for Social Security (ISSS) 

(% per income quintiles) 

 
Source: Instituto Salvdoreno de Seguridad Social (ISSS). 

Policy Options 

3.18 The review of policy and expenditure patterns in El Salvador identifies three 

priority areas. First, regarding policy objectives, there is needed to focus the attention on 

coverage expansion and preventive activities. The costs (emergency care costs are more 

expensive than curative inpatient care) associated to teenage pregnancy, violence, and 

immunization failures are larger than the expensive costs associated to foregone labor 

incomes, emergency care for crime victims, and other negative externalities associated 

with certain vector diseases. The development of new interventions that address specific 

communities and other population groups would require multisector strategies such as 

those implemented in the Comunidades Solidarias Rurales program (formerly known as 

Red Solidaria).  

3.19 Second, attaining these policy objectives can only be made with a more stable 

(not subject to unexpected shocks) and sustainable financing of the sector. Hence, there 

is a need to develop a long-term financing strategy. The current approach to financing the 

health sector relies on emergency measures (such as those financing the recent 

elimination of the health care copayment), or increased borrowing from external sources. 

While these approaches address the financial needs in the short term, they do not address 

the long-term challenge of sustainable health care financing. Third, the strategic mix of 

preventive, primary, and secondary health care expenditures, and the development of a 

financing strategy, require a stronger role of strategic planning by the MSPAS, which 

requires strengthening its information and management capacities. 
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D. Public Expenditures on Education 

3.20 The development of a strategy for the education sector in El Salvador brought 

together different actors and resulted in the national education development strategy 

called Plan 2021 (Ministerio de Educación 2005). This strategy was also endorsed across 

political parties during the election campaign in 2009, which ensured an important 

consensus in the public policy discussion in the country (although this consensus might 

not necessarily be sustained). The plan builds on previous efforts to expand the coverage 

of education services across all education levels.  Public spending in education comprises 

expenditures by the Ministry of Education (about 92 percent of public spending) and by 

decentralized entities such as the Universidad de El Salvador and others.  Despite the 

increased public spending on education, overall expenditures have represented around 2.8 

of GDP since 2004, one of the lowest levels compared to countries with a similar GDP 

and other countries in the region (Figure 3.8).  

Figure 3.8:  Public Expenditures on Education 

(As % of GDP and in millions of US$) 

 
Source: Ministry of Finance and Central Reserve Bank of El Salvador. 

 

Expansion of Education Coverage and Quality Issues 

3.21 The increased expenditures resulted in the expansion of education services 

between 1991 and 2007, when preschool enrolment more than doubled the figure of 

1991, while primary education (grades 1–9) almost reached universal coverage, and 

upper secondary education (grade 10–12) increased from 14 percent to almost 40 percent 

(Figure 3.9). These important gains in coverage were possible through the 

implementation of several policies. First, a decentralized education management 

approach enabled the government to rapidly expand primary education to rural areas. The 

Community Schools (EDUCO) program relied on local authorities and community 

participation for the daily functioning of the schools, allowing the Ministry of Education 

to focus on financing salaries and providing curricular guidance on teaching subjects.   

3.22 Second, the expansion of education coverage and attendance is partly due to the 

associated conditional cash transfer program Comunidades Solidarias Rurales (CSR), 
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(formerly Red Solidaria), which provided financial incentives for school enrollment and 

health care checkups in the poorest rural communities. The preliminary assessment of the 

CSR program reveals that households receiving the benefit gained in school attendance 

and other human capital dimensions even during the food price crisis in 2008 (IFPRI-

FUSADES 2009). 

Figure 3.9:  Increases in Enrollment, 1991–2007 

(% rates)  

 
Source: Ministry of Education.  

3.23 The expansion of education coverage has reduced the socioeconomic gaps in 

enrolment rates across different education levels. While in 2001 the primary enrolment 

gap between the poorest and the richest quintiles was 16 percentage points, in 2007 it was 

only 9 percentage points (Figure 3.10). Similar results are observed in other education 

levels such as secondary and tertiary education. Nevertheless, in 2007 the enrollment rate 

for secondary education among the richest quintile was 23 percentage points higher than 

the enrollment rate for the poorest quintile, indicating important socioeconomic gaps that 

still need to be addressed. 

Figure 3.10:  Education Coverage  

(% enrolment rates) 

  Source: Ministry of Education. 
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Education and Expenditure Efficiency 

3.24 The coverage expansion to disadvantaged areas represents a challenge for the 

education system since children from worse-off socioeconomic conditions that are 

incorporated into the education system come from families with lower educational 

achievement and more difficult environments (urban areas with high violence rates), 

which have an impact on educational performance. However, interestingly, the expansion 

of coverage has not reduced the efficiency of the overall system, partly due to innovative 

management. The results in terms of school performance indicators show that the 

education performance measured as standardized test scores (the Trends in International 

Mathematics and Science Study [TIMSS] and the Second Regional Comparative and 

Explanatory Study
21

 [SERCE]) lag behind regional and global averages, despite progress 

in national assessments. The Programa de Promoción de la Reforma Educativa en 

América Latina reports that between 40 to 50 percent of Salvadoran secondary students 

perform at the lowest level in language, science, and social studies (PREAL 2006).  

3.25 Similarly, the 2006 Latin American Laboratory for Assessment of the Quality of 

Education
22

 (LLECE) test administered to third-grade students shows that El Salvador’s 

rank is identical to the Latin America mean in reading but is below the regional mean in 

mathematics. For sixth-grade students, the country ranks below the regional mean in all 

tested knowledge areas—mathematics, reading, and science (Figure 3.11). This lower 

quality of education outcomes reflects the need to balance the fiscal efforts in coverage 

expansion with resources to enhance school quality. Until now, expansion responded to 

the increase in resources, but quality did not improve, although it did not deteriorate, 

which is a positive outcome. 

Figure 3.11:  Average Test Scores, Sixth-grade Students, LAC 2006 

 
Source: PREAL (2006). 

                                                 
21

 According to the SERCE, in order to promote learning among students it is essential to provide a warm 

and welcoming environment based on mutual respect. 
22

 The LLECE is the network of quality assessment systems for education in Latin America. 
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3.26 Other efficiency indicators such as repetition rates show a similar pattern: 

repetition does not show significant changes over time despite the increasing 

expenditures in education. This pattern is commonly found in education systems that 

expand to rural and less-advantaged socioeconomic groups where the new enrollees come 

from families with lower-than-average education attainment and difficult environments. 

This situation puts emphasis on the importance of quality of education in the medium-

term agenda. Figure 3.12 shows that the gains in coverage have not been accompanied by 

significant improvements in quality of education resulting in stable efficiency indicators 

such as repetition and standardized test scores. 

Figure 3.12:  Repetition Rates in Basic School 

 
Source: Ministry of Education. 

 Education Expenditures and Equity 

3.27 Expenditures on education can achieve important gains in improving equality of 

opportunity by allocating resources to activities that benefit children in worse-off 

households. Usually, since poorer households have a larger number of children, 

expenditures in education, especially in primary education, benefit the worse-off because 

a larger number of children are likely to come from those lower-income households. 

Because students from lower-income households and rural areas tend to drop out earlier, 

the marginal benefit of spending on upper secondary levels disproportionally benefits the 

better off. 

3.28 El Salvador is no exception to this pattern, and the incidence of public spending in 

education shows the important gains in coverage expansion in preschool and basic 

education, where a larger share of those expenditures go to the lower-income quintiles 

(Figure 3.13). On the other hand, most of the spending on secondary education (Media) 

goes to the better off, given the lower enrolment among poorer students. Other research 

has revealed that demand factors are deterring students from remaining in school, 

underscoring the need to exploit multi-sector approaches in achieving education sector 

outcomes, such as enrolments in education.  
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Figure 3.13:  Incidence of Education Expenditures 

 
      Source: Ministry of Education. 

Main Policy Directions 

3.29 El Salvador has shown innovative ways to expand education coverage and 

maintain the levels of internal efficiency while expanding coverage. The current 

administration has also launched a program to provide uniforms and textbooks to all 

students in public schools, expecting an increase in enrolment especially among lower-

income households. The EDUCO school-based management demonstrates good results, 

suggesting that efficiency levels can be sustained even in disadvantaged socioeconomic 

environments. To address equity issues through the expansion of coverage, the country 

can continue using mechanisms that exploit the interaction among the community, the 

school, and the government. Moreover, to ensure proper expansion of coverage and 

attendance, the education sector can further coordinate with the program Comunidades 

Solidarias (Urban and Rural) to create demand-side incentives to increase school 

enrolment. In urban settings, Comunidades Solidarias can even explore the possibility of 

creating incentives for remedial education.  

E. Public Expenditures in Social Protection 

3.30 Social protection expenditures in El Salvador include those related to social 

insurance transfers (mainly pensions), social assistance, and labor-market-related 

activities. Overall, these interventions account for 2.9 percent of GDP, mainly through 

expenditures on social insurance transfers.
23

 The discussion on pension transfers is 

addressed in Chapter 5; therefore this section will focus on expenditures on social 

assistance and labor interventions.  

                                                 
23

 Namely, expenditures and transfers made by the ISSS (excluding health expenditures), Instituto Nacional  

de Pensiones de los Empleados Públicos, and the Instituto de Previsión Social de la Fuerza Armada. See 

Annex Table 1 for the specific shares of GDP and Annex Table 2 for the actual expenditures 
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Comunidades Solidarias 

3.31 El Salvador has had a number of social assistance programs of reduced scale and 

limited impact. In 2005, the government created the conditional cash transfer program 

Red Solidaria, currently Comunidades Solidarias Rurales (CSR), consisting of a cash 

transfer to families with school-age children in the 100 poorest rural municipalities in El 

Salvador in exchange for school attendance and regular health checkups. The program is 

an important innovation in social policymaking, bringing new targeting instruments, 

monitoring and evaluation methods, and multisector approaches to social challenges. An 

important outcome of the CSR is that it required the expansion and strengthening of other 

social services, including health and education. During the first year of evaluation, the 

CSR showed gains in human capital for the beneficiary households. There is also 

evidence that during the food price crisis in 2008, beneficiary households were able to 

mitigate the impact on children’s human capital (Brauw and Murrugarra 2009). With an 

average annual transfer of US$20 million, this program, managed by the Fondo de 

Inversión Social para el Desarrollo Local (FISDL), is very well targeted according to the 

IFPRI and FUSADES (2009) evaluation in that it was able to channel most of the 

financial resources to the poorest households.  

3.32 The new Salvadoran Administration has maintained the CSR program and 

complemented it with other interventions such as the Basic Universal Pension for the 

Elderly (Pension Básica Univeral – Adulto Mayor), a cash transfer to the elderly living in 

the same poorest municipalities covered by CSR.  This Pension Básica is a 

noncontributory old-age pension to individuals 70 years of age or older and living in the 

32 poorest rural municipalities. These individuals receive a pension transfer of US$50 a 

month provided they do not get any other pensions. More than 7,000 elderly received the 

transfer during 2009. These new interventions associated to the CSR benefit from the 

geographic targeting mechanism (poverty maps) and from the management information 

system that allows the exclusion of potential beneficiaries due to their labor market 

status.   

The Universal Social Protection System 

3.33 Most important, the new administration brought a “rights-based approach” to the 

social protection area, with a vision of developing a Universal Social Protection System 

(Sistema de Protección Social Universal, SPSU).  The key principle in a rights-based 

approach is the concept of a “minimum standard of social services and economic 

opportunities” that individuals are entitled to and that the state is responsible for their 

provision. This implies ensuring all Salvadorans, especially the poor and extremely poor, 

a minimum “basic level” of well-being through the implementation of general and 

targeted social policies and programs (including health and education). This is already 

reflected in the policy strategy in the health sector and is being developed for other social 

interventions. Under this perspective, the current administration is developing a unifying 

framework in which the different social sector interventions are seen as part of an 

integrated system of social protection. This policy development explicitly introduces 

certain rights that could be made enforceable and could imply additional budgetary 

allocations.   
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F. Labor Market Interventions 

3.34 El Salvador has shown that despite substantive gains in school coverage, there are 

still important challenges with respect to the quality of education and the coverage of 

upper secondary levels. These persistent problems in the production of skills is reflected 

in surveys to employers that rank the lack of a qualified labor force as one of the key 

constraints for business development and competitiveness. In this context, labor market 

interventions could address only a fraction of the existing imperfections in labor market 

functioning. The level and scope of labor market interventions is very limited in El 

Salvador. The rationale for labor market interventions is that labor markets show 

incomplete information about existing job opportunities and the specific skills demanded 

in the market. To address these market imperfections, public policies can tackle 

information failures by facilitating the match between the demand and supply of labor, 

through labor intermediation services, by identifying demands for job qualifications, and 

by providing training services. These are precisely the two main areas where the limited 

interventions are taking place—the Ministry of Labor (about 0.8 percent of GDP) and the 

Instituto Salvadoreño para la Formación Professional (INSAFORP), with US$20 

million or about 0.1 percent of GDP in 2008. 

3.35 Interventions by the Ministry of Labor comprise the activities of the National 

Employment Network (Red Nacional de Empleo, RNE), which provides labor market 

intermediation services through employment festivals (Ferias de Empleo), eight regional 

employment offices, and other municipal-level offices (formerly known as Oficinas 

Locales de Gestión de Empleo, OLGES, and renamed Bolsas de Empleo). During 2008, 

about 5,000 people obtained jobs through the OLGES, most of whom had some 

university or completed secondary education. The mandate and regulation of the OLGES 

restrict its functioning to formal labor market intermediation, which results in service 

provision to individuals with above-average educational attainment.  

3.36 The new administration has identified the need to strengthen the role of the RNE 

and broaden its scope of services to better serve vulnerable and less-educated individuals 

through a new strategy called the Red Nacional de Empleo (RENACEMPLEO) 

(Ministerio de Trabajo y Previsión Social 2009). This strategy emphasizes the local 

coordination of the Bolsas de Empleo with local authorities (municipalities) and 

businesses. A key ingredient in the development of the strategy and the definition of the 

operational steps is an assessment of the actual performance of the existing Bolsas and 

their institutional arrangements, in order to assess the real performance of public 

resources in these activities. 

3.37 Regarding labor training interventions, most of the existing resources are 

channeled through the Instituto Salvadoreño para la Formación Professional 

(INSAFORP). This institute is financed by earmarked taxes in the formal wage bill and is 

managed by a board that has representatives of employers, employees, and the 

government. INSAFORP, following its mandate, spends most of its resources on training 

services required by existing firms, which mostly benefit formal workers in medium-to-

large firms. Recently, INSAFORP developed training packages targeted to the vulnerable 

and unemployed population with no specific attachment to an existing formal firm.  

These training activities are carried out through programs such as Habilitación para el 

Trabajo, a short training course aimed at unemployed, under-employed, and most 
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vulnerable groups. 

3.38 This experience has provided important lessons in terms of the design of specific 

training modules, appropriate to vulnerable populations, which could be exploited to 

enhance the equity aspects of the INSAFORP performance. The training provision is 

managed by INSAFORP, which subcontracts training providers for the actual service 

delivery. The range of different training providers would require a detailed assessment of 

the quality, costs, and impact of different training services to better assess the use of 

INSAFORP resources and to strengthen the efficiency of these services. 

G. Strategic Policy Issues  

3.39 The review of the different dimensions of social expenditures indicates that, in 

addition to specific sector issues, there are four major areas for increased policy attention: 

(a) the overall level of social spending and the implications of the rights-based approach 

to social policy (and budget); (b) developing medium-term strategic financing plans to 

address budgetary fragmentation across and within sectors, especially in the health sector; 

(c) strengthening the evaluation capacity of the government to identify areas for increased 

efficiency and equity of social spending; and (d) pilot multi-sector approaches to exploit 

synergies across interventions (CCTs) is the lead example). 

3.40 As mentioned, despite the sustained increase in social spending in El Salvador, 

the overall level of social spending is still below international comparators. Overall social 

expenditures represent around 10 percent of GDP and are closely linked to the economic 

cycle. The strong pro-cyclical behavior of social expenditures brings predictability 

problems to social expenditures, weakening the strategic resource allocation role of the 

budgetary instruments. Unexpected budget cuts result in inefficient budget reallocations. 

In each social sector (education, health, and social protection) the report examined: (a) 

whether the allocation of resources corresponds to the strategic objectives of the 

government in every social sector, and (b) the performance (effectiveness) of public 

expenditures in service delivery.  

3.41 In addition, a new rights-based social policy framework has budgetary 

implications that require strengthening the capacity for policy planning and create 

additional fiscal space. The 1992 Peace Agreements provided an important backdrop for 

the development of the social policies, and the new administration moved a step further 

in the development of these policies by introducing a rights-based approach that 

guarantees the provision of basic social and economic services to all. This approach has 

important implications for budgetary resources since the state is identified as responsible 

for ensuring these rights. This implies a new public policy planning approach that 

establishes clear priorities within the social sectors and across other sector expenditures. 

For example, a rights-based approach in the health sector will require additional 

resources that need to be transferred from other uses, such as poorly targeted subsidies. 

Along the same lines, the further expansion of the Pensión Básica Universal for the 

elderly may pose additional financial pressures that need to be planned and weighed 

against other potential uses such as expanding the coverage of upper secondary 

education, among others.   
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3.42 A key ingredient in revising the allocation of social sector budgets is the 

development of medium-term strategic financing plans. The formulation of these 

financing plans brings at least two benefits. First, they address the budgetary 

fragmentation across and within sectors, by explicitly identifying other sources of 

financing toward the same objective (such as the financing from ISSS and MSPAS in the 

health sector), forcing policy planners to harmonize budgets to strengthen the 

complementarities of their interventions. The existing budget fragmentation in the health 

sector is the most revealing since it has several implications for the effective management 

of sector allocations. Currently, it is difficult to determine spending across different 

functions by different agencies, weakening monitoring and regulation of functions. 

3.43  Separate financing sources also create different incentives, affecting provider and 

consumer behavior in different ways. The parallel funding in the sector also brings 

differentiated funding mechanisms for diverse agencies, creating additional 

administrative costs and reducing the financial management efficiency of the sector. A 

second benefit of the medium-term financing plans is that recurrent fiscal cuts are 

addressed in a more systematic fashion, enhancing the predictability of social budgets. 

Policymakers need to adopt measures to cover short-term fiscal gaps that are not 

sustainable or efficient, creating more uncertainty about funding in the medium term. 

Despite their short-term effectiveness, such as the impressive results by FOSALUD, the 

efficiency gains from an integrated policy (and budget) can serve the government better 

in achieving the objectives from broadened mandates emerging from the rights-based 

approach.  

3.44 The improvements in budget formulation through medium-term financing plans 

require a careful and detailed assessment of specific budgetary activities. The number of 

public interventions and the little information about their effectiveness imply the need for 

a detailed assessment of their performance. The activities in labor market intermediation 

and labor training are a good example of the limited knowledge of the impact and 

strengths of these interventions. This requires strengthening the monitoring and 

evaluation of social interventions that would shift the budgetary attention from inputs to 

outcomes across sectors. This policy direction complements the current administration 

objective to develop the capacity for evaluation at the Technical Secretary (Secretaria 

Técnica) to also integrate evaluation efforts across social and other sectors.   

3.45 Finally, El Salvador can further exploit several initiatives that make use of the 

synergies across different social interventions. The CSR has been mentioned as a prime 

example of this multi-sector approach by bringing together education, health, and social 

assistance policies. Other policies that integrate central and municipal efforts are also 

good practices and rely heavily on the existing capacity to integrate these efforts, mainly 

by the Fondo de Inversión Social para el Desarrollo Local (FISDL). This capacity to 

integrate policy efforts should be maintained and developed to involve other social 

policies. Integrated responses are likely to provide not only a more effective path but a 

more efficient one as well. 

  



 80 

  



 81 

Chapter 4

A. Introduction 

4.1 An important part of social spending in El Salvador is in the form of subsides on 

electricity, gas, water and transport services. Subsidies burden the government budget 

and can aggravate the country’s fiscal position, they reduce distribution efficiency by 

distorting relative prices, and typically, the capture of benefits of subsidies by middle- 

and upper-income households raises issues of equity and fairness (Gupta and others 

2000). In addition, price subsidies have been associated with smuggling (for example, 

subsidized wheat and wheat flour in Yemen and subsidized petroleum products in Nigeria 

have all been smuggled out of these countries) and there is anecdotal evidence on waste 

of subsidized resources (for example, subsidized bread was used as animal feed in 

Belarus, Jordan, Ukraine, and the Russian Federation, and wheat flour was used to mark 

soccer fields in Peru). In some cases, subsidizing inappropriate commodities has led the 

poor to consume a less nutritious diet (for example, in the Dominican Republic, the 

poor’s intake of calories and protein fell when they substituted less nutritious subsidized 

chicken for rice, beans, and plantains). Even when the right commodity is being 

subsidized, the wealth effect may cause households to increase consumption of non-

nutritious goods.  

4.2 In the case of El Salvador, previous work has noted the high cost and poor 

distributive impact of existing subsidies (Navajas and Artana 2008; IMF 2008; IADB, 

2009). This chapter updates existing work, aiming to describe the fiscal cost of existing 

subsidies, the tariff structure in each case, and benefit incidence of each of the main 

subsidies in El Salvador. In evaluating the benefit incidence of subsidies, we consider the 

level of access, the volume of consumption, and total household monthly expenditure on 

each of these services to derive the distributive impact of each subsidy being considered. .  

4.3 The results show that with the exception of the transportation system, access to 

services is relatively low for poorer socioeconomic groups. Consequently, policies aimed 

at promoting access to the most disadvantaged can have a strong impact in equalizing 

social welfare distribution. In addition, the results show that even when poor households 

do have access, they tend to consume less. The combined impact implies that, in general, 

subsidies benefit the richer deciles more than the poorer deciles. However, the analysis 

also shows that subsidized services make up a larger share of poor households 

expenditures, implying that the elimination of subsidies, without adequate compensatory 

measures would have an important negative impact on the welfare of the poor. 

4.4 The rest of the chapter is structured as follows: section B describes the fiscal 

burden that subsidies represent. Section C describes the electricity subsidy, the existing 

tariff structure, and evaluates its benefit incidence. Section D similarly describes the LPG 

                                                 
24

 This chapter was written by Gabriela Inchauste and Luis Tejerina (IADB). The analysis benefited from a 

report prepared by the IMF Expenditure Policy Division of the Fiscal Affairs Department (2009), 

discussions with IMF staff and access to STATA codes used for that report. 
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subsidy; Section E describes the water subsidy; and Section F the transport subsidy. In 

each case, the benefit incidence of the subsidy is evaluated by considering the level of 

access, consumption, and total monthly expenditure. Section G looks at the impact of 

subsidized services in total household expenditures. Section H presents the main findings 

and describes some reform options.  

B. The Fiscal Burden of Subsidies in El Salvador 

4.5 El Salvador spent close to US$456 million (2.1 percent of GDP) on subsidies to 

basic services in 2008 (Table 4.1). This compares to US$184 million (0.8 percent of 

GDP) spent on health and US$567 million (2.6 percent of GDP) spent on education by 

the Central Government the same year. In 2008, most spending on subsidies was directed 

toward electric services (46 percent), followed by LPG (30 percent), water (14 percent) 

and transport (9.5 percent). In 2009, spending on subsidies declined to 1.7 percent of 

GDP as international petroleum prices decreased and as policies were implemented to 

reduce the fiscal burden, as described in the remainder of the chapter. However, subsidies 

continue to burden the fiscal accounts and can be further targeted. 

Table 4.1:  El Salvador: Fiscal Burden of Subsidies
1
 

  2004 2005 2006 2007 2008 2009 

 

(Millions of Dollars) 

Total NFPS subsidies 157.8 154.7 260.9 235.4 455.5 368.9 

Public transport  0.0 8.9 22.1 4.1 43.2 78.8 

LPG 46.2 55.6 94.5 104.3 136.8 83.4 

Electricity 32.2 33.4 77.3 86.1 210.9 118.1 

Households consuming < 99kWh/month 32.2 33.4 43.2 58.0 55.4 86.5 

Untargeted subsidy 0.0 0.0 34.0 28.1 155.5 31.7 

Water
2
 79.4 56.8 67.0 40.9 64.6 88.5 

 

(Percentage of GDP) 

Total NFPS subsidies 1.0 0.9 1.4 1.2 2.1 1.7 

Public transport  0.0 0.1 0.1 0.0 0.2 0.4 

LPG 0.3 0.3 0.5 0.5 0.6 0.4 

Electricity 0.2 0.2 0.4 0.4 1.0 0.6 

Households consuming < 99kWh/month 0.2 0.2 0.2 0.3 0.3 0.4 

Untargeted subsidy 0.0 0.0 0.2 0.1 0.7 0.1 

Water
2
 0.5 0.3 0.4 0.2 0.3 0.4 

 

(Percentage of Total Subsidies) 

Total NFPS subsidies 100.0 100.0 100.0 100.0 100.0 100.0 

Public transport  0.0 5.8 8.5 1.8 9.5 21.4 

LPG 29.3 35.9 36.2 44.3 30.0 22.6 

Electric Energy 20.4 21.6 29.6 36.6 46.3 32.0 

Electric energy (support to FINET) 20.4 21.6 16.6 24.6 12.2 23.4 

Electric energy (through CEL) 0.0 0.0 13.0 12.0 34.1 8.6 

Water
2
 50.3 36.7 25.7 17.4 14.2 24.0 

 

(Percentage Change) 

Total NFPS subsidies   -2.0 68.7 -9.8 93.5 -19.0 

1. Subsidies are based on data from the Ministry of Finance on a cash basis unless otherwise indicated. 

2. Implicit water subsidies are based on ANDA’s foregone revenue related to sales at tariffs below cost of 

production. 

Source: Ministry of Finance and ANDA 
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4.6 In terms of efficiency, it is critical to note the tradeoffs in spending that are being 

made. In 2009, for example, spending on subsidies ($369 million) was higher than 

spending on justice and public security ($282 million), and ten times the amount spent on 

Comunidades Solidarias Rurales ($37 million). If the objective is to provide income 

support to poor households in the face of international price volatility, it is not difficult to 

argue that there are more effective programs in achieving this objective by targeting 

assistance to the more vulnerable. In particular, policies that liberalize prices and 

compensate the most vulnerable groups through targeted income support programs seem 

to be a better alternative. In contrast, as shown in the next couple of sections, the benefits 

of the existing subsidies in El Salvador are disproportionately enjoyed by households 

with higher incomes. 

4.7 From the point of view of operational efficiency, if the government was to modify 

the tariff schedules of the services provided, it would likely have fiscal savings, even if 

the generalized subsidies were maintained.
25

 For example, in the case of the electricity 

subsidy, a change toward a progressive tariff schedule would lead to fiscal savings, even 

if the current subsidy for households consuming less than 99 kWh were maintained. 

C. The Electricity Subsidy 

4.8 There have been two different types of subsidies for electricity consumption in El 

Salvador. First, a generalized subsidy benefiting all households and businesses with 

access to electricity, and second a targeted subsidy to households with consumption 

below 99 kWh a month.
26

 The purpose of the generalized subsidy was to control the price 

of electric power generation transferred to tariffs. Its operation was relatively simple from 

the viewpoint of consumers: through an agreement between the state and the various 

market participants, the cost of electric power generation carried forward to the final 

price was fixed. The difference between the wholesale market price and the price that 

was allowed to pass through to consumers was equal to the subsidy per unit. 

Administration of the subsidy was carried out by the hydroelectric state enterprise, 

Comisión Ejecutiva Hidroeléctrica del Rio Lempa (CEL), which was responsible for 

financing the subsidy through direct monthly payments to electric generation and 

distribution companies. As shown in Table 4.1, the cost of this general subsidy amounted 

to 0.7 percent of GDP or 35 percent of the cost of all subsidies in 2008. In March of 

2009, the generalized subsidy was eliminated, leaving only the targeted subsidy. 

However, in April 2010, it became clear that an 18 percent increase in prices would be 

necessary in order to reflect the prices being offered by generators given the increase in 

international petroleum prices. As a result, a temporary generalized subsidy was again 

reinstated, this time fixing the price for residential consumers to the level that was in 

place over the previous 6-month period. It is expected that this new generalized subsidy 

will cost a total of US$19 million during the next 6-months (0.1 percent of GDP). 

4.9 The second subsidy benefits households who consume 99 kWh a month or less. 

                                                 
25

 However it should be noted that no reform in tariff schedule will increase the incidence of the subsidy in 

households that do not use the subsidized service. 
26

 According to CEL  2007 Bulletin of Electrical Statistics, 65 percent of residential users consume under 

99Kwh 
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These users receive a subsidy that is equal to 89.5 percent of the difference between the 

full tariff and a maximum expenditure target that was established in 1999.
27

 These 

expenditure targets are different according to consumer segments, being equal to 

US$0.0640 per kWh for monthly consumption under 49 kWh, and US$0.0671 per kWh 

for monthly consumption up to 99 kWh. Note that the subsidized rate implies that there is 

a large difference between the tariff paid by a household that consumes 99 kWh per 

month and the one paid by a household that consumes 100 kWh (or more) in the same 

period. The state agency responsible for the operation of this subsidy is FINET, which 

receives direct transfers from the Central Government.  

4.10 As shown in Table 4.1, the cost of this subsidy increased to US $86.5 million or 

0.4 percent of GDP in 2009, despite the decline in energy prices in 2009 relative to 2008 

and a similar number of households consuming under 99 kWh (Figure 1.1). The increase 

in the cost of this subsidy in 2009 is explained by the fact that the generalized subsidy 

that existed in 2008 set artificially low prices. This implied that the subsidy financed by 

FINET had a smaller price difference to make up, resulting in a lower fiscal cost. In 

2009, this changed, when prices were allowed to move freely and FINET had no 

generalized subsidy to assist, having to make up for a larger price difference. The 

decision to reinstate the generalized electricity subsidy in April 2010 should not affect the 

cost of this subsidy relative to early 2010, since the generalized subsidy would ensure 

prices remain constant.  

Figure 4.1:  Cost of Electricity Subsidies Financed by FINET 

. 
Source: SIGET and Ministry of Finance. 

                                                 
27

 The original regulations for the Fondo de Inversión Nacional en Electricidad y Telecomunicaciones 

(FINET) (May 1999) stated “...the subsidy of residential energy consumption… will be 86% of the 

difference between the billing of electricity consumption measured with the specification tariff price and 

the amount calculated by applying the reference value of the cost of electricity supply...” That percentage 

has suffered successive amendments; the latest took place in March 2008 with Decree Number 32 stating 

that this percentage is 89.5 percent. 
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4.11 The next section analyses the tariff structure with the aim of highlighting changes 

that can be made to improve the allocation of resources toward lower consumption 

households, even before any changes are made to existing subsidies. This discussion is 

followed by a section that describes the benefit incidence of electricity subsidies. In 

particular, the results show that on a per-capita basis, individuals belonging to the lowest 

deciles of the distribution are those who enjoy the lowest level of subsidies. This is due 

to: lower rates of access to electricity, lower levels of consumption, and greater number 

of household members that the subsidy is divided into.  

The Tariff System 

4.12 The unsubsidized tariff can be split into four categories: (a) a tariff for consumers 

below 50 kWh, (b) a tariff for consumers between 50 and 100 kWh, (c) a tariff for 

consumers between 100 and 200 kWh, and (d) a tariff for consumers of more than 200 

kWh. The difference in tariffs between distributing companies for similar consumption 

ranges depends on the geographical characteristics of each area being serviced, including 

its urban-rural composition, and the type of user. When variable costs for each 

consumption segment are added, it becomes clear that the tariff used as a basis for the 

calculation of the subsidy corresponding to households that consume less than 99 kWh is 

the highest of all the tariffs for all distribution companies. Figure 4.2 shows that the full 

price of the tariff for consumers below 99kWh (also called the “social” tariff) exceeds the 

tariff of households whose consumption is higher than 99 kWh for consumption of the 

first 99 kWh.  

Figure 4.2:  Tariff Schedule by Distributing Company 

. 
 Source: SIGET, February, 2010. 

 

4.13 As shown in Figure 4.3, households that consume less than 99 kWh have an 

average unsubsidized tariff equal to $0.20, which is higher than the tariff for consumption 

above the 99 kWh threshold. What explains this structure? The authorities must design a 

tariff structure that guarantees a minimum revenue level so that distributing companies 

are able to cover their costs. Since the government subsidizes the tariff faced by 
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households who consume less than 99kWh, the current tariff structure was designed to 

avoid increases in tariffs to households who consume more than 99 kWh. As a result, 

households that consume less, have an average tariff (before subsidies) that is higher than 

the tariff for households who consume more. What is important to note is that this policy 

constitutes an implicit subsidy to relatively large consumers, at the cost of lower income 

consumers (who could be paying even less under a flat tariff structure), as well as at the 

cost of other publicly funded initiatives, since the government pays for these subsidies. 

4.14 A tariff system that assigns the same tariff for the first 99 kWh, regardless of the 

level of consumption, would imply the need for an increase in tariffs for consumption 

higher than 99 kWh, with savings for the government and for households with 

consumption below 99 kWh. Alternatively, a progressive tariff structure could be 

considered, where greater levels of consumption are charged higher tariffs. 

Figure 4.3:  Average Tariff Structure 
 

Source: SIGET, May 2009 and February 2010. 

Benefit Incidence 

4.15 In evaluating the benefit incidence of subsidies, we separate the analysis into 

three steps.  First, we describe the patterns of access along the distribution of total and per 

capita household expenditure. For this purpose, we use the National Income and 

Expenditure Survey (ENIGH) 2005/06. The ENIGH has particularly good data to 

construct a consumption aggregate which we can use as a proxy to rank household 

welfare. These instruments are used to measure the way in which access to services is 

distributed in the population. As a second step, we analyze the consumption of electricity, 

since even when the poor have access to electricity, they tend to consume less. A 

limitation of the ENIGH 05/06 is that it does not collect direct information on physical 

consumption of electricity, LPG and water. However, it may be calculated using the 
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observed expenditure and the tariff structure that was in place at the time of the survey. In 

order to recover the implied volume of consumption from households’ expenditure, we 

apply a standard methodology. As a final step, based on the consumption levels, 

prevailing tariffs and subsidy rules, we assess the distributive impact of subsidies.  

4.16 In terms of access to electricity, Figure 4.4 illustrates the percentage of 

individuals using electricity for lighting by household per capita expenditure deciles
28

 at 

urban and rural levels. There is a clear increasing pattern in access to electricity as 

household per capita expenditure increases, especially at the national level. Urban areas 

have higher access to electricity than rural areas (the difference is 16 points, on average). 

In urban areas, almost everybody belonging to the top 6 deciles uses electricity for 

lighting. However as the graph shows, slightly less than 60 percent of households in the 

poorest deciles in rural areas have access to electricity.  

Figure 4.4:  Percentage of Individuals using Electricity for Lighting  

(by Deciles) 

. 
Source: Own estimates based on data from ENIGH 2005/2006. 

4.17 Figure 4.5 presents monthly consumption of electricity, by household per capita 

expenditure deciles, at national, urban and rural levels.
29

 The figure shows an 

unambiguous pattern: electricity consumption grows with the average household per 

capita consumption. For example, individuals in the top deciles in urban (rural) areas 

consume 67.8 (57.7) kWh per month on average, while the individuals in the bottom 

deciles in the same area consume only 8.3 (4.5) kWh per month on average. Another 

clear pattern in the figure is the existence of a large gap between urban and rural areas: 

                                                 
28

 As an alternative definition of access to electricity, we used households with positive expenditure on 

electricity. The results were similar in terms of incidence. The difference between these definitions is that 

the percentage of individuals using electricity for lighting is higher than the percentage of individuals with 

positive expenditure on electricity. This result holds at national, urban and rural levels and along all deciles.    
29

 Tables 5.1 y 5.2 in Annex V contains the information used to construct Figure 4.4, as well as information 

at the household level. 
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while the average individual consumption in urban areas is 34.4 kWh per month, in rural 

areas the average consumption of electricity falls to 14.8 kWh per month. 

 
Figure 4.5:  Monthly Electricity Consumption (kWh) - All Individuals 

. 
Source: Own estimates based on data from ENIGH 2005/2006. 

 

4.18 Finally, Figure 4.6 shows the average per capita subsidy by household 

expenditure deciles. Again, statistical results are presented at national, urban and rural 

areas. At a national level, individuals belonging to intermediate deciles of the distribution 

are those who receive higher subsidies on average. This results from a combination of 

high rates of access to electricity and relatively high levels of electricity consumption 

(but still within the range of subsidized consumption). 

Figure 4.6:  Monthly Electricity Subsidy by Deciles – All Individuals 

. 
Source: Own estimates based on data from ENIGH 2005/2006. 

4.19 In conclusion, the results show that on a per-capita basis, individuals belonging to 

the lowest deciles of the distribution are those who enjoy the lowest level of subsidies. 

This is due to: lower rates of access (and therefore of subsidy coverage), lower levels of 
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consumption, and greater number of household members that the subsidy is divided into.  

4.20 Although the generalized subsidy recently implemented in April 2010 is better 

targeted than what was in place in 2008 (which also covered businesses), it still covers 

over 91 percent of all households. Even the more targeted electricity subsidy for 

households that consume less than 99kWh per month covers 65 percent of all households. 

Both subsidies fail to cover households with no access to electricity.  

D. The LPG Subsidy 

4.21 Retail consumption of liquefied petroleum gas (LPG) is subsidized by setting the 

price of 10 to 35 pound containers below their market value. The purpose of the subsidy 

is to stabilize final prices faced by consumers, given that LPG is largely imported. As 

shown in Table 4.1, the cost of this subsidy amounted to 0.6 percent of GDP in 2008. 

Although this fell to 0.4 percent of GDP in 2009, the cost of the subsidy started to 

increase once again toward the end of 2009 and early 2010 as international hydrocarbon 

prices increased. 

4.22 Funding for this subsidy comes primarily from the Stabilization Economic 

Development Fund (FEFE), with resources raised from a tax on the consumption of 

gasoline. The revenue received from this tax is equivalent to US$0.1595 per gallon of 

gasoline consumed. Since this is a specific amount per gallon, it has not increased with 

international prices (see Figure 4.7). Beginning in 2007 and again toward the end of 

2009, the unfunded portion of the subsidy increased rapidly, with the Central 

Government making up for the difference. Looking forward, this subsidy will continue to 

make the fiscal accounts vulnerable to changes in international prices if left unchecked. 

Figure 4.7:  Income of FEFE and Expenditure on LPG Subsidy 

. 

Source: Ministry of Economy. 

4.23 The next section analyses the pricing structure with the aim of highlighting 

changes that can be made to reduce the fiscal cost of this subsidy, simply by modifying 

the way prices are set. This discussion is followed by a section that describes the benefit 

incidence of LPG subsidies. The results show a strong positive relationship between 

household expenditure deciles and the average LPG subsidy received.  Specifically, for 
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every US$1 spent on individuals in the poorest deciles, US$6 is spent on individuals in 

the richest deciles. 

Domestic Pricing 

4.24 Determining the domestic price of LPG is complex. First, a reference import price 

(Import Parity Price, IPP) is set according to a formula which begins with FOB prices for 

propane and butane gases according to a world price database. Insurance and freight costs 

are then added to form the IPP. What is interesting about the IPP is that it is a reference 

price. As a result, it does not take into account the price actually paid by the importer, 

which could vary widely depending on whether the importer has a regular contract, or is 

buying in the spot market.  

4.25 As a second step, profit margins for importing, packaging, distribution and 

commercialization are added (Table 4.2). These margins add up to more than a quarter of 

the final price, and are much higher than international standards. The criteria for setting 

these profit margins are unknown. In addition, in contrast to international practice, which 

allows competitive pricing to the final consumer, the Ministry of Economy determines 

the retail margins of the establishments that sell LPG.  

Table 4.2:  Price Structure of LPG per Gallon 

  Freight IPP 

Margins 
Pre-

tax 
VAT 

Post-

tax 

  
Import Package. Distrib. Retail Price 13% Price 

Subsidized price 0.07 0.34 0.13 0.06 0.16 0.05 0.8 0.1 0.91 

Market price 1/ 0.07 1.16 0.13 0.06 0.16 0.05 1.62 0.21 1.83 

% of total price 3.7% 63.4% 7.4% 3.1% 8.5% 2.5% 88.5% 11.5% 100% 

1. Assumes and IPP of 1.16 which was current on the week of May 26, 2009. 

Source: Own estimates based in data from the Ministry of Economy. 

4.26 The final price per container faced by consumers is fixed by the government. In 

order to determine the amount of subsidy, one must calculate the difference between PPI 

reference price, and the price that ensures the fixed final price. To do this, one must 

calculate backwards, beginning with the final price set by the government, subtract all 

margins to get a reference import price. The difference between this reference import 

price and the IPP (which is based on world prices) is the amount of subsidy that the 

Central Government pays back to the import, packaging, and distribution companies. 

Since the profit margins are slightly different for import, packaging, distribution and 

retail depending on the size of container, this generates small differences in the subsidy 

per gallon. 

Benefit Incidence 

4.27 In terms of access to LPG, Figure 4.8 shows the percentage of individuals using 

LPG for cooking, by household per capita expenditure deciles at national, urban and rural 

levels. On average, access to LPG is lower than access to electricity. This result is valid 

for urban and rural areas and for each decile. However, as in the case of electricity: there 

exists a strong positive correlation between the percentage of individuals using LPG for 
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cooking and household per capita expenditure. In other words, access to LPG grows with 

the average expenditure of the deciles. Again, this result is especially clear at a national 

level. The urban-rural gap is higher when we consider the percentage of individuals using 

LPG for cooking, which is likely explained by the use of fire wood for fuel in rural areas. 

Figure 4.8:  Percentage of Individuals Using LPG for Cooking by Deciles  

. 
Source: Own estimates based on data from ENIGH 2005/2006. 

4.28 The pattern of monthly consumption of LPG—measured in pounds—by 

household per capita expenditure deciles, is depicted in Figure 4.9. The results show a 

strong positive relationship between household per capita expenditure and LPG 

consumption per month in the three geographical regions. At an urban (rural) level the 

average LPG consumption of individuals in the richest deciles is 1.4 (2.6) times higher 

than the LPG consumption of an average individual or 3.4 (10.6) times higher than the 

average consumption of individuals in the poorest deciles. Although consumption of LPG 

is higher in urban areas, when we consider only individuals living in a household with 

positive consumption of LPG, the levels of consumption in urban areas are quite similar 

to those in rural ones. 

Figure 4.9:  Monthly LPG Consumption (pounds) – All Individuals 

 . 
 Source: Own estimates based on data from ENIGH 2005/2006. 
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4.29 The average per capita subsidy to consumption of LPG by household expenditure 

deciles is presented in Figure 4.10, at national, urban and rural levels. The results show a 

strong positive relationship between household expenditure deciles and the average LPG 

subsidy received.  Specifically, for every US$1 spent on individuals in the poorest 

deciles, US$6 is spent on individuals in the richest deciles.  

 
Figure 4.10:  Monthly LPG Subsidy by Deciles – All Individuals 

 . 
Source: Own estimates based on data from ENIGH 2005/2006. 

 

4.30 Regarding the comparison between urban and rural areas, the figure below shows 

that in general, the per capita subsidy to the consumption of LPG is higher for urban 

areas. However, for the upper half of the distribution this difference is lower, and it 

shows a reversion in some cases. This is because among high-income individuals who 

use LPG, those who live in rural areas have greater expenditures on average than those 

who live in urban areas, even though in urban areas the percentage of individuals who use 

LPG is much higher (with the exception of individuals belonging to the top deciles). This 

causes the average in rural areas to be higher in some cases. 

 

E. The Water Subsidy 

4.31 The main water supply and distribution company is the state-owned 

Administración Nacional de Acueductos y Alcantarillados (ANDA), which supplies 51.4 

percent of households. The rest of the market is supplied by some 102 private entities — 

private companies, cooperatives, neighborhood associations. Tariffs (or costs in the case 

of cooperatives) in many cases are much higher than those of ANDA, regardless of the 

socioeconomic characteristics of the end-user. As in the case of electricity, there were 

two types of subsidies for water in 2009. On the one hand, there was a general subsidy to 

ANDA customers, whatever their level of consumption, as prices that were charged by 

the company were insufficient to cover their operational and maintenance costs. In 

addition, there was a subsidy for residential drinking water that declined with the level of 

consumption as explained in Annex IV. However, unlike the electricity subsidy where 
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financing of the subsidy is fairly transparent, a portion of the financing for the water 

subsidy is disguised by off-setting operations and complex intergovernmental transfers. 

However, these offsetting operations only capture the losses the electricity company 

incurs for providing electricity to ANDA. Most of the subsidy is implicitly financed by 

failure to invest in operations, maintenance and infrastructure at ANDA (Table 4.4). 

 

Table 4.3: Water Subsidies 

 
2004 2005 2006 2007 2008 2009 

Total consumption (million cubic meters) 225 245 114 200 206 203 

Average tariff per cubic meter 0.28 0.24 0.25 0.33 0.33 0.33 

Average cost of production per cubic meter 0.63 0.47 0.54 0.54 0.66 0.72 

       

 

(Millions of Dollars) 

Total cost of production 142.0 115.1 95.1 114.6 133.0 156.7 

Total sales revenue 62.6 58.4 28.1 73.7 68.5 68.1 

Total subsidy 79.4 56.8 67.0 40.9 64.6 88.5 

 
      Offset operations: CEL-ANDA-MH 

  

13.7 17.6 34.2 2.2 

Source: ANDA. 

      
 

4.32 Under the tariff structure prevailing in early 2009, ANDA functioned based on a 

financial budget that did not include a full accounting of operation and maintenance costs 

or the necessary investments needed to rehabilitate its distribution network. ANDA has a 

level of technical losses that reach 35 percent of the production of water, affecting its 

effectiveness and profitability. This is aggravated by a lack of capital infusion to 

rehabilitate the distribution network, which is more than 35 years old. In addition, only 

67 percent of users have functioning water meters, implying that the company must 

negotiate a fixed fee with the end-user, typically based on the last month’s usage, thus 

providing an incentive for higher usage. 

4.33 The company relies on the Central Government for its financing and investment 

decisions. Up until the changes implemented in late 2009, it did not have the funds to 

compensate for the subsidized tariffs. Instead, it relied on postponing investment, 

operations and maintenance. In addition, it had some help from the Central Government, 

who would pay for CEL’s external debt, in exchange for its losses on account of selling 

electricity to ANDA at subsidized prices. However, settlement of these intergovernmental 

transfers occurred with long lags, implying that to some degree both CEL and ANDA 

bear some of the financial burden of these subsidies. As a result of these offsetting 

operations, the fiscal cost of the water subsidy was much less transparent than in the other 

cases.     

4.34 The reform approved in October 2009 had the objective of increasing ANDA’s 

revenues to ensure ANDA would be able to cover its operating expenses and allow it to 

have about US$12 million a year for capital investment. Based on this revenue target, 

ANDA calculated its cost of production at US$0.722 per cubic meter, which is the price 

that would ensure that the company can break even with about US$12 million a year for 

new infrastructure. The reform included the introduction of a US$0.10 sewerage fee, 
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which previously was not charged. In order to protect the more vulnerable population, the 

reform introduced a cross subsidy whereby customers consuming more than 40 cubic 

meters subsidize those consuming 20 cubic meters or less. ANDA noted that 52 percent 

of customers consume 20 cubic meters or less, 38 percent of customers consume between 

20 and 40 cubic meters, while only 10 percent of customers consume more than 40 cubic 

meters.
30

 This effectively implies that 90 percent of ANDAs customers continue to be 

subsidized to some extent. The reform aimed to save $32 million in subsidies.  

4.35 However, amid widespread complaint over the new tariff structure and its 

implementation, a commission was set up to reexamine the tariff structure in January 

2010, which concluded that a more gradual tariff structure was needed. The tariff 

structure approved in February therefore extended the subsidy to households consuming 

between 40 and 45 cubic meters, and introducing greater differentiation for consumption 

between 21 and 44 cubic meters to avoid sharp discontinuities.
31

 In addition, the 

sewerage fee would no longer be charged for households consuming less than 10 cubic 

meters, and schools, medical centers, hospitals, and nursing homes would have a 33 

percent discount. The new reform was implemented retroactively to the month of 

November, and is now expected to save US$25 million in subsidies. The commission is 

working to replace many of the meters that are no longer in service, as well as improve its 

information technology system.
32

 

The Tariff System 

4.36 Between 2001 and 2006, ANDA customers faced a tariff of US$0.2091 per cubic 

meter consumed. Households that consumed up to 20 cubic meters per month received a 

subsidy of 50 percent for consumption. The remaining households were paying a 

premium for their water consumption, which was equal to 10 percent for households 

consuming between 20 and 40 cubic meters of water a month, and 175 percent for 

households with consumption above 40 cubic meters per month. Beginning in 2006, 

greater tariff differentiation was introduced, ranging from US$ 0.2091 per cubic meter for 

those who consume less than 20 cubic meters monthly to US$ 0.65 for households with 

monthly consumption exceeding 100 cubic meters per month.
33

 In addition, households 

living outside the metropolitan area of San Salvador (AMSS) receive an additional 

subsidy in the form of a 20 percent discount on their water bill. This additional subsidy is 

based on a ruling that goes back to the armed conflict, and benefits 24.7 percent of users. 

More recently, in October 2009, the Government made changes to the tariff structure 

with the aim of better targeting the subsidy by increasing tariffs to customers with 

consumptions above 40 cubic meters, while progressively increasing tariffs to households 

with consumption between 20 and 40 cubic meters. Tariffs for households with 

consumption of less than 20 cubic meters did not see any change. This change in the 
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 ANDA, December 2009. 
31

 See Fraile and Quintanta, February 16, 2010. Available at: 

http://www.elsalvador.com/mwedh/nota/nota_completa.asp?idCat=6364&idArt=4526465 and Fraile, 

February 18, 2010. Available at: 

http://www.elsalvador.com/mwedh/pdf/20100218/EDH20100218NAC018P.pdf  
32

 See ANDA, http://www.anda.gob.sv/nota170210b.php 
33

 Annex IV contains a detailed explanation of the tariff structure. 

http://www.elsalvador.com/mwedh/nota/nota_completa.asp?idCat=6364&idArt=4526465
http://www.elsalvador.com/mwedh/pdf/20100218/EDH20100218NAC018P.pdf
http://www.anda.gob.sv/nota170210b.php
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tariff structure led to various complaints which led to a new change in the tariff structure 

in February 2010. Under this most recent tariff structure, there is greater differentiation in 

tariffs for consumption between 20 and 45 cubic meters. 

Benefit Incidence 

4.37 Access to a formal water connection is measured in terms of the proportion of 

individuals living in dwellings with a water connection. Based on the 2005–2006 survey, 

the percentage of individuals in each decile with a formal water connection in their 

dwelling is illustrated in Figure 4.11. The information is disaggregated at national, urban 

and rural levels. Access to water increases with the level of household per capita 

expenditure, especially at national and urban levels, and there is an important gap in 

access to water between urban and rural areas.
34

 Similarly to the case of LPG, the data 

shows that the access to water is far from being universal.  

4.38 Figure 4.12 illustrates the individual consumption of water (in cubic meters), by 

household per capita expenditure deciles. As in the cases of electricity and LPG, the 

results exhibit a positive relationship between water consumption and household per 

capita expenditure. At a national level, an individual in the bottom deciles consumes 1.5 

m
3
 of water per month, while an individual in the top deciles has a consumption of 11.6 

m
3
 per month. With some differences in levels, this same pattern is replicated in urban 

and rural areas.
35

  

 

Figure 4.11:  Percentage of Individuals with Water Connection by Deciles 

(percent of individuals) 

 . 
Source: Own estimates based on data from ENIGH 2005/2006. 

 

 

 

 

                                                 
34

 As an alternative definition of access to water, we used households with positive expenditure on water. 

The results were similar in terms of incidence. 
35

 Individual average consumption reaches 7.6 m
3
 per month in urban areas and 2.9 m

3
 in rural areas. 
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Figure 4.12:  Monthly Water Consumption– All Individuals 

(consumption in m ) 

. 
Source: Own estimates based on data from ENIGH 2005/2006.  

4.39 The average per capita subsidy prevailing in 2009 to the consumption of drinking 

water is presented in Figure 4.13 by household per capita expenditure deciles. As in the 

case of LPG, the average amount of subsidy received by each decile is increasing in the 

average level of household per capita expenditure. For every US$1 subsidy spent on 

individuals in the poorest deciles, US$3.8 was spent on individuals in the richest deciles. 

Moreover, individuals living in cities received larger subsidies to water consumption than 

individuals living in rural areas. This is due to higher rates of coverage and higher 

consumption of drinking water in urban areas. The picture is likely to have changed 

somewhat with the new tariff schedule approved in early 2010, however, it is important 

to point out that the subsidy benefits 90%  households who have access to ANDA, which 

amount to 52% of all households, and are mainly concentrated in urban areas. In contrast, 

38% of households in extreme poverty have no access to potable water, 34% of urban 

households have no sewerage, and 16% of urban households have no access to water. 

Figure 4.13:  Monthly Water Subsidy by Deciles – All Individuals 

(US$) 

. 
 Source: Own estimates based on data from ENIGH 2005/2006. 
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F. The Transport Subsidy 

4.40 The objective of this subsidy was to stabilize the price of urban transport tariffs 
36

 

which would have otherwise increased due to increases in the price of imported diesel 

beginning in late 2007. The subsidy to urban and intercity passenger transport is a 

monthly lump-sum transfer paid to bus and microbus owners for each vehicle authorized 

to operate, and is administered by the Vice Ministry of Transportation with resources 

from the Central Government. Originally, in November 2007, transfers were set at 

US$400 per bus and US$200 per microbuses. In July 2008, due to the international oil 

price increases, these amounts were doubled to US$800 and US$400, respectively.  

Table 4.4:  Transport Tariffs 

 
Source: Vice-Ministry of Transport. 

4.41 Given the decline in world fuel prices, a reduction in tariff rates was agreed in the 

first quarter of 2009. Urban tariffs fell by an average of 13 percent while interurban and 

interdepartmental tariffs fell by 10 percent on average. However, there was wide 

variation in these changes, ranging from 3 percent to 20 percent declines (Table 4.5). 

There seems to have been no analysis undertaken to determine the tariff reductions 

necessary to ensure that the new tariffs reflect the distance being served or the amount of 

diesel consumed 

4.42 In mid-2009, as international oil prices continued to fall, there was renewed effort 

to curtail these subsidies. Just before the expiration of the law, it was renewed once again, 

reducing the subsidies to $500 for buses and $250 for microbuses. In addition, funding 

for these subsidies was extended, which is based on taxes of $0.10 per gallon of diesel 

and gasoline. However, subsidies are not directly tied to changes in diesel prices which 

can lead to differences between the operational costs faced by bus owners and the 

subsidies meant to compensate them for changes in oil prices (Figure 4.14). The subsidy 

had an annual cost of $79 million in 2009 (0.4 percent of GDP) and is expected to fall to 

0.2 percent of GDP in 2010. The new extension of the law is set to expire in December 

2010.
37

 In addition to the direct cost of these subsidies, the administrative costs of 

supervising the subsidized vehicles are high. The number of registered vehicles at end-

may 2009 was 12,058. According to existing regulations, the Ministry of transport must 

                                                 
36

 The objective explicitly acknowledged in the “Ley Transitoria para la Estabilización de las Tarifas del 

Transporte Público de Pasajeros,” November 2007. Note that the lump-sum subsidy can only partially 

stabilize the price of public transportation in a context of rising oil prices. 
37

 Decreto No. 92 del 30/07/2009 "Reformas a la Ley Transitoria para la Estabilización de las Tarifas del 

Servicio Público de Transporte Colectivo de Pasajeros"; D.O. No. 144, Tomo 384, del 31/07/2009. 

Number

of Routes Min Max Ave. Min Max Ave. Min Max Ave.

(in US dollars) (in percent)

Urban 447 0.24 1.50 0.35 0.20 1.45 0.31 -20% -3% -13%

Interurban 352 0.24 2.42 0.71 0.22 2.24 0.64 -10% -7% -10%

Interdepartamental 325 0.24 9.2 1.27 0.22 8.5 1.15 -10% -7% -10%

Total 1124 0.24 9.2 0.73 0.2 8.5 0.66 -20% -3% -11%

Tariffs 2008 Tariffs 2009 Change in tariffs 
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verify that these vehicles operate 25 days a month with at least 7 daily trips in order to 

qualify for the subsidy. The units must have registration and circulation permits for the 

1,124 routes. 

Figure 4.14:  Diesel Prices and Transport Subsidy 1/ 

. 
1. Subsidy data for May–December 2009 is estimated based on historical data for number of buses 

and microbuses, the new tariff structure, and Ministry of Finance data. 

Source: Vice Ministry of Transport and Ministry of Economy. 

 

Benefit Incidence 

4.43 Figure 4.15 presents information on the access to public transport system. Given 

data restrictions, access to transport is measured by the percentage of individuals with 

positive expenditure on buses and microbuses. The results regarding access to transport 

system are very different to the findings of previous cases. In this case the relationship 

between the rate of individuals with access to the transport system and household per 

capita expenditure is not positive. Although there is no clear pattern, especially in rural 

areas, it seems to be the case that individuals belonging to the center of the expenditure 

distribution have higher rates of access to the transport system. Another important 

difference with previous cases is that individuals in rural areas have higher rates of access 

to transport system than individuals in urban areas. 
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Figure 4.15:  Percent of Individuals with Positive Expenditure on Buses by Deciles 

. 
       Source: Own estimates based on data from ENIGH 2005/2006. 

G. Subsidies in Monthly Expenditures 

4.44 Although the previous sections have shown that in general subsidies tend to 

benefit the richer deciles, it is also true that eliminating some subsidies would have an 

important impact on the welfare of poorer households. This is because expenditures on 

subsidized services are a larger share of total household spending for poorer deciles. This 

section discusses the importance of subsidies for monthly consumption services received 

by the household, in relation to monthly household expenditure. The results are also 

presented separately for the total population and for urban and rural areas. 

4.45 Table 4.6 presents statistics related to the importance of subsidies in the 

consumption of utilities—electricity, water and LPG—in terms of total household 

expenditure. The results show that the poorer the household, the more important subsidies 

become in terms of total household consumption. For example, the table shows that 

electricity subsidies make up only 0.1 percent of household expenditures for the richest 

deciles, but make up 1.7 percent of household expenditures for the poorest deciles. 

Similarly, LPG subsidies make up only 0.6 percent of household expenditures for the 

richest deciles, but make up 2 percent of household expenditures for the poorest deciles. 

More generally, the total subsidy received by households belonging to the bottom deciles 

of the distribution of household per capita expenditure is equal to 4.2 percent of their total 

expenditure, while they only represent 0.7 percent of total household consumption for 

those belonging to the upper deciles. Therefore, any policy change that would eliminate 

subsidies must find ways to compensate the poor, since these are the households that will 

feel it the most relative to their total expenditures. 
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Table 4.5:  Subsidies as a Percent of Household Total Expenditure 

by Decile Nat., 2008  

 

H. Summary and Policy Implications 

4.46 This chapter aimed to describe the fiscal cost of existing subsidies, the tariff 

structure in each case, and benefit incidence of each of the main subsidies in El Salvador. 

On the fiscal side, we note that spending on subsidies declined in 2009 relative to 2008, 

partly as policies to reduce the fiscal burden of the electricity, transport and water 

subsidies were put in place, and partly as a result of a decline in international petroleum 

prices. However, it is important to note that the budget continues to be vulnerable to 

increases in international prices related to these subsidies. In this regard, low commodity 

prices could be seen as an opportunity to put the necessary systems in place in order to 

improve their targeting at a lower social cost.  

4.47 If the objective is to assist the most vulnerable households by providing some 

form of income support, there is substantial scope for better targeting of scarce public 

resources. The chapter has demonstrated that in general, poor households have lower 

access, consume less and therefore benefit less from existing subsidies. However, it is 

also true that the potential welfare loss to poor homes is substantial without 

compensatory mechanisms that would protect them. Given the analysis presented, some 

policy alternatives are detailed below, with the objective of reducing the fiscal burden of 

subsidies, adding transparency to pricing and resource allocation, and protecting 

vulnerable households from the impact of reform. 

4.48 Revisit the tariff and price regimes to ensure proper private sector incentives 

and ensuring transparency. In particular, there is scope for improving the hydrocarbon 

pricing formula to ensure transparency and reduce the fiscal cost of the LPG subsidy. In 

addition, there is scope to improve the electricity tariff structure to ensure that the 

unsubsidized tariff does not implicitly subsidize higher income households at the expense 

of the government and poorer households.  

 

Electricity LPG Water Total 

1 169.3 1.7 2.0 0.5 4.2 

2 246.5 1.4 1.8 0.6 3.9 

3 296.1 1.2 2.2 0.5 3.9 

4 347.0 1.1 2.1 0.5 3.7 

5 391.6 0.8 2.1 0.4 3.4 

6 478.2 0.6 1.9 0.4 2.8 

7 554.5 0.5 1.6 0.3 2.4 

8 626.5 0.3 1.4 0.3 2.0 

9 857.3 0.2 1.0 0.2 1.5 

10 1635.6 0.1 0.6 0.1 0.7 

Total 560.0 0.5 1.3 0.3 2.1 

Note:  Subsidies were estimated using policies that were in force in 2008.  

Subsidies as % of Household Total Expenditure 

Source:  Own estimates based on data from ENIGH 2005/2006 

Household Total  

Expenditure 

Total  
Expenditure  

Decile 
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4.49 Ensure that subsidies are included in annual budgets. All direct and implicit 

subsidies should be included explicitly in annual budgets. In particular, the water subsidy 

has not been included in the accounts of the NFPS, and has traditionally been financed by 

failing to invest in maintenance of ANDA’s infrastructure. To a lower degree, subsidies 

for public transport, LPG and electricity subsidies have also not been explicitly budgeted. 

Informing congress on the cost of these subsidies and allowing them to be transparently 

treated in the budget would allow for greater discussion on the benefits of these subsidies 

relative to their costs. 

4.50 Eliminate the generalized LPG subsidy, allow prices to rise, and compensate 

the poor through direct transfers. Of the four subsidies analyzed, the worst in terms of 

distributive impact is the LPG subsidy. The generalized nature of the subsidy and its 

distribution do not allow an easy way to target this benefit to the poorest households. On 

the contrary, it is a general subsidy which is concentrated mostly in households using 

LPG for cooking (while the poorest households tend to use wood for that purpose). Given 

the fiscal cost of this subsidy, a two-stage approach may be appropriate to generate some 

savings in the short-run. The first stage would involve a new framework for setting 

domestic prices and determining a market price that defines the wholesale and retail 

margins in a transparent fashion. Once this framework is approved, then LPG prices 

would be set at market rates. In order to compensate poor households from the resulting 

price increase, beneficiary households would be identified in the first stage by matching 

existing poverty maps with administrative data on electricity consumption. Households 

residing in poor neighborhoods who also consume less than 99 kWh of electricity would 

be compensated directly through their electricity bills. During a second stage, given the 

likely errors of exclusion with this proposal, beneficiaries would be identified by a more 

complete set of variables able to distinguish vulnerable households, as part of the 

Registry of Beneficiaries that the Social Protection System is now designing.  

4.51 Eliminate subsidies to transport owners, allow tariffs to rise, and compensate 

the poor through direct transfers. Similarly, the authorities are well aware with the 

problems underlying the Transport system. They note that the lack of access to a safe, 

quick, and environmentally friendly transport system, the high operating costs, and the 

highly diversified and uncoordinated supply of operators. The Vice Ministry of Transport 

is now drafting a new policy with widespread consultation with all the stakeholders 

involved.  

4.52 Target water and electricity subsidies narrowly. Subsidies to electricity and 

water are better targeted when compared to LPG subsidies, however more can be done. 

With regard to electricity, although current generalized subsidies are better targeted than 

those in place in 2008 (which also covered businesses), they still cover over 95 percent of 

all households with access to electricity. By definition, they fail to cover the 12 percent of 

households with no access to electricity. As shown in the incidence analysis, it is not the 

poorest portion of the population who benefits from subsidies, since in general they do 

not have access to electricity. Similarly, with regard to water, 90 percent of residential 

ANDA consumers continue to receive some form of subsidy even after the February 

2010 reform. However, it is important to be reminded that the poorest population does 

not have access to the water network, since ANDA supplies only 52 percent of 

households, mostly in urban areas. More generally, targeting subsidies based on the level 
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of household consumption of services is far from being a perfect targeting mechanism, 

since usually there are important errors of exclusion and inclusion. 

4.53 Although it is necessary and desirable to increase the coverage of public service 

infrastructure, which is relatively low among poor households, these improvements 

would not solve the fundamental flaws of aiming to assist households using subsidies 

based on consumption of services. No matter what the level of coverage of public 

services, subsidies that are put in place by controlling prices or tariffs do not have 

elements to link the amount of subsidy to the number of household members—for 

example, a well-off single individual may use less water that a poor family of five. This 

has a negative bias against the poorest households, which on average are formed by a 

larger number of members.  

4.54 Remain vigilant on the cost structure of remaining subsidies, as beneficiaries 

are likely to change their consumption patterns in response to reforms. For example, it is 

important to understand how the targeting of water and electricity subsidies change 

consumption patterns. Similarly, once the new policy for targeting LPG subsidies is put 

in place, it will be important to understand changes in consumption patterns, and possible 

environmental and other side-effects.  
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Chapter 5

A. Introduction 

5.1 The literature on pension systems generally agrees that the core objectives of 

these systems are to prevent poverty among the elderly and smooth consumption profiles 

over a person’s lifetime. In addition, several authors have focused their analysis on other 

objectives or secondary aspects that need to be addressed when designing pension 

systems, such as their effects on national savings, the accumulation of capital, the labor 

market, or the fiscal situation. The relative importance of each of these elements 

(including the role of the State in the design, implementation, and management of the 

systems) varies in accordance with the philosophical and political position of the various 

authors. Some authors believe that the principal objective should be the alleviation of 

poverty in extreme cases. Others propose a broader approach, giving the pension system 

a central role in a society’s income redistribution policy. A third group focuses on the 

labor market, understanding that pension benefits are part of labor agreements in the form 

of delayed wages and, as such, only in the context of a performing labor market is it 

possible to find an effective pension system. The controversy on the best way to achieve 

the core objectives of a pension system is far from being settled, and it seems that better 

information on what is the current status and recent trends on coverage and access should 

clarify the debate (Rofman, Luccetti, and Ourens 2008).          

5.2 In this regard, the new Salvadoran Administration has stated that it would aim to 

foster a new pension system based on the principles of solidarity, universality, and gender 

equality to ensure that workers have pensions that are worthy (FMLN 2008:32). An 

initial task would be a diagnostic of the pension system. This chapter aims to provide an 

input to this very important process, by focusing on the fiscal dimension of the pension 

system.  

5.3 The 1996 move to a defined-contribution system of privately-managed individual 

accounts created substantial transition costs. These costs were significantly exacerbated 

by decrees in 2003 and 2006 that first defined, and then extended, a minimum pension 

guarantee. As a result of these reforms, most of the increase in social public spending 

between 1997 and 2008 can be explained by the public pension system. Unfortunately, as 

detailed below, the financing requirements for pensions and guarantees to be paid by the 

government will continue to increase over the medium term. Over the long term, these 

requirements will fall, mostly because there are no new entrants to the old pay-as-you-go 

system. However, the cash requirements for the next 5 to 6 years are expected to remain 

at about 1.6 percent of GDP. Parametric reforms consisting of increasing the retirement 

age of men and women by 5 years would generate considerable savings after the first 5 

years due to a necessary transition period. The main savings would be seen in the private 
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 This chapter was written by Gabriela Inchauste (IADB), on the basis of an actuarial study by Melinsky 

(2009). The author gratefully acknowledges comments from Eduardo Melinsky, Ágata Mazzarra, and 

Waldo Tapia. 
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system, where there is a large population of workers who chose to join the new system, 

even though the net present value of the debt would not change substantially.   

5.4 With respect to the total accumulated savings in individual accounts, by end-2009 

these amounted to US$5 billion, equivalent to 23 percent of GDP. However, the current 

regime’s heavy concentration on public instruments implies that the SAP effectively 

depends on continued budgetary resources, first to meet current liabilities of the system, 

as well as to ensure a positive rate of return on pension fund investments on publicly 

issued instruments. Despite the fiscal burden that the pension system represents, 

unfortunately it only covers a small portion of the working population and benefits a 

small number of retirees. Coverage of the elderly is extremely low and its benefits are 

concentrated in the urban, formal, wealthier population. However, the government has 

recently begun a new basic pension program meant to provide a cash transfer to the 

elderly poor. The aim is to extend this program gradually, first covering the elderly poor 

in the poorest municipalities, and eventually extending the program nationwide. 

5.5 The chapter is structured as follows. Section B describes the basic structure of the 

system, while section C notes some of the most salient characteristics that could 

potentially lead up to an increase in fiscal liabilities. Section D describes the fiscal burden 

of the current system and undertakes some policy simulations of alternative policy 

reforms. Section E addresses the appropriateness of the investment strategies being 

pursued by private pension funds. Section F discusses the coverage of the existing system 

as well as its distributional impact. Finally, Section G offers policy alternatives. 

B. The Social Security System 

5.6 The New System. The pension system in El Salvador has its roots in 1969, when 

the social security system, the ISSS (Instituto Salvadoreño de Previsión Social) began 

covering old age pensions. In 1975, a system for public sector workers, the INPEP 

(Instituto Nacional de Pensiones de los Empleados Públicos) was created, and in 1981, 

the armed forces created a similar system for their staff, through the IPSFA (Instituto de 

Previsión Social de las Fuerzas Armadas). Therefore by 1983, three defined benefit 

distribution systems coexisted, each with an intergenerational social contract whereby 

active workers financed the pensions of retired workers. The contribution rates were low 

for employees (1 percent for the ISSS, and 4.5 percent to 6 percent at the INPEP), as was 

the time in service required to obtain an old-age pension (15 years). By mid-1990s the 

actuarial projections showed that the increase in benefits would outweigh the increase in 

contributions in the short-term. Thus the 1996 reform was enacted, with the objective of 

rationalizing, homogenizing and unifying the pension system.  

5.7 In effect, a law passed in 1996, and implemented in April 1998, established a 

mandatory private pension system (Sistema de Ahorro para Pensiones, SAP) and created 

a new, multi-pillar pension system. It replaced the old publicly-managed, defined benefit 

and unfunded pension system (Sistema de Pensiones Público, SPP). The first pillar 

consists of a Universal Basic Pension for the elderly poor introduced in late-2009 as part 

of the Social Protection System. This pension consists of a US$50 monthly pension for 

elderly individuals who are over 70 years old, live in the poorest municipalities, have 

demonstrably few resources, and no other pension. Eligibility does not depend on 

contributions. In addition, there is a minimum old-age pension guarantee by the State for 
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all workers who paid contributions for at least 25 years and comply with the age 

requirement, which is 60 for men and 55 for women. This guarantee is triggered when the 

worker is not capable of financing the value of the minimum pension with the balance 

accumulated in his or her individual account.
39

  

5.8 The second pillar consists of a defined contribution system of privately-managed, 

funded, individual saving accounts: the Sistema de Ahorro para Pensiones (SAP). The 

individual accounts are managed by single-purpose pension fund managing companies 

called Pension Fund Administrators (AFPs). AFPs were created solely for investing 

employee contributions and administering payments to retirees. Each AFP can manage 

only one investment portfolio. The AFPs also provide the mandated disability and 

survivorship pensions (defined as a proportion of earnings) through group insurance 

contracts. The establishment of an AFP is subject to the authorization of the 

Superintendence of Pension, which oversees the new system. The SAP also includes a 

voluntary pillar, where participants are allowed to pay voluntary contributions, with tax 

benefits, into the individual capitalization accounts in the AFPs, this being the third pillar. 

Participation in the System 

5.9 Enrolment in the new pension system is mandatory for all employees who enter 

the work force for the first time and for all employees under 36 years of age who were 

enrolled in the old system at the time when the system came into operation. Although the 

old system was closed to new entrants, men between 36 and 55 years of age, and women 

between 36 and 50 years of age could choose between the two systems, while older 

employees had to remain in the old publicly managed system. Employees who did not 

choose between the public and private options were automatically placed in the private 

scheme. Enrolment is voluntary in the case of self-employed. Individuals who switched 

to the new system received a recognition bond called Certificados de Traspaso (CT), 

representing the value of rights accrued under the old system. The bond is price-indexed 

but pays no interest.  

Contribution 

5.10 The total contribution for those employees who chose the funded system is 13 

percent of taxable income, of which 10 percent goes into the individual account and 3 

percent goes to pay the disability and survivorship insurance as well as the cost of 

administering the individual accounts. Contributions are paid by both the employee and 

the employer. Employers contribute 6.25 percent of taxable income, of which 4.05 

percent is allocated to the individual account and the remaining 2.7 percent finance the 

premium for disability and survivorship insurance and the cost of administering the 

individual accounts. Employees contribute 6.75 percent of taxable income and is 

allocated to the employee‘s individual account. Self-employed persons contribute 13 

percent of their income.  
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 In January 2009, the minimum old-age pension was set to US$144 or 71 percent of the minimum 

contribution wage. This minimum pension was not modified in 2010. 
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The Public Pension System (SPP) 

5.11 The public pension system consists of a non-contributory minimum old-age 

pension guaranteed by the State, financed mainly by transfers from the public budget. As 

mentioned before, the SPP will be completely replaced by the new, funded scheme in the 

long term, as all new labor market entrants must join an AFP. The Public Pension System 

is managed by two institutions, the ISSS and INPEP. The reform homogenized 

contributions and benefits for people affiliated to the INPEP and ISSS and modified the 

minimum time in service, as well as the replacement rate for those remaining in the SPP. 

Recent Reforms 

5.12 In 2003, the government recognized that workers who chose to join the new 

private system were receiving pensions that were substantially lower than what they 

would have gotten under the old pay-as-you-go system at the SPP. As a result, the 

government began issuing complementary bonds, Certificados de Traspaso 

Complementario (CTC), for these workers so that the resulting capital in their individual 

savings accounts would yield an initial benefit equal to the one that they would have 

gotten in the SPP.
40

 

5.13 In September, 2006, another reform was implemented to avoid having to issue 

CTCs for workers who chose to join the SAP. In order to ensure that workers who opted 

to join the private system end up with a pension equivalent to the one they would have 

had at the SPP, a two step approach was implemented, with the government still making 

up for the difference. First, the AFP begins delivering a pension equivalent to 30 percent 

of the basic salary during the first 3 years, raising this by 1.5 percent for each additional 

year of contributions against the savings in the individual account (with deductions for 

voluntary contributions and interest earned). If the individual account at some point is 

insufficient to continue to pay the pension, then the SPP will transfer resources to the 

AFP so that it can continue to administer pension payments to the retiree.  

5.14 The 2003 and 2006 reforms significantly modified the government cash 

requirements for the 225,000 workers who chose to join the SAP, equalizing them to SPP 

members, effectively making them part of the old defined-benefit system. For younger 

workers who were forced to join the SAP and for new workers, the reform from a 

defined-benefit to a defined-contribution system remains. In January, 2009 the minimum 

pension was raised 20 percent to US$144, with no change in the minimum contribution 

wage, which is US$203. This increase raised the ratio between the minimum pension and 

the minimum contribution wage from 59 percent to 71 percent between 2008 and 2009. 

5.15 In 2009, the new administration introduced a Universal Basic Pension for the 

elderly poor as part of the Social Protection System. This pension consists of a US$50 

monthly pension for elderly individuals who are over 70 years old, live in the poorest 

municipalities, have demonstrably few resources, and no other pension. Eligibility does 

not depend on contributions. The program began in November, 2009, serving the poorest 
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 This includes a disability or survival benefit according to the SPP rules, or when the stock of savings in 

the SAP are enough to finance a pension of at least 70 percent of the basic salary and at least 170 percent of 

the minimum pension. 



 107 

32 municipalities and aims to extend this coverage to the poorest 100 municipalities in 

2010. The cost of the program is expected to rise to US$25.8 million or 0.12 percent of 

GDP in 2010, benefiting up to 43,000 beneficiaries.  

C. The New System 

5.16 The following characteristics of the pension system are critical in determining the 

potential increase in fiscal liabilities: (a) low savings accumulated in individual accounts 

arising from a relatively low retirement age combined with a relatively long minimum 

contribution period; (b) an aging population; (c) an overestimation of pension benefits for 

retirees of the SAP based on their accumulated savings. Each of these characteristics is 

described below, as well as how they can potentially lead to a build-up in contingent 

liabilities for the government by way of the minimum pension guarantee.  

Low Retirement Ages 

5.17 As pointed out above, workers in El Salvador are eligible for retirement at age 60 

(men) and 55 (women) with 25 years of contributions, or at any age with 30 years of 

contributions. As shown in Figure 5.1, retirement ages are relatively low compared to 

other Latin American and Western Hemisphere countries.  

 
Figure 5.1:  Retirement Ages in Selected Countries, 2009 

 
Source: Based on Melinsky (2009) and U.S. Social Security Administration (2007). 

 

5.18 The relatively low retirement ages are complemented with a relatively long 

contribution period before workers have access to the minimum pension, as shown in 

Figure 5.2 below. This effectively means that workers have relatively little time to 

accumulate savings in their individual savings accounts. One of the main problems 

related with the low retirement age in El Salvador is the low replacement rate achieved 

by participants who meet the eligibility criteria for retirement. In fact, compared to other 
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pension systems that have been reformed in Latin America, Whitehouse (2003) finds the 

system in El Salvador to be among the lowest in terms of targeted replacement rate
41

 and 

pension wealth. In addition to the low retirement age, the low replacement rate in the 

pension system could also be explained by the absence of any residual defined benefit 

scheme. 

Figure 5.2:  Contribution Periods 

. 
    Source: Based on Melinsky (2009) and U.S. Social Security Administration (2007). 

5.19 For low-income workers, the low retirement age implies that individual savings 

accounts may not have accumulated enough savings to finance a minimum pension. In 

this case, the government guarantees the payment of a minimum old-age pension. The 

minimum old-age pensions are fixed annually by the Treasury in the General State 

Budget Law, taking into account the relative variation in the average contribution wage in 

the pension system and the Central Government resources available. 

5.20 Note that the replacement rates under the SPP are lower than under the old ISSS 

and INPEP system, but are still higher than under the SAP (Table 5.1).  Moreover, only 

40 percent of members who have met the age requirement and request a pension benefit 

actually get it, since they do not meet the required 25 year contribution period. This is 

probably due to a large number of workers who go in and out of informality or self-

employment. In addition there is high labor turnover and migration, and in the case of 

women, many leave the labor force for a period of time. As a result, there are a 

significant number of people who do not benefit from the minimum pension or any kind 

of pension. According to the law, workers who have contributed to the system at any 

point in time, but have not met the minimum contribution period are returned whatever 

savings they have in their individual accounts and are subsequently left without a pension 

and without health coverage. They are therefore more vulnerable in their old age. 

 

 

                                                 
41

 The old-age pension replacement rate is a measure of how effectively a pension system provides income 

during retirement to replace earnings which were the main source of income prior to retirement. 
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Table 5.1:  Replacement Rates 

 
Contribution  Pre-reform Post-reform 

 

Period INPEP ISSS SPP SAP 

 

15 years 54.0% 55.8% Not eligible to receive benefits 

 

25 years 77.5% 68.9% By Choice:     63% 

By law:       68.5% 
25-40% depending  

on affiliation age and 

family characteristics 

 

30 years 91.0% 75.4% By Choice:  70.5% 

By law:      77.25% 

Source: Melinsky (2009). 

Aging Population 

5.21 At the same time, demographic projections show that the population is aging. The 

combination of low retirement ages and an aging population results in an increase in the 

ratio of retired to active workers. Under the current retirement ages of 60 for men and 55 

for women, current demographic projections show that the dependency ratio would 

increase from 20 to 44 percent between 2010 and 2050 (Figure 5.3). From a fiscal point 

of view, this means that the minimum pension guarantee could imply a substantial 

government liability in the long run.  

 
Figure 5.3:  El Salvador: Ratio of Population in Retirement Age 

Relative to Working Age Population 

 
  Source: Based on CELADE (2007) projections, and Melinsky (2009) simulations. 

 

5.22 Parametric reforms to increase the retirement of men and women by five years, 

would reduce this dependency ratio to 32 percent, while if the retirement age was made 

equal  at 65 the dependency ratio would remain relatively constant, reaching around 26 

percent by 2050 (Melinsky 2009). 
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5.23 In addition, it is interesting to note that according to the 2007 census the 

population pyramid shows a slight asymmetry in the age profile between men and women 

(Figure 5.4). For example, men aged 20–24 represent 4 percent of the population, while 

women of the same age represent 4.5 percent of the population. Similarly, men aged 50–

54 represent 1.7 percent of the population, while women of the same age group represent 

2.1 percent of the population. This is important given the distinction between the legal 

retirement age for men and women. In essence, since women retire earlier and typically 

have a lower contribution density because they may go in and out of the labor market, 

they are able to accumulate lower savings in their individual accounts, leading to lower 

pension payments. From a fiscal point of view, a growing female elderly population 

implies that the government would eventually face higher liabilities when more women 

are granted the minimum pension guarantee.  

 
Figure 5.4:  El Salvador: Population Structure by Age and Gender 

2007 Census 

 
Source: DIGESTYC, 2007 census. 

Overestimated SAP Benefits 

5.24 Once the age and contribution requirements have been met, in general an AFP 

member has a choice as to how the benefits will be distributed: either as a programmed 

monthly rent, as an annuity, or as a combination of both. In the first instance, the AFP 

would provide a monthly rent based on the member’s accumulated savings, the CT and 

the state guarantee when applicable, and the corresponding net present value of expected 

reference pension payments. In the case of an annuity, the member signs a contract with a 
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minimum pension, and can potentially have access to any remaining savings.
42

 In the 

third option, members can have access to a temporary monthly income which is 

discontinued at an agreed date, and then substituted by an annuity contracted with a 

private insurance company, as long as the portion programmed as monthly income is at 

least as large as the minimum pension.
43

 The decision to opt for a monthly income is 

compulsory for workers whose contributions do not allow for the established minimum 

pension. For other workers, the choice of a monthly income is revocable, while the 

choice of an annuity is not. Note that in effect only the first option is exercised, since 

there is effectively no insurance market for annuities. 

5.25 SAP benefits are overestimated because both the technical interest rate used to 

calculate monthly benefits is too high, and the mortality tables used to estimate survival 

rates are outdated. Both of these assumptions lead to an accelerated depletion of 

pensioner’s savings accounts, and potentially add to the government’s contingent 

liabilities. In particular, the technical interest rate was set to 6 percent, which is relatively 

high compared to international standards, and can be thought of as a nominal interest rate. 

As in most countries, the nominal rate of return of AFP investments was initially high 

during the first few years of the reform. Since then, the nominal rate of return of SAP 

investments has stabilized, and is much lower than the assumed 6 percent (see section 

D).
44

 As a result, private pension funds should make a downward adjustment, for retirees 

who chose to join the SAP and are currently receiving benefits. However, the 

Superintendence has prevented any such recalculation through a temporary regulation, 

which effectively means that these pensioners are drawing down from their cumulated 

savings at a faster rate than would otherwise be sustainable. This implies that the 

government will eventually need to step in when these savings are depleted.   

5.26 In addition, the mortality tables used to calculate pension benefits are outdated, 

with life expectancies used by the SAP being considerably lower than current life 

expectancy rates. As a result, the survival tables currently being used underestimate 

survival risks, and therefore overestimate pension payments. Again, this implies that the 

government could need to step in when pensioner’s savings are depleted. It is also 

important to note that unused portions of individual savings accounts are distributed as 

inheritance to the member’s beneficiaries, even though pension benefits in all cases are 

made using survival probabilities, as mentioned above. This implies that the SAP has no 

way of compensating for errors coming from survival probabilities. Finally, a Christmas 

pension is granted to all SAP pensioners, equivalent to 50 percent of the monthly 

benefits, even though required contributions do not include payments out of Christmas 

bonuses that active members typically receive.  

                                                 
42

 In order to have early access to the savings, the capital in the individual account must exceed a minimum 

threshold, set to be the capital required to finance 70 percent of the basic regulatory wage and at least 160 

percent of the minimum pension at the time of retirement. 
43

 The monthly payment generated by the annuity must be at least 50 percent and no greater than 100 

percent of the first monthly payment of the temporary monthly income modality. 
44

 A key indicator corroborating the fact that the technical rate of return is too high is the fact that there is 

effectively no insurance market for annuities. Private insurance companies are not willing to sell a product 

that guarantees a 6 percent nominal rate of return. 
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D. The Fiscal Burden of the Pension System  

5.27 The government must deal with the fiscal burden inherited from the old system 

and new ones arising from the recent reforms. We discuss each of these in turn.  

Remaining Fiscal Liabilities of the Public System 

5.28 The remaining liabilities from the old system are basically the ones of the public 

pension system, the SPP. At end-2008, benefits paid out by this system amounted to 1.5 

percent of GDP. Contributions to the system from workers close to retirement age who 

remain in the system were $26 million, so that the deficit of the SPP amounted to 1.4 

percent of GDP. Since the population that remains in this system is closed and will over 

time decline, the deficit is expected to peak in 2018 to about 1.3 percent of GDP,
45

 

assuming no further inflation adjustments. The net present value of existing public 

pension liabilities are summarized in Table 5.2. Using a discount rate of 4 percent these 

liabilities amount to 31 percent of 2008 GDP. 

Table 5.2:  Net Present Value of SPP Liabilities 

Interest 

Rate 

SPP   SAP 

Millions of 

US$ 

Percent of 

2008 GDP   

Millions of 

US$ 

Percent of  

2008 GDP 

2% 8,975 40.6 

 

33,154 149.9 

3% 7,814 35.3 

 

17,807 80.5 

4% 6,879 31.1 

 

10,450 47.3 

5% 6,117 27.7 

 

6,706 30.3 

6% 5,488 24.8 

 

4,680 21.2 

7% 4,962 22.4 

 

3,513 15.9 

8% 4,519 20.4 

 

2,800 12.7 

 Source: Based on Melinsky (2009). 

 

Fiscal Liabilities of the SAP   

5.29 From a fiscal point of view, each of the reforms described earlier had immediate 

and long-term implications. With the change to a system of individually-funded private 

accounts, the government ceased to receive contributions from a large number of 

workers, while still having to care for retired workers in the SPP. In addition, the 

government had to finance the transfer certificates (CT), to be paid to the privately 

managed AFPs, allowing workers to move to the new system. The annual fiscal cost of 

this reform of about 1.7 percent of GDP, was covered until 2006 through public debt. 

However, debt issuance required the approval of the Assembly, which became politically 

difficult.  

5.30 In 2006, the government chose to avoid this requirement through the 

establishment of an extra budgetary fund, the Fideicomiso de Obligaciones Previsionales 

(FOP), charged with issuing new bonds (Certificados de Inversión Previsional, CIP) that 

are directly placed into AFP managed funds, using the proceeds to finance pensions and 

other obligations generated by the pension system. The reform also implied that the CT 

                                                 
45

 GDP growth in 2009 and 2010 is projected at -3.3 percent and 0.5 percent, respectively. Beyond 2010, 

these projections assume a 2 percent annual real growth rate and 3 percent growth in the GDP deflator. 
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and the CTC issued prior to 2006 were substituted by CIPs. These new bonds have a 25 

year maturity period, with a six-month adjustable rate and have the guarantee of the state, 

even though they do not need the approval of the Assembly. The private AFPs 

compulsorily purchase CIPs, implying that current workers savings are invested in bonds 

that fund pensions of those who retired. Therefore the system is effectively working as 

the original pay-as-you-go, where the contingent liability once held in the pay-as-you go 

system is now an explicit liability, including the fact that now the government must pay 

interest on the bonds issued to finance it. In a sense, the system that aimed to be a fully-

funded defined-contribution system is no longer fully funded. The fiscal liabilities from 

the new pension system include: (a) pension payments due to the state minimum pension 

guarantee, (b) supplemental pension payments to fund the pension state guarantees 

enacted in 2003 (CTC) and 2006, and (c) debt service of CIP bonds. As shown in Table 

5.2, the net present value of government liabilities for current retirees in the SAP, using a 

discount rate of 4 percent, amount to 47.3 percent of 2008 GDP. 

Overall System Finances 

5.31 Most of the current expenditures are the result of the pension liabilities inherited 

from the old system. However, the minimum pension guarantee and the interest service 

on the CIP bonds issued will begin to grow strongly during the next decade. If the 

economy grows at moderate levels, public expenditures on pensions will amount to about 

2 percent of GDP through 2026. The share of pension liabilities will gradually fall over 

time. However, in the short to medium term, the liquidity requirements will remain large, 

about 2.4 percent of GDP in 2010 and above 2 percent of GDP through 2028 (Table 5.3) 

 

Table 5.3:  Income and Expenditure Projections for the Public Pension System 

 

Contributions Benefits

Administrative 

Expenses

C.T. 

SAP

CTC 

SAP

State 

Guarantees

Interest on 

CIP Bonds

Millons of 

US dolars

% of 

GDP

2009 21 363 5 47 52 6 79 531 2.47

2010 21 361 5 54 39 14 80 533 2.41

2011 19 367 5 62 51 20 96 582 2.51

2012 16 381 5 59 43 25 107 605 2.48

2013 14 388 5 69 15 31 120 614 2.39

2014 11 396 5 57 15 38 130 630 2.34

2015 9 404 5 53 14 46 140 653 2.31

2016 7 410 5 58 20 66 152 704 2.37

2017 5 416 5 61 18 94 165 754 2.41

2018 3 418 5 81 10 118 179 810 2.47

2019 2 414 5 86 0 148 193 844 2.45

2020 1 412 5 82 0 174 208 880 2.43

2021 1 406 5 77 0 195 221 904 2.38

2022 0 401 5 80 0 217 235 937 2.34

2023 0 393 5 87 0 239 248 973 2.32

2024 0 384 5 103 0 263 262 1,017 2.31

2025 0 373 5 110 0 290 276 1,054 2.27

2026 0 362 5 99 0 320 289 1,075 2.21

2027 0 351 5 91 0 339 301 1,086 2.12

2028 0 338 4 81 0 352 311 1,087 2.02

2029 0 326 4 72 0 362 319 1,082 1.92

2030 0 313 4 61 0 365 325 1,068 1.80

Source: Own estimates based on Melinsky, 2009.

Deficit

C.T.C. = Complimentary Transfer Certificates - issued for workers who chose the SAP so that the resulting capital in their 

individual savings accounts would yield an initial benefit equal to the one that they would have gotten in the SPP

C.T. = Transfer Certificates - recognition bond for individuals who switched to the new system to make up for their contributions 

in the old system.

SPP Government Liabilities in SAP
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5.32 Government pension liabilities will substantially fall over the long term, mostly 

because there are no new entrants to the SPP. As a result, when combining both systems, 

plus the issuance of certificates to compensate workers that switched to the SAP, we can 

see that the annual cost of the existing liabilities will fall over time (Figure 5.5). The 

liquidity requirements will peak in 2028 at US$1,087 million, or 1.94 percent of GDP.   

 

Figure 5.5:  El Salvador: Government Pension Liabilities 

A. (In millions of US Dollars) 

 . 

B. (Percent of GDP) 

  . 
Source: Own estimates based on Melinsky (2009). 
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Table 5.4:  El Salvador Financial Flows of Overall Pension System 

  2005 2006 2007 2008 2009 Jun-10 

 

(millions of US Dollars) 

SAP 168.2 177.6 195.9 212.3 202.7 106.1 

Total Income 374.2 414.6 450.5 492.0 503.5 261.9 

Revenue Collected 352.3 390.1 427.1 464.2 475.8 247.2 

Net Collective Insurance  1/ 21.9 24.5 23.4 27.8 27.7 14.8 

Total Expenditure -206.0 -237.0 -254.6 -279.7 -300.8 -155.8 

Benefit payments -90.5 -114.1 -123.2 -140.5 -160.4 -81.6 

AFP Commissions -115.5 -122.9 -131.4 -139.2 -140.4 -74.2 

       SPP -312.0 -325.7 -311.6 -316.2 -339.5 -163.2 

Total Income 26.8 26.4 26.2 26.0 26.6 13.1 

Total Expenditure -338.9 -352.1 -337.8 -342.2 -366.0 -176.3 

Benefit payments -338.9 -352.1 -337.8 -342.2 -366.0 -176.3 

       Net System Cash Flow -143.8 -148.2 -115.6 -103.9 -136.8 -57.1 

       

 

(percent of GDP) 

SAP 1.0 1.0 1.0 1.0 0.9 0.5 

Total Income 2.2 2.2 2.2 2.2 2.3 1.2 

Total Expenditure -1.2 -1.3 -1.2 -1.3 -1.4 -0.7 

       SPP -1.8 -1.7 -1.5 -1.4 -1.5 -0.7 

Total Income 0.2 0.1 0.1 0.1 0.1 0.1 

Total Expenditure -2.0 -1.9 -1.7 -1.5 -1.7 -0.8 

       Net System Cash Flow -0.8 -0.8 -0.6 -0.5 -0.6 -0.3 

       

 

(percentage change) 

SAP 

      Revenue Collected 

 

10.7 9.5 8.7 2.5 -48.1 

Benefit payments 

 

26.0 7.9 14.1 14.2 -49.1 

AFP Commissions 

 

6.4 6.9 5.9 0.9 -47.1 

SPP   Benefit payments 

 

3.9 -4.1 1.3 7.0 -51.8 

       Memo:   Nominal GDP 17,070 18,654 20,373 22,115 22,116 22,117 

              

1/ Net Collective Insurance = contributions to survivor and disability insurance by AFPs net of 

devolutions to AFPs for payment of insurance benefits. 

Source: SAP, SPP, SSP, and Superintendencia de Pensiones. 

    

5.33 Table 5.4 above shows an exercise in which all resources from both the public 

and private systems are consolidated to show that the system is unbalanced even if all 

pension payments are paid with savings in the individual private accounts. The SPP has 

had deficits over the last few years, amounting to 1.4 percent of GDP in 2008. These 

deficits have been covered by issuance of CIP bonds, which have subsequently been 

compulsorily bought by the AFPs. In other words, the private pension funds are 

effectively covering the deficits of the public sector. The SAP, on the other hand, has had 
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stable surpluses of about 1.2 percent of GDP. Although the system wide deficit has been 

declining from 0.6 to 0.3 percent of GDP between 2006 and 2008, as shown in Figure 5.6 

below, these deficits have been covered by issuance of additional CIP bonds, which will 

have growing service requirements over the medium to long run. 

 
Figure 5.6:  Projected Debt Service of CIP Bonds 

(Percent of GDP) 

. 
Source: Own estimates based on Melinsky (2009). 

 

Fiscal Impact of Parametric Reforms to the Existing System 

5.34 Parametric reforms to the existing system could include an increase in the 

retirement age. Figure 5.7 shows that under the current system, the fiscal cost would peak 

at around US$1,087 million in 2028 with the current retirement age of 60 for men and 55 

for women. Scenario 1 shows a simulation where the retirement age is equalized at 60 for 

both men and women. Scenario 2 shows a simulation where the retirement age is 

increased to 65 for men and 60 for women. Finally, scenario 3 shows a simulation where 

the retirement age is increased to 65 for both men and women. 

5.35 Although over the long run these changes do not significantly affect the NPV of 

public pension liabilities, they do generate considerable savings in the medium term. In 

addition, it would be important to allow for a transition period for workers who are about 

to retire. However, once these elements are allowed for, one could expect that a five-year 

increase of retirement ages for both men and women (Scenario 2) would save a total of 

US$150 million between 2014 and 2018. Similarly, an increase of retirement ages to age 

65 for both men and women (Scenario 3) would save a total of US$250 million between 

2010 and 2014. As shown in Figure 5.7, the effect of increasing the retirement age would 

shift the curve to the right, first reducing government costs as people take longer to retire. 

However, in the medium to long-run, it would increase government costs, as more people 

comply with the minimum contribution requirements. This implies more people would 

enjoy retirement benefits, which in some cases include the minimum pension guarantees. 

In addition, longer working lives imply that people have the right to higher pension 

benefits, leading to higher replacement rates. 
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Figure 5.7:  Fiscal Impact of Parametric Reforms 

(Millions of US Dollars) 

. 
Source: Based on Melinsky (2009). 

E. Investments of the Privately Managed Pension System 

5.36 By end-2009, the total accumulated savings in individual accounts amounted to 

23 percent of GDP. Projections are that the stock of these privately managed funds would 

increase to 28 percent of GDP by 2012.
46

 Private pension funds (AFPs) are charged with 

investing these assets with an adequate return while at the same time ensuring their 

safety, liquidity and diversification of risk. However, the current regime has a heavy 

concentration on public instruments and strong limitations with respect to private 

investments. These regulations, combined with the conflicting government objective to 

cheaply finance its fiscal deficit, make the objectives set forth for the AFPs difficult to 

achieve. The SAP depends on budgetary resources, to meet current liabilities as well as to 

ensure a positive rate of return on pension fund investments on public instruments. 

The yield has been declining 

5.37 Private pension funds have an investment portfolio that has been growing strongly 

over the past decade. Total invested funds grew from 3.7 percent (2000) to 23 percent of 

GDP (2009). Close to 80 percent of these assets are invested in public debt instruments, 

including domestic (CIP) and foreign instruments—mainly Eurobonds issued by the 

Government. Table 5.5 shows that, although the average real historical profitability has 

been 7.8 percent, it has declined over time. In 2008, given the high inflation rate, many of 

the public instruments had negative real rates of return. As a result, pension fund 

profitability was at -2.3 percent in real terms, much lower than other market instruments 

available in El Salvador. However, in 2009, profitability increased to about 5.6 percent in 

real terms.
47

 

                                                 
46

 Melinsky (2009) estimates that capital of AFPs would increase from US$4.4 billion (2008) to US$6.8 

billion in 2012. 
47

 According to the end-December 2009 profitability statement, nominal returns were 5.36 percent on 

 



 118 

Table 5.5:  Gross Returns of Pension Funds 

  
  Source: AIOS, June 2009 Bulletin. 

Legal Restrictions Make Diversification Difficult
48

 

5.38 As shown in Table 5.6, the diversification of funds in El Salvador is much worse 

than other countries in Latin America, with a heavy concentration on government 

securities. The main reason for this concentration is that the SAP Law defines the ranges 

of limits for instruments and sets certain upper limits for groups of instruments, while 

investment regulations set the ranges for maximum limits in the case of issuers. As of 

end-2009, the concentration on government debt had increased to 79 percent of the 

portfolio.  

Table 5.6:  Composition of Administered Funds 

 
Source: AIOS, June 2009 Bulletin. 

                                                                                                                                                 
average for the AFPs, see www.spensiones.gob.sv, while inflation was -0.2 percent at end-2009. 
48

 See Acuña (2005) for historical detail through 2005. 

Nominal 

historical

Real 

historical

Nominal last 

12 months

Real last 12 

months

Bolivia 12.4 7.0 11.4 9.0

Chile       1/ 20.9 9.1 -3.5 -6.6

Colombia 15.5 4.9 19.6 15.2

Costa Rica 15.2 4.1 6.3 -1.7

El Salvador 12.0 7.8 3.9 3.7

México 13.4 6.0 6.9 1.1

Perú       2/ 13.2 8.3 -9.3 -12.0

Dominican Rep. 15.5 1.9 15.5 15.2

Uruguay 19.2 9.1 6.1 -0.3

** Gross returns do not consider the impact of comisions.

1/ Returns correspond to the fund "tipo C"

2/ Historical returns correspond to the last 180 months and to the fund "tipo 2" 

or "mixto", which represents 73% of the total.

Government 

debt

Financial 

Institutions

Nonfinancial 

Institutions Stocks

Mutual and 

Investment 

Funds

Foreign 

Funds Other

(percentage of Total Fund)

Bolivia 68.2 15.3 11.4 0.0 1.0 0.0 4.0

Chile 12.3 27.0 11.4 14.7 2.7 31.8 0.1

Colombia 45.6 9.3 7.3 24.8 1.3 9.9 1.8

Costa Rica 57.3 23.1 4.8 0.3 4.9 6.5 3.2

El Salvador 77.7 18.2 3.6 0.0 0.0 0.5 0.0

México 71.2 3.5 12.9 5.3 0.0 7.2 0.0

Perú 22.4 11.5 13.8 30.0 2.8 14.5 5.0

Dominican Rep. 1/ 39.6 52.3 8.1 0.0 0.0 0.0 0.0

Uruguay 58.6 33.4 2.4 0.1 0.0 3.2 2.3

Total 39.5 15.9 11.2 13.2 1.5 17.8 0.8

1/ Corresponds to pension funds of the individual capital account system.

http://www.spensiones.gob.sv/
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5.39 The responsibility for determining actual limits within the ranges set in the law 

and regulations belongs to the Risk Commission,
49

 a special institution that also sets the 

minimum risk-rating categories for instruments in which the AFPs may invest. They also 

set the range of average weighted term for investments in fixed income instruments. 

Maximum limits for issuers are defined on the basis of assets of the pension funds, assets 

of the issuers and assets of the business groups to which these issuers belong. Risk ratings 

are not considered when fixing these maximum limits, but minimum rating levels are 

required for instruments to be eligible. Although an analysis of the investment limits is 

not one of the objectives of this paper, it is clear that certain restrictions clearly limit the 

frontier of investment possibilities, prevent adequate diversification of risk for the 

pension funds and reduce the risk-adjusted rate of return (Table 5.7).  

Table 5.7:  Limits for Investments of the Private Pension Funds 

 
Source: Melinsky (2009) 

 

5.40 Foreign Investments. To date, AFPs have not been authorized to invest in 

financial instruments traded outside of El Salvador. This restriction has persisted despite 

studies that have shown the advantages of international diversification (Roldos 2007). 

The AFPs can only acquire securities from foreign issuers which have been listed in the 

local stock exchange and which have two risk ratings issued by rating institutions 

authorized by the Superintendence of Pensions. This is because these securities fall 

within the category of “other publicly offered instruments” which are authorized by the 

                                                 
49

 This Commission is made up of the Superintendents of Securities, Pensions, and the Financial System 

and the President of the Central Reserve Bank. 

Maximum Range 

1 Treasury of El Salvador 20 to 50 percent 

2 Central Bank of El Salvador 20 to 30 percent 

3 State owned agencies 1/ 5 to 20 percent 

4 Multisectoral Investment Bank 2/ 20 to 30 percent 

5 Private long-term domestic instruments 30 to 40 percent 

6 Convertible domestic stocks or bonds 0 to 20 percent 

7 Domestic investment funds 0 to 20 percent 

8 Domestic banks 30 to 40 percent 

9 Mortgage-backed securities 3/ 30 to 40 percent 

10 Mortgage-insured titles 15 to 20 percent 

11 Domestic securitized instruments 0 to 20 percent 

12 Other publicly offered instruments 0 to 30 percent 

13 CIP 0 to 30 percent 

14 Infrastructure backed securities 0 to 10 percent 

The sum of 1-4 and 14 cannot exceed 70% of total 

The sum of 5-7 and 11-12 cannot exceed 70% of total 

The sum of 4 and 8 - 9 excluding SHF. cannot exceed 60% of total 

1/ Excluding the Multisectoral Investment Bank and the Social Housing Fund 
2/ Excluding CIPs. 
3/ Securities issued by the Social Housing Fund can not exceed 10%. 
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law, but with investments limited to between 0 percent and 30 percent of assets.  

5.41 This alternative of investment in foreign securities is useful, but it is still 

insufficient to allow adequate portfolio diversification. The obligation to invest through 

the local stock exchange instead of doing so directly in the international markets imposes 

higher costs on the AFPs, which have to pay commissions to the stock exchange and to 

the local intermediaries, in addition to custodial services. The liquidity of the instruments 

is also affected, because in order to sell, the AFPs have to negotiate with international 

agents and then with local brokers, who act as passive intermediaries, closing the 

operations that have already been negotiated, by buying from the AFPs and selling to 

those agents. El Salvador is an outlier in terms of limiting foreign investment. Limits on 

foreign investment for AFPs in the region range from 2% in Brazil to 60% in Chile. 

5.42 Public sector instruments. The structure of limits allows for the possibility of 

investing 100 percent of the fund in securities issued by public sector institutions—the 

Treasury Department, Central Reserve Bank, state-owned companies and autonomous 

official institutions. This is inappropriate because it does not guarantee even minimal 

diversification of the investments. In addition, it is important to note that the transactions 

that typically take place in the stock exchange are very small with respect to the assets 

that the pension funds hold. However, since valuation of the pension fund investments 

are based on their market value, small transactions can have amplified valuation effects 

on investment portfolios.
50

 One possible change in this sense would be to adjust the 

valuation of assets so that a portion (say 75 percent) includes the historical cost and the 

implied rate of return at the time of purchase. 

5.43 Certificados de Inversión Previsional (CIP). As mentioned earlier, the 

Fideicomiso de Obligaciones Previsionales (FOP), issues (CIP) that are directly placed 

into AFP’s managed funds, using the proceeds to finance SPP pensions and other 

government obligations generated by the system. There are in fact two types of CIPs 

issued, with CIP-A being issued explicitly to finance the deficit of the SPP while CIP-B 

are issued to substitute the original bonds issued at the time of the reform, and subsequent 

modifications (CT and CTC). Both instruments have a 25-year maturity period, with 

amortizations payments increasing over the period, beginning with the first amortization 

being equal to 1 percent of capital in the first year and subsequently increasing at a rate of 

10.11 percent per year, while interest is paid every six months. The main difference is 

that for CIP-A, interest is a 6-month adjustable rate based on six-month LIBOR plus 0.75 

percent, while in the case of CIP-B it is set to the weighted average interest rate paid by 

the CT and the CTC plus a premium that increases from 0 to 2 percent in the third year, 

and then is set to the six-month LIBOR plus 0.75 percent. It is important to note the 

already large financing requirements that these bond issues represent for the government. 

At end-2009 they amounted to 0.5 percent of GDP (Table 5.8). As shown in Figure 5.7 

above, it is expected that these financing requirements will steadily increase over the 

medium to long run. 

 

                                                 
50

 The valuation rule for Pension Funds is based on the market value of transactions no smaller than 

US$20,000. 
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Table 5.8:  Public Sector Debt Generated by the FOP 

  2006 2007 2008 2009 1/ 

  (millions of US dollars)   

Stock of Debt held by the FOP 992.4 1,418.7 1,845.3 2,387.0 

CIP - A 90.8 409.3 725.2 1,068.5 

CIP - B 901.6 1,009.4 1,120.1 1,318.5 
  

   

  

Interest 

 

43.3 70.9 76.5 

CIP - A 

 

10.1 24.0 24.7 

CIP - B 

 

33.2 46.9 51.7 
  

   

  

Amortization 

 

9.9 15.3 21.0 

CIP - A 

 

0.9 4.2 7.8 

CIP - B 

 

9.0 11.1 13.2 

Total Debt Service 

 

53.2 86.2 97.5 

   (percent of GDP) 

 

0.3 0.4 0.5 

1.  Estimated based on data from the Ministry of Finance and Melinsky (2009). 

Source: Superintendence of Pensions, Ministry of Finance, and Melinsky (2009). 

 

Investments in Eurobonds 

5.44 Investments in Eurobonds are of particular interest because 58 percent of the 

bonds set to expire in 2011 are owned by the pension funds (US$380 million of the 

US$652 million that were issued). These bonds were valued at 105 percent of their 

purchase price and had a rate of return of 8.5 percent, but in late October of 2008, there 

was a small transaction of US$60,000 which traded for 93 percent of the original value. 

This led to a substantial fall in the profitability of the pension funds in 2008, with 

consequent declines in the programmed rents and their possible impact on the minimum 

pension guarantees that the government would have to finance. More recently, the 

government issued US$800 million in Eurobonds in November 2009, of which US$410 

million were purchased by AFPs.  

5.45 Social Housing Fund (FSV). The FSV is an autonomous credit institution, a 

public corporation, whose purpose is to contribute toward providing housing for lower-

income workers. It is managed jointly by the State, the workers and the employers. The 

FSV issues financial instruments to finance housing for low-income workers. The Law 

allows AFPs to invest a maximum of 10 percent of the funds administered in securities 

with a mortgage or pledge guarantee issued by the Social Housing Fund (FSV).  

5.46 Private Sector. The maximum investment limits in instruments of the local 

private sector are ample. Here the problem is that there is a scarcity of instruments issued 

relative to the accumulated assets managed by the AFPs. This has reinforced some of the 

restrictions above and reinforced the excessive concentration on government backed 

instruments. The result of these provisions is a highly concentrated investment portfolio, 

as shown in Table 5.9. 
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Table 5.9:  Investments of the Privately Managed Individual Savings Accounts 

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

  (millions of US dollars)   

Stock of assets of the 

pension funds 476 756 1,070 1,551 2,172 2,882 3,470 4,054 4,535 5,157 

Total invested funds 482 768 1,061 1,572 2,148 2,902 3,352 3,958 4,471 5,015 

 As percent of GDP 3.7 5.6 7.4 10.5 13.6 17.0 18.0 19.4 20.2 23.3 

  

         

  

Composition of 

investment portfolio (percent of total invested funds)   

Public instruments 71.3 80.7 84.7 82.3 83.5 80.9 78.7 78.7 77.7 79.0 

Domestic bank 

instruments 25.3 17.7 14.4 13.2 10.5 12.8 15.5 16.4 17.8 17.2 

Domestic private 

instruments  3.4 1.6 1.0 0.6 0.5 0.3 0.3 0.7 0.8 0.6 

Domestic financial 

development                

       instruments 0.0 0.0 0.0 3.2 4.2 4.3 4.1 3.6 3.1 2.8 

    Foreign instruments 0.0 0.0 0.0 0.6 1.4 1.7 1.4 0.7 0.5 0.4 

  (percent)   

Nominal profitability 12.6 9.2 5.3 7.4 7.8 5.8 6.1 6.3 3.1 5.4 

Real profitability 7.9 7.7 2.1 4.8 2.3 1.5 1.2 1.4 -2.2 5.6 

Source: Superintendence of Pensions and ASAFONDOS. 

 

Lack of choice in investment portfolios 

5.47 Under present conditions, the AFPs in the market are allowed to manage only one 

pension fund each, effectively implying that members cannot choose different investment 

portfolios. In this regard, it is important to note that the risk profile of AFP affiliates is 

heterogeneous, given their age profile. In particular, younger workers could sustain 

riskier investments, given their longer investment horizons.
51

 The restriction for one fund 

per company is accompanied by a capital market that offers few investment alternatives. 

The regulatory structure, which effectively implies that most AFP investments are in 

government securities, implies that it is very difficult to design differentiated portfolios. 

Moreover, it is important to note that public pension financing requirements will continue 

to amount to around 2 percent of GDP for the foreseeable future, including for payment 

of pensions and debt service of the bonds issued. The government would need to find 

alternative revenue, or new buyers for the CIP it issues, either in domestic or foreign 

markets.  

Heavy market concentration 

5.48 As described by Acuña (2005),
 
 in the spring of 1998, five pension fund managers 

were set up to compete in the new private system. In June 2000, three of these merged 

and the Superintendence of Pensions withdrew the license of another for operating 

without sufficient capital and was subsequently liquidated. As a result, only two AFPs are 

left in the market, Confía and Crecer. AFP Crecer resulted from the merger of Porvenir, 

                                                 
51

 Sixty-one percent of affiliates are under 35 years old, with investment horizons of over 25 years. 
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Previsión and Máxima. The three managers remained with common shareholders as a 

consequence of the merger of the financial groups Argentaria and BBV in Spain and the 

purchase of the Chilean AFP Provida, with shares in Provenir, by BBV. This caused the 

merger of the three managers, with the BBVA group remaining as the main shareholder 

of the new AFP, one of the most important investors in LAC. The operation was 

approved by the Superintendence of Pensions, a decision which was criticized due to the 

resulting high market concentration. Confía was formed from a joint venture between two 

of the main financial groups in El Salvador and Citigroup. It was the most successful 

manager in terms of registering affiliates when the system began, and this is reflected in 

the market share of 38 percent which it had at end 1998. The local groups sold their 

shares to Citigroup in 2000. As of end-2008, it had 52.5 percent of the market share. 

Figure 5.8:  Concentration of AFPs and Profitability in Latin America, 2008 

. 

Source: AIOS bulletin, June 2009 

5.49 The changes in the pension system described earlier had impacts on AFP costs 

and incomes. The net effect of these changes on AFP costs has changed over time; 

however, as shown in Figure 5.8, the high levels of concentration in the market are 

coupled with high profitability, compared to other countries in Latin America.  

F. Coverage of the Current Pension System  

5.50 Pension system coverage is one of the main indicators of the effectiveness of the 

State’s policy regarding income security, but the way it is measured is affected by the 

definition of this policy. It is not the only one as other aspects, such as benefits adequacy 

or financial and political sustainability are equally important. Coverage is the first 

indicator of inclusion, since a system that is sustainable and adequate but does not cover 

most of those who are supposed to be protected suffers from a serious failure as a public 

policy. As noted by Rofman and others (2008) pension coverage has two phases. The first 

is related to the period in which a worker contributes to the system and accrues the right 

to benefits. This phase covers the economically active population, and both the ratio of 
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contributors to affiliates and the ratio of contributors to the economically active 

population (EAP) can be used. The second is related to the receipt of monetary benefits 

when the individual reaches an advanced age, that is, coverage of the elderly. 

Ratio of contributors to affiliates is declining 

5.51 The private system had 1.94 million members as of end-2009 and 35,000 retirees, 

while the number of retirees in the SPP has stabilized over the last three years at around 

102,000. However, the number of contributors to public and private systems is 

substantially smaller, with only 568,000 contributors in December 2009, of which 96.5 

percent were in the Pension Savings System (SAP) and 3.5 percent were in the Public 

Pension System (SPP).
52

 It is reasonable to expect that there will be a decreasing trend in 

the ratio of contributors to affiliates over time, since membership continues indefinitely, 

while contributor status is accorded only while contributions are being paid into the 

system.  

5.52 Moreover, the natural turnover of the work force gradually produces an increase 

in the number of people who become members but then do not pay because they 

withdraw from the work force. In El Salvador, the ratio of contributors to members as 

reported by the Pensions Superintendence shows this typical trend, starting from levels 

considerably below 100 percent from the start of the new pension system. Between 1998 

and 2009 the ratio of contributors to members showed a marked downward trend, falling 

from 72.6 percent at end 1998 to 28.3 percent at end 2009 (Figure 5.9). This trend is 

partially a consequence of strong marketing campaigns which have led to early affiliation 

of young people who have yet to join the labor force, but could also reflect high mobility 

in the labor market, and a growing informal sector. 

Figure 5.9:  Contributors as a Share of Affiliates in the Priv. Pension System 

(Percentage) 

. 
Source: Superintendence of Pensions. 

                                                 
52

 See Informe Estadístico Gerencial, Superintendencia de Pensiones, 2009. Available at 

http://www.spensiones.gob.sv/novedades/publicaciones/informesEstadisticos.aspx . 

http://www.spensiones.gob.sv/novedades/publicaciones/informesEstadisticos.aspx
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Coverage based on contributions stabilized at 20 percent of the EAP 

5.53 Figure 5.10 below shows the evolution of the coverage of pension system, defined 

as the ratio of actual contributors to the EAP. Between 1999 and 2008, coverage fell from 

25 percent of the EAP in 1998, when the new system began, to 20 percent at the end of 

2008, a level similar to that recorded in the 1980s. An analysis of this period makes it 

possible to suggest three hypotheses to account for the decline in coverage. First, that it 

was related to the reduction in the growth rate of GDP, which was stagnant in per capita 

terms during the first part of 2000 and would tend to increase informal sector activity and 

reduce employment in the formal sector. This is consistent with the fact that participation 

in the system is not compulsory and a slight increase in contributors during 2006 and 

2007, when economic growth picked up slightly. Second, between 1998 and 2002 the rate 

of contribution to the pension system increased in both schemes, possibly leading to 

higher rates of evasion in subsequent years. Third, a considerable percentage of the 

members of the SPP retired in the early 2000s. This was due in part to a decree which 

obliged public employees to retire, with indemnity payments, but also to the fact that 

many members had fulfilled the requisite number of contribution years. The growth of 

the informal part of the labor market together with the reluctance of self-employed 

workers to join the system, would also seem to be a main reason explaining historically 

low coverage rates in El Salvador. The problem with this definition of what “being 

covered” means for active workers is not always clear. In particular, some workers are 

not covered even if they make contributions, since a relatively high vesting period is 

required for accessing benefits.  

 
Figure 5.10:  Contributors as a Share of Economically Active Population 

. 
 

Source: IADB staff estimates based on data from the Superintendence of Pensions and EAP data from 

DIGESTYC. 
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Coverage of the elderly is extremely low 

5.54 Several previous studies have pointed out the low coverage of the population 

(Acuña 2005). Measuring the coverage of the elderly poses fewer difficulties since the 

indicators are based on the number of individuals actually receiving benefits. The 

indicator customarily used in this regard is the proportion of the elderly population that 

receives a retirement benefit or pension (Rofman, Leonardo, and Ourens 2008).
53

 Using 

this definition, according to the 2007 household survey, only 18 percent of men and 8 

percent of women in retirement age received a pension.  

Pension benefits increase with income 

5.55 In addition, pension benefits increase with income (Figure 5.11). While 33 

percent of men and 20 percent of women in retirement age in the wealthiest quintile 

received pension benefits, only 6 percent of men and 2 percent of women in the poorest 

income quintile did so. The distribution of this benefit by geographical area is such that 

nearly all of it benefits urban dwellers. This pro-urban and pro-wealthy pattern is 

associated to the fact that formal employment is the primary way by which workers 

contribute to the system. 

 
Figure 5.11:  El Salvador Pension Benefit Incidence by Income Groups 

(Percent of quintile receiving pension benefits) 

.  
Source:Own estimates based on the 2007 EHPM. Quintiles are defined for family income. 

 

5.56 Some critics of this analysis point to the fact that in the case of a system based on 

contributions, as in the case of El Salvador, it is not proper to make comparisons with the 

                                                 
53

 This measurement has some limitations, as some elderly individuals may qualify for retirement benefits 

but prefer to continue working, and others may have enough alternative resources that they do not need or 

want to apply for a retirement benefit. 
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entire population, as the system is based on individual savings. Moreover, one could 

argue that in addition to the formal pension system in El Salvador, there is an informal 

system based on remittances. Although this is true, these basic coverage statistics point to 

the fact that up until 2009, there was no social assistance pension, and that in fact there 

are a large number of elderly who are poor with no social protection system, formal or 

informal. 

5.57 The new administration introduced a Universal Basic Pension for the elderly poor 

as part of the Social Protection System. This pension is distributed using the network and 

poverty maps that were developed for the conditional cash transfer program (see Chapter 

3). The program consists of a US$50 monthly pension for elderly individuals who are 

over 70 years old, live in the poorest municipalities, have demonstrably few resources, 

and no other pension. The program is complemented with medical attention, nutrition, 

immunization, and dental services. The program began in November 2009, serving the 

poorest 32 municipalities and benefiting 6,487 individuals.
54

 The aim is to extend this 

coverage to the poorest 100 municipalities in 2010. The cost of the program is expected 

to rise to US$25.8 million a year or 0.12 percent of GDP in 2010, benefiting up to 43,000 

beneficiaries. The administration would like to further extend the program to the entire 

country by the end of his administration, benefiting 100 percent of the elderly poor.
55

 

Assuming that this would involve coverage of about 322,000 people, this would represent 

a cost of 0.7 percent of GDP by 2014.
56

 

G. Policy Options 

5.58 This chapter aimed to provide an assessment of the fiscal liabilities remaining 

from the old systems and the new liabilities that have emerged from the various reforms. 

The results show that government pension liabilities will substantially fall over the long-

run, mostly because there are no new entrants to the SPP. However, in the short to 

medium run, the liquidity requirements are large, amounting to about 1.6 percent of GDP 

in 2010 and remaining at around that level through 2020. Moreover, the liquid resources 

generated by SAP contributions are lower than those required by the SPP for payment of 

pensions and the necessary cash needed to service the bonds issued.  

5.59 In order to meet these budgetary requirements, the government established the 

Fideicomiso de Obligaciones Previsionales (FOP), which was charged with issuing new 

bonds (Certificados de Inversión Previsional, CIP) that are directly placed into AFP 

managed funds, using the proceeds to finance the pension and other obligations generated 

by the pension system on behalf of the government. The private pension funds (AFPs) 

compulsorily purchase CIPs, effectively implying that current workers’ savings are 

invested in bonds that fund pensions of those who retired. Therefore the system is 

effectively now working as the original pay-as-you-go system, the difference being that 

                                                 
54

 See http://www.fisdl.gob.sv/temas/comunidades-solidarias-rurales.html?start=4. 
55

 See http://www.elsalvador.com/mwedh/nota/nota_completa.asp?idCat=6364&idArt=3971034.  
56

 This is based on a calculation that the population of retirement age would be 786,232 according to recent 

demographic data. If one excludes pensioners in SPP and SAP, the total pool of potential beneficiaries is 

645,000. Assuming the basic pension is delivered to the poorest 50 percent of this population, we obtain the 

322,000 beneficiaries, costing US$194 million a year. 

http://www.fisdl.gob.sv/temas/comunidades-solidarias-rurales.html?start=4
http://www.elsalvador.com/mwedh/nota/nota_completa.asp?idCat=6364&idArt=3971034


 128 

the contingent liability it once held in the pay-as-you go system is now an explicit 

liability, including the fact that now the government must pay interest on the bonds being 

issued to finance it. In some sense, the system that aimed to be a fully-funded defined 

contribution system is no longer fully funded. 

5.60 By end-2009, the total accumulated savings in individual accounts amounted to 

US$5 billion, equivalent to 23 percent of GDP. Current projections are that the stock of 

these privately managed funds would increase to 28 percent of GDP by 2012. However, 

the current regime’s heavy concentration on public instruments implies that the SAP 

effectively depends on continued budgetary resources, first to meet current liabilities of 

the system, as well as to ensure a positive rate of return on pension fund investments on 

publicly issued instruments. Despite the fiscal burden that the pension system represents, 

unfortunately it only covers a small portion of the working population and benefits a 

small number of retirees. Coverage of the elderly is extremely low and its benefits are 

concentrated in the urban, formal, wealthier population. 

5.61 Given the analysis presented above, some policy alternatives are detailed below, 

with the objective of reducing the pension deficit and the build-up of the government’s 

contingent liabilities on account of the minimum pension guarantee, adding transparency 

while lowering the administrative burden for retiring workers, and extending coverage in 

a manner that is fiscally sustainable. 

Contributions 

5.62 Increase contribution rates. An increase in contribution rates would help 

finance the SPP. It would also allow for greater capitalization of individual accounts, thus 

obtaining higher replacement rates. Finally, pension funds would have greater resources 

(for every 1 percent increase in contribution rates there is an increase of US$36 million in 

pension fund resources a year). 

5.63 Introduce contributions from the Christmas Bonus. Currently the Christmas 

bonus is excluded as a base for contributions despite the fact that pension benefits 

currently include a Christmas pension, in both the SAP and the SPP. Their inclusion 

would better match labor income—which includes this bonus—with pension benefits. If 

this were done on the basis of a Christmas bonus equal to 50 percent of monthly wage, 

contributions would increase by 4.16 percent a year. 

Benefits 

5.64 Gradually increase retirement ages. Current retirement ages are relatively low 

compared to other countries, life expectancy is increasing while the demographic pattern 

shows a clear tendency toward an aging population. Ideally, for older affiliates (that is, 

over 45 years old) there would be a transition period to make the adjustment, but for 

younger workers, the new retirement ages could be applied immediately, ideally 

equalizing them at 65 for both men and women. 

5.65 Modify the technical bases for calculating pensions and the technical capital 

of the collective survivor and disability insurance. Specifically, the demographic 

trends show an aging population, and a longer life expectancy. However, the system 

continued to use outdated mortality, family and disability tables established in 1998. In 
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addition the technical interest rate being used to calculate pension payments should 

respond to a real interest rate, without an inflationary component. A 4 percent real rate of 

return seems reasonable in the case of El Salvador, rather than the 6 percent now being 

used. Pensions and technical capitals should be liquidated according to these new 

technical bases for all new retirees, while existing pensioners should face a gradual 

adjustment based on these new technical rates, with the government paying the 

difference. 

5.66 Substitute inheritance withdrawals with redistribution into SAP. In case of 

death of pensioners with programmed monthly rents, unutilized savings in individual 

accounts should no longer be paid out as inheritance. Instead, they should be redistributed 

into the individual savings accounts of all the remaining pensioners with programmed 

retirements. This would attenuate the natural reduction in the programmed rents. 

5.67 Set stricter rules for the recognition of contribution period. Currently, this 

calculation is based on a review of the labor history in the old pension system. There is 

need to improve mechanisms to verify the authenticity of claims, establish a mechanism 

to adjust past-due contributions to inflation and include foregone interest on those 

contributions for both the old and new systems. In addition, there should be a requirement 

to extinguish all debt owed to the health insurance plan (ISSS), based on the real value of 

unpaid contributions. CT should not be issued until all debt (in real terms) is extinguished 

and contributory periods are verified. 

5.68 Introduce a partial old-age pension regime. For cases where workers have 

reached retirement age, but have not contributed the minimum required 25 years, the 

resulting pension benefit would combine the CT and the individual savings account. If 

the resulting benefit were less than 25 percent of the minimum pension, then the pension 

benefit would be equivalent to 25 percent of the minimum pension until the individual 

savings account is exhausted. In addition, the state would fund a percentage of the 

minimum pension guarantee, computed proportionally to the years of contributions. As a 

consequence, the devolution of the CT and individual savings would be eliminated. 

Beneficiaries would continue to contribute and benefit to the ISSS health insurance, 

where contributions would be based on the maximum of the minimum pension, or their 

resulting pension benefit. Beneficiaries of disability pensions, who are of retirement age 

but have not met the minimum contributory requirement of 25 years, could be included 

into this regime. Individual savings accounts owned by foreigners would be available for 

a single withdrawal, but only after the reaching the minimum legal retirement age. 

Finally, an objective definition of disability should be introduced as a basis for qualifying 

for disability benefits, with greater agility in the administrative process ensured. 

5.69 Improve the existing information system through a social protection survey. 

This survey would collect longitudinal data on the labor and social security history of a 

representative sample of individuals that would provide accurate information on the 

coverage, provisional continuity, contribution densities, financial education, and other 

information that would allow policy actions aimed at improving the structure of the 

existing system based on individual savings accounts. Such a survey has proved very 

useful in other countries, including Chile, Mexico, and more recently in Uruguay. 

5.70 Improve pension administration to improve collection, reduce evasion and 
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arrears. It would be useful to assess the viability of merging the collection process for 

contributions to the SAP and the Health-ISSS. To simplify government involvement in 

these systems: (1) declarations should be homogenized by centralizing the registry of 

workers; (2) sworn declarations provided by workers regarding their contribution periods, 

and their IBC should be unified; and (3) declared changes in the beneficiary’s history 

should be taken into account by both the SAP and Health-ISSS. 

5.71 Improve supervision by the Superintendence. The Pension Superintendence 

should have a centralized database with the work history of each affiliate, including their 

employers, time of service, salaries which formed the basis of contributions, evolution of 

the individual savings account, CT, CTC, return on investments, commissions and 

payment of benefits. This would allow the Superintendence greater autonomy in its 

financial and actuarial projections and control of the system as a whole. 

Investments of the Privately Managed Funds 

5.72 Expand the investment menu allowed for AFPs.  Pension resources of the 

workers are highly concentrated in state and bank instruments due to the strong growth of 

the funds, the scarce supply of financial instruments in the market, and deficiencies in the 

investment regulations. This situation exposes workers to high and unjustified levels of 

risk. The authorities should therefore authorize investment in international markets. To 

that end the SAP law could be modified to gradually authorize these investments, 

regulate the instruments, exchange rates and rating of investment options. Moreover, the 

government could encourage development on new investment options in the local market. 

In particular, the government could: (a) allow pension funds to invest in private or public 

investment projects (concessions); (b) develop new instruments, such as structured notes, 

(c) approve an Investment Fund Law, (d) implement the Securitization Law, and (e) give 

incentives for new issuers to be registered at the stock exchange. 

5.73 Allow Multi-funds. Once investment in foreign instruments is permitted, the 

possibility of multi-funds should be allowed. Multi-funds could help diversify the 

portfolio and align demand for risky investments for higher returns. A 1 percentage point 

increase in long-term returns of pension savings could imply a 20 to 25 percent increase 

in pension benefits (Melinsky 2009), thereby reducing the risk of poverty and the need 

for the Government to pay a minimum pension guarantee. Affiliates would be given a 

choice between up to two funds differentiated by the level of risk contained in their 

portfolios. Choice could be constrained for affiliates who are about to retire, so that their 

investments are restricted to funds with the lowest risk. A maximum time limit could be 

set for affiliates to choose among the funds, with a rule assigning affiliates to an 

intermediately-risky fund for all those who make no choice within the established 

deadline. 

Coverage 

5.74 Expansion of coverage of the current system could include: (a) expansion of the 

system to formal self-employed workers who regularly declare income for tax purposes 

and who may have an incentive to participate in the health insurance ISSS; (b) informal 

workers; (c) agricultural workers; (d) domestic workers; and (e) non-resident 

Salvadorans. Some of the barriers to entry for self-employed, informal, agricultural, and 
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domestic workers include low incomes (in some cases lower than minimum wage), high 

turnover and irregular sources of income, and the lack of a contributing employer, 

making it necessary for them to cover both employer and employee contributions.  

5.75 Extend pension coverage by allowing partial contributions and 

corresponding benefits. Consider adding flexibility to contribution schemes for self-

employed and informal workers, modifying the expected benefit levels accordingly, and 

providing health coverage as an incentive.  Contributions would be made based on a well 

defined contribution capacity. In cases where worker’s income does not reach the 

minimum wage, contributions could be established based on a fraction of the minimum 

income. Benefits would then be assessed proportional to contributions, resulting in a 

contributory period that is also proportional to contributions made. The AFP structures 

already in place could be used for affiliation, registry, collection, and investments. 

Extension of health insurance coverage through ISSS, based on minimum wage 

contributions, or a reduced plan, could be evaluated as an incentive. 

5.76 Microfinance NGOs and other financial entities could participate, taking 

advantage of the fact that they are already in contact with informal workers and their 

employers. In cases where they do participate, commissions could be shared between 

AFP and those intermediary entities. 

Extend coverage to non-residents 

5.77 Some authors have been optimistic about extending coverage to non-residents 

living in the United States, because the vast majority of them have no coverage under US 

Social Security (Acuña 2005). It is possible that migrants might be interested in 

depositing part of their remittances into social security savings plans. Some of them 

would have an additional incentive because they could recover the Transfer Certificate 

(CT) if they join the SAP. It should be noted however, that disability coverage falls 

outside the scope of benefits provided for these workers due to the impracticality of 

certifying disabled status for non-residents. This obviously introduces an administrative 

complexity for the AFPs handling these foreign affiliate accounts. 

Include pensions as taxable income. 

5.78 Currently, pensions are exempt from income taxes, which is reasonable up to the 

minimum taxable income defined in the tax law. However, pension income that is above 

the threshold for taxable income, including withdrawal of savings accounts, should not be 

exempted. The AFPs and the SSP could be collection agents responsible for payment of 

this tax. Currently, this would amount to an additional US$20 million a year in tax 

revenue (0.9 percent of 2010 GDP), which would increase in line with the growth of 

benefits being paid out. In addition, any withdrawal from individual savings accounts 

should be subject to tax contributions, with AFPs in charge of withholding tax liabilities. 

5.79 Extend AFP services to promote the voluntary pension regime. Finally, 

separate individual savings accounts could be opened, with an investment regime that is 

not necessarily the same as the existing compulsory pension scheme, allowing greater 

liquidity (every three years), and ensuring that withdrawals are taxed accordingly. 
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Chapter 6

A. Introduction 

6.1 The Central Government debt of El Salvador is the largest financial portfolio in 

the country, representing close to 50 percent of GDP. As is the case with many other 

countries, it contains complex financial structures, and can generate substantial risk to the 

government’s balance sheet and to the country’s financial stability, unless it is managed 

in a prudent manner. Sound risk management by the Central Government is also essential 

for risk management by other sectors of the economy, given that individual private sector 

entities typically are faced with enormous problems when inadequate public risk 

management generates vulnerability to a liquidity crisis. Sound debt structures will help 

the government diminish the vulnerability of its budget to financial and economic 

volatility—in terms of an increase in debt servicing—thus allowing the government to 

make the expenditures analyzed in other chapters of this report. 

6.2 Many governments establish medium-term debt management strategies which are 

subsequently made operational for daily transactions with the use of reference portfolios, 

that is, benchmarks, which establish the desired currency composition, duration, and 

maturity structure of the debt to guide the future composition of the portfolio. The 

Salvadoran authorities are conscious of this need and have taken steps to develop such a 

medium-term debt management strategy. 

6.3 In addition, in order to design and implement a debt management strategy, the 

government needs to assure it has the adequate governance framework, clear institutional 

responsibilities and organizational arrangements which ensure specialization along 

functional lines, adequate staffing and information solutions, sufficient transparency and 

accountability, and good coordination with authorities of monetary and fiscal policy. The 

Salvadoran Central Government has taken steps in this direction, which will be discussed 

in this chapter. 

6.4 On a related topic, efficient government bond and money markets can yield 

significant benefits: these markets include the interbank market, the short-term money 

market (for treasury bills and repos, among others) and the government fixed-income 

market. A deep and liquid government bond market will have low transaction costs, 

competitive market processes, a sound market infrastructure, a large investor base and 

high substitutability between financial instruments. Such a market will contribute to the 

efficiency and completeness of the domestic capital market. Again, El Salvador has 

achieved some important progress in this area, but there are aspects of the domestic debt 

market that should be strengthened.  

                                                 
57

 This chapter was prepared by Elizabeth Currie (World Bank) based on Reports from “Proyecto de 

Fortalecimiento Institucional y Diseño de una Estrategia de Administración de la Deuda Publica para la 

Republica de El Salvador (2008)” by Rodrigo Cabral, Jose Franco Medeiros de Morais, and Luiz Fernando 

Alves (Consultants); “El Salvador Public Debt Management and Domestic Debt Market Development 

Assessment Report”, BDM and GCMSM, World Bank (2005) and  IMF Papers “Public Debt Markets in 

Central America, Panama and the Dominican Republic (2007).  
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6.5 In a broader macroeconomic context for public policy, the Salvadoran 

government should seek to ensure that both the level and rate of growth of the public debt 

is fundamentally sustainable, and can be serviced under a wide range of circumstances 

while meeting cost and risk objectives.
58

 The current global economic crisis, with its 

corresponding impact on the Salvadoran economy, has increased its funding needs and 

the level of debt has risen to almost 50 percent in relation to the GDP. Moreover, this is a 

country that is highly prone to natural disasters, which can impact the government’s 

budget in a significant way, as well as the level of debt. Therefore, the authorities are 

urged to continue along the path of managing the debt carefully, taking into account a 

short-term emergency context, but also a medium- and long-term perspective with a view 

to reducing risk to the budget in the medium term. 

6.6 Section B provides an overview of the scope and dynamics of Salvadoran public 

debt. It describes the debt profile and public debt dynamics, while Section C analyzes the 

most important financial risks of the debt portfolio, finalizing with a brief mention of the 

need for a public debt management strategy; Section D reviews aspects of governance, 

namely institutional responsibilities and organizational structure, where there are some 

remaining challenges. Coordination with other public policy is analyzed in Section E, 

while Section F addresses domestic debt market development, again noting progress 

made and identifying potential areas that could be strengthened. Finally, section G 

presents conclusions and recommendations.   

B. Analysis of the Central Government Debt 

Scope and dynamics of the Public Debt 

6.7 Total public debt in El Salvador comprises both (a) debt of the Non-Financial 

Public Sector (NFPS) and (b) two trust funds (Fideicomisos in Spanish). The latter 

include the Pension Trust Fund (Fideicomiso de Obligaciones Previsionales, FOP) and 

the Investment in Education, Social Peace and Citizen’s Security Trust Fund 

(Fideicomiso para Inversion en Education, Paz Social y Seguridad Ciudadana, 

FOSEDU.
59

 These trust funds are included as public debt because they involve issuance 

of securities which have a claim on government revenues: the government makes annual 

budget transfers to cover interest and principal payments of the securities issued by the 

trust funds. 

 

                                                 
58

 See Chapter 1, section E. 
59

 The FOP, created in 2006, issues securities (CIPs) to cover the pension-related component of the fiscal 

deficit; the change to a fully funded system from a pay-as-you-go system translated into new financial needs. 

The government will have to face financing needs related to pension reform of around 1.6 percent of GDP 

every year until 2025. CIPs are placed with local private pension funds, a quasi-captive market (see Chapter 

5). The FOSEDU, created in 2007, issues securities called CEFES to fund education and security initiatives, 

as stipulated in the law that created the trust fund. However, recently the Assembly authorized the issue of 

bonds amounting to US$350 million in order to substitute CEFES debt with medium-term Central 

Government debt, therefore FOSEDU, disappeared by December 2009. 
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Public Debt Dynamics 

6.8 From 2002 to 2008, total public debt of El Salvador fluctuated within a range of 

38.7 to 40.5 percent of GDP (Table 6.1), in response to the government’s objective to 

maintain the level of indebtedness below 40 percent of GDP. However, it is estimated 

that by end-2009 this ratio increased to 48.4 percent, its highest level in 18 years. In 

nominal terms it has been steadily rising since 2000; reaching in December 2009 a total 

of US$10.4 billion, and registering 18 percent increase with respect to the preceding year.   

Table 6.1:  Evolution of NFPS Debt* and as Percentage of GDP, 2000–09 

(US$ million, unless otherwise indicated) 

 
* Including the trust funds. 

1/ Does not include Eurobonds held by residents.  

2/ From 2006 on, includes debt without government guarantees.  

3/ From 2008 on, includes debt without government guarantees.  

4/ Does not include domestic debt of municipalities without government guarantees.  

5/ Does not include debt of the financial public sector.  

Source: Ministry of Finance. 

 

6.9 The NFPS debt analyzed in this chapter can be considered as equivalent to the 

Central Government debt, as the latter represents at least 90 percent of the NFPS debt 

(Table 6.2). 

 
Table 6.2:  Evolution of NFPS* Debt, 2000–09 

(In US$ million) 

 
* Not including the trust funds. 

Source: Ministry of Finance. 

amount amount %

I. Non-Financial Public Sector (NFPS) (1+2) 3,799.5 4,637.6 5,532.5 6,073.1 6,404.3 6,756.9 7,384.1 7,425.8 7,883.8 9,307.8 90%

1. External Debt 2,481.3 2,772.0 3,851.1 4,292.7 4,404.5 4,606.0 5,381.0 5,268.2 5,408.8 6,636.7 64%

Central Government 1/ 2,164.1 2,613.7 3,676.1 4,105.6 4,221.9 4,432.6 5,153.0 5,013.3 5,039.0 6,180.3 60%

Non-Financial SOE 2/ 316.9 158.3 173.5 183.3 178.9 167.4 221.7 249.0 356.6 378.6 4%

Rest Public Sector 3/ 0.3 0.0 1.5 3.8 3.7 6.0 6.3 5.9 13.2 77.8 1%

2. Domestic Debt 4/ 1,318.2 1,865.6 1,681.4 1,780.4 1,999.8 2,150.9 2,003.1 2,157.6 2,475.0 2,671.1 26%

Central Government 1,309.4 1,850.7 1,615.0 1,747.7 1,990.1 2,150.6 2,003.1 2,157.6 2,475.0 2,671.1 26%

       of which, Eurobonds held by residents 129.2 377.4 856.7 903.0 1,029.5 1,198.9 949.4 1,005.7 1,068.9 1,072.6 10%

       of which, LETES (valor precio) 455.9 661.8 0.0 88.1 199.7 175.2 212.9 297.8 560.6 420.0 4%

Non-Financial SOE 8.8 14.9 66.4 32.7 9.7 0.3 0.0 0.0 0.0 0.0 0%

II. Trust Funds (domestic debt) (3+4) 90.8 469.3 885.2 1,063.1 10%

3. FOP 90.8 409.3 725.2 1,063.1 10%

4. FOSEDU 60.0 160.0 0.0 0%

Total Public Sector Debt (I+II) 4/ 3,799.5 4,637.6 5,532.5 6,073.1 6,404.3 6,756.9 7,474.9 7,895.1 8,769.0 10,370.9 100%

% GDP 28.9% 33.6% 38.7% 40.4% 40.5% 39.8% 40.2% 38.8%

Dec. 2009

48.4%

2000 2001 2002
2008

39.5%

2004 2005 2006 20072003

amount % amount %

Central Government 3,473.5 4,464.4 5,291.1 5,853.3 6,212.0 6,583.2 7,156.1 7,170.9 7,514.0 95.3% 8,851.4 95.1%

Non-Financial SOE 325.7 173.2 239.9 216.0 188.6 167.7 221.7 249.0 356.6 4.5% 378.6 4.1%

Rest of Public Sector 0.3 0.0 1.5 3.8 3.7 6.0 6.3 5.9 13.2 0.2% 77.8 0.8%

Total 3,799.5 4,637.6 5,532.5 6,073.1 6,404.3 6,756.9 7,384.1 7,425.8 7,883.8 100.0% 9,307.8 100.0%

20092008
2000 2001 2002 20072004 2005 20062003
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6.10 Due to political circumstances which prevented the Central Government from 

borrowing abroad during the period 2006 - November 2008, the amount corresponding to 

external debt was relatively stable (Figure 6.1). Meanwhile, domestic debt increased 

during the same period: as of December 2008, it accounted for 37 percent of total public 

debt, up from a level of 31 percent in 2005. Most of the increase corresponded to T-bills 

and trust fund financing.  However, in 2009, with the lifting of the legal restrictions for 

external debt, the domestic debt increased by 23 percent and the proportion of external 

debt rose from 61.7 percent to 64 percent in one year. 

 
Figure 6.1:  Evolution of NFPS* Debt, 2000–09 

(In US$ million and as percent of GDP) 

 
*Including the trust funds. 

Note: The same relevant footnotes from Table 6.1 apply to this data.  

Source: Ministry of Finance. 

Trust Funds  

6.11 The trust funds FOP and FOSEDU were created as special funding vehicles for 

the Central Government.
60

 Since a two-thirds legislative majority needed to authorize 

new external and domestic debt (with maturity over one year) was not achieved—a 

reflection of political polarization in El Salvador’s legislative assembly—in 2006 and 

2007 the Central Government created trust funds with the authorization of a simple 

majority in Congress.
61

 The fideicomisos allowed the government to indirectly borrow 

savings managed by private pension funds, banks and other entities, in exchange for 

                                                 
60

 In El Salvador debt is formally defined as medium and long-term debt, and excludes T-bills with 

maturity of one year or less. 
61

 Only a simple majority in Congress is needed to approve the creation of a trust fund. 
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investment securities, namely Provisional Investment Certificates (CIPs) and (CEFES)
62

 

issued by a state multi-sector development bank, Banco Multisectorial de Inversiones 

(BMI). These securities are not guaranteed by the Central Government, do not have a 

rating from credit agencies, and are highly illiquid. This non-transparent and unorthodox 

mechanism did not hide the fact that the trust funds securities are ultimately Central 

Government debt, as shown by (a) the annual budgetary transfers to the fiduciary entities 

managed by BMI, to cover CIPs and CEFES related interests and amortization payments, 

and (b) the significant capital contributions from the government to the funds.  

6.12 Fortunately, by the end of 2008, a cross-party agreement regarding foreign and 

domestic medium-term debt was reached in the National Assembly and the government 

was authorized to access multilateral financing. This agreement resulted in the approval 

of US$950 million
63

 in multilateral borrowing for debt payment and social spending, 

US$800 million in precautionary liquidity support from IMF and an additional US$400 

million IADB loan to support the financial sector. In mid-2009, the National Assembly 

approved additional amounts of medium-term debt, including: (a) US$350 million to 

liquidate the FOSEDU trust fund, replacing it with conventional medium-term bonds; (b) 

US$800 million in bonds to exchange T- bills outstanding with medium/long-term debt; 

and (c) US$635 million in bonds to repay the maturing 2011 Eurobond. These new debt 

measures will help to reduce refinancing risk in a very significant way, by extending 

maturities, providing means for rolling over a large amount of Eurobonds coming due, 

and replacing unconventional trust fund funding with conventional medium-term 

government bonds. 

6.13 However, it is not totally clear if the new government will continue to attain the 

two-thirds legislative majority required to borrow external debt and conventional 

domestic debt, or if it will have to resort to additional non-conventional funding over and 

above annual debt issuance through FOP for pension expenditures, which already 

represents close to 1.6 percent of GDP a year. 

Public Debt Profile 

6.14 Government debt: In December 2009, external debt made up 64 percent of total 

NFPS debt, conventional domestic debt another 26 percent, and non-conventional trust 

funds
64

  another 10 percent (Table 6.1). The debt profile is relatively diversified in terms 

of domestic and external market and non-market sources of funding. In fact, multilateral 

and bilateral entities together funded 36 percent of NFPS debt (including fideicomisos), 

while foreign investors (in Eurobonds) and domestic investors (largely in Eurobonds) 

represented 23 percent and 31 percent of total debt, respectively, with data as of 

September 2009 (Figure 6.2).
65

 

 

                                                 
62

 Certificados de Inversión Provisional (CIPs) are 25-year amortizing bonds. Certificados para el 

Fideicomiso de Seguridad y Educación (CEFESs) are 5-year bullet bonds. 
63

 US$500 million corresponds to an IADB loan and US$450 million corresponds to an IBRD loan. 
64

 Trust funds will be discussed later in this chapter. 
65

  The proportion of Eurobonds increases in November of 2009 when a Eurobond amounting to US$800 

was issued by the government. 
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Figure 6.2:  NFPS Debt* per Source of Funding, September 2009 

 
   * Including trust funds. 

   1.  Domestic investors in local issuances, Eurobonds and trust funds. 

   Source: Ministry of Finance. 

6.15 The preference for Eurobonds during the 1990s funding is a reflection of El 

Salvador’s investment grade rating,
66

 and stable and low-cost access to external finance, 

as evidenced by the issuance of Eurobonds market with progressively longer maturities, 

until finally reaching the 30-year maturity. 

6.16 Central Bank debt: The Banco Central de Reserva de El Salvador (BCR) has 

been the main issuer of domestic debt, mainly through short-term securities but also with 

limited volumes of medium-term bonds (see Section E on Debt Market Development for 

a detailed description of these securities). The BCR balance sheet of June 2004 showed 

short-term bonds and medium-term bonds of close to US$550 million.
67

 Prior to 

dollarization, BCR instruments were used for liquidity operations or bank bailouts, but 

subsequently, the rationale for using them is limited. In effect, since dollarization in 

2001, the BCR is no longer in a position to conduct monetary policy. Moreover, its 

ability to manage systemic liquidity and serve as a lender-of-last resort is constrained. 

Historical BCR debt has been continuously rolled over, under the assumption that this is 

“transitory” debt for the Bank and with the expectation that eventually the government 

will become responsible for this debt; per se, it has not been standardized nor given a 

vital role in developing the domestic financial markets. Under the formal dollarization 

regime, the government is expected to ensure the integrity of the BCR’s balance sheet. 

Thus, according to Article 11 of the Law of Monetary Integration, the government, 

operating through the Ministry of Finance, would take on BCR’s liabilities and 

compensate them, if required. However, so far, the government has not done so.
68

 

                                                 
66

 In 2004, Chile, El Salvador, and Mexico were the only Latin American countries with investment grade 

ratings (Moody’s). 
67

 FSAP Update for El Salvador: Technical Note: Role of the Central Bank (October 2004). In addition 

there are close to US$500 million more of CEDELs. 
68

 FSAP Update, October 2004. 19. The mismatch has been addressed partially by replacing short-term bills 
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6.17 Credit ratings and spreads: On June 18, 2009, Fitch downgraded El Salvador’s 

rating from BB+ to BB with negative outlook, in view of expectations of a contraction in 

the economy of about -2.5 percent, the postponement of potential investment, an 

expected deficit of 5 percent of GDP in 2009 and the prospect of debt increasing to over 

50 percent of GDP by 2011, based on recent trends and additional borrowing planned for 

the next couple of years, including the issuance of US$1 billion in global bonds. In 

November of 2009 Moody’s downgraded  to the country’s rating from Baa3 to Ba1 with 

a negative outlook,  The reasoning behind this was the country’s exposure to severe 

shocks that had exposed underlying vulnerabilities associated with its condition as a 

small open economy with a high dependence on the US and a relatively limited degree of 

diversification. A weaker fiscal outlook resulted in higher deficits and debt ratios. As of 

February 2010, El Salvador is rated below investment grade on long-term foreign 

currency debt by S&P (BB, stable outlook), Moody’s (Ba1, negative outlook) and Fitch 

(BB, negative outlook). 

6.18  In the past El Salvador had lower sovereign spreads than other Latin American 

economies, as represented by the EMBIG
69

 Latin America (Figure 6.3). Sovereign 

spreads of El Salvador declined since 2002, in line with the other emerging market debt, 

but since June 2007—when they reached their lowest point, 99 bps over UST—spreads 

have increased both for El Salvador and the other Latin American countries, and have 

converged as a reflection of the market’s evaluation of the country’s risk as comparable 

to Latin America risk in general.  

Figure 6.3:  EMBIG Latin America and EMBIG El Salvador,  

May 2002–December 2009 

 
   Source: JP Morgan. 

                                                                                                                                                 
falling due with longer-term bills.  Longer-term paper reduces the mismatch, but increases interest costs; 

the yields on 28-day, 1-year, and 3-year paper were different percentage interest rates.  
69

 EMBIG is a market-capitalization weighted index comprised of US$-denominated Brady bonds, 

Eurobonds, and traded loans issued by sovereign and quasi-sovereign entities. EMBI+, which only takes 

into accounts sovereign entities, is not provided for El Salvador. However, the trends of both indexes are 

very similar.  
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C. Risks of El Salvador’s Public Debt Portfolio 

Refinancing risk 

6.19 Due to the long maturity of the Eurobonds and multilateral debt, the average life 

of the Central Government portfolio in September 2009 was almost 14 years; however, 

this figure is exaggerated because Central Government debt excludes LETES (T-bills are 

classified as a cash management instrument). Thus, refinancing risk for CG is not as low 

as this figure would indicate 

6.20 Moreover, the government lacks a smooth repayment schedule in the short and 

long-term (Figure 6.4). The amortization peaks in 2011, 2023, 2032, and 2035 are 

associated with Eurobonds maturing in those years. In addition, there is potential risk of 

refinancing in terms of put options: the government has two Eurobonds maturing in 2023 

and 2034 with put options in 2013 and 2019, respectively; this means that, depending on 

the evolution of market prices, investors can exercise their right of sale of these 

Eurobonds, posing potential refinancing risks in the medium term. The trust funds do not 

represent large amounts per se in any particular year, but they add to the debt amount to 

be repaid every year until 2038. 

6.21 This risk is manageable if the government has a proactive debt management 

strategy, involving both new financing for rollovers as well as buybacks and exchanges to 

take out debt coming due and to extend maturities. One of the original purposes of the 

IBRD and IADB loans signed by the government at the end of 2008 was to pay the 

Eurobond maturing in 2011. Since then, the National Assembly authorized the issuance 

of US$653 million in medium or long-term bonds in order to pay the 2011 Eurobond. 

 
Figure 6.4:  NFPS Debt*: Redemption profile, 2009–39 

(In US$ million) 

 
*Including the trust funds. 

Source: Ministry of Finance. 
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6.22 Another way for the government and BCR of reducing refinancing risk is to 

address the need to further develop the domestic debt market. This would enable the 

government to place Treasury bonds in the medium term and not concentrate issuance in 

T-bills which by definition have a high rollover risk. Fortunately, the new government 

has been authorized to replace T-bills with bonds of 5 to 10 year maturities, and in 

November 2009 a new 10-year Eurobond issuance was made. 

6.23  Apart from bunching of amortizations in particular years, the government has 

potential refinancing risk in as much as its funding sources can be extremely limited (i.e.,  

2006-2008); this is tied to the risk of political polarization, and to exposure to foreign 

investor demand. In the past, El Salvador had greater diversity of funding sources; it 

issued bonds in the international markets, negotiated multilateral and bilateral loans, 

issued T-bills and medium-term domestic bonds (5-year bonds were issued in 2005). 

However, for the last three years and until as recently as November 2008, the sovereign’s 

financing was severely restricted to T-bills and indirectly, to trust fund financing. 

Interest rate risk 

6.24 In September 2009, 43 percent of NFPS debt excluding trust funds had variable 

interest rates; with the inclusion of trust funds, the proportion of debt contracted in 

variable interest rates increases to 50 percent of total debt. Consequently, a 1 percent 

increase in interest rates, as applied to the NFPS debt with variable interest rates debt 

(US$4,696 million), would have implied an increase of annual interest rate servicing of 

US$46.9 million. The same exercise applied exclusively to Central Government debt 

would result in an increase in annual interest rate servicing of the order of US$35 million. 

6.25 Moreover, this simple calculation underestimates interest rate risk, the 

measurement of which should also include the portion of the debt coming due in the next 

12 months. As over US$300 million is maturing in 2010, total debt exposed to interest 

rate fluctuations would amount to US$4,996 million. An increase of 1 percent in interest 

rates would indicate a potential annual increase of interest rate servicing of the NFPS of 

US$50 million (Figures 6.5 and 6.6). 

Figure 6.5:  NFPS* Debt per Interest Rate, September 2009 

(As percent of total) 

 
     * Including the trust funds.  Source: Ministry of Finance. 

57.27%
50.31%

42.73%
49.69%

0%

20%

40%

60%

80%

100%

NFPS NFPS + Trust Funds

Fixed Variable



142 

 

 

Figure 6.6:  NFPS* debt per interest rate, September 2009 

(As percent of total) 

 
* Including the trust funds. 

Source: Ministry of Finance. 

Currency risk 

6.26 Despite almost 90 percent of the debt is denominated in US dollars and there are 

continued concerns over El Salvador’s competitiveness, there is little risk that the use of 

the US dollar will come under threat in 2010–11 (Figure 6.7). 

 
Figure 6.7:  NFPS* Debt per Currency – September 2009 

(As percent of total) 

 
* Including the trust funds. 

1. The currency basket and the account unit have a US$ component. 

Source: Ministry of Finance. 
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Trust fund risk 

6.27 There are important risks arising from the use of the trust funds’ securities in the 

domestic market as a major source of financing: 

 They can represent a higher cost to the government (particularly the CEFES, as 

the CIPs are a forced placement of savings of Pension Funds (AFPs); investors 

face higher risks due to the lack of formal government guarantees, the lack of a 

rating, the illiquidity of the securities, and the unorthodox issuance mechanism;  

 Although the securities are of medium and long-term maturity, they are not 

fixed-rate instruments and as such do not contribute to the creation of a yield 

curve and development of the domestic debt market;  

 The securities increase the government’s interest rate risk as they have floating  

interest rates; 

 Fideicomiso funding mechanism opens the door for any government to increase 

debt through nontraditional and unorthodox means with weak governance 

arrangements, thus creating a risky precedent as they deteriorate the checks and 

balances on public debt policy. 

6.28 The rating agencies were quick to point out the various disadvantages of these 

securities. However, it is clear that in 2006, 2007, and most of 2008 the government 

faced severe funding restrictions and that funding government expenditure, in particular 

payment of pensions, was an overriding concern. A government cannot function if it 

lacks access to new funding necessary to roll over its debt and address fiscal deficits. 

Debt Management Strategy Design 

6.29 When issuing debt, government authorities have to choose among a number of 

debt instruments whose financial characteristics determine the profile of future debt 

servicing flows and thereby influence the government’s ability to meet such payments 

under diverse circumstances in the financial markets. Frequently instruments with low 

servicing cost represent significant risk as they are more exposed to the fluctuation of 

exchange and/or interest rates. A conceptual framework for comparing these alternatives 

in terms of cost/risk trade-offs, is a necessary condition for the formulation of a 

comprehensive debt management strategy. Also, clarifying the priority of risk 

management over cost reductions is vital; avoiding debt default should be given 

maximum priority given the magnitude of the output losses and human cost, which can 

accompany default 

6.30 Most leading debt management offices use a conceptual framework within which 

the cost and risk of debt are interpreted relative to budget or fiscal forecasts over the 

medium to long term. This is a type of asset and liability management (ALM) approach, 

as the budget forecast can be considered as a projection of the revenues from the 

government’s primary assets and of expenditures relating to its other liabilities. Within 

this framework, the scope of the analysis should encompass all of the government debt; 

domestic and external, as well as contingent liabilities if these are significant. The debt 

strategy will also take into account the country’s macroeconomic context and projected 

debt sustainability, as well as possible constraints arising from lack of development of the 
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domestic debt market and/or lack of access to the international markets 

6.31 It is important for the Salvadoran authorities to design and formalize a debt 

management strategy which will (a) seek to obtain the necessary funding, while (b) 

reducing cost within defined medium-term risk parameters, and (c) contribute to 

development of the domestic market so the latter can represent an alternative source of 

resources when funding abroad becomes difficult.
70

 For the past two years, MH has 

worked on a project which seeks to strengthen institutional capacity for carrying out the 

debt strategy design and formalization, with the aim of having a draft strategy in place by 

the end of 2009. Consultants assisted DGICP in the design of a cash flow model for 

estimating cost and risk of debt servicing of El Salvador’s Central Government debt 

under different financial and economic scenarios, and with different financing strategies. 

A middle office was created in the DGICP that received initial training in the use of the 

model. Now it requires greater strengthening of technical knowledge of both the model 

and the conceptual framework behind the model, and of different ways of hedging and 

managing the debt portfolio’s risk.  

6.32 Once the debt management strategy has been shared with the BCR for comments, 

and formally approved by the Finance Minister, Congress, as well as other third parties 

such as rating agencies and the market, would be informed of the government’s strategic 

plans, to assure greater transparency, accountability and also credibility which would 

help protect the Minister from political criticism. 

D. Governance: Institutional Responsibilities and Organizational 

Structure 

6.33 In international sound practice, legislation issued by the Parliament, typically 

delegates to the Ministry of Finance the state’s authority to borrow and to issue 

guarantees, establishes limits on these transactions, defines the objectives for managing 

the government debt and obligates the Ministry to report to Parliament the results of the 

previous period and an overview of the borrowing plans for the current period. As the 

Finance Minister typically delegates the operational responsibility to a debt office, 

secondary legislation is also required to formalize this delegation, which in turn is 

accompanied by the corresponding reporting requirements from the DMD to the Minister 

and to Parliament. 

6.34 Policymaking in debt management should be oriented by the debt management 

objectives stated by the Parliament and as such the debt manager performance is 

frequently judged by the success in meeting such objectives. Typically, these objectives 

include: (a) funding the government’s borrowing needs efficiently and ensuring that the 

                                                 
70

 The Ministry of Finance drew up a five-year Public Debt Policy (Politica de Endeudamiento Publico 

2004–2009) in September 2004.  However, it mainly makes reference to the implications of debt for fiscal 

policy and debt sustainability, the need to channel funding to prioritized social and economic projects, and 

includes a quick reference to essential financial objectives of debt portfolio management, namely, the need 

to reduce cost and manage risks. It does not specifically refer to the objective of cost reduction within the 

constraints of risk parameters and there is no mention of the objective of developing the domestic debt 

market. There are no target risk indicators for managing currency, interest and refinancing risk. 
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government’s debt servicing obligations are met, (b) ensuring the debt portfolio is 

managed according to the government’s cost and risk objectives, and (c) developing the 

domestic debt market. Since sometimes attaining this third objective may imply a debt 

structure which involves higher costs, trade-offs may be necessary. 

Legal and regulatory framework 

6.35 In the case of El Salvador, the National Assembly approves the government’s 

annual budget, which sets a ceiling on volume of both debt
71

and cash management 

operations of less than one year; the latter cannot surpass a certain percentage of current 

government revenues.  

6.36 In addition, however, the Article 148 of the Constitution establishes that the 

National Assembly must authorize the government to carry out each domestic and 

external debt transaction (of more than one year) and to extend guarantees to the rest of 

the NFPS; it first provides an initial authorization for the government to analyze each 

individual debt contract, and subsequently it must ratify the contractual agreement. This 

is inefficient and not conducive to managing debt strategically and in terms of the 

aggregate portfolio, taking into account cost-risk trade-offs, macroeconomic constraints 

and domestic debt market constraints 

6.37 The main law regulating public debt management is the Organic Law of the 

State’s Financial Administration (Ley Organica de Administracion Financiera del 

Estado, AFI) of 1995, and its corresponding ordinance. It has a series of strengths: (a) 

core responsibilities for managing public debt are delegated to the General Directorate of 

Investment and Public Credit (Direccion General de Inversion y Credito Publico, 

DGICP) of  the MH, with stated objectives of obtaining and monitoring debt, both 

external and domestic; (b) public debt management is centralized and the rest of the 

public sector must obtain authorization from the DGICP in order to incur debts and/or 

obtain Central Government guarantees; (c) all debt and grants must be registered in the 

DGCIP. In addition, it stipulates that projects being funded must already be included 

within the government’s developmental and sector plans, and establishes a general 

framework for the government’s financial management as a whole.
72

  

6.38 However, Law AFI makes no mention of the traditional objectives for public debt 

management, and has more of a fiscal and investment project perspective. There is no 

mention of domestic debt market development as an objective. It does not state the need 

for a public debt management strategy, nor of established procedures and responsibilities 

for designing and then approving such a strategy. Also, it establishes that short-term 

securities issued by the government within the budget year are not to be classified as 

debt, when in terms of establishing a yield curve and developing the money and debt 

                                                 
71

 Debt is formally defined as medium and long-term debt (Art.86 Law AFI), and excludes T-bills with 

maturity of one year or less. 
72

 Law AFI norms the formulation, approval, execution and monitoring of the national budget, the single 

Treasury account, the government accounting system, and the investment and public credit function. It also 

has an important objective of creating the government’s Integrated Financial Information System (SIAF), 

of which public debt management is one component. SAFI is the center of the budget execution 

process.(World Bank CFAA, June 2004) 
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markets it is part of the debt. 

Institutional arrangements  

6.39 Sound debt management requires an institutional structure that provides clear 

roles, responsibilities and delegations for the institutions involved in Central Government 

debt management, together with clear reporting lines. Furthermore, there is an increasing 

consensus that consolidating debt management functions into one operating unit is an 

important step to improve debt management. This helps avoid the duplication of 

functions, strengthens accountability and reduces coordination and informational 

requirements. Consolidation also promotes and enables a comprehensive financial risk 

analysis of the aggregate debt portfolio, which feeds into the design of a comprehensive 

strategy.
73

 

6.40 In the case of El Salvador, debt management responsibilities and functions are 

dispersed among a number of institutions and units. Although a number of coordinating 

mechanisms exist, each of the units address a narrowly defined part of the debt portfolio 

and none are responsible for strategic management of debt portfolio as a whole, nor for 

domestic debt market development. This is a problem that could be addressed in the near 

term with a coordinating mechanism such as a Debt Management Committee and 

subsequently, with the consolidation of debt management responsibilities in one unit 

6.41 In El Salvador, there are two primary debt issuers—MH and BCR—and one 

unorthodox primary debt issuer—a development bank that acts as fiduciary agent for the 

issuance of trust fund securities, following the instructions of MH. 

Ministry of Finance: The Organic Law of the State’s Financial Administration entrusts 

MH with the main responsibility for government debt management of both external and 

domestic debt. The Treasury in MH is responsible for funding short-term cash 

management needs. The law establishes BCR as the fiscal agent to the government that 

can execute functions related to debt issuance and back office debt confirmation, 

registration and debt  

BCR: The Central Bank also issues its own debt as central bank, as an instrument of 

liquidity management of the market and as a means to roll-over debt issued in the past for 

liquidity operations and bank bailouts. BCR’s debt issuance is mainly irregular and short 

term, although at one point it was issuing debt with 3-year maturity. With the 

dollarization of the economy, BCR lost seignorage revenues and its debt issuance policy 

is highly influenced by cost considerations. 

BMI: The third issuer is a public sector development bank Banco Multisectorial de 

Inversiones which acts as a fiduciary agent for the government, and issues CIP and 

CEFES securities following the instructions and guidelines of the government. In this 

sense, it is more like a fiscal agent placing government debt through an unusual 

                                                 
73

 Within this framework, it is possible to contract out some operations, while retaining overall 

responsibility for their integrity and quality. For example, back office processing or auction management 

may be contracted out to other government entities, often the central bank, or the private sector. In these 

circumstances, agency agreements with clear performance measurement criteria should be employed. 
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mechanism, except for the fact there is no government guarantee of the securities. 

6.42 Secondly, there is fragmentation of debt management functions within each of the 

two main entities, the Ministry of Finance and the Central Bank. 

Ministry of Finance: The MH has three separate units involved in debt management, 

namely, (a) the Directorate of Investment and Public Credit (DGICP), (b) the Directorate 

of Economic and Fiscal Policy (DEFP) and (c) the Treasury. In addition senior policy 

makers are involved in specific transactions. An organizational fragmentation of this type 

can present difficulties for the design and implementation of a comprehensive debt 

management strategy. The DGICP functions have traditionally been limited to back 

office responsibilities and moreover have included investment project monitoring, which 

is not a core debt management function. Recently a strategic, analytical unit (the middle 

office) was created in DGICP, but it continues to share analytical functions with the 

Directorate of Economic and Fiscal Policy, which until recently was considered the 

middle office of public debt management. Moreover, the middle office requires a 

strengthening of the staff’s analytical know-how.  In turn, the Treasury is in charge of T-

bill issuance (LETES) with the operational components of the auctions delegated to the 

BCR. Finally, the Finance Minister and Vice-Minister participate directly in front office 

activities of important funding transactions, such as Eurobonds,
74

 as a reflection of the 

lack of technical know-how in DGICP for front office functions related to the 

international markets. 

BCR: The Central Bank also participates in debt management as the government’s fiscal 

agent, and in this capacity, has important front and back office responsibilities. As 

already mentioned, it also issues its own securities. The International Reserves 

Department executes an important part of the Eurobond issuance process, while the 

Finance Department executes the auctions involving short-term government paper. Thus 

the MH lacks close contact with the markets, and front office know-how is concentrated 

in the BCR. 

6.43 Institutional arrangements characterized by fragmentation require more intensive 

coordination, and in the case of El Salvador, a number of coordinating mechanisms exist, 

which, however, address specific debt components/issues and not the management of the 

aggregate debt portfolio: 

 An inter-institutional Liquidity or Cash Management Committee convenes weekly 

with staff from the two entities to analyze maturing debt of both BCR and MH 

and their financing needs, and to define short-term placement needs.  

 An inter-institutional Treasury Bill Issuance Committee (Adjudicacion de Letras) 

convenes with the participation of the Director of Treasury, the Director of 

Investment and Public Credit and Central Bank staff. This Committee decides on 

cash management auctions of both BCR and MH. Both entities have their own 

auction every fortnight, but on alternating weeks, in order not to compete. The 

                                                 
74

 The Technical Secretariat of the Presidency participates in some degree in the negotiation of multilateral 

and bilateral loans. 
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Committee takes the final tactical decisions regarding the auctions. 

 A Committee for selecting the underwriter for a Eurobond issuance also exists, 

with the participation of both entities (MH and BCR).  

 There is a contractual arrangement in place between the government and the 

BCR, whereby the latter acts as fiscal agent with regards to a number of debt 

management functions (front and back office functions).  

6.44 Nevertheless, there is no forum for discussion and definition of the medium-term 

debt portfolio management strategy, namely, a Debt Management Committee, which 

would then present recommendations to the Minister of Finance for final approval of a 

strategy. Currently, debt policy must be prepared by MH and approved by the National 

Council of Public Investment (CONIP); however, this is a committee focused on public 

investment, not on debt management per se. Furthermore, there is no formal, 

institutionalized procedure for deciding on the composition of the debt portfolio. 

E. Coordination with other public policy 

Coordination with the Central Bank 

6.45 Where the level of a country’s financial development allows, there should be a 

separation of debt management and monetary policy objectives and accountabilities.
75

 

This helps to ensure that conflict between these two important public policy objectives is 

minimized. For example, a government’s objective for cost minimization, subject to a 

prudent level of risk, should not be viewed as a mandate to reduce interest rates, or to 

influence domestic monetary conditions. Neither should the cost/risk objective be seen as 

a justification for the extension of low-cost central bank credit to the government.  

6.46 At the same time, monetary operations are often conducted using market 

instruments, including government debt as well as the central bank’s own debt. The 

choice of monetary instruments and operating procedures can have an impact on the 

functioning of the government debt markets. This calls for effective operational 

coordination between debt management and monetary authorities. 

6.47 As mentioned, the BCR still participates in primary debt issuance, mostly 

instruments in the short end of the curve. According to the dollarization law, eventually 

the government should absorb the accumulated quasi-fiscal debt of the central bank. The 

faster the government covers these losses, the sooner BCR will be able to stop 

participating in primary debt issuance, ending a potential conflict of interest for the Bank 

and competition in the short end of the curve. 

6.48 In the meantime, debt issuance by the two entities requires a good understanding 

of the government’s short and longer-term financial flows, because these flows (a) can 

affect market liquidity and potential demand for government and BCR paper, and (b) can 

also affect the level of government accounts in the BCR, which in turn has an impact on 

BCR’s liquidity and its need to issue cash management securities 

                                                 
10 “

Guidelines for Public Debt Management” International Monetary Fund and The World Bank, 2001,  
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6.49 Fortunately, an inter-institutional Liquidity or Cash Management Committee 

convenes weekly with staff from the two entities to analyze maturing debt of both BCR 

and MH and their financing needs, and to define short-term placement needs. It would be 

useful for the MH to have more direct contact with the market, and continuous two-way 

communication with domestic investors. 

Coordination with Fiscal Policy 

6.50 The government is promoting a more systematic analysis of the interrelations 

between debt management and fiscal policy, in particular because of the publicly-stated 

intention to maintain debt below the level of 40 percent of GDP (although this target has 

been modified due to the effects of the global economic crisis). The DPEF prepares 

medium-term fiscal projections, including debt servicing and funding pension reform 

expenditures. 

6.51 The Ministry of Finance has the intention to develop tools with which to analyze 

the interrelationships between the medium-term fiscal projections and debt servicing 

projections. However, although its funding requirements are based on budget projections, 

there is no systematic and quantifiable analysis of the effect on the budget of debt 

servicing under different risk scenarios. As there is no debt risk quantification, it is 

possible that funding decisions are primarily being taken based on cost. Nor is there 

systematic feedback to the fiscal authorities of potential effects of market participants’ 

reaction to the debt level. 

6.52 This type of scenario modeling should be consolidated in the DGICP of MH. It 

already has a model which quantifies cost and risk, as part of the package of services 

provided by a group of consultants that worked with the unit in 2007 and 2008, and the 

newly created Middle Office received training on the use of the model. As the middle 

office staff was recruited relatively recently, they have requested and are now receiving 

further technical training on the use of this type of model, along with analysis of relevant 

macroeconomic and market variables, as inputs for the design of a debt management 

strategy. They should strengthen their knowledge of the model so as to provide the fiscal 

authorities with scenario analyzes of future debt servicing under different economic and 

market assumptions.   

F. Domestic Debt Market Development 

6.53 The domestic debt market has an important impact on public debt management as 

a whole and on a country’s economy. A well-developed debt market helps decrease the 

financing cost of the government, promotes the implementation of a debt strategy and 

contains positive externalities for the capital market, thus benefitting the economy. 

6.54 The domestic debt market of El Salvador faces a number of challenges which 

limit its full potential, including: (a) the limited capacity of the government to offer the 

necessary instruments which will help promote the markets; (b) a relatively small and 

homogeneous investor base; (c) a microstructure specialized in the retail market; (d) high 

transaction costs of the Stock Exchange (Bolsa de Valores de El Salvador-BVES); (e) a 

regulatory framework characterized by three different superintendencies and 

decentralized decision making. 
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Primary Market 

6.55 The operation of the primary market should be transparent, predictable and 

attempt to maximize competition among investors to derive the best possible results for 

the government. To the extent possible, market-based mechanisms such as auctions 

should be used when issuing the securities. The success of auctions is enhanced by, 

among other things, ensuring that relevant and timely information is communicated on 

the government finances and issuance plans; rapid availability of title to securities post-

auction; a good number of different types of participants; and liquid secondary markets 

for bonds and money-market instruments which, by reducing liquidity risk of holding 

term debt, encourages investors to buy government securities 

6.56 In the case of El Salvador, the main debt issuers are the Central Government—

directly through MH and indirectly through the BMI—and the BCR, using the 

instruments mentioned in Table 6.3. 

Table 6.3:  Characteristics of the public sector instruments issued 

(Domestic market) 

Instrument Issuer Term Coupon Purpose 

LETES MH 3, 6, 9, and 12 

months 

Zero Temporary cash needs of 

Treasury 

CENELI BCR In 2008 only 12 

months 

Zero Liquidity management; 

weekly auction 

PBD  BMI 1–4 months Zero Short-term user financing 

BCR Bond BCR Max. 5 years Libor + spread  

SV Bond MH 3, 5, 7, 10 years Fixed Government financing 

CEFES BMI 5-year (bullet) 

bonds 

Libor + spread Education and security 

program 

CIPS BMI 25-year bonds 

(amortizing) 

Libor + spread Pensions 

Source: Bolsa de Valores de El Salvador (BVES). 

6.57 The analysis of the composition of primary market issues shows that a significant 

portion of government issues have maturities of less than a year (CENELIs and LETES), 

thus increasing refinancing risk (Figure 6.8). Moreover, the CEFEs and CIPs, both of 

which represent the longest maturities in the domestic market, have variable interest rates 

are and thus irrelevant from the point of view of creating a yield curve. 

6.58 In sum, the fixed income market lacks a well developed yield curve. There are 

points at the short end of the curve (one year or less) which mainly correspond to T-bills 

and at the long end of the yield curve corresponding to Eurobonds. In the medium term, 

there are a few off-the-run bonds issued by the government and by BCR, but issuance has 

been irregular and secondary market liquidity is minimal.  
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6.59 LETES and CENELIs form the bulk of short-term debt issuance. LETES are 

issued in regular and competitive auctions, and are fungible and standardized, but they 

are issued without full disclosure of the total amount to be offered to the market in the 

next three months; sometimes the amount to be issued is only advertised one day prior to 

the auction. CENELIs are neither fungible nor standardized; they are used for managing 

liquidity in the market and therefore not issued within a planned placement calendar, 

although they are placed through competitive auctions. Thus, the small size of the 

Salvadoran domestic debt market is accentuated by market fragmentation.  

 

Figure 6.8:  Primary Domestic Public Debt Issuance  

(2006-2009) 
         2006                       2007 

      

        2008                              2009 

 
Source: Bolsa de Valores de El Salvador (BVES). 

 

6.60 The two entities use different types of auctions. The BCR places its securities 

using uniform price auctions, with allotment at the cutoff price for all successful bidders. 

By contrast, MH uses discriminatory price auctions. Ideally, the design of BCR and MH 

issues should be homogeneous in markets where both are participating. The MH 

encourages broad participation to improve competition, by opening the auction to 

exchange brokers and direct investors, including domestic and foreign banks. The BCR, 
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on the other hand, has traditionally limited its auction exclusively to brokers, who 

intermediate for other investors. Recently, however, it has sought broader participation 

including public and private investors such as commercial banks and pension funds. 

6.61 Interaction of the authorities with the market has been weak. There are no dealers 

for the primary and secondary markets, and the communication of MH with the market 

has tended to be general: for example, the market lacks precise information about the 

amount of LETES to be issued in the following three months.
76

 

6.62 The government lacks a short- and medium-term issuance strategy which would 

take into account the flow of revenues and potential bunching of maturities (with 

accompanying re-financing risk). More recently, given the difficulties in rolling over 

LETES in the first quarter of 2009—due to their concentrated amortization in these three 

months—the authorities designed an issuance strategy and shared it with banks, insurance 

companies and pension funds. Since March 2009, LETES have been refinanced with new 

issuances having maturities of 180, 270, and 360 days.  

6.63 In 2003 the BCR began to place 3-year bond issues (BCR Bonds) of around 

US$75 million each, as part of an effort to standardize central bank debt and to start 

building a longer-term yield curve. However, this effort was discontinued because of cost 

considerations: in 2008 no bonds were issued. Another factor going against the creation 

of a liquid yield curve is the participation of the BMI as a public issuer. In 2006, its 

domestic market share was 31 percent, increasing to 50 percent in August 2007, although 

then its share fell to 43 percent in December 2007 and to 22 percent in December 2008 

(partly as a reflection of the higher LETES issuance). As mentioned, trust fund securities 

have variable interest rates, are illiquid and are not legally government debt, all factors 

which do not contribute to the transparency and security required for development of the 

domestic debt market.   

Secondary market 

6.64 The role of the secondary market is to provide a cost-efficient trading 

environment in which market participants can buy and sell securities in a fair and 

transparent way, thus generating high liquidity. Transaction conventions should be 

standardized with respect to pricing, trading units and trade agreement format including 

repos, settlement cycle and instruction format, to facilitate trading and wide participation 

in the market 

6.65 In the case of El Salvador, secondary market transactions are the monopoly of the 

Exchange, Bolsa de Valores de El Salvador (BVES) a private entity regulated by the 

Superintendence of Securities. The Exchange concentrates all local secondary market 

transactions through its exchange members, and trading commissions are high.
77

 Both 
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 An indicative annual calendar of auctions is published. Legally, the government can issue LETES up to 

an amount equivalent to 40 percent of current annual revenues. However, the quantity to be issued is only 

published in the period before each auction, during the five business days prior to the auction date.   
77

  In the secondary market, the annualized cost of a total round trip of an outright transaction is of the order 

of 0.75 percent of the bond’s market price, with 0.25 percent charged by the stock exchange and 0.125 

percent charged by the exchange broker. These fees are applied to both buyer and seller of the security. 
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banking and pension funds have alleged that the current commissions are a disincentive 

to trade in the secondary market, and that for this reason they follow a buy-and-hold 

strategy. Salvadoran government securities have represented the majority of total 

secondary market transactions. However, the trading volume of public securities in the 

secondary market has remained relatively steady, even though the average stock of public 

securities has increased gradually over time (Table 6.4) 

 
Table 6.4:  Volume of Negotiations of Government 

Securities in the Secondary Market 

(In US$ million) 

 2007 2008 2009 

 

LETES 
15.8 4.4 126.6 

 

Bonds Euro SV 
43.1 56.1 96.7 

 

NCTP 
34.0 58.7 52.2 

 

Bonds SV 
19.8 2.5 0.63 

PBDBMI 0.1 4.0 2.3 

 

Bonds BCR 
- 1.8 74.5 

 

Other 
2.4 0.5 0.1 

TOTAL 115.3 128.0 353.0 

 Source: Bolsa de Valores de El Salvador (BVES).  

 

6.66 The composition of government bonds being negotiated in the secondary market 

has changed in recent years: Salvadoran Eurobonds’ negotiations in the domestic 

secondary market diminished from US$70 million in 2006, to US$43 million in 2007, 

however, Eurobonds increased to US$56 million in 2008, and US$97 million in 2009. 

The negotiations of LETES show a variable behavior, they increased significantly in 

2009, reaching almost US$127 million, along with bonds by BCR (US$74.5 million, 

while the negotiations of Public Treasury Credit Notes (NCTPs) decreased in 2009 to 

US$52 million.  

Structure of Public Secondary Market of Government Securities 

6.67 The role of the secondary market is to provide for a cost-efficient trading 

environment in which market participants can buy and sell securities in a fair and 

transparent manner, thus generating high liquidity. The repo market is very active in El 

Salvador, with maturities between 2 and 45 days. However, some agents prefer to 

manage their liquidity in the international markets. The Salvadoran secondary market 

lacks information transparency on prices. For example, banks can negotiate directly and 

not report the negotiated prices. Reforms aimed at the implementation of price providers 
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and better information are being discussed. To the extent appropriate, those should be in 

line with international practices to facilitate participation of non-resident investors. 

Figure 6.9:  Public Secondary Market of 

Government Instruments, 2008 

 
2009 

 

Source: Bolsa de Valores de El Salvador (BVES). 

Investor Base 

6.68 A sound investor base is formed by various types of investors, with different 

objectives and preferences which result in sufficient demand and liquidity in the various 

points of the yield curve. In general, the main institutional investors are banks, insurance 

companies and pension funds.  

6.69 In El Salvador, however, the main investors in government securities are the 

Pension Fund Administrators (AFP in Spanish), followed by financial institutions (banks 

and stock exchange brokers) and to a lesser degree, portfolio administrators. Due to 

pension reform in El Salvador, two relatively large private pension funds (AFPs) have 

become the main institutional investors. The portfolio of the AFP’s is primarily invested 

in securities of the government and, to a lesser degree, securities of private banks and 
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financial institutions, which together represent 96 percent of the total (see Chapter 5 for a 

complete view of AFPs). Significantly, public sector securities represent US$3.959 

million or 79 percent of the investment portfolio of the AFPs (Table 6.5). 

 
Table 6.5:  Structure of investment portfolio of AFPs  

(December 2009) 
Assets US$ Million 

Public Institutions 3.959 

Banks and Financial Entities 863 

Financial Development Entities 140 

Foreign Securities 21 

National Entities 31 

Total 
5.014 

Source: Superintendence of Pensions. 

 

6.70 More specifically, AFP investment in the FOP trust fund securities (CIPs) 

represents 43 percent of the portfolio. If there were any problems with these securities, 

the pension fund managers would be exposed, with the additional problem that these 

securities have a low level of liquidity.
78

 

Microstructure of the Financial Market and Regulatory Market 

6.71 Another proposal to increase the efficiency of the financial system is to rethink 

the role of the Stock Exchange and stock brokerage houses, as they limit market 

development. There is a project for a new Securities Market Law, which would redesign 

the legal and institutional regulations relating to the securities market, adjusting them to 

international practice. Currently, all negotiations in the secondary market must be 

conducted through the stock brokerage houses, and therefore, the BVES. The custody 

services must also necessarily be provided by the stock brokerage houses, which are the 

only institutions with an account in the Securities Deposit Central (CEDEVAL). These 

monopolies prevent wholesale negotiations and increase transaction costs 

Regulatory Framework  

6.72 There are three Superintendencies which regulate El Salvador’s regulatory 

market: (a) the Superintendence of the Financial System (SSF in Spanish), (b) the 

Superintendence of Securities (SV) and (c) the Superintendence of Pensions (SP). There 

are potential inefficiencies from having several players involved in the securities issuance 

                                                 
78

 The AFPs have close to 20 percent of their portfolio in private sector banks and financial institutions, 

and another 3 percent in the Central American Bank of Economic Integration, a development bank. 
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process. Banks and financial institutions act as issuers and as investors and are regulated 

by the SSF. The Stock Exchange, which is regulated by the SV, is responsible for 

primary allocations, negotiations in the secondary market and custody services. Finally, 

the AFPs, which are the main investors, are regulated by the SP. The decentralization of 

the supervision and decisions may have a negative impact on the efficiency and 

consistency of the system, and for this reason, a project to merge the three 

superintendencies is under discussion.  

6.73 Another limiting factor for the development of the investor base and thus of the 

market, is the fragility of the current legal regulations for the portfolio administrators and 

investment funds. There is a project to create the Investment Fund Law, which will 

regulate the organization, establishment and operation of the investment funds and their 

administrators, with the purpose of establishing new savings and investment options. An 

efficient regulatory structure would be beneficial to the investor base. Finally, the 

regulatory framework poses risks to the AFPs because it forces them to buy the CIPs and 

thus concentrate their portfolios in public securities. They have relatively high exposure 

to trust funds, without risk diversification, as they are not authorized to invest abroad. 

G. Conclusions and recommendations 

6.74 El Salvador has traditionally relied on the Euromarkets to issue marketable public 

debt and consequently, the domestic market is small, fragmented and illiquid, mainly 

limited to sporadic, short-term debt issues by both the MH and BCR. Due to governance 

difficulties during the past three years, the authorities were obliged to issue domestic debt 

using unorthodox mechanisms (trust funds), but more recent political developments and 

cross-party agreements have unlocked authorizations for new debt, and part of the 

fideicomiso securities will be replaced by Central Government medium-term debt. Given 

the latest authorizations from the National Assembly which allow the government to 

incur in medium-term debt of various types, the potential refinancing crisis has been 

avoided and more prudent bases have been established for sound public debt 

management. 

6.75 These are favorable circumstances for strengthening a number of components of 

public debt management, which will help the new government obtain the necessary 

funding for priority projects and programs and also achieve desired cost-risk trade-offs in 

future debt servicing, so as to reduce potential shocks to the budget. These are also 

favorable circumstances for advancing domestic debt market development, an essential 

alternative to foreign investors in circumstances such as the current with less interest in 

Salvadoran debt. 

6.76 In the recent past the MH expressed interest in designing a comprehensive debt 

management strategy which would address both external and domestic debt, with the aim 

of assuring the necessary funding, reducing cost within prudent levels of risk, and 

developing the domestic debt market, all within the framework of sustainable levels of 

debt. The MH initiated a reform plan to address various challenges within this area, and 

has expressed interest in continuing with a second stage of the project. 

6.77 The areas which would benefit from reform so as to approximate sound debt 

management practice and avoid potential shocks to the government finances are listed 
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below. It is recommended that a new stage of the reform plan be implemented, to address 

the following issues: 

 Definition and formalization of debt management objectives and a Medium-Term 

Debt Management Strategy for attaining those objectives. These written and 

formalized documents would be shared with third parties, including the National 

Assembly, the financial sector, international and domestic investors, and so forth, 

to promote accountability, and transparency, and also to help defend debt 

management policy from political encroachment. 

 Creation of a Debt Management Committee which would: 

o Advise the Finance Minister on the choice of a Medium-Term Debt 

Management Strategy from among alternative technical proposals put 

forward by the DGICP;  

o Aid the Minister in monitoring the implementation of the chosen strategy. 

o Contribute to the coordination between different units in MH involved in 

debt management, namely, DGICP, Treasury and the DG of Economic 

and Fiscal Policy, as well as between MH and BCR; the DGICP should 

have easy and opportune access to various types of financial and 

macroeconomic data and forecasts, including budgetary projections of 

future funding needs in the short, medium and long-term, and debt 

servicing forecasts. 

 Strengthening of technical know-how of the relatively new analytical unit in the 

DGICP, the “middle office” in terms of providing a structured training program, 

including the use of the cash flow model for quantifying risk-cost tradeoffs, as 

input to the analysis of alternative debt strategies. 

 Improvement in public debt management reporting, with inclusion of a complete 

profile of the debt portfolio (both external and domestic), risk indicators, and 

reference to the chosen debt management strategy and its implementation. This 

too would strengthen accountability and transparency. 

 Improvement in communication of MH with both foreign and domestic investors. 

This would enable MH to inform markets of new debt management strategies and 

funding plans and to promote certainty, continuity and transparency, and also 

provide MH with knowledge on investor’s demand for different instruments and 

maturities. 

 Establish a clear public sector leadership in a reform plan for domestic debt 

market development—MH, BCR, and Superintendencies—both for primary and 

secondary market development, while assuring there is an open dialogue with all 

parties involved. Such a strategy would take into account the following issues, 

among others: 

o Design of a joint strategy for the MH and BCR aimed at gradually increasing 

the volumes of domestic market debt, through consolidating domestic 
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issuance, swapping or rolling over of Eurobonds. The strategy should start 

with shorter maturities (i.e., 12 months and 3 years). 

o Redesign primary market auctions in terms of establishing a pre-announced 

calendar with sufficient regularity (i.e., monthly) and homogenizing operating 

aspects between MH and BCR, in terms of participants, allocation rules and 

yields used as references. 

o Use of debt instruments by MH, BMI and BCR which will help promote the 

domestic debt markets (i.e., standardized and fungible short and medium-term 

securities, issued under competitive conditions). The standardization of 

CENELIs and broadening the participation in BCR auctions would enhance 

market competition and improve liquidity in secondary market.  

o Review of current draft laws to include defined guidelines for secondary 

market organization. This should also include a revision of investment 

policies and operational rules for pension funds and mutual funds. For 

instance, currently pension funds can only trade through a broker, according 

to the Pension Fund law, which limits their capacity to trade in wholesale 

markets. 

o Define the changes needed to the current depositary and settlement 

infrastructure so that it is able to support money market transactions and a 

wholesale secondary debt market. The plan to upgrade current infrastructure 

to promote a wholesale market should be done in dialogue with market 

participants and in coordination with development of ratings at the BCR. 

o Create mechanisms for dismantling the monopoly of BVES of secondary 

market negotiations and custody services, so as to encourage wholesale 

negotiations and diminish transaction costs. The Stock Exchange could have a 

relevant role in the market as a service provider that includes price 

information, flexible trading systems and settlement infrastructure.  

o Continue pressing for the merger of the three superintendencies (SV, SP and 

SSF), to promote greater efficiency and consistency of the system, even 

though the National Assembly has not yet authorized the Law for Integration 

of the Superintendencies. 

o Strengthen the legal and regulatory framework to facilitate the development of 

the domestic debt market. 
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Chapter 7

 

7.1 Better knowledge of the dynamics associated with the budget is critical for 

improving the management of public expenditures in Latin America, especially with 

respect to its sustainability, efficiency, and representativeness. The budget process is the 

arena in which decisions are made in relation to the use of public resources, and in which 

society must wrestle with the constraints and trade-offs associated with them. To 

understand the budget process, and the potential effectiveness of any policy 

recommendation, it is important to consider the actions of agents responsible for budget 

decisions, taking into account their incentives and the way in which these are affected by 

the political institutions of each country.  In this sense, studies that aim to understand the 

budget process should also examine budget rules and institutions and the incentives of 

actors in the budget process to comply with them. 

7.2 The objective of this chapter is to analyze the budget process in the country, with 

an emphasis on the role of political actors with significant influence in budget decisions.  

First, the agents involved in public spending decisions, their incentives, and the formal 

and informal institutions that shape their interaction are described. Next the budget 

process is analyzed in its four stages (formulation and approval, execution, monitoring 

and evaluation, and control) including a consideration of budget rules and procedures, 

constitutional stipulations, the technical capacities of the institutions involved, and the 

policy outcomes of the interactions of the actors in each one of the stages analyzed. 

7.3 The chapter consists of four sections, including this introductory section.  Section 

B analyzes the constitutional rules and actors involved in the budget process, focusing in 

particular on the actors’ formal and informal powers and the incentives associated with 

their political interests. Section C discusses the most salient political economy aspects 

associated with each phase of the four stages of the budget process. In this section the 

analysis is focused more on the actual interactions between the actors than on a formal 

description of each stage of the process. Finally, section D sets forth the principal 

conclusions and specific recommendations in relation to the institutional rules and the 

requirements for the sustainability, quality, and efficiency of the budget.   

A. Background and institutional framework for the management of public 

expenditures: rules, actors and incentives 

7.4 An IADB study (2006)
80

 provides a comparative analysis of the effectiveness of 

spending in Central American countries based on a survey administered to public 

officials and specialists that addressed the areas of aggregate fiscal discipline, the 

efficiency of expenditure allocation, and operational efficiency. The study emphasizes the 
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strong capacity of El Salvador to prioritize spending decisions based on a clear hierarchy 

that favors the executive branch over the legislative branch and, within the executive, the 

Ministry of Finance over the sector ministries and other spending units. In addition, the 

analysis views as a positive development the creation of a financial management system 

(SAFI) that covers all public expenditures of the Central Government and partially covers 

those of municipalities.  

7.5 However, the study also highlights as principal challenges in public expenditure 

management, the limited mechanisms for consultation of strategic spending priorities 

(among other agencies within the executive, with the legislature and with civil society), 

the lack of flexibility of the ministries in the management of their budgets, and the scarce 

degree to which resources are allocated on the basis of economic analysis (cost-benefit 

analysis, social evaluation of projects, and impact). In effect, El Salvador has a very 

hierarchical budget system in which the Legislative Assembly has limited powers to 

modify the proposals of the executive in fiscal matters. The hierarchical character of the 

broader political institutional framework is replicated within the executive branch 

through a Ministry of Finance that is granted broad powers to apply fiscal policy 

decisions and reassign budget items during the execution phase.  

7.6 Even so, the power of the Ministry of Finance is not unlimited. The structure of 

the party system has sometimes permitted a broad consensus with respect to the budget. 

In addition, although there are no numeric rules that ex ante define the expected budget 

outcomes, in practice the high level of rigidity of the public finances of the country acts 

as a de facto constraint on the real room for maneuver of the executive branch and the 

group of actors involved in the budget process. 

7.7 In the legislature, a qualified majority (two-thirds) is required for the approval of 

foreign loans. Within the executive, the ministers have some degree of freedom to define 

their priorities within the framework of the budgetary ceilings fixed by the Ministry of 

Finance.  This freedom increases to the extent that the ministry or government agency is 

an actor that is central to the strategic priorities of the president. In addition, the 

Technical Secretary of the Presidency (STP), has as one of its main objectives to balance 

the power of the Ministry of Finance in public spending decisions. For the same purpose, 

the National Council of Public Investment (CONIP), which is composed of the STP, the 

Ministry of Finance, and the Central Bank, has responsibilities in the approval of the 

public investment budget.    

7.8 The other actor that should be highlighted in the budget process of El Salvador is 

the public bureaucracy, especially the permanent civil service of the Ministry of Finance. 

Although challenges remain in relation to the degree of professionalism and the use of 

merit criteria in determining access to the civil service in El Salvador, until recently the 

persistence of the same political party in the executive for a prolonged period has 

translated into considerable stability in the civil service and contributed to 

professionalizing the exchanges between the Ministry of Finance and the rest of the 

cabinet.   

7.9 The following subsections of the chapter describe the different actors that 

participate in the budget process, focusing on their formal and informal powers and their 

principal capacities to exert influence at the different stages.   
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Executive Branch 

7.10 The constitutional and legal framework that regulates the budget process in El 

Salvador establishes the clear hierarchy of the executive over the legislative branch and 

of the Ministry of Finance over all of the ministries.  Although the president has moderate 

legislative powers compared with his counterparts in other countries of the region (Stein, 

et al 2006), with respect to the budget his powers clearly eclipse those of the legislature.  

7.11 The literature classifies the powers of presidents in relation to the legislative 

branch into reactive powers and proactive powers. Reactive powers refer to the capacity 

of the president to alter or hamper policy actions taken by the other branches of 

government, while proactive powers refer to the capacity of the president to define and 

enact his own policy agenda. The principal proactive powers are: to issue decrees, to do 

plebiscites without the consent of the legislature, and to formulate, approve and execute 

the budget. Reactive powers include the capacity of the executive to veto legislative 

initiatives as well as to control the legislative agenda. These measures of the degree of 

autonomy of the executive relative to the legislature have been made operational in an 

Index of the Legislative Powers of Presidents presented in Table 7.1.  

 
Table 7.1:  Legislative Powers of Presidents

81 

Proactive Powers Reactive Powers 

Country 

Decree 

Powers 

a 

Budget 

Powers 

Proactive 

Powers 

subtotalb 

Veto 

Powers 

Partial 

Veto 

Exclusive 

Initiative  

Reactive 

Powers 

subtotalb 

Plebiscite 

Powers 

Legislative 

Powers of 

Presidentsb 

Chile 0.33 0.73 0.5 0.85 0.85 0.67 0.77 1 0.66 

Brazil 1.00 0.91 0.96 0.15 0.15 0.67 0.38 0 0.62 

Ecuador 0.33 0.73 0.5 1 0.69 0.33 0.62 1 0.59 

Colombia 0.67 0.64 0.66 0.31 0.31 0.67 0.46 1 0.59 

Peru 0.67 0.73 0.7 0.15 0.15 0.33 0.23 1 0.50 

Argentina 0.33 0.45 0.38 0.85 0.85 0 0.48 0.5 0.44 

Panama 0.17 0.55 0.33 0.77 0.77 0.33 0.58 0 0.43 

Uruguay 0.17 0.64 0.37 0.54 0.54 0.33 0.45 0 0.38 

El Salvador 0.00 0.82 0.35 0.77 0 0 0.22 1 0.33 

Venezuela 0.33 0.64 0.46 0.08 0.08 0 0.04 1 0.3 

Guatemala 0.33 0.18 0.27 0.77 0 0 0.22 1 0.29 

Dominican 

Republic 0.00 0.64 0.27 0.92 0.15 0 0.31 0 0.27 

Honduras 0.33 0.36 0.34 0.77 0 0 0.22 0 0.26 

Mexico 0.17 0.36 0.25 0.92 0 0 0.26 0 0.24 

Bolivia 0.00 0.27 0.12 0.85 0 0.33 0.38 0 0.23 

Costa Rica 0.00 0.64 0.27 0.77 0 0 0.22 0 0.23 

Paraguay 0.00 0.64 0.27 0.23 0.23 0 0.13 0 0.19 

Nicaragua 0.00 0.73 0.31 0.15 0.15 0 0.09 0 0.19 
 a
 Included in this measure are both the power of presidents to unilaterally make law (decree powers) and the 

power to shape the legislative agenda (agenda-setting powers), such as by declaring legislation “urgent” and 

thereby reducing the timeframe for congress to take action.   
b
 Weighted averages.  

Source: UNDP (2005). 

 

 

                                                 
81 

The variables are normalized from 0 to 10. 
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7.12 As indicated in the table, Salvadoran presidents possess moderate legislative 

powers with respect to both their proactive and reactive powers. But, among their 

proactive powers, budget prerogatives stand out. According to the budget laws, while 

congress can reduce or eliminate individual budget items proposed by the executive, it 

can never increase them. For this reason, the overall level of spending is always similar to 

or lower to that proposed by the executive. In addition, when legislative gridlock prevents 

the new budget from being approved by the beginning of the year, the budget from the 

previous year enters in force until the budget is approved (see section on approval). By 

contrast, with respect to the execution of the budget the executive has extensive powers 

to reassign budget items and incorporate new revenues into the budget that had not 

previously been included, though in some cases these changes need to be authorized by 

the legislature (see section on execution).   

7.13 El Salvador does not have fixed numeric rules that limit the executive’s degree of 

freedom to formulate the budget (Scartascini 2007). The constitution instructs the 

executive to preserve the budget balance “to the extent that it is compatible with the 

fulfillment of state goals.”
82 

The extensive formal budget powers of the president are 

nevertheless moderated by other factors and institutional dynamics. For example, public 

borrowing requires a qualified majority (two-thirds of the chamber) which the executive 

has had difficulty obtaining.   

7.14 The party system sometimes limits the levels of autonomy of the president to 

decide on the structure and allocation of the budget. In spite of the high degree of 

nationalization and centralization of the party system in El Salvador (Jones 2009), during 

the long period of leading the executive branch, the ARENA party always held a minority 

of the seats in the legislature. In this context, ARENA-led governments were capable of 

achieving a stable majority coalition in the legislature only in the legislative period 1994 

to 1997, while in the rest of the periods they functioned as minority governments relying 

on coalitions to approve legislation.  

7.15 This context provided an opening for minority parties and even the principal 

opposition party (until 2009, the FMLN) to negotiate support for the budget. With the 

flexibility for making such deals, and given the fact that the plurality vote required for 

approving the budget (as opposed to the two-thirds required for approving foreign loans) 

was easier for the government to obtain, the opposition parties have generally acted more 

in a strategic than ideological manner, in exchange for selective benefits (see analysis of 

legislative support for the budget). As a result, the executive had to make concessions on 

different occasions in order to obtain the required legislative support.   

The Ministry of Finance 

7.16 The Ministry of Finance is the principal actor in the budget process in El 

Salvador. According to the Financial Administration Law of 1995, the Ministry of 

Finance assumes a set of functions and responsibilities that grant this ministry an 

extensive control over the processes of formulation, approval, and execution of the 

budget.   
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Article 226 of the Constitution of El Salvador. 



163 

7.17 The Ministry of Finance leads an inter-institutional committee with the Central 

Bank that defines the macroeconomic parameters (including the projection of revenues) 

within which the budget is elaborated. In this committee the Ministry of Finance has an 

incentive to minimize the projected revenues for two reasons. First, the legally 

established spending commitments as a percentage of projected current revenues 

influence the degree of liberty the Ministry of Finance has with respect to the budget. For 

this reason the Ministry of Finance aims to commit a lower share of these spending 

commitments by under-projecting the revenues to be collected. Second, the extensive 

powers of the executive to reassign spending give the Ministry of Finance considerable 

decision-making power over higher than budgeted revenues. These incentives led the 

Ministry of Finance to regularly underestimate projected revenues in the budget relative 

to those effectively collected in the past (see section on formulation). Beginning in 2009, 

with the onset of the international financial crisis, this was no longer the case. 

7.18 The Ministry of Finance also exerts influence in the other governmental ministries 

and agencies through the Institutional Financial Units responsible for the preparation and 

execution of the budget in each ministry. Although the Institutional Financial Units do 

not formally depend of the Ministry of Finance, they are functionally subject to the 

policies and procedures established by this ministry, thus providing it with an important 

capacity to monitor and define the spending decisions of each governmental agency.   

Technical Secretary of the Presidency 

7.19 The Technical Secretary of the Presidency was created in 1998 as a part of a 

restructuring of the broad outlines of the El Salvadoran state. After the reform, this body 

assumed the functions of the old Ministry of Planning, including the definition of the 

strategic orientations of policy, the monitoring of investment plans, and leadership over 

state reform initiatives (Table 7.2).  

7.20 In 2004 the functions of the Technical Secretary of the Presidency (STP) were 

broadened to include advising the president in the making of strategic decisions and in 

strengthening coordination across governmental agencies. As part of these changes the 

STP was authorized to (a) formulate and propose the management commitments of the 

president with its ministers and the presidents of the autonomous governmental 

institutions; (b) propose and promote the general laws and policies related to public 

sector modernization; (c) facilitate and support public sector institutions in the 

development of their modernization programs; and (d) monitor the execution of the 

budget, while evaluating the extra-budgetary demands.   

7.21 The original considerations for the creation of the STP as well as the formal 

definition of its functions entail broad room to maneuver in the definition of strategic 

priorities of the public budget and the monitoring of investment plans. However, since 

the STP’s creation, its influence in the budget process has varied a fair amount depending 

on the proximity of the secretary of the presidency and of the relative strength of the 

Ministry of Finance. Between 2003 and 2006, and again beginning in 2009, the STP had 

an important role in the definition of large investment projects, foreign borrowing and in 

promoting initiatives in results-based budgeting.  
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Table 7.2:  Functions of the Technical Secretary of the Presidency 

Strategic Analysis Monitoring and Evaluation Modernization 

 Study and evaluation of 

public policies 

 Analysis and evaluation 

of public investment 

 Analysis and oversight of 

the budget 

 Technical coordination of 

the management 

committees 

 Oversight of management 

agreements 

 Management of monitoring 

and evaluation information 

systems 

 Propose and publicize 

modernization rules laws and 

policies 

 Support institutional 

modernization programs 

 Support decentralization and 

private participation processes 

 Promote the improvement of 

public services 

 Promote horizontal reforms 

Source: Presentation “Process of State Modernization.” 2004. 

 

7.22 The principal explanation of the variation in the influence of the STP is rooted in 

the weakness of its institutional resources relative to the Ministry of Finance. As a 

consequence, its potential to influence each one of these areas depends on its proximity to 

presidential decision-making. The actors who were interviewed agree that the STP acts 

principally as a counterweight to the Ministry of Finance within the executive; especially 

through the intermediary role it shares with the international financial institutions in the 

definition of investments financed with foreign borrowing.  

7.23 The new administration that took office in 2009 introduced various initiatives to 

strengthen the role of the STP in the social and economic planning of the government. 

For this purpose it restructured of the STP through the creation of three units composed 

of staff from the National Development Commission, which is in the process of being 

dissolved. The first unit is responsible for social planning of the government, in charge of 

coordinating the different entities that make up the National Social Protection System. 

The second unit is responsible for setting forth the financial, sector and macroeconomic 

policies underlying a five-year development plan. The main responsibility of the third 

unit involves the statistics system, including the development of national data and the 

evaluation of government policies related to alleviating the economic crisis, and the 

sector policies incorporated in the five-year plan.  

Civil Service 

7.24 The influence of the civil service in the El Salvadoran budget process can be 

analyzed from two perspectives. On the one hand, the country obtains relatively low 

scores on indexes measuring the use of merit criteria in recruitment, promotion and 

performance evaluation (Iturburu 2009). This characteristic is related to the lack of a 

career civil service backed by a system of laws that guarantee merit in hiring 

professionals and professional advancement linked to performance. In part this situation 

is due to the fact that since the transition to democracy the ARENA party has 

monopolized the government and the necessary incentives have not existed either among 

officials in the government or among members of the opposition to establish a 

professional civil service. In the case of ARENA, this was due to the fact that its interests 

were to maintain discretion over the filling of bureaucratic positions. On the other hand, 
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the principal opposition party viewed every initiative to put in place a career system with 

the intention to freeze positions in the government for ARENA partisans in the face of a 

possible electoral victory by the opposition.    

7.25 From another perspective, however, this portrayal of the civil service in El 

Salvador is too pessimistic. Although a career system does not exist, the continuity in 

party control over the government has resulted in a progressive professionalization of 

leadership in the public sector, especially with respect to the budget. The directors in 

Ministry of Finance involved in the budget process have more than 10 years of 

experience in their positions, similar to many of their counterparts in the Institutional 

Financial Units. This reality with the passing of years has fostered the professionalization 

of budget functions and the making of inter-temporal agreements among the bureaucratic 

actors with responsibility over these processes. 

7.26 Based on this foundation, since 2004 the Ministry of Finance and the STP have 

been promoting different programs for introducing results-based management at the 

central level and the development of budget management systems (SAFI) and of human 

resource information (led by the Ministry of Finance). These measures combined to 

create a bureaucratic structure tied to the budget process that is characterized by a high 

level of stability and growing professionalism, as has been highlighted in various studies 

(IMF 2005; IADB 2006). Although the capacities of the sector ministries are weaker, 

particularly in the programming of investment resources, the positive evolution in recent 

years with respect to professionalization should be emphasized, especially in health and 

education. 

7.27 After twenty years of uninterrupted control of the government by the ARENA 

party, and with the favorable result for the opposition FMLN in the most recent election 

of March 2009, there was considerable uncertainty about the continuity of the strategies 

developed in recent years, as well as the fate of the 30 percent of personnel whose 

contracts expired at end-2009. This uncertainty was based on the resistance of the FMLN 

to changes to the Civil Service Law as well as the values that still underlie the political 

culture, as demonstrated by the conduct of some mayors, who upon assuming their 

positions, have fired many of the public servants appointed by, or identified with, the 

political party of the previous mayor. 

Congress 

7.28 The role of congress in the budget process in El Salvador is shaped by factors 

related to institutional design, to the dynamic resulting from the interactions of the party 

system, and other variables related to the technical capacities of the congress to become 

involved in the budget discussion.  

7.29 The El Salvador legislature has moderate or low powers in relation to the public 

budget, except in terms of decisions about foreign borrowing. According to the 

constitution, the legislature can lower or reject requested expenditures but not increase 

them. At the same time, the executive has veto power over the budget approved by the 

legislature, although the legislature can or could override the veto through a vote of two-

thirds of all of the deputies in the Legislative Assembly. But, in the case of foreign 

borrowing, approval requires a qualified majority of 56 votes (two-thirds) of the 84 
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members of the Assembly, which in recent years has increased the capacity for veto 

and/or legislative gridlock on the part of the FMLN in this matter. 

7.30 In 2009, as a result of the split within the ARENA party and the creation of 

GANA as a new legislative block, the balance of power in the National Assembly 

changed in favor of the FMLN. The FMLN could attain simple majority if supported by 

GANA, and could even attain a qualified majority with support of CD and PCN.  

7.31 The discussion and legislative approval of the budget is characterized by a high 

degree of concentration of power in the executive. If by December 31 the legislature has 

not approved the budget, the next budget period begins with the allocations in effect at 

the end of the year. By contrast, the executive, through the Ministry of Finance, has 

extensive powers to modify and supplement the budgets of government agencies without 

requiring the approval of the congress. The Special Committee of the Ministry of Finance 

and the Budget,
83

 which is composed of 13 deputies, is responsible for the approval of the 

write-up of the budget bill that will later be voted by the full chamber. In the past couple 

of decades the ARENA party has generally maintained control through its alliance with 

the PCN (with a combined 7 deputies out of 13); although between 2003 and 2006, and 

most recently for the 2010 budget cycle, it conceded the presidency of the committee to 

the FMLN (Table 7.3).   

Table 7.3:  Structure of the Budget Committee by Party, 2000–09 

 
 

7.32 The interactions between the Budget Committee and the Ministry of Finance are 

the principal arena for negotiation of the budget between the executive and the 

legislature. Based on the interviews with the actors in the budget process, the principal 

modifications that are negotiated in the Committee relate to small investment projects for 

municipalities connected to different parties that provide support to the budget bill. The 

Committee also discusses the macroeconomic framework prepared by the Central Bank.  

But, different actors that participate in these discussions assert that the level of analysis 
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 This committee reports about the Budget Law and Salaries that the executive presents to the congress 

each year and the reforms that are frequently made to this law, as well as on the auditing and supervision of 

state assets. 
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on this point is very rudimentary. One of the principal reasons is rooted in the fact that 

the budget bill itself does not contain much detail on the underlying macroeconomic 

assumptions beyond broad outlines.
84

   

Box 7.1:  Legislative Committees in the Policy Process in El Salvador  

Jones, Rodríguez Chang and Straface, 2009 

Beyond their formal duties, the effectiveness of the role played by the committees 

in the policy process depends to a great extent on the experience of their members in the 

policy areas addressed by the committee (Spiller and Tommasi 2007). One way of 

measuring this experience is to observe if the leaders of each committee (president, 

reporter, and secretary) have experience as members of the same committee in the 

immediately preceding legislative period. In El Salvador there is a high degree of 

variation in relation to this point for 2000–09: more than three-fourths of the leaders in 

the Defense, Ministry of Finance and Budget and Public Works Committees were 

members of these committees in the previous legislative period while this was the case 

for two-thirds of the leaders of the Foreign Relations, Public Security and 

Counternarcotics Committees. Predictably there is a high degree of correspondence 

between the policy relevance of a given committee and the previous experience of its 

leaders. 
 

In addition, the rate of reelection is an important indicator of the level of 

professionalization of the deputies and the type of political career that they generally 

follow (Jones and others 2002). The rate of reelection of deputies in the Salvadoran 

National Assembly between 1997 and 2009 was around 50 percent, which is relatively 

high compared with other countries in Latin America, where the average is 35 percent. 
   

But, this figure is different among the parties.  Deputies from the ARENA and the 

FMLN were reelected at a nearly equal rate (52 percent and 51 percent, respectively). 

PCN’s deputies were reelected at a rate which was much greater that of the other parties 

(80 percent on average between 1997 and 2009). As a result, there is a large difference 

between the parties in terms of the time they serve as deputies. While the average for 

ARENA, the FMLN and the PDC is about one legislative period, the PCN deputies have 

an average experience of 3.1 legislative periods. The reelection rates for the rest of the 

parties are significantly lower than those of the PCN, ARENA and the FMLN.
1
 

 

This brief analysis suggests that the PCN deputies pursue long careers in the 

Assembly, which makes them politicians that have more “static” ambitions than their 

colleagues from other parties, but at the same time, they have more expertise in 

legislative negotiation—including with respect to the public budget—and thus they 

obtain greater benefits from this process. 
 

1. The FMLN prohibited its deputies from seeking immediate reelection after three terms. 
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Occasionally, the Committee requests the attendance of ministers or secretaries of the executive to 

respond to questions from the legislators. The sessions are open to the public with prior authorization.  
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Coalitions and Levels of Support for the Budget Law  

7.33 The analysis of the support for the budget law reveals the pragmatic orientation of 

all of the parties involved, including the FMLN, which is explained in part by the 

equilibrium of forces within the legislature. Proof of the strategic behavior of the parties 

in the budget discussion is the broad level of consensus achieved with respect to the 

budget at different moments between 2000 and 2008 (Table 7.4). Negotiations between 

parties to reach a consensus on three occasions required a longer period than that 

established by law (2001, 2004, and 2005). In these cases the new fiscal year began 

without the budget being approved. However, in these three years the prolonged 

negotiations eventually resulted in a unanimous consensus in 2001, almost unanimous in 

2004, and almost two-thirds support for the budget bill in 2005.   

Figure 7.1:  Times Required for Legislative Approval of the Budget  

and Percentage of Support 

. 
   Source: Straface (2009) and Legislative Assembly. 

 

7.34 Between 2000 and 2008 FMLN deputies supported the budget, after a long period 

of discussion and negotiation (2001, 2002, 2004, and 2005). This dynamic is explained in 

large part by the size of the FMLN’s legislative group between 2003 and 2006—a period 

in which this party held the majority of the seats in the Assembly. The interviews with 

the key actors support the hypothesis of a selective pragmatism of the political forces, 

including the FMLN. This result is influenced both by the institutional framework that 

induce the room for maneuver and the political dynamic resulting from the distribution of 

legislative seats among the political parties. Given that the Assembly has limited powers 

to change the budget, the parties adjust their expectations and center the negotiations in 

the allocation of the investment budget according to their political needs. The analysis of 

the changes made to the budget during the discussion in the Assembly shows that the 

greatest modifications took place in the projection of current revenues (which affects the 

allocations to municipalities), and in current transfers and fixed capital expenditures 

(public works), which are also negotiated on the basis of political criteria. One additional 

aspect to emphasize with respect to the time required to approve the budget and the level 

of legislative support is that parties reached consensus in less than the average amount of 
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time in election years (shaded in Figure 7.1) and with levels of support close to or greater 

than the average (76). Finally, as a result of the recent changes in the balance of power in 

the Assembly, passage of the 2010 budget was exceptionally quick, with support from the 

FMLN, PCN, GANA, CD and an independent deputy. 

7.35 In relation to the technical capacity of the National Assembly for participating in 

the budget process, the legislators themselves suggest that one of the principal challenges 

for exercising their responsibilities is the lack of technical advice, the weakness of 

physical and technological infrastructure and the lack of qualified human resources.  

According to a study by FUSADES and the University of Salamanca, the deputies are not 

satisfied with the services provided by the Assembly in terms of technical and legislative 

advice, infrastructure and material resources, and human and administrative resources.  

None of the services obtain a score of three on a scale of one to five. Infrastructure and 

material resources are the aspects that are given the lowest scores—a finding which holds 

across all of the political parties.  

7.36 A final aspect that should be emphasized to understand the dynamics of control 

and representation of interests with respect to the budget relates to the interests of the 

legislators tied to their electoral and partisan incentives. El Salvador has an electoral 

system that, in combination with the structure and functioning of the party system, 

contributes to align the motivation of the legislators with the national agenda and/or the 

priorities of the party leadership over the interests of their districts. According to a survey 

on the priority assigned to the different responsibilities of the legislature, the first two 

priorities of most legislators are national (making laws and solving problems) and, a third 

priority is the search for funds for their districts (Table 7.4).  

Table 7.4:  Legislative Priorities, 2003–06 

Options 
Percentage 

as First Option 

Aggregate Ordinal  

Indicator* 

Represent the nation 16.3  97.8  

Make laws 28.8  147.7  

Solve the problems of the country 37.5  173.8  

Hold the government accountable 1.3  24  

Defend the interests of their party 0.0  25.1  

Elaborate the budget 1.3  30.2  

Represent interests of their electorate 15.0  102.6  

Total  
100.0  

*The responses of the legislators to their first, second, and third options have been aggregated in an 

indicator that weights the percentages according to their order of importance. The aggregate 

number has an ordinal meaning. 

Source: Parliamentary Elites in Latin America, USAL.  

Mayors85 

7.37 Given that El Salvador is a unitary country, mayors are the most important 

executive officials after the president. This is supported by the fact that 242 out of 262 

mayors who were elected in 2006 (92 percent) ran for reelection in 2009.  The average 
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rate of reelection in the three most recent elections (2003, 2006, 2009) was 58 percent 

(about the same as the deputies during the same period), with little variation between 

ARENA, the FMLN and the PCN. In addition, a high correlation is observed between the 

rate of reelection of mayors and the withholding of control of a municipality by the party 

in office: in 86 percent of the cases in which the serving party retains the municipality it 

does so through the reelection of the mayor, while only 14 percent of the times the 

retention of the post is obtained through the election of another member of the party.  

This low level of rotation of mayors by party clearly shows the importance of mayors in 

the institutional framework.  

7.38 Mayors participate in the process of public policy formulation through three 

channels, including two formal ones (the executive and the legislature) and one informal 

one (through their respective political parties). Through this process, but especially in the 

latter case, the level of influence is determined by the combination of the size of the 

municipality, the level of power of each mayor (the number of reelections, the percentage 

of votes obtained), and their contribution to the votes of the party in the Assembly.   

7.39 With respect to the relationship between mayors and the executive, it is clear that 

when the municipality is larger (in terms of population); the mayor has greater access to 

cabinet ministers, except in cases in which the mayor and the president belong to 

opposite parties. Given that the majority of the large municipalities are located in the 

metropolitan area of San Salvador,
86 

their needs tend to go beyond the municipal limits 

and become matters of national nature. The smaller municipalities, by contrast, have less 

access to the executive, and tend to consolidate their demands in order to influence the 

decisions at a national level, especially through the Corporation of Municipalities of El 

Salvador (COMURES). As mentioned previously, an important factor is the nature of the 

relationship between the executive and the mayors. Reflecting the high level of political 

polarization, during the last decade the mayors of the FMLN had a level of access (and 

benefits) that was sharply less than their counterparts of ARENA and, to a lesser degree, 

the PCN and PDC (as demonstrated by the conflictive relationship between the 

government and the Municipality of San Salvador between 2000 and 2009). 

7.40 With respect to the relationship between the mayors and the Assembly, the most 

important links are the deputies elected from each department. Institutionally, the 

interaction between the deputies and the mayors takes place in the budget committee, 

where the mayors obtain vital information about the local projects that are included in 

each year’s national budget and where they can influence on such allocations. Outside of 

the legislative environment, the mayors seek assistance from their deputies when they 

need to interact with the executive or other governmental institutions.    

Constitutional Court of Accounts 

7.41 External control is the responsibility of the Court of Accounts (Corte de Cuentas), 

which is an institution that, according to the constitution, is functionally, administratively 

and financially independent of the executive even though it reports to the legislature. The 

Court of Accounts presents annual reports of the government accounts to the Assembly. 
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It has the authority to determine and impose sanctions with respect to administrative and 

asset-related abuses. Its judicial actions are the responsibility of the Chamber of First 

Instance composed of five judges and a Chamber of Second Instance that is composed of 

a president and two judges. The Assembly elects the president and the judges for periods 

of three years and can be reelected or removed. The main questioning of the work of the 

Court of Accounts is related to the small number of proceedings that result in a concrete 

sanction and the limited degree of transparency and availability of their reports. In 2008, 

the Court of Accounts agreed to publish the reports that have a definitive ruling, however, 

this usually happens about seven or eight months after the finalization of the report.    

7.42 In relation to the budget process, the role of the Court of Accounts is fairly limited 

with respect to providing analysis about the “value for money” of the different 

allocations. But, in 2008 for the first time the Court of Accounts initiated a series of pilot 

audits of public infrastructure projects, expected to be at the disposal of the legislators. 

Although the Court of Accounts has jurisdiction over the control carried out by the 

internal audit units, these units’ capacities for providing oversight and strategic 

orientation are insufficient in the face of the extensive capacity of the Ministry of Finance 

to influence the execution of the budget through the Institutional Financial Units. For 

instance, the creation of the FIDEICOMISOS entails a legal and technical challenge for 

the Court of Accounts to the extent that this modality of financing and disbursement of 

resources is outside of the scope of transactions that they normally audit. 

B.  Elements of Political Economy in the Budget Process
87

 

7.43 As indicated above, the budget process in El Salvador is in large part led by the 

Ministry of Finance due to an evident asymmetry of institutional and technical resources. 

Figure 7.2 describes the principal aspects of the political economy associated with each 

phase of the budget process.  

Figure 7.2:  Budget Process 
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 This section benefits from a rigorous analysis of the budget process carried out by Mario Marcel in 2007 

as part of IADB’s support in the implementation of the Results-Based Management Model.  
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Budget Formulation 

7.44 The constitution establishes that for each fiscal exercise the budget should contain 

the estimate of all revenues that are expected to be collected, as well as the authorization 

of all of the expenditures that are judged to be necessary to obtain state goals. The 

legislature can reduce or reject the expenditures requested but not increase them. The 

budget determines the revenues and expenditures for each annual exercise so that the 

state may function according to the constitutional mandate. The Council of Ministers 

elaborates the budget bill and presents it to the Assembly at least three months before the 

new fiscal exercise begins. 

7.45 The formulation of the budget is based on a macroeconomic forecast prepared by 

the Central Bank. The budget makes reference to assumptions about inflation and growth, 

but it does not provide any background analysis of these numbers or other variables that 

could be relevant for the calculation of revenues and expenditures. For the first time in 

2010, the budget was accompanied by a medium-term macroeconomic framework. 

7.46 The budgets of ministries and other entities are formulated on the basis of budget 

ceilings defined by the Ministry of Finance. In practice, the ceilings are equal to the 

sector budgets of the previous year, except for the priority sectors such as education, 

health and citizen security, in which spending has been increasing in recent years. Some 

ministries may request higher ceilings but very seldom the Ministry of Finance accedes to 

modifying the budget ceilings, although it is not uncommon that the Ministry of Finance 

commit to a readjustment during the execution phase. The ministers distribute the 

assigned resources according to their priorities, justifying their petitions based on 

announced policy priorities included in documents such as the Government Program, the 

Millennium Development Goals, sector plans and others. However, they are not 

supported by information about performance and achievements of the existing programs, 

or by the pertinence and expected results of the new initiatives. The public sector 

institutions and entities formulate their budget proposals that are later consolidated into 

the budget bill and the salary law, and are sent to the Assembly at the latest by the end of 

September of each year.
88 

 

7.47 One of the hypotheses that should be analyzed with respect to budget formulation 

is the undervaluation of budgeted revenues on the part of the executive in order to 

maximize its possibilities for reallocating additional resources during the execution 

phase, and at the same time, minimize legally assigned resources. According to 

FUSADES in its quarterly reports between 2004 and 2008, the undervaluation of current 

revenues (the difference between actual and projected revenues) averaged around 5 

percent with a peak above 10 percent in the 2006 and 2007 budget. The additional 

resources derived from taxes, combined with the approval of loans and grants, allowed 
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According to Article 33 of the Financial Administration of the State Law, public sector institutions and 

entities subject to them must elaborate their budget projects taking into account the budget policy, the 

budget guidelines set forth by the Ministry of Finance through the General Directorate of the Budget and 

the fiscal and financial outcomes of the previous fiscal year. The director, president or leader of each 

institution indicated in Article 2 of the law is responsible for submission of the budget proposal to the 

Ministry of Finance in the period of time and form that this body establishes for its consideration and 

approval. 
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the government to modify the budget by about US$200 million in 2004, more than 

US$220 million in 2005, US$350 million in 2006, US$228 million in 2007, and 

approximately US$300 million in 2008. These changes were done through the 

incorporation of resources to the budget during the execution phase (see the section on 

execution).   

7.48 As a result of the international crisis, in 2009 the dynamic described in the 

preceding paragraph operated in the opposite direction. Based on an effective reduction 

of current revenues by 15 percent relative to what was projected, the executive had to 

reallocate resources in order to fulfill rigid commitments, including earmarks.
89

 Some of 

these earmarked expenditures are inelastic with respect to current revenue and thus 

require the executive to adjust investment funds in order to fulfill them. Among the 

measures carried out by the executive to tackle this reality the following can be 

highlighted: 

 Decree No. 28, which redirected resources originating from the “Development 

Policy Loan of Public Finances and Social Sectors” with a total amount of 

US$450 million.
90

 

 Decree No. 29: which redirected an amount of up to US$200 million of resources 

stemming from the loan “Social Policy Support Program.”
91

 

 Decree No. 30: which provided authorization to issue securities (Títulos Valores 

de Crédito) in US dollars for up to US$350 million, to be invested in the national 

or international market. This has the goal of paying off certificates issued by 

FOSEDU (Fideicomiso para Inversión en Educación, Paz Social y Seguridad 

Ciudadana ) by an amount of up to US$183 million and to complete the 

infrastructure investments in education and public security not covered by the 

Fideicomiso of US$167 million. 

Budget Approval 

The debate of the budget law in the Legislative Assembly is characterized by weak 

interaction between the executive and the legislators and a minimum amount of changes 

to the budget presented by the executive. Transfers, is the main category of spending that 

undergoes changes, including those entailing both current and capital spending. 

Distributions to the municipalities and subsidies to the private sector are included in the 

transfers. This pattern is sustained throughout the period (2004–08). However, the main 

space for interaction and the area of greatest political debate has been the discussion over 

the approval of foreign loans. Given the qualified majority needed for the approval of 

foreign loans, the legislature’s role in general, and that of the opposition parties in 

particular, has been stronger in this matter.  
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 See earmarks in Straface (2009).  
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Through the Legislative Decree No. 823 of February 18, 2009, the agreement for the International Bank 

for Reconstruction and Development Loan No. 7635-SV for US$450 million was approved.   
91 

Through Legislative Decree No. 788, of December 18, 2008, the Inter-American Development Bank 

Loan Contracts 1782/OC-ES, 2068/BL-ES, 2069/OC-ES and 2070/OC-ES for a total amount of US$500 

million were approved. 
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Process and Rules for the Legislative Approval of Foreign Borrowing
92  

7.49 As is the case in the majority of Central American countries, in El Salvador 

foreign borrowing initiatives of the executive must be approved by a qualified majority of 

two-thirds of the Legislature. In recent years, the composition of the Salvadoran 

legislature has become a key factor determining the capacity of the executive to advance 

in its foreign borrowing strategy. The time needed for approval, and in some cases the 

effective veto to these initiatives by the opposition party, has led the executive to resort to 

other means of financing priority investment initiatives (see section D below). In 

addition, the delay of the approval of such borrowing initiatives has affected the 

adequacy and consistency of programs and projects, affecting the execution and their 

effectiveness in generating the expected development results.   

7.50 The institutional framework in El Salvador imposes the requirement of a previous 

authorization by the legislature for the executive to negotiate and sign an agreement for a 

foreign loan. After the signature, the legislature must again endorse the final agreement.
93

 

In practice, however, governments usually first negotiate with creditors, and then send 

the contract to the Legislative Assembly to ask for permission to sign the previously 

negotiated agreement. The prevailing institutional framework requires a favorable vote of 

a majority of the deputies to authorize the signing of the contracts and a qualified 

majority of two-thirds to ratify the signing of the external credit operation. There are no 

differences in the procedures for different borrowing amounts or types. Some 

autonomous public institutions (such as FOVIAL) can acquire debts without a sovereign 

guarantee, in which case the authorization for the agreement and its ratification does not 

apply, since the state is not making the commitment. 

7.51 The management of public debt policy is a shared responsibility between the 

Ministry of Finance and the Central Bank. The Ministry of Finance determines the 

amounts, the dates and the structure of the debt, all in the framework of the budget and 

the debt limits established by the Legislative Assembly. The legislature’s rules establish 

that any bill must be registered in the agenda of the Assembly (either by initiative of the 

executive or any deputy). The Assembly assigns it to a committee, which after the 

corresponding analysis returns it to the floor of the legislature for approval. In the case of 

loans, the committee designated is usually the “Ministry of Finance and Special Budget 

Committee,” which request the attendance of the head official of the executing agency 

and the Ministry of Finance before reaching a decision on the ratification of a loan 

contract. 

7.52 The need to ratify the loan by a two-thirds majority of the Assembly grants the 

opposition parties an important power of potential veto over executive initiatives. As 

mentioned before, in recent years the FMLN held a majority of seats and the prevailing 
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This section is based on an IADB study on the legislative ratification of foreign loans in the countries of 

Central America and the Dominican Republic (IADB 2007). 
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According to Article 148, 
 
section 1 of the El Salvadoran Constitution, the congress

 
has to authorize the 

executive to contract loans within or outside the country when a grave or urgent need demands it, and to 

guaranty obligations contracted by state or municipal agencies of public interest.   
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polarization between the two principal parties increased the period of time necessary for 

ratification so much that in 2006 and 2007 it was not possible to approve any foreign 

loan. In 2008, however, this dynamic was finally overcome though a broad agreement 

between the two largest parties and other legislators to negotiate with the IADB and the 

World Bank a financing package for a total of US$950 million. In December 2008 and 

January 2009 the Legislative Assembly ratified these loans with votes from the FMLN 

(Box 7.2).   

Box 7.2:  The International Crisis in 2008 and 2009 Generated Conditions for  

Consensus on External Financing 
 

The adverse effects generated by the world economic and financial crisis and the possibility of 

refinancing debt in a more favorable context in terms of interest rate sand repayment periods 

encouraged the executive to issue debt. This agreement was possible thanks to negotiations before 

the new administration took office, and allowed the payment of a series of arrears at the end of 

May. 2009.  As a result of that process, the following laws were enacted:  

 

 Decree No. 31: May 22, 2009 the Legislative Assembly authorized the Ministry of Finance to 

issue credit certificates in US dollars for an amount of up to US$800 million to be issued in 

the national or international market. The resources stemming from these certificates would be 

used to convert the short-term debt of the Central Government into medium-term debt. 

 Decree No. 32: May 22, 2009 the Legislative Assembly authorized the Ministry of Finance to 

issue credit certificates in US dollars for an amount up to US$635 million to be offered in the 

national or international market. The resulting resources would be directed to the early 

payment or cancellation of the 2011 Eurobonds depending on the best market opportunities. 

7.53 Until 2006, however, the time required for ratification of foreign loans did not 

follow a set pattern, with a range of time for approval that went from 17 days to 41 

months. From 1996 to 2006 the Legislative Assembly presented a total of 30 foreign 

loans in different areas, including local development, modernization of the public sector, 

health, education, and housing, among others. Of these 30 initiatives, 21 were ratified, of 

which 13 required less than one year. The average time for ratification of the loans 

presented during the period of the study was 17 months (507 calendar days).  

7.54 There is no clear pattern that allows one to identify the types of loans that lead to 

less delay, or if the delay occurs more in the first stage or the second. For example, there 

was one project that took seven days to obtain previous approval, but then it took 531 

days to be ratified; but, another project showed the reverse pattern, taking 498 days for 

previous approval and one day for ratification. Figure 7.3 presents a sample of the fastest 

loans in obtaining approval, among which the 2001 Emergency Project for El Salvador 

stands out. This loan was approved and ratified in 17 days (the previous approval for the 

signing of the loan agreement took 13 days, while the ratification took four days).  

7.55 Among the projects that took a long time to approve were a number supporting 

institutional strengthening and state modernization, of which a majority included 

components which were conditional on reforms being implemented (Figure 7.4). The 

Modernization of the Public Sector Program took the most time, with the whole process 

taking 1,235 days (the previous approval for the signing of the loan contract took 50 days 

and it was ratified in 1,185 days).   
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Figure 7.3:  Fastest Loans in Obtaining Approval from the 

Legislative Assembly, 1996–2006 

. 
Source: Data from the IADB country office in El Salvador. 

 

Figure 7.4:  Slowest Loans in obtaining Approval from the 

Legislative Assembly, 1996–2006 

     Source: Data from the IADB country office in El Salvador. 

 

7.56 Until 2006 the extensive period of legislative analysis of the loans could be 

explained by different factors “normally associated” with the legislative discussion of 

foreign loans. One of these factors refers to the dynamics of the legislative agenda, which 

according to strategic criteria determines the order of treatment of the different topics that 

are submitted for discussion in the committees and later in the full chamber of the 

legislature. A 2004 study carried out by the University of Salamanca reveals that the 

deputies, opposed to the ratification of some loans, point up the lack of transparency and 
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accountability of the executive with respect to the initiatives already being implemented 

and about those that it seeks to ratify in the legislature. This leads to some distrust among 

the deputies about the use of the resources approved. Another aspect is the lack of 

available technical and legal advice, which is considered as the main obstacle for 

Salvadoran deputies in their legislative duties.  

7.57 The design of the contract is another relevant factor that affects the length of time 

needed for ratification. The loan conditions, such as repayment period, interest rate, 

requirements for disbursement (conditionality) can also delay the discussions between the 

legislators and the executive. On some occasions, the lack of knowledge generates 

distrust among the actors involved, leading to requests for additional information to 

clarify some points within the contract, thus slowing the process. In addition, doubts 

grow when the deputies observe that, on occasions, the time between the authorizations 

for the signing of the loan and the presentation for their ratification is very short. All of 

these factors have a greater impact in a context of political polarization. The political 

dynamic resulting from this polarization, combined with the fact that the FMLN held a 

majority of the votes, especially between 2006 and 2008, complicated ARENAS’s 

chances of obtaining the two-thirds of the votes necessary to ratify the loans.  

C. Extra-budgetary financing alternatives 

7.58 As a result of the legislative gridlock that affected the ratification of foreign loans 

after 2006, the executive promoted different alternatives for overcoming the impossibility 

of accessing financing. After the failure to ratify three loans (for education, health, and 

rural roads) totaling US$197 million in March 2007, the president presented a proposal to 

the legislature to create a Fideicomiso for Investment in Social Peace and Citizen 

Security (FOSEDU) with the objective of issuing fiduciary certificates (CEFES) through 

the domestic stock market for an amount of up to US$350 million.   

7.59 FOSEDU was created through a law (approved by simple majority) on June 21, 

2007 as a temporary autonomous entity for a period of three years. It is managed by a 

board and is able to issue debt without a state guarantee, which in turn loaned resources 

to the government with investment projects used as collateral. The Fideicomiso has an 

executive board composed of the Ministry of Finance Minister, the president of the 

Central Bank, and the Technical Secretary of the Presidency. The proposal was approved 

by three of the five parties represented in the Assembly and constitutes an alternative to 

contracting international loans, since it avoids the need to negotiate the votes required for 

obtaining the qualified majority stipulated in the constitution for approving public foreign 

debt.  

7.60 The resources from the Fideicomiso are equivalent to one third of the resources of 

the ministries that benefit from this source of financing. These bonds are invested in 

financial institutions (both national and foreign), including public institutions, 

autonomous businesses and citizens.
94

 The bonds have a high return and enjoy a tax 

shelter. This form of debt is considerably more costly than that which could be obtained 
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 As a result of the international financial crisis in 2008 the largest buyers of Bonds were the BCIE and the 

state enterprises.  
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from the international financial institutions and the term is significantly shorter (five 

years). The projects financed by the Fideicomiso were the same that had been prepared 

for the financing of multilateral agencies. However, there were no restrictions against 

financing current spending. The ministry of education created a special team to supervise 

the projects financed through the Fideicomiso that was separate from the line of 

command that managed the rest of the investments of the ministry. 

7.61 Although the projects financed from FOSEDU entered the budget in the form of 

investment projects, some observers have expressed doubts about the transparency with 

which these funds were assigned and managed. In addition, the budgetary treatment of 

FOSEDU leads to uncertainty about the levels of indebtedness that the Salvadoran state 

incurred. Based on these objections to the FOSEDU, in May 2009 the Legislative 

Assembly eliminated it through Decree No. 30.   

7.62 In addition to the Fideicomisos, the executive resorted to a modality of financing 

based on the autonomy of some institutions to generate their own resources. This is the 

case of FOVIAL and the Registry Center, which was created explicitly so that it would be 

possible to access financing without a sovereign guarantee.
95

 In both cases, the scheme is 

based on committing assets or future revenues of these institutions against actual receipt 

of resources through loans that lack a sovereign guarantee. These loans are not included 

in the budget to the extent that formally they are not debt backed by the Salvadoran state. 

D. Budget Execution 

7.63 Budget execution in El Salvador is characterized by the relative operational 

autonomy of the management entities, accompanied by a rigorous control of the 

commitments and of the debt at the central level. However, in recent years supplementary 

budgets have intensified as a result of the powers granted to the executive for distributing 

revenues beyond those that were budgeted. The law allows for the possibility for the 

budget to be changed in the course of its execution.  Such changes are made based on the 

principles of flexibility and criteria defined in the Financial Administration Law, with 

different levels of authority for different types of changes. 

7.64 In recent years the budget law empowered the executive to complement 

expenditures relative to what was budgeted, with agreement from the Ministry of 

Finance, in the following cases:  

 Savings on salaries and on other areas during the execution of the budgetary 

allocations corresponding to the Primary Organization Units and Non-Business 

Decentralized Institutions that receive resources from the General Fund. 

 Use of a contingent budget account to provide for unforeseen expenditures, with 

the objective of covering priority needs.  

 Reinforcement of budgetary allocations with revenue collected in the first quarter 

that exceeds the projections in the budget law.   

 Reinforcement of budgetary allocations with revenue collected in the first quarter 

that exceed the revenue projected in institutions that generate those revenues. 
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For example, BCIE financing amounted to US$55 million in September 2007.   
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 Expansion of the budget allocations from Special Budgets, Non-Business 

Decentralized Institutions for public investments with excess collections in the 

different specific sources of revenue earmarked in their respective budgets.  

7.65 As was indicated earlier, the changes made during the course of the fiscal year are 

based on the recognition of revenue levels that are significantly greater than those 

approved in the budget. In 2004 and 2005, budget changes represented an increase in 

expenditures of about 7 percent, while in subsequent years it was greater; 11 percent in 

2006, 12.6 percent in 2007, and 12.4 percent in 2008 (Table 7.5). Capital Expenditures 

show even greater (positive) differences between approved and modified budgets since 

2005.  

7.66 The changes allow an analysis of the winners and losers of budget redistribution 

during the execution process. From the perspective of the economic classification, 

transfers stand out as an area benefiting from additional funds during the budget 

execution phase between 2004 and 2007 of close to 27 percent, Investment in fixed assets 

also gained access to budget supplements starting in 2006, which is explained partly by 

the financing from FOSEDU. 

7.67 Transfers constitute a category of spending which is especially sensitive to 

political incentives. In order to examine the hypothesis of an electoral cycle with respect 

to transfers, the monthly evolution of transfers to the private sector is examined for the 

two years in which legislative and municipal elections took place and for which 

information is available (2003 and 2006). The data reveal that transfers to the private 

sector were unusually high in the months prior to the elections. This tendency is not 

evident in the other years analyzed which leads to the hypothesis that transfers to the 

private sector constitute a form of patronage entailing the provision of benefits among 

members of the governing coalition.  

Table 7.5:  Budget Changes Introduced during 2004–08 

(Percentage change between original and modified budgets) 

 
Source: Ministry of Finance General Directorate of the Budget. 

7.68 From the perspective of management areas, one can also identify winners and 

losers during budget allocation according to the sector (Table 7.6). The Area of 

Administrative Management finishes the year executing a greater proportion of the total 

resources than in the budget by the legislature. In the Justice and Security Ministry there 

is a tendency to under-execute with respect to the budget assigned at the beginning of the 

year. In Public Debt, the proportions are maintained, as in Public Business Production, 

while in Obligations of the State there is no defined tendency. 

Total Expenditures 7.1 7.4 11.2 12.6 12.4

Current Expenditure 13.5 9.1 17.0 13.5 9.9

Capital Expenditure -1.9 15.2 22.9 30.8 28.1

Special Contributions 0.9 0.7 12.6 1.4 33.3

Pensions -7.8 -7.4 -19.7

Amortizations 0.0 3.0 -1.0 -3.9 -1.1

20082004 2006 20072005
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Table 7.6:  Budget Execution by Management Area, 2004–08  

(%) 
Management Areas 2004   2005   2006   2007   2008 

  (Share of Modified Budget)  

Administration  8.9   10.3   9.4   9.6   11.0 

Justice and Public Safety 7.0   7.5   7.5   8.7   16.6 

Social Development 40.3   39.1   37.0   38.8   39.0 

Economic Development 21.6   19.1   17.5   18.0   12.4 

Public Debt 13.2   13.6   17.4   14.8   19.0 

Other State liabilities 2.5   2.0   2.8   0.9   1.7 

Public Sector Enterprise production 6.4   8.4   8.5   9.2     

Total 100.0   100.0   100.0   100.0   n.a. 

 
(Share of Executed Spending) 

Administration  9.2   8.9   9.0   9.4   10.5 

Justice and Public Safety 8.7   8.7   8.3   9.8   14.2 

Social Development 41.6   41.0   38.6   40.7   37.0 

Economic Development 12.9   15.1   13.0   13.3   11.7 

Public Debt 17.8   15.6   19.6   17.2   19.0 

Other State liabilities 3.4   2.3   3.2   1.1   1.6 

Public Sector Enterprise production 6.5   8.5   8.4   8.5     

Total 100.0   100.0   100.0   100.0   n.a. 

Source: Ministry of Finance General Directorate of the Budget. 

7.69 The quality of budget projections and the capacity of execution by government 

agencies have changed considerably in recent years. Although the global levels of budget 

execution surpass 95 percent on average, capital spending only amounts to an average 

level of budget execution of 80 percent during 2004–08. The categories corresponding to 

fixed asset and human capital investment are well below the average, with 65.6 percent 

and 66.8 percent on average, during the same period, respectively (Table 7.7).  

Table 7.7:  Expenditures Executed as a Percent of Budgeted Expenditures, 

2002–08  

  2002 2003 2004 2005 2006 2007 2008 

Current Expenditures 99.8 87.5 99.8 99.4 100.8 100.7 99.0 

Consumption 100.1 95.7 99.9 99.1 100.9 100.9 97.5 

Interest 99.9 99.8 100.0 100.0 100.5 100.5  

Current Transfers 99.4 71.0 99.5 99.9 100.6 100.6 99.1 

  

       Capital Expenditures 76.8 88.0 65.1 87.8 87.5 87.5 76.2 

Fixed capital investment 70.0 85.4 46.8 83.3 72.8 72.8  

Investment in human capital 60.3 85.6 66.1 97.2 53.1 53.2  

Capital transfers 89.9 90.4 78.9 89.9 102.8 102.0 94.9 

  

       Public debt amortization 100.0 100.0 99.9 100.0 100.0 100.0 100.0 

Special contributions 100.0 93.4 88.4 90.8 96.0 96.0 92.9 

  

       Total 95.5 96.2 93.8 97.5 98.3 98.3 95.0 

  
       Source: Ministry of Finance General Directorate of the Budget. 
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E. Budget Monitoring and Evaluation  

7.70 Currently the government does not have a system for monitoring and evaluating 

spending. The Technical Secretary of the Presidency has promoted initiatives in this area 

with the objective of confronting two visible deficiencies: (a) the absence of practices on 

the part of the actors of the programmatic and budgetary processes that permit a greater 

orientation of resources toward results and commitments set forth in the Government 

Plan and (b) the absence of monitoring and evaluation systems in institutions, that are 

different from the conventional processes of financial supervision.   

7.71 The 2004–2009 administration, with support from the IADB program PRODEV, 

established the foundation for developing a new system of indicators starting from 

vertically structured exercises in priority institutions, an initiative that has been called 

Trials in Results-Based Budgeting. In particular, the STP has led these exercises with the 

objective of relating the Government Plan with a set of indicators and budget 

information; and to have this information available in the formulation phase of the 

budget. These exercises are called “trials” to emphasize their exploratory nature.   

7.72 The STP initiated this work with four ministries, with the goal that all of the 

ministries in 2009 would be included in a management and budget system oriented 

toward results. These exercises led to the creation of a set of 44 indicators in the Ministry 

of Education and 35 in the Ministry of Health, where the majority relate to the dimension 

of efficacy in different levels of the process-products-outcomes chain. The exercises or 

trials are currently being enhanced in the process of incorporation into the budget 

proposal. The relations that are established between the STP and the Ministry of Finance 

in the new administration will be of great importance for guaranteeing the success of this 

initiative. 

7.73 In relation to the transparency and availability of information of the budget, the 

country has made some advances but different challenges still remain. El Salvador’s 

score on the Open Budget Index (www.openbudgetindex.org) shows that the government 

provides minimal public information of the Central Government budget and those 

financial activities through the course of the budget year. This makes it difficult for 

citizens to hold the government accountable for the management of public funds. The 

Open Budget Index of 2008 evaluates the quantity and type of information that the 

government puts in the public domain.  

7.74 Although El Salvador publishes detailed reports during the year, it does not 

publish a revised report in the middle of the year. In addition, it is fairly difficult to 

evaluate the performance of the budget in El Salvador once the year ends. Although a 

final report is produced that allows comparisons to be made between what is budgeted 

and what in reality is collected and spent, it lacks important details with respect to the 

scope of objectives. On the other hand, though the Internet information is published 

relating budget objectives, including their connections to government priorities, and 

quantitative results on the execution of budget, the Ministry of Finance’s web page has 

no comprehensive information about results whether through indicators or evaluations 

since the performance evaluation system still has not been put in place. In addition, as 

was indicated earlier, El Salvador does not broadly disseminate its audit reports. Finally, 

it should be pointed out that El Salvador still has not enacted a transparency and access 

http://www.openbudgetindex.org/
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information law, like many other countries in the region.  Although there was an effort to 

approve a law, it was stalled in the legislature in 2006.
96

  

F. Principal Policy Options  

7.75 Some of the dynamics described in this chapter are determined by constitutional, 

political and technical factors which explain the political economy of the budget process 

in El Salvador. Indeed, these characteristics determine the roles and actors in the budget 

process, the configuration of political parties and the technical capabilities of the actors. 

As a result, the policy options must recognize the political and institutional character of 

the dynamics. In each case: constitutional rules, political party configuration, and 

electoral system, one can expect changes only in the medium term and as a result of 

actions that require ample political consensus to be enacted (for example: changes in the 

constitution or changes to electoral rules). These changes must be discussed by national 

actors at the heart of the institutions and processes. This chapter aims to contribute to this 

process by clarifying some options for the institutional design that the public debate 

within the country has raised. The policy options discussed below aim to combine two 

critical dimensions: (i) the political-institutional dimension; and (ii) the strengthening of 

technical capabilities of the different actors involved in the budget process. In each of 

these dimensions the implementation difficulties of the proposed measures are associated 

with the negotiation processes with diverse political and social actors needed. Initiatives 

that require more negotiation or constitutional changes are likely more difficult to 

implement, although the results could be more sustainable compared to initiatives that are 

easy to agree on
97

. Ideally, proposals should be high impact and ease in implementation 

given the institutional and technical resources and the political moment in which a reform 

plan is agreed on. These options are also, by definition, more difficult to find. However, 

this exercise allows one to reject proposals that are too ambitious that are in practice 

impossible to implement.   

7.76 Medium Term actions to reduce the political polarization. The dynamics of 

the political party system determines, to a large extent, the type of relationship between 

the executive and legislative branches, the possibility for coordination within the 

Legislative, and the incentives that the authorities face when they face the demands of 

citizens and interest groups. Given this context, there are general recommendations that 

tend to generate greater incentives to moderate the system, cooperation and exchange 

among different actors.
98

 In order to reduce political polarization, first there is need to 

guarantee opportunities to strengthen options inside and out of majority parties by 

modifying the laws that regulate municipal elections. El Salvador uses an electoral 

system that is extremely biased towards majority rule in electing mayors, unions, and 

members of municipal councils. Previous attempts to reform have met with staunch 
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 The effort to promote and demand access to information by society has been legally based on the 

constitution. For example, Article 6 focuses on freedom of expression in general and Art. 18 refers to the 

right of petition before public officials.  
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 Implementation difficulties also refer to the necessary resources to execute certain policies: some can be 

agreed on quelickly, however they may need technical and human resources that are immediately 

unavailable. 
98

 For a detailed version of these proposals see Jones and Straface, 2009. 
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opposition from mayors of all political partities, including those that benefited from 

similar electoral changes in the past. The main objection is that proportionality would 

divide governments at the municipal level. As a result, practically all mayors are opposed 

to the possibility of having to face a municipal council opposed to their administration. 

Given this resistance, an alternative could be a “guaranteed majority” scheme, similar to 

one used in local governments in Uruguay, among others. This reform would improve 

political representation in municipalities, giving centrist parties some representation in a 

potentially large number of municipalities. At the same time, it would contribute to 

increase the national and institutional levels of these parties. A secondary benefit, 

although no less important, is that it would help to increase the points of contact between 

ARENA and FMLN contacts at the local level. Currently, given the absence of 

opposition parties in municipal councils, political parties rarely interact at that level. 

Finally, although this would not directly affect polarization levels, greater 

representativeness at the municipal level would allow local legislatures to enforce greater 

control over mayors. 

7.77 Strengthen the analytical capacities of the Congress with respect to the 

budget process. Experience indicates that the legislature, if it is adequately informed and 

afforded the necessary capacity, can transform itself into an important ally of the 

institutions in the Central Government when it tries to impose greater demands for 

effectiveness, opportunity, and efficiency in the sector institutions
99

. The interactions 

between the Budget Committee and the Ministry of Finance are the principal arena for 

negotiation of the budget between the executive and the legislature. The Committee also 

discusses the macroeconomic framework prepared by the Central Bank. But, different 

actors that participate in these discussions assert that the level of analysis on this point is 

very rudimentary. One of the principal reasons is rooted in the fact that the budget bill 

itself does not contain much detail on the underlying macroeconomic assumptions 

beyond broad outlines.
100

 It is recommended that the government agree with the 

Assembly on the structure of a supporting document for the budget discussion in each 

area of government. This document should at least include the information about sector 

plans, performance indicators, and program evaluations. 

7.78 Strengthen the role of the STP and the capabilities of line ministries to 

formulate strategic priorities in the context of a medium term budget framework. 

The main explanation for the variation in the influence of the STP is rooted in the 

weakness of its institutional resources relative to the Ministry of Finance. As a 

consequence, its potential to influence each one of these areas depends on its proximity to 

presidential decision-making. The actors who were interviewed agree that the STP acts 

principally as a counterweight to the Ministry of Finance within the executive; especially 

through the intermediary role it shares with the international financial institutions in the 
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 Legislators themselves in El Salvador suggest that one of the principal challenges for exercising their 

responsibilities is the lack of technical advice, the weakness of physical and technological infrastructure 

and the lack of qualified human resources.   
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Occasionally, the Committee requests the attendance of ministers or secretaries of the executive to 

respond to questions from the legislators. The sessions are open to the public with prior authorization.  
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definition of investments financed with foreign borrowing. 

7.79 The new administration that took office in 2009 introduced various initiatives to 

strengthen the role of the STP in the social and economic planning of the government. 

For this purpose it restructured of the STP through the creation of three units composed 

of staff from the National Development Commission, which is in the process of being 

dissolved. The first unit is responsible for social planning of the government, in charge of 

coordinating the different entities that make up the National Social Protection System. 

The second unit is responsible for setting forth the financial, sector and macroeconomic 

policies underlying a five-year development plan. The main responsibility of the third 

unit involves the statistics system, including the development of national data and the 

evaluation of government policies related to alleviating the economic crisis, and the 

sector policies incorporated in the five-year plan.   

7.80 A greater degree of transparency is necessary in the operation of the 

government in each of its branches. In particular, the executive offers a poor diffusion 

of data about different areas of policy (especially about the budget), which impedes the 

opposition, the Legislative Assembly, and citizens from holding the government 

accountable for its actions. Although El Salvador publishes detailed reports during the 

year, it does not publish a revised report in the middle of the year. In addition, it is fairly 

difficult to evaluate the performance of the budget in El Salvador once the year ends. 

Although a final report is produced that allows comparisons to be made between what is 

budgeted and what in reality is collected and spent, it lacks important details with respect 

to the scope of objectives. On the other hand, though the Internet information is published 

relating budget objectives, including their connections to government priorities, and 

quantitative results on the execution of budget, the Ministry of Finance’s web page has 

no comprehensive information about results whether through indicators or evaluations 

since the performance evaluation system still has not been put in place. In addition, as 

was indicated earlier, El Salvador does not broadly disseminate its audit reports. Finally, 

it should be pointed out that El Salvador still has not enacted a transparency and access 

information law, like many other countries in the region.  Although there have been 

important efforts to approve a law beginning in 2006, it has since stalled. The 2010 

budget was a positive step in this respect, as it was accompanied by a medium-term 

macroeconomic framework, and the authorities were very clear at the outset that an 

extraordinary budget was being planned, financed by loans from the international 

community to be presented during 2010. 

7.81 Ensure effective enforcement of the mission of the Constitutional Court of 

Accounts as an external audit agency with control over the budget. The main 

questioning with respect to the work of the Court of Accounts is related to the small 

number of proceedings that result in a concrete sanction and the limited degree of 

transparency and availability of their reports. In 2008, the Court of Accounts agreed to 

publish the reports that have a definitive ruling, however, this usually happens about 

seven or eight months after the finalization of the report.   

7.82 In relation to the budget process, the role of the Court of Accounts is fairly limited 

with respect to providing analysis about the “value for money” of the different 

allocations. But, in 2008 for the first time the Court of Accounts initiated a series of pilot 

audits of public infrastructure projects, expected to be at the disposal of the legislators. 
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Although the Court of Accounts has jurisdiction over the control carried out by the 

internal audit units, these units’ capacities for providing oversight and strategic 

orientation are insufficient in the face of the extensive capacity of the Ministry of Finance 

to influence the execution of the budget through the Institutional Financial Units. For 

instance, the creation of the FIDEICOMISOS entails a legal and technical challenge for 

the Court of Accounts to the extent that this modality of financing and disbursement of 

resources is outside of the scope of transactions that they normally audit. 

7.83 Strengthen the macroeconomic framework of the budget.
101

 To strengthen the 

macroeconomic framework of the budget it is necessary to develop and make public the 

central criteria that establish tax revenue projections and the annual framework of 

expenditures. This first involves formalizing and publicizing the macroeconomic 

projections of the Central Bank that serve as the basis for the formulation of the budget. 

Second, it is necessary to make more explicit the set of macroeconomic variables that 

determine the behavior of tax revenues. Among the factors that often limit the willingness 

of governments to provide the macroeconomic information that underlies the budget is 

the fear of making a mistake in the projections and the possibility that the 

macroeconomic assumptions would be disputed by the legislature. However, it should be 

emphasized that these factors are eased in El Salvador due to its lower dependence on 

primary products as a source of fiscal revenue and the hierarchical nature of the budget 

process, which limits the power of the Assembly to modify the revenue estimates. 

However, the great dependence of the country on family remittances work in the other 

direction since this has very large effects on the external accounts (current account) and 

on revenues (less remittances imply less tax revenues, mainly due to less consumption). 

In this context, the improvement of information about the macroeconomic fundamentals 

of the budget should be seen not as a risk, but as an opportunity to develop a common 

perspective among the social actors, media and general public about the possibilities and 

limits of public finances. 

7.84 Develop an integrated system of financial management for the Central 

Government. To develop an integrated financial management system in the Central 

Government in El Salvador it is necessary to reduce the distinctions between the national 

budget, extra-budgetary funds, special programs, fidecomisos and expenditures financed 

with credits and aid from the international community. This involves formulating fiscal 

policy considering all sources and uses of resources of the Central Government and 

distinguishing between operations that change assets and merely financial transactions.  

Abolishing some of the extra-budgetary mechanisms or integrating these transactions in 

the macro-financial programming would be helpful. The legislative Decree authorizing 

the executive to issue papers to pay off FOSEDU and to complete investments in and 

public security and education public works is an important step in this direction.  

7.85 Reduce the distortion effect of budget modifications in the course of budget 

execution. For this it is necessary to limit the number of these modifications and better 

regulate their implementation. The budget modifications can be reduced to the extent that 

                                                 
101

 This section builds on the base of recommendations formulated by Marcel (2007) with respect to results-

based budgeting in El Salvador.    
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the estimation of tax revenues is improved and the size of contingency funds is adjusted 

to the most justifiable cases. To regulate the implementation of modifications, it would be 

beneficial to establish transparent procedures for processing the requests and define clear 

eligibility criteria, thereby preventing these changes from having an obscure or cliental 

character.   

7.86 Consolidate a methodology for the functional classification of spending. This 

functional classification will not necessarily constitute an alternative to the current budget 

structure by management areas, but would permit an adequate recognition of 

expenditures that are not captured when current areas become operational and would 

permit a more systematic oversight of the resources allocated to the standard functions 

that governments typically undertake. The functional classification developed by the IMF 

and United Nations would offer an attractive alternative since it is a fully developed 

standard that, in addition, would facilitate international comparisons.  

7.87 Strengthen the capacities for identifying, evaluating, executing, and 

monitoring public investments. One of the most important areas for decision-making in 

the budget has to do with the volume of public investment and its distribution among 

different projects. Decisions with respect to public investment are important because in 

this area the executive has the greatest discretion in the annual allocation of resources. 

Even in highly incremental budget processes, a substantial portion of flexible spending is 

used for investment spending. The evaluation of El Salvador’s experience with respect to 

public investment indicates, first, that such spending has been reduced in recent years as a 

result of the growing weight of current spending; and second, in spite of some 

institutional advances, the Salvadoran government still lacks an integrated system for 

managing public investment. This hampers the possibility that the decision-making 

process with respect to public investment generate a socially efficient allocation of 

resources.    

7.88 A greater involvement of civil society could also be beneficial, since, to the 

extent that NGOs act as neutral evaluators of public affairs and public policies, this 

could lead to policy areas “less politicized.” Second, NGOs tend to promote dialogue 

among the largest parties through seminars, working groups, and educational trips 

abroad.  
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Statistical Table 1:  Public Sector Revenue by Institutional Group 1/ 

(In millions of US dollars) 

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

            

Central Government 1,692.7 1,731.6 1,883.2 2,059.2 2,201.2 2,405.2 2,769.5 3,099.5 3,309.3 3,059.7 

                      

Decentralized Institutions 700.7 676.7 717.7 791.3 812.0 852.5 921.2 1,008.6 1,064.4 1,125.7 

                      

Public Enterprises 415.8 429.3 377.7 294.0 308.9 331.6 325.6 357.2 413.6 352.1 

                      

Inter-institutional transfers 629.5 691.0 670.4 631.8 645.4 705.0 690.6 653.7 567.2 762.2 

                      

Non Financial Public Sector 2,179.6 2,146.7 2,308.2 2,512.7 2,676.7 2,884.3 3,325.8 3,811.7 4,220.1 3,775.2 

    1/ Inter-institutional transfers are included.     

    Source: Ministry of Finance and Central Bank of El Salvador. 
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Statistical Table 2:  Central Government Revenue 

(In millions of US dollars) 

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

           
TOTAL REVENUE  1,692.7 1,731.6 1,883.2 2,059.2 2,201.2 2,405.2 2,769.5 3,099.5 3,309.3 3,059.7 

Current Revenue 1,596.9 1,679.8 1,835.9 1,991.6 2,153.2 2,356.6 2,733.3 3,043.9 3,257.0 2,976.2 

Tax Revenue 1,452.1 1,530.1 1,685.0 1,812.4 1,925.2 2,229.4 2,573.5 2,876.8 3,089.6 2,836.0 

Direct taxes 463.1 467.0 492.2 543.8 580.0 716.0 837.3 989.2 1,071.2 1,017.3 

Indirect taxes 989.0 1,063.1 1,192.8 1,268.6 1,345.2 1,513.4 1,736.3 1,887.6 2,018.4 1,818.7 

of which: Imports 140.6 146.0 154.7 177.7 177.1 180.9 199.7 203.8 178.8 138.0 

of which: Consumption 48.7 49.2 66.5 61.8 74.2 95.4 97.4 97.8 95.8 99.7 

of which: VAT 799.7 866.2 903.9 960.3 1,026.1 1,169.9 1,362.5 1,506.8 1,615.2 1,423.2 

of which: Other 0.1 1.7 67.7 68.9 67.9 67.3 76.7 79.2 128.5 157.8 

Non-Tax Revenue 144.8 149.7 150.9 179.2 228.0 127.2 159.8 167.1 167.4 140.2 

of which: Transfers from Public 

Enterprises 3.1 1.2 1.2 5.5 6.1 10.3 10.2 12.0 5.3 25.3 

Other non-tax revenue 141.7 148.6 149.7 173.7 221.9 116.9 149.6 155.1 162.2 114.9 

Capital Revenue 1.3 0.4 2.3 0.4 1.3 0.1 0.0 0.0 0.1 0.0 

of which: Sales of Assets 1.3 0.4 2.3 0.4 1.3 0.1 0.0 0.0 0.1 0.0 

Grants 94.5 51.4 45.0 67.2 46.8 48.5 36.2 55.6 52.2 83.5 

Source: Ministry of Finance and Central Bank of El Salvador.                 
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Statistical Table 3 (a):  Public Sector Expenditure by Institutional Group 1/ 

(In millions of US dollars) 

CURRENT EXPENDITURE 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Central Government 1,419.2 1,665.4 1,714.3 1,892.4 2,030.1 2,154.4 2,371.5 2,648.9 2,982.6 3,258.0 

     Wages and Salaries 790.7 763.0 756.7 735.8 744.6 765.0 836.2 889.8 973.0 1,069.7 

     Goods and Services 219.3 256.1 265.6 317.0 356.2 409.7 390.7 445.7 516.5 538.4 

     Current Transfers 229.0 473.6 468.3 549.9 609.2 608.6 697.6 815.2 983.7 1,131.9 

     Debt Interest 180.2 172.7 223.7 289.7 320.1 371.1 447.0 498.2 509.4 518.0 

                      

Decentralized Institutions 617.5 523.5 532.2 647.7 683.4 733.0 831.3 825.6 884.6 949.5 

     Wages and Salaries 324.0 311.1 298.6 367.2 414.3 440.4 479.1 531.1 555.2 589.5 

     Goods and Services 145.2 160.8 195.2 228.9 228.8 259.3 317.9 259.5 294.2 326.1 

     Current Transfers 146.4 49.5 38.4 51.6 37.8 33.4 34.1 34.7 35.2 33.5 

     Debt Interest 1.9 2.1 0.1 0.0 2.6 0.0 0.2 0.3 0.0 0.4 

                      

Public Enterprises 421.9 422.3 346.4 228.0 214.4 241.1 258.1 283.3 404.1 302.9 

     Wages and Salaries 56.9 57.1 34.2 31.6 34.0 36.2 39.1 43.0 46.4 50.5 

     Goods and Services 274.6 328.6 276.1 179.1 168.7 198.0 177.3 203.3 192.0 208.2 

     Current Transfers 69.3 11.4 14.6 0.0 0.0 0.0 34.0 28.1 155.5 31.7 

     Debt Interest 21.1 25.2 21.5 17.3 11.7 6.9 7.7 8.9 10.2 12.6 

                      

Non Financial Public Sector 2,142.2 2,022.1 2,077.4 2,274.1 2,410.7 2,575.6 2,943.6 3,294.5 3,784.2 3,926.6 

     Wages and Salaries 1,114.2 1,074.2 1,055.3 1,103.0 1,158.8 1,205.4 1,315.3 1,420.8 1,528.3 1,659.2 

     Goods and Services 377.6 438.7 471.6 564.9 592.3 681.7 719.0 716.1 822.7 874.1 

     Current Transfers 447.3 309.0 304.9 299.0 325.1 310.6 454.5 650.2 913.6 862.4 

     Debt Interest 203.1 200.2 245.6 307.1 334.4 377.9 454.8 507.4 519.6 530.9 

Note: n.a. refers to non-available data. 

1/ Inter-institutional transfers are included. 

Source: Ministry of Finance and Central Reserve Bank of El Salvador 
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Statistical Table 3(b): Public Sector Expenditure by Institutional Group 1/ 

(In millions of US dollars) 

CAPITAL EXPENDITURE 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Central Government 350.6 566.4 615.6 578.1 370.8 438.4 494.5 531.0 603.3 602.5 

     Gross Investment 203.7 434.3 450.3 431.1 222.9 239.4 256.5 233.2 305.4 305.3 

     Capital Transfers 146.9 132.1 165.3 147.0 147.9 199.0 238.0 297.8 297.9 297.2 

                      

Decentralized Institutions 72.8 94.2 113.4 101.7 107.3 131.9 131.0 166.1 162.2 180.8 

     Gross Investment 72.8 94.2 113.4 101.7 106.1 131.9 131.0 166.1 162.2 180.8 

     Capital Transfers - - - - 1.2 - - - - - 

                      

Public Enterprises 92.8 73.7 135.7 10.3 20.7 86.8 133.9 94.1 114.4 95.2 

     Gross Investment 92.8 73.7 45.7 9.0 5.4 66.8 112.5 78.3 114.4 95.2 

     Capital Transfers 0.0 0.0 90.0 1.3 15.3 20.0 21.4 15.8 0.0 0.0 

                      

Non Financial Public Sector 436.3 619.6 706.2 549.5 369.1 481.3 579.5 568.3 661.7 663.2 

     Gross Investment 380.4 602.2 609.4 541.6 334.5 429.6 500.0 477.5 582.1 605.8 

     Capital Transfers 55.8 17.4 96.8 7.9 34.6 51.7 79.5 90.8 79.7 57.4 

  1/ Inter-institutional transfers are included.     

  Source: Ministry of Finance and Central Reserve Bank of El Salvador 

 

Statistical Table 3 (c):  Public Sector Expenditure by Institutional Group 1/ 

(In millions of US dollars 

NET LENDING 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Central Government -12.8 -7.7 0.5 -5.9 -22.3 -10.7 -15.9 -11.4 -6.2 -4.6 

Decentralized Institutions 0.0 0.0 0.0 0.0 1.1 0.0 0.0 0.0 0.0 0.0 

Public Enterprises               -                  -                  -                  -                  -                  -                  -                  -                  -                   -    

Non Financial Public Sector -0.3 -0.2 -0.3 -0.6 -0.4 -1.4 -0.7 -0.8 -0.6 -0.9 

     1/ Inter-institutional transfers are included.     

     Source: Ministry of Finance and Central Reserve Bank of El Salvador 
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Statistical Table 3 (d):  Public Sector Expenditure by Institutional Group 1/ 

(In millions of US dollars) 

TOTAL EXPENDITURE 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Central Government 1,757.0 2,224.1 2,330.4 2,464.6 2,378.6 2,582.1 2,850.1 3,168.5 3,579.7 3,855.9 

Decentralized Institutions 690.3 617.7 645.7 749.3 791.8 864.9 962.3 991.7 1,046.8 1,130.3 

Public Enterprises 514.7 496.0 482.1 238.3 235.1 327.9 392.0 377.4 518.5 398.1 

Non Financial Public Sector 2,578.2 2,641.5 2,783.3 2,822.9 2,779.4 3,055.5 3,522.5 3,861.9 4,445.3 4,588.9 

 

Statistical Table 3 (e) :  Public Sector Expenditure by Institutional Group 1/ 

(In percent of total public expenditure) 

TOTAL EXPENDITURE 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Central Government 68.1 84.2 83.7 87.3 85.6 84.5 80.9 82.0 80.5 84.0 

Decentralized Institutions 26.8 23.4 23.2 26.5 28.5 28.3 27.3 25.7 23.5 24.6 

Public Enterprises 20.0 18.8 17.3 8.4 8.5 10.7 11.1 9.8 11.7 8.7 

TOTAL 114.9 126.4 124.2 122.3 122.5 123.5 119.4 117.5 115.7 117.3 

Less Inter-instit.transfers (est.)  -14.9 -26.4 -24.2 -22.3 -22.5 -23.5 -19.4 -17.5 -15.7 -17.3 

TOTAL Non Financial Public Sector 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

   

Statistical Table 3 (f):  Public Sector Expenditure by Institutional Group 1/ 

(In percent of GDP 

TOTAL EXPENDITURE 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Central Government 13.4 16.1 16.3 16.4 15.1 15.1 15.3 15.6 16.2 18.0 

Decentralized Institutions 5.3 4.5 4.5 5.0 5.0 5.1 5.2 4.9 4.7 5.3 

Public Enterprises 3.9 3.6 3.4 1.6 1.5 1.9 2.1 1.9 2.3 1.9 

TOTAL 22.6 24.2 24.2 22.9 21.6 22.1 22.5 22.3 23.3 25.1 

Less Inter-institut. transfers (estimate) 2.9 5.0 4.7 4.2 4.0 4.2 3.7 3.3 3.2 3.7 

TOTAL Non Financial Public Sector 19.6 19.1 19.5 18.8 17.6 17.9 18.9 19.0 20.1 21.4 

     1/ Inter-institutional transfers are included.     

     Source: Ministry of Finance and Central Reserve Bank of El Salvador 
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Statistical Table 4 (a):  Combined Public Sector Expenditure by Institutional Group 1/ 

(In millions of US dollars) 

TOTAL EXPENDITURE 2000 2001 2002 2003 2004 2005 2006 2007 2008 

Central Government 1,770.7 1,816.0 2,647.4 1,664.9 1,910.0 2,131.9 2,604.1 2,560.8 2,837.6 

Decentralized Institutions 1,261.7 1,369.5 1,429.0 1,601.8 1,603.6 1,696.9 1,833.1 1,801.8 1,911.0 

Public Enterprises 438.2 498.3 511.8 317.4 313.9 399.1 444.5 456.5 542.4 

Local Governments 128.1 134.9 97.6 151.4 199.5 219.2 220.2 263.1 285.6 

Combined Public Sector 3,598.7 3,818.7 4,685.8 3,735.4 4,027.0 4,447.1 5,101.9 5,082.3 5,576.5 

 

Statistical Table 4 (b):  Combined Public Sector Expenditure by Institutional Group 1/ 

(In percent of total public expenditure) 

TOTAL EXPENDITURE 2000 2001 2002 2003 2004 2005 2006 2007 2008 

Central Government 49.2 47.6 56.5 44.6 47.4 47.9 51.0 50.4 50.9 

Decentralized Institutions 35.1 35.9 30.5 42.9 39.8 38.2 35.9 35.5 34.3 

Public Enterprises 12.2 13.0 10.9 8.5 7.8 9.0 8.7 9.0 9.7 

Local Governments 3.6 3.5 2.1 4.1 5.0 4.9 4.3 5.2 5.1 

Combined Public Sector 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

 

 

Statistical Table 4 (c):  Combined Public Sector Expenditure by Institutional Group 1/ 

(In percent of GDP) 

TOTAL EXPENDITURE 2000 2001 2002 2003 2004 2005 2006 2007 2008 

Central Government 13.5 13.1 18.5 11.1 12.1 12.5 14.0 12.6 12.8 

Decentralized Institutions 9.6 9.9 10.0 10.6 10.2 9.9 9.8 8.8 8.6 

Public Enterprises 3.3 3.6 3.6 2.1 2.0 2.3 2.4 2.2 2.5 

Local Governments 1.0 1.0 0.7 1.0 1.3 1.3 1.2 1.3 1.3 

Combined Public Sector 27.4 27.6 32.8 24.8 25.5 26.1 27.4 24.9 25.2 

1/ Net of inter-institutional transfers     

Source: Ministry of Finance and Central Reserve Bank of El Salvador  
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Statistical Table 5 (a):  Central Government Balance 

(In millions of US dollars) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Total Revenue 1,692.7 1,731.7 1,883.3 2,059.2 2,201.3 2,405.3 2,769.0 3,099.5 3,309.4 3,059.6 

Current Revenue 1,596.9 1,679.9 1,836.0 1,991.6 2,153.3 2,356.6 2,732.8 3,043.9 3,257.0 2,976.1 

Tax Revenue 1,452.1 1,530.1 1,685.1 1,812.4 1,925.3 2,229.4 2,573.0 2,876.8 3,089.6 2,836.0 

Direct taxes 463.1 467.0 492.2 543.8 580.0 716.0 837.3 989.2 1,071.2 1,017.3 

Indirect taxes 989.0 1,063.1 1,192.8 1,268.6 1,345.2 1,513.4 1,736.3 1,887.6 2,018.4 1,818.7 

of which: Imports 140.6 146.0 154.7 177.7 177.1 180.9 199.7 203.8 178.8 138.0 

of which: Consumption 48.7 49.2 66.5 61.8 74.2 95.4 97.4 97.8 95.8 99.7 

of which: VAT 799.7 866.2 903.9 960.3 1,026.1 1,169.9 1,362.5 1,506.8 1,615.2 1,423.2 

of which: Other 0.1 1.7 67.7 68.9 67.9 67.3 76.7 79.2 128.5 157.8 

Non-Tax Revenue 1/ 144.8 149.7 150.9 179.2 228.0 127.2 159.8 167.1 167.4 140.2 

of which: Transfers from Public Enterprises 3.1 1.2 1.2 5.5 6.1 10.3 10.2 12.0 5.3 25.3 

Other non-tax revenue 141.7 148.6 149.7 173.7 221.9 116.9 149.6 155.1 162.2 114.9 

Capital Revenue 1.3 0.4 2.3 0.4 1.3 0.1 0.0 0.0 0.1 0.0 

Grants 94.5 51.4 45.0 67.2 46.8 48.5 36.2 55.6 52.2 83.5 

Total Expenditure 1,991.8 2,224.1 2,330.4 2,464.6 2,378.6 2,582.1 2,850.1 3,168.5 3,579.7 3,855.9 

Current Expenditure 1,654.0 1,665.4 1,714.3 1,892.4 2,030.1 2,154.4 2,371.5 2,648.9 2,982.6 3,258.0 

Wages and Salaries 790.7 763.0 756.7 735.8 744.6 765.0 836.2 889.8 973.0 1,069.7 

Goods and Services 219.3 256.1 265.6 317.0 356.2 409.7 390.7 445.7 516.5 538.4 

Interests 180.2 172.7 223.7 289.7 320.1 371.1 447.0 498.2 509.4 518.0 

Current transfers: 463.8 473.6 468.3 549.9 609.2 608.6 697.6 815.2 983.7 1,131.9 

to Rest of the General Government 229.0 221.0 213.8 295.7 321.2 318.5 349.6 373.3 407.1 449.2 

to Public Enterprises 3.1 4.5 2.6 6.8 0.6 1.5 1.4 0.4 0.4 2.6 

to Public Financial Institutions 4.5 4.2 4.1 3.9 4.0 3.6 6.0 6.1 9.2 3.6 

to Private Sector 221.2 238.3 241.5 237.8 277.1 277.8 335.4 425.3 561.6 670.7 

to Rest of the World 6.0 5.6 6.3 5.7 6.3 7.2 5.2 10.1 5.4 5.7 

Capital Expenditure 350.6 566.4 615.6 578.1 370.8 438.4 494.5 531.0 603.3 602.5 

of which: Gross Investment 203.7 434.3 450.3 431.1 222.9 239.4 256.5 233.2 305.4 305.3 

Net Lending -12.8 -7.7 0.5 -5.9 -22.3 -10.7 -15.9 -11.4 -6.2 -4.6 

                      

Primary Balance -118.9 -319.7 -223.4 -115.7 142.8 194.3 365.9 429.2 239.0 -278.2 

Overall Balance, incl. Grants -299.1 -492.4 -447.1 -405.4 -177.3 -176.8 -81.1 -69.0 -270.4 -796.2 

Overall Balance, excl. Grants -393.5 -543.8 -492.1 -472.6 -224.0 -225.3 -117.3 -124.6 -322.6 -879.7 

                      

Overall Financing 299.2 492.8 447.2 405.6 177.2 177.1 79.9 43.4 133.0 796.2 

Net External Financing 156.0 578.6 1,231.4 441.9 249.6 327.9 430.0 -148.1 57.7 757.0 

Net Internal Financing 143.2 -85.8 -784.2 -36.3 -72.4 -150.8 -350.1 191.5 75.3 39.2 

Memo item:                     

Nominal GDP (in millions of US$) 13,134.1 13,812.7 14,306.7 15,046.7 15,798.3 17,070.2 18,653.6 20,372.6 22,114.6 21,416.3 

Note: n.a. refers to non-available data. 

 1/ Includes current transfers     

Source: Ministry of Finance and Central Reserve Bank of El Salvador
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Statistical Table 5 (b):  Central Government Balance 

(In percent of GDP) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Total Revenue 12.9 12.5 13.2 13.7 13.9 14.1 14.8 15.2 15.0 14.3 

Current Revenue 12.2 12.2 12.8 13.2 13.6 13.8 14.7 14.9 14.7 13.9 

Tax Revenue 11.1 11.1 11.8 12.0 12.2 13.1 13.8 14.1 14.0 13.2 

Direct taxes 3.5 3.4 3.4 3.6 3.7 4.2 4.5 4.9 4.8 4.8 

Indirect taxes 7.5 7.7 8.3 8.4 8.5 8.9 9.3 9.3 9.1 8.5 

of which: Imports 1.1 1.1 1.1 1.2 1.1 1.1 1.1 1.0 0.8 0.6 

of which: Consumption 0.4 0.4 0.5 0.4 0.5 0.6 0.5 0.5 0.4 0.5 

of which: VAT 6.1 6.3 6.3 6.4 6.5 6.9 7.3 7.4 7.3 6.6 

of which: Other 0.0 0.0 0.5 0.5 0.4 0.4 0.4 0.4 0.6 0.7 

Non-Tax Revenue 1/ 1.1 1.1 1.1 1.2 1.4 0.7 0.9 0.8 0.8 0.7 

of which: Transfers from Public Enterprises 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.0 0.1 

Other non-tax revenue 1.1 1.1 1.0 1.2 1.4 0.7 0.8 0.8 0.7 0.5 

Capital Revenue 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Grants 0.7 0.4 0.3 0.4 0.3 0.3 0.2 0.3 0.2 0.4 

Total Expenditure 15.2 16.1 16.3 16.4 15.1 15.1 15.3 15.6 16.2 18.0 

Current Expenditure 12.6 12.1 12.0 12.6 12.9 12.6 12.7 13.0 13.5 15.2 

Wages and Salaries 6.0 5.5 5.3 4.9 4.7 4.5 4.5 4.4 4.4 5.0 

Goods and Services 1.7 1.9 1.9 2.1 2.3 2.4 2.1 2.2 2.3 2.5 

Interests 1.4 1.3 1.6 1.9 2.0 2.2 2.4 2.4 2.3 2.4 

Current transfers: 3.5 3.4 3.3 3.7 3.9 3.6 3.7 4.0 4.4 5.3 

to Rest of the General Government 1.7 1.6 1.5 2.0 2.0 1.9 1.9 1.8 1.8 2.1 

to Public Enterprises 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

to Public Financial Institutions 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

to Private Sector 1.7 1.7 1.7 1.6 1.8 1.6 1.8 2.1 2.5 3.1 

to Rest of the World 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Capital Expenditure 2.7 4.1 4.3 3.8 2.3 2.6 2.7 2.6 2.7 2.8 

of which: Gross Investment 1.6 3.1 3.1 2.9 1.4 1.4 1.4 1.1 1.4 1.4 

Net Lending -0.1 -0.1 0.0 0.0 -0.1 -0.1 -0.1 -0.1 0.0 0.0 

                      

Primary Balance -0.9 -2.3 -1.6 -0.8 0.9 1.1 2.0 2.1 1.1 -1.3 

Overall Balance, incl. Grants -2.3 -3.6 -3.1 -2.7 -1.1 -1.0 -0.4 -0.3 -1.2 -3.7 

Overall Balance, excl. Grants -3.0 -3.9 -3.4 -3.1 -1.4 -1.3 -0.6 -0.6 -1.5 -4.1 

                      

Overall Financing 2.3 3.6 3.1 2.7 1.1 1.0 0.4 0.2 0.6 3.7 

Net External Financing 1.2 4.2 8.6 2.9 1.6 1.9 2.3 -0.7 0.3 3.5 

Net Internal Financing 1.1 -0.6 -5.5 -0.2 -0.5 -0.9 -1.9 0.9 0.3 0.2 

Memo items:                     

Nominal GDP (in millions of US$) 13,134.1 13,812.7 14,306.7 15,046.7 15,798.3 17,070.2 18,653.6 20,372.6 22,114.6 21,416.3 

  1/ Includes current transfers   

  Source: Ministry of Finance and Central Reserve Bank of El Salvador
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Statistical Table 5 (c):  Central Government Expenditure 

(In percent of Total Expenditure) 

  
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Total Expenditure 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Current Expenditure 83.0 74.9 73.6 76.8 85.3 83.4 83.2 83.6 83.3 84.5 

Wages and Salaries 39.7 34.3 32.5 29.9 31.3 29.6 29.3 28.1 27.2 27.7 

Goods and Services 11.0 11.5 11.4 12.9 15.0 15.9 13.7 14.1 14.4 14.0 

Interests 9.0 7.8 9.6 11.8 13.5 14.4 15.7 15.7 14.2 13.4 

Current transfers: 23.3 21.3 20.1 22.3 25.6 23.6 24.5 25.7 27.5 29.4 

to Rest of the Gen.Government 11.5 9.9 9.2 12.0 13.5 12.3 12.3 11.8 11.4 11.6 

to Public Enterprises 0.2 0.2 0.1 0.3 0.0 0.1 0.0 0.0 0.0 0.1 

to Public Financial Institutions 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.3 0.1 

to Private Sector 11.1 10.7 10.4 9.6 11.6 10.8 11.8 13.4 15.7 17.4 

to Rest of the World 0.3 0.3 0.3 0.2 0.3 0.3 0.2 0.3 0.2 0.1 

Capital Expenditure 17.6 25.5 26.4 23.5 15.6 17.0 17.4 16.8 16.9 15.6 

of which: Gross Investment 10.2 19.5 19.3 17.5 9.4 9.3 9.0 7.4 8.5 7.9 

Net Lending -0.6 -0.3 0.0 -0.2 -0.9 -0.4 -0.6 -0.4 -0.2 -0.1 

  Source: Ministry of Finance and Central Reserve Bank of El Salvador



197 

Statistical Table 6 (a):  Non-Financial Public Sector Balance 

 (In millions of US dollars) 

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Total Revenue 2,179.6 2,146.7 2,308.2 2,512.7 2,676.7 2,884.3 3,325.8 3,811.7 4,220.1 3,775.2 

Current Revenue 2,062.1 2,088.1 2,193.4 2,442.6 2,628.2 2,832.1 3,284.4 3,749.3 4,167.1 3,699.2 

Tax Revenue 1,452.1 1,530.2 1,685.0 1,812.3 1,925.2 2,229.4 2,573.5 2,876.8 3,089.6 2,836.0 

Non-Tax Revenue 522.7 508.6 508.2 534.7 603.3 511.9 552.4 590.4 619.4 577.2 

Social Security Contributions n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 

Surplus of Public Enterprises 87.3 49.3 0.2 95.6 99.7 90.8 118.0 110.8 173.9 103.7 

Transfers of Financial Public Enterprises             40.5 171.4 284.3 182.3 

Capital Revenue 7.6 1.2 64.9 0.4 0.1 0.1 0.0 0.0 0.1 0.0 

Grants 110.0 57.4 49.9 69.7 48.4 52.1 41.3 62.3 52.9 76.0 

                      

Total Expenditure 2,578.2 2,641.5 2,783.3 2,822.9 2,779.4 3,055.5 3,522.5 3,861.9 4,445.3 4,588.9 

Current Expenditure 2,142.2 2,022.1 2,077.4 2,274.1 2,410.7 2,575.6 2,943.6 3,294.5 3,784.2 3,926.6 

Wages and Salaries 1,114.2 1,074.2 1,055.3 1,103.0 1,158.8 1,205.4 1,315.3 1,420.8 1,528.3 1,659.2 

Goods and Services 377.6 438.7 471.6 564.9 592.3 681.7 719.0 716.1 822.7 874.1 

Interests 203.1 200.2 245.6 307.1 334.4 377.9 454.8 507.4 519.6 530.9 

Current Transfers 447.3 309.0 304.9 299.0 325.1 310.6 454.5 650.2 913.6 862.4 

Subsidies n.a. n.a. n.a. 71.6 78.5 89.0 199.9 206.9 406.0 280.3 

Pensions n.a. 102.7 157.4 249.7 276.5 327.1 258.6 319.4 320.7 345.9 

Other n.a. n.a. n.a. -22.2 -29.9 -105.5 -4.0 123.9 186.9 236.2 

Capital Expenditure 436.3 619.6 706.2 549.5 369.1 481.3 579.5 568.3 661.7 663.2 

of which Gross Investment 380.4 602.2 609.4 541.6 334.5 429.6 500.0 477.5 582.1 605.8 

Net Lending -0.3 -0.2 -0.3 -0.6 -0.4 -1.4 -0.7 -0.8 -0.6 -0.9 

                      

Primary Balance -195.5 -294.6 -229.5 -3.1 231.7 206.8 258.1 457.2 294.4 -282.8 

Overall Balance, incl. Grants and Pensions -398.5 -605.7 -632.4 -560.0 -379.3 -507.8 -454.9 -389.5 -685.6 -1,179.3 

Overall Financing 398.4 504.2 477.0 310.3 102.8 182.9 197.2 50.2 225.1 832.8 

Net External Financing 200.0 614.9 1,253.5 432.0 241.5 342.6 497.0 -115.0 126.8 816.7 

Net Internal Financing 198.4 -110.7 -776.5 -121.7 -138.7 -159.8 -299.8 165.2 98.3 16.1 

Memo items:                     

Overall Balance (in percent of GDP) -3.0 -3.6 -3.3 -2.1 -0.7 -1.0 -1.1 -0.2 -1.0 -3.8 

GDP (in millions of US$) 13,134.1 13,812.7 14,306.7 15,046.7 15,798.3 17,070.2 18,653.6 20,372.6 22,114.6 21,416.3 

Note: n.a. refers to non-available data.   

Source: Ministry of Finance and Central Reserve Bank of El Salvador
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Statistical Table 6 (b):  Non-Financial Public Sector Balance 

(In percent of GDP) 

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Total Revenue 16.6 15.5 16.1 16.7 16.9 16.9 17.8 18.7 19.1 17.6 

Current Revenue 15.7 15.1 15.3 16.2 16.6 16.6 17.6 18.4 18.8 17.3 

Tax Revenue 11.1 11.1 11.8 12.0 12.2 13.1 13.8 14.1 14.0 13.2 

Non-Tax Revenue 4.0 3.7 3.6 3.6 3.8 3.0 3.0 2.9 2.8 2.7 

Social Security Contributions n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 

Surplus of Public Enterprises 0.7 0.4 0.0 0.6 0.6 0.5 0.6 0.5 0.8 0.5 

Capital Revenue 0.1 0.0 0.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Grants 0.8 0.4 0.3 0.5 0.3 0.3 0.2 0.3 0.2 0.4 

Total Expenditure 19.6 19.1 19.5 18.8 17.6 17.9 18.9 19.0 20.1 21.4 

Current Expenditure 16.3 14.6 14.5 15.1 15.3 15.1 15.8 16.2 17.1 18.3 

Wages and Salaries 8.5 7.8 7.4 7.3 7.3 7.1 7.1 7.0 6.9 7.7 

Goods and Services 2.9 3.2 3.3 3.8 3.7 4.0 3.9 3.5 3.7 4.1 

Interests 1.5 1.4 1.7 2.0 2.1 2.2 2.4 2.5 2.3 2.5 

Current Transfers 3.4 2.2 2.1 2.0 2.1 1.8 2.4 3.2 4.1 4.0 

Subsidies n.a. n.a. n.a. 0.5 0.5 0.5 1.1 1.0 1.8 1.3 

Pensions n.a. 0.7 1.1 1.7 1.8 1.9 1.4 1.6 1.5 1.6 

Other n.a. n.a. n.a. -0.1 -0.2 -0.6 0.0 0.6 0.8 1.1 

Capital Expenditure 3.3 4.5 4.9 3.7 2.3 2.8 3.1 2.8 3.0 3.1 

of which Gross Investment 2.9 4.4 4.3 3.6 2.1 2.5 2.7 2.3 2.6 2.8 

Net Lending 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Primary Balance (incl. pensiones) -1.5 -3.6 -3.8 -3.4 -2.0 -2.7 -1.4 -1.0 -2.2 -4.6 

Primary Balance -1.5 -2.9 -2.7 -1.7 -0.3 -0.8 0.0 0.6 -0.7 -3.0 

Pensions 0.0 -0.7 -1.1 -1.7 -1.7 -1.9 -1.4 -1.6 -1.5 -1.6 

Overall Balance, incl. Grants and Pensions -3.0 -4.4 -4.4 -3.7 -2.4 -3.0 -2.4 -1.9 -3.1 -5.5 

Overall Balance, incl. Grants -3.0 -3.6 -3.3 -2.1 -0.7 -1.0 -1.1 -0.2 -1.0 -3.8 

Overall Financing 3.0 3.7 3.3 2.1 0.7 1.1 1.1 0.2 1.0 3.9 

Net External Financing 1.5 4.5 8.8 2.9 1.5 2.0 2.7 -0.6 0.6 3.8 

Net Internal Financing 1.5 -0.8 -5.4 -0.8 -0.9 -0.9 -1.6 0.8 0.4 0.1 

           
Memo items:                     

GDP (in millions of US$) 13,134 13,813 14,307 15,047 15,798 17,070 18,654 20,373 22,115 21,416 

Note: n.a. refers to non-available data.   

Source: Ministry of Finance and Central Reserve Bank of El Salvador
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Statistical Table 6 (c):  Non-Financial Public Sector Balance 

(As a percent of total spending) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Total Expenditure 
100 100 100 100 100 100 100 100 100 100 

Current Expenditure 
83.1 76.6 74.6 80.6 86.7 84.3 83.6 85.3 85.1 85.6 

Wages 
43.2 40.7 37.9 39.1 41.7 39.4 37.3 36.8 34.4 36.2 

Goods and services 
14.6 16.6 16.9 20.0 21.3 22.3 20.4 18.5 18.5 19.0 

Interest 
7.9 7.6 8.8 10.9 12.0 12.4 12.9 13.1 11.7 11.6 

Current Transfers 
17.3 11.7 11.0 10.6 11.7 10.2 12.9 16.8 20.6 18.8 

Subsidies 
n.a. n.a. n.a. 2.5 2.8 2.9 5.7 5.4 9.1 6.1 

Pensions 
n.a. 3.9 5.7 8.8 9.9 10.7 7.3 8.3 7.2 7.5 

Other transfers 
n.a. n.a. n.a. -0.8 -1.1 -3.5 -0.1 3.2 4.2 5.1 

Capital expenditures 
16.9 23.5 25.4 19.5 13.3 15.8 16.5 14.7 14.9 14.5 

of which Gross Investment 
14.8 22.8 21.9 19.2 12.0 14.1 14.2 12.4 13.1 13.2 

Net Lending 
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Source: Ministry of Finance and Central Reserve Bank of El Salvador
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Statistical Table 7 (a):  Revenues and Expenditure of Decentralized Institutions 

(In millions of US dollars) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Total Revenue 700.7 676.7 717.7 791.3 812.0 852.5 921.2 1,008.6 1,064.4 1,125.7 

Current Revenue 608.1 560.0 559.9 650.9 685.0 690.3 743.4 795.4 850.5 891.2 

Social Security Contributions 281.6 253.1 258.9 266.1 275.3 282.9 306.2 330.7 351.9 354.6 

Sales of Goods and Services 97.5 86.0 87.1 89.5 88.6 88.8 87.6 91.3 91.5 87.4 

Transfers 229.0 220.8 213.8 295.4 321.1 318.6 349.6 373.3 407.1 449.2 

Capital Revenue 89.6 110.8 156.8 140.4 127.0 162.2 177.9 213.3 213.9 234.5 

Grants 2.9 6.0 1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

           
Total Expenditure 690.3 617.7 645.7 749.3 790.6 864.9 962.3 991.7 1,046.8 1,130.3 

Current Expenditure 617.5 523.5 532.2 647.7 683.4 733.0 831.3 825.6 884.6 949.5 

Wages and Salaries 324.0 311.1 298.6 367.2 414.3 440.4 479.1 531.1 555.2 589.5 

Goods and Services 145.2 160.8 195.2 228.9 228.8 259.3 317.9 259.5 294.2 326.1 

Interests 1.9 2.1 0.1 0.0 2.6 0.0 0.2 0.3 0.0 0.4 

Current Transfers 146.4 49.5 38.4 51.6 37.8 33.4 34.1 34.7 35.2 33.5 

Capital Expenditure 72.8 94.2 113.4 101.7 106.1 131.9 131.0 166.1 162.2 180.8 

of which Gross Investment 72.8 94.2 113.4 101.7 106.1 131.9 131.0 166.1 162.2 180.8 

Net Lending 0.0 0.0 0.0 0.0 1.1 0.0 0.0 0.0 0.0 0.0 

Current Savings -9.4 36.4 27.6 3.2 1.6 -42.7 -87.9 -30.2 -34.1 -58.3 

Overall Balance, incl. Grants 10.4 59.0 72.0 42.0 21.4 -12.4 -41.1 17.0 17.6 -4.6 

Overall Financing -10.4 -59.0 -72.0 -42.0 -21.4 12.3 40.9 -17.2 -17.4 4.6 

Net External Financing 0.0 0.0 0.0 -3.7 0.0 0.0 -0.4 -0.6 -0.4 -0.4 

Net Internal Financing -10.4 -59.0 -72.0 -38.3 -21.4 12.3 41.3 -16.6 -17.0 5.0 

Memo items:                     

Overall Balance (in percent of GDP) 0.1 0.4 0.5 0.3 0.1 -0.1 -0.2 0.1 0.1 0.0 

GDP (in millions of US$) 13,134.1 13,812.7 14,306.7 15,046.7 15,798.3 17,070.2 18,653.6 20,372.6 22,114.6 21,416.3 

Note: n.a. refers to non-available data.         

1/ Includes social security contributions and the surplus of public enterprises 

Source: Ministry of Finance and Central Reserve Bank of El Salvador
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Statistical Table 7 (b):  Revenues and Expenditure of Decentralized Institutions 

(In percent of GDP) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Total Revenue 5.3 4.9 5.0 5.3 5.1 5.0 4.9 5.0 4.8 5.3 

Current Revenue 4.6 4.1 3.9 4.3 4.3 4.0 4.0 3.9 3.8 4.2 

Social Security Contributions 2.1 1.8 1.8 1.8 1.7 1.7 1.6 1.6 1.6 1.7 

Sales of Goods and Services 0.7 0.6 0.6 0.6 0.6 0.5 0.5 0.4 0.4 0.4 

Transfers 1.7 1.6 1.5 2.0 2.0 1.9 1.9 1.8 1.8 2.1 

Capital Revenue 0.7 0.8 1.1 0.9 0.8 1.0 1.0 1.0 1.0 1.1 

Grants 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

                      

Total Expenditure 5.3 4.5 4.5 5.0 5.0 5.1 5.2 4.9 4.7 5.3 

Current Expenditure 4.7 3.8 3.7 4.3 4.3 4.3 4.5 4.1 4.0 4.4 

Wages and Salaries 2.5 2.3 2.1 2.4 2.6 2.6 2.6 2.6 2.5 2.8 

Goods and Services 1.1 1.2 1.4 1.5 1.4 1.5 1.7 1.3 1.3 1.5 

Interests 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Current Transfers 1.1 0.4 0.3 0.3 0.2 0.2 0.2 0.2 0.2 0.2 

Capital Expenditure 0.6 0.7 0.8 0.7 0.7 0.8 0.7 0.8 0.7 0.8 

of which Gross Investment 0.6 0.7 0.8 0.7 0.7 0.8 0.7 0.8 0.7 0.8 

Net Lending 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

                      

Current Savings -0.1 0.3 0.2 0.0 0.0 -0.3 -0.5 -0.1 -0.2 -0.3 

Overall Balance, incl. Grants 0.1 0.4 0.5 0.3 0.1 -0.1 -0.2 0.1 0.1 0.0 

Overall Financing -0.1 -0.4 -0.5 -0.3 -0.1 0.1 0.2 -0.1 -0.1 0.0 

Net External Financing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Net Internal Financing -0.1 -0.4 -0.5 -0.3 -0.1 0.1 0.2 -0.1 -0.1 0.0 

                      

Memo items:                     

GDP (in millions of US$) 13,134.1 13,812.7 14,306.7 15,046.7 15,798.3 17,070.2 18,653.6 20,372.6 22,114.6 21,416.3 

Note: n.a. refers to non-available data. 

1/ Includes social security contributions and the surplus of public enterprises 

Source: Ministry of Finance and Central Reserve Bank of El Salvador
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Statistical Table 8 (a):  Expenditure of Decentralized Institutions by Institution 

(In percent of GDP) 

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

 

Instituto Salvadoreño del Seguro Social 
2.6 2.6 2.7 2.7 2.8 3.0 3.1 2.5 2.4 2.5 

Instituto Salvadoreño de Desarrollo Municipal 0.7 0.8 0.8 0.8 0.8 0.9 0.9 0.9 0.9 1.0 

Instituto Nacional de Pensiones de los Empleados Publicos 0.9 0.9 1.1 1.1 1.1 1.1 1.0 0.9 0.9 0.9 

Hospitales Nacionales 0.9 1.0 1.0 1.4 1.3 1.2 1.2 0.7 0.7 0.8 

Fondo Social Para La Vivienda 1.6 1.3 1.2 1.1 1.0 0.7 0.5 0.5 0.5 0.6 

Instituto de Prevision Social de la Fuerza Armada 0.4 0.5 0.6 0.5 0.4 0.5 0.5 0.4 0.4 0.4 

Fondo de Conservacion Vial 0.0 0.0 0.4 0.4 0.4 0.5 0.3 0.4 0.3 0.5 

Fondo Nacional de Vivienda Popular 0.3 0.2 0.2 0.5 0.3 0.3 0.3 0.4 0.3 0.3 

Fondo de Inversion Nacional en Electricidad y Telefonía 0.5 0.2 0.1 0.3 0.2 0.2 0.3 0.3 0.3 0.1 

Fondo de Inversion Social Para el Desarrollo Local 0.2 0.4 0.3 0.3 0.2 0.2 0.2 0.2 0.3 0.2 

Universidad de El Salvador 0.1 0.2 0.2 0.2 0.2 0.2 0.3 0.3 0.2 0.3 

Centro Nacional de Registros 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 

Instituto Salvadoreño de Bienestar Magisterial 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.2 

Centro Nacional de Tecnologia Agropecuaria y Forestal 0.1 0.1 0.1 0.0 0.0 0.0 0.1 0.1 0.1 0.1 

Fondo Solidario Para La Salud 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.1 

Instituto Salvadoreño de Formacion Profesional 0.1 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Academia Nacional de Seguridad Pública 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Fondo de Protecc. de Lisiados y Discapac. a Consecuencia  del 

Conflic. Armado 
0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Registro Nacional de Personas Naturales 0.0 0.0 0.1 0.1 0.0 0.0 0.0 0.0 0.1 0.0 

 

Instit. Salvadoreño para el Desarrollo Integral de la Niñez y 

Adolescencia 1/ 

0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Corporacion Salvadoreña de Turismo 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1 

Instituto Nacional de los Deportes de El Salvador 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.0 

Fondo de Emergencia para el Café 0.0 0.4 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Centro Farmaceutico de la Fuerza Armada 0.1 0.0 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.0 

Superintendencia General de Electricidad y 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
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Telecomunicaciones 

Instituto Salvadoreño de Rehabilitacion de Invalidos 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Fondo Salv. Para Estudios de Preinversion 0.0 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.1 

Caja Mutual de los Empleados del Mined 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Centro Internacional de Ferias y Convenciones  2/ 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Instituto Salvadoreño de Transformacion Agraria 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Defensoría del Consumidor 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Comisión Nacional de Promoción de Inversiones 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Unidad Tecnica Ejecutiva del Sector Justicia 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Corporacion Salvadoreña de Inversiones 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Instituto Salvadoreño de Turismo 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Superintendencia de Pensiones 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Fondo Solidario para la Familia Microempresaria 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Oficina de Planificacion del Area Metrop. de S.S. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Instituto Salvadoreño para el Desarrollo de La Mujer 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Cruz Roja Salvadoreña 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Escuela Nacional de Agricultura 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Consejo Superior de Salud Pública 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Autoridad Maritima Portuaria 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Autoridad de Aviacion Civil 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Superintendencia de Competencia 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Comisión Nacional de la Micro y Pequeña Empresa 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Superintendencia de Valores 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Caja Mutual del Abogado de El Salvador 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Instituto Salvadoreño de Fomento Cooperativo 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Consejo Salvadoreño del Café 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Consejo Nacional de Ciencia y Tecnología 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Corporacion de Municipalidades de la Rep. de El Salv. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Concejo Salvadoreño de la Agroindustria Azucarera 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 



204 

Hogar de Ancianos "Narcisa Castillo" Santa Ana 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Consejo de Vigilancia de la Contaduria Pública y Auditoria 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Fondo Ambiental de El Salvador 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Federación Salvadoreña de Futbol 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Fondo de Garantía para el Crédito Educativo 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Fondo de Financiamiento y Garantía para la Pequeña Empresa 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Servicio Nacional de Estudios Territoriales 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Instituto de Garantía de Depósitos 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Instituto Nacional del Azucar 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

 

Total Expenditure of Decentralized Institutions 
9.6 9.9 10.0 10.6 10.2 9.9 9.8 8.8 8.6 9.2 

 
          

1/ Para los años de 2000 y 2001 tenia el nombre de: Instituto Salvadoreño de Protección al Menor 

2/ Para los años 2000, 2001  y 2002 tenia el nombre de: Comité Ejecutivo de la Feria Internacional
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Statistical Table 8 (b):  Expenditure of Decentralized Institutions by Institution 

(In percent of total expenditures of the CPS) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 

 

Instituto Salvadoreño del Seguro Social 
9.4 9.4 8.3 10.8 10.9 11.5 11.5 10.0 9.3 

Instituto Salvadoreño de Desarrollo Municipal 2.5 2.8 2.5 3.4 3.2 3.4 3.2 3.7 3.7 

Instituto Nacional de Pensiones de los Empleados 

Publicos 
3.3 3.3 3.2 4.3 4.2 4.1 3.8 3.8 3.5 

Hospitales Nacionales 3.4 3.4 3.0 5.6 5.3 4.5 4.2 3.0 3.0 

Fondo Social Para La Vivienda 5.9 4.8 3.6 4.4 4.1 2.6 1.9 2.0 1.9 

Instituto de Prevision Social de la Fuerza Armada 1.6 1.6 1.7 2.0 1.8 1.7 1.7 1.5 1.5 

Fondo de Conservacion Vial 0.0 0.0 1.1 1.7 1.8 1.9 1.1 1.8 1.3 

Fondo Nacional de Vivienda Popular 1.1 0.9 0.6 1.9 1.1 1.0 1.0 1.4 1.2 

Fondo de Inversion Nacional en Electricidad y Telefonía 1.7 0.8 0.4 1.3 0.7 0.9 0.9 1.1 1.1 

Fondo de Inversion Social Para el Desarrollo Local 0.6 1.5 1.0 1.3 0.9 1.0 0.9 0.9 1.0 

Universidad de El Salvador 0.4 0.6 0.6 0.8 0.8 0.9 1.0 1.0 0.9 

Centro Nacional de Registros 0.7 0.8 0.7 0.9 0.8 0.7 0.7 0.7 0.7 

Instituto Salvadoreño de Bienestar Magisterial 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.6 

Centro Nacional de Tecnologia Agropecuaria y Forestal 0.2 0.2 0.2 0.1 0.1 0.1 0.2 0.3 0.4 

Fondo Solidario Para La Salud 0.0 0.0 0.0 0.0 0.0 0.1 0.4 0.4 0.4 

Instituto Salvadoreño de Formacion Profesional 0.3 0.6 0.4 0.3 0.3 0.4 0.4 0.4 0.3 

Academia Nacional de Seguridad Pública 0.3 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.3 

Fondo de Protecc. de Lisiados y Discapac. a 

Consecuencia  del Conflic. Armado 
0.4 0.3 0.3 0.4 0.4 0.3 0.3 0.3 0.3 

Registro Nacional de Personas Naturales 0.0 0.0 0.3 0.3 0.2 0.1 0.1 0.2 0.3 

Instit. Salvadoreño para el Desarrollo Integral de la Niñez 

y Adolescencia 1/ 
0.3 0.4 0.3 0.3 0.3 0.3 0.2 0.2 0.3 

Corporacion Salvadoreña de Turismo 0.0 0.0 0.0 0.0 0.0 0.1 0.2 0.2 0.2 

Instituto Nacional de los Deportes de El Salvador 0.3 0.3 0.2 0.2 0.2 0.2 0.2 0.2 0.2 

Fondo de Emergencia para el Café 0.0 1.4 0.3 0.4 0.4 0.4 0.3 0.3 0.2 

Centro Farmaceutico de la Fuerza Armada 0.2 0.2 0.2 0.3 0.3 0.2 0.1 0.1 0.2 

Superintendencia General de Electricidad y 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 
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Telecomunicaciones 

Instituto Salvadoreño de Rehabilitacion de Invalidos 0.2 0.2 0.1 0.2 0.2 0.1 0.1 0.1 0.1 

Fondo Salv. Para Estudios de Preinversion 0.2 0.3 0.2 0.1 0.1 0.0 0.1 0.1 0.1 

Caja Mutual de los Empleados del Mined 0.0 0.1 0.1 0.1 0.1 0.2 0.1 0.1 0.1 

Centro Internacional de Ferias y Convenciones de El 

Salvador 2/ 
0.1 0.0 0.0 0.0 0.1 0.1 0.0 0.0 0.1 

Instituto Salvadoreño de Transformacion Agraria 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Defensoría del Consumidor 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1 

Comisión Nacional de Promoción de Inversiones 0.1 0.0 0.1 0.1 0.1 0.0 0.1 0.1 0.1 

Unidad Tecnica Ejecutiva del Sector Justicia 0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.1 0.1 

Corporacion Salvadoreña de Inversiones 0.1 0.3 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Instituto Salvadoreño de Turismo 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Superintendencia de Pensiones 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.0 

Fondo Solidario para la Familia Microempresaria 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.0 

Oficina de Planificacion del Area Metrop. de S.S. 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.0 

Instituto Salvadoreño para el Desarrollo de La Mujer 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Cruz Roja Salvadoreña 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Escuela Nacional de Agricultura 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Consejo Superior de Salud Pública 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Autoridad Maritima Portuaria 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Autoridad de Aviacion Civil 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Superintendencia de Competencia 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Comisión Nacional de la Micro y Pequeña Empresa 0.0 0.0 0.0 0.1 0.0 0.1 0.0 0.0 0.0 

Superintendencia de Valores 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Caja Mutual del Abogado de El Salvador 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Instituto Salvadoreño de Fomento Cooperativo 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Consejo Salvadoreño del Café 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Consejo Nacional de Ciencia y Tecnología 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Corporacion de Municipalidades de la Rep. de El Salv. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Concejo Salvadoreño de la Agroindustria Azucarera 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
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Hogar de Ancianos "Narcisa Castillo" Santa Ana 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Consejo de Vigilancia de la Contaduria Pública y 

Auditoria 
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Fondo Ambiental de El Salvador 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Federación Salvadoreña de Futbol 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.0 0.0 

Fondo de Garantía para el Crédito Educativo 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Fondo de Financiamiento y Garantía para la Pequeña 

Empresa 
0.2 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.0 

Servicio Nacional de Estudios Territoriales 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Instituto de Garantía de Depósitos 0.5 0.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Instituto Nacional del Azucar 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

 

Total Expenditure of Decentralized Institutions 
35.1 35.9 30.5 42.9 39.8 38.2 35.9 35.5 34.3 

 

        

 1/ Para los años de 2000 y 2001 tenia el nombre de: Instituto Salvadoreño de Protección al Menor 

2/ Para los años 2000, 2001  y 2002 tenia el nombre de: Comité Ejecutivo de la Feria Internacional
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Statistical Table 9(a): Revenue and Expenditure of Non-Financial Public Enterprises 

(In millions of US dollars) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Revenue 410.7 420.4 373.6 287.2 307.0 325.1 322.2 347.4 408.9 348.5 

Current Revenue 405.2 420.4 311.1 287.2 307.0 325.1 322.2 347.4 408.9 348.5 

Sales of Goods and Services 399.8 408.2 296.2 281.1 285.1 301.7 312.7 334.1 388.3 317.5 

Other operational revenue 3.5 4.3 2.2 0.3 3.5 0.0 1.0 0.0 6.7 14.9 

Non-operational revenue 1.9 7.9 12.7 5.8 18.4 23.4 8.5 13.3 13.9 16.1 

Capital Revenue 5.5 0.0 62.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Grants 12.7 3.6 4.1 2.5 1.5 3.6 5.1 6.7 0.7 25.2 

Expenditure 445.4 484.6 377.5 237.0 219.8 307.9 336.6 333.5 363.0 366.5 

Current Expenditure 352.6 410.9 331.8 228.0 214.4 241.1 224.1 255.2 248.6 271.3 

Wages and Salaries 56.9 57.1 34.2 31.6 34.0 36.2 39.1 43.0 46.4 50.5 

Goods and Services 48.1 79.9 101.7 92.2 93.1 90.0 93.7 117.2 104.9 118.0 

Other operational expenditures 211.0 226.2 162.6 62.2 62.1 85.1 63.0 63.2 70.0 55.2 

Interest 21.1 25.2 21.5 17.3 11.7 6.9 7.7 8.9 10.2 12.6 

Non-operational expenditures 15.5 22.5 11.8 24.7 13.5 22.9 20.6 22.9 17.1 34.9 

Capital Expenditure 92.8 73.7 45.7 9.0 5.4 66.8 112.5 78.3 114.4 95.2 

of which Gross Investment 92.8 73.7 45.7 9.0 5.4 66.8 112.5 78.3 114.4 95.2 

Net Current Transfers -66.2 -6.9 -12.0 6.8 0.6 1.5 -32.6 -27.7 -155.1 -29.1 

Net Capital Transfers 2.0 4.4 -88.5 -1.3 -14.0 -15.0 -19.4 -6.4 4.3 1.0 

Current Savings -13.6 2.6 -32.7 66.0 93.2 85.5 65.5 64.5 5.2 48.2 

Overall Balance, incl. Grants -86.2 -63.1 -100.3 58.2 75.3 7.3 -61.3 -13.5 -104.2 -20.9 

Overall Financing 85.1 63.3 100.4 -58.1 -74.8 -7.1 61.2 13.5 104.0 20.8 

Net External Financing 44.0 36.3 22.1 -6.2 -8.1 14.7 67.4 33.7 69.6 28.5 

Net Internal Financing 41.1 27.0 78.3 -51.9 -66.7 -21.8 -6.3 -20.2 34.4 -7.7 

Memo items:                     

Overall Balance (in percent of GDP) -0.7 -0.5 -0.7 0.4 0.5 0.0 -0.3 -0.1 -0.5 -0.1 

GDP (in millions of US$) 13,134.1 13,812.7 14,306.7 15,046.7 15,798.3 17,070.2 18,653.6 20,372.6 22,114.6 21,416.3 

Note: n.a. refers to non-available data.   

1/ Includes social security contributions and the surplus of public enterprises 

Source: Ministry of Finance and Central Reserve Bank of El Salvador
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Statistical Table 9 (b): Revenue and Expenditure of Non-Financial Public Enterprises 

(In percent of GDP) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Revenue 3.1 3.0 2.6 1.9 1.9 1.9 1.7 1.7 1.8 1.6 

Current Revenue 3.1 3.0 2.2 1.9 1.9 1.9 1.7 1.7 1.8 1.6 

Sales of Goods and Services 3.0 3.0 2.1 1.9 1.8 1.8 1.7 1.6 1.8 1.5 

Other operational revenue 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 

Non-operational revenue 0.0 0.1 0.1 0.0 0.1 0.1 0.0 0.1 0.1 0.1 

Capital Revenue 0.0 0.0 0.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Grants 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 

Expenditure 3.4 3.5 2.6 1.6 1.4 1.8 1.8 1.6 1.6 1.7 

Current Expenditure 2.7 3.0 2.3 1.5 1.4 1.4 1.2 1.3 1.1 1.3 

Wages and Salaries 0.4 0.4 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 

Goods and Services 0.4 0.6 0.7 0.6 0.6 0.5 0.5 0.6 0.5 0.6 

Other operational expenditures 1.6 1.6 1.1 0.4 0.4 0.5 0.3 0.3 0.3 0.3 

Interest 0.2 0.2 0.2 0.1 0.1 0.0 0.0 0.0 0.0 0.1 

Non-operational expenditures 0.1 0.2 0.1 0.2 0.1 0.1 0.1 0.1 0.1 0.2 

Capital Expenditure 0.7 0.5 0.3 0.1 0.0 0.4 0.6 0.4 0.5 0.4 

of which Gross Investment 0.7 0.5 0.3 0.1 0.0 0.4 0.6 0.4 0.5 0.4 

Net Current Transfers -0.5 0.0 -0.1 0.0 0.0 0.0 -0.2 -0.1 -0.7 -0.1 

Net Capital Transfers 0.0 0.0 -0.6 0.0 -0.1 -0.1 -0.1 0.0 0.0 0.0 

Current Savings -0.1 0.0 -0.2 0.4 0.6 0.5 0.4 0.3 0.0 0.2 

Overall Balance, incl. Grants -0.7 -0.5 -0.7 0.4 0.5 0.0 -0.3 -0.1 -0.5 -0.1 

Overall Financing 0.6 0.5 0.7 -0.4 -0.5 0.0 0.3 0.1 0.5 0.1 

Net External Financing 0.3 0.3 0.2 0.0 -0.1 0.1 0.4 0.2 0.3 0.1 

Net Internal Financing 0.3 0.2 0.5 -0.3 -0.4 -0.1 0.0 -0.1 0.2 0.0 

Memo items:                     

GDP (in millions of US$) 13,134.1 13,812.7 14,306.7 15,046.7 15,798.3 17,070.2 18,653.6 20,372.6 22,114.6 21,416.3 

Note: n.a. refers to non-available data.     

1/ Includes social security contributions and the surplus of public enterprises 

Source: Ministry of Finance and Central Reserve Bank of El Salvador
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Statistical Table 9(c): Expenditure of Non-Financial Public Enterprises 1\ 

(In millions of US dollars) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

National Lottery 47.3 47.7 43.3 42.0 48.6 51.6 50.2 48.1 48.0 54.2 

Executive Comission Hydroelectric Rio Lempa 223.0 270.9 288.1 134.3 129.9 149.9 198.2 164.9 244.4 115.5 

National Water and Sewerage Administration 119.6 130.1 126.4 85.6 84.3 110.4 108.0 121.6 133.0 112.5 

Exectuive Comission for the Port Autonomy 48.4 49.6 54.0 55.5 51.1 87.2 88.1 121.9 117.0 97.6 

           Total Expenditure of Non-Financial Public 

Enterprises 438.2 498.3 511.8 317.4 313.9 399.1 444.5 456.5 542.4 379.8 

1\ Net of Inter-institutional transfers 

Source: Ministry of Finance and Central Reserve Bank of El Salvador
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Statistical Table 10 (a):  Central Government Expenditure by Institution 

(In millions of US dollars) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Legislative Organ 13.8 14.9 16.8 16.3 18.4 18.8 21.7 26.7 30.6 35.2 

Comptroller's Office 16.7 12.5 13.2 17.3 16.5 18.4 22.1 24.7 27.5 31.5 

Supreme Electoral Court 14.8 8.3 13.1 18.0 10.8 6.9 8.1 9.5 20.3 14.2 

Civil Service Court 0.1 0.1 0.2 0.2 0.2 0.2 0.3 0.5 0.6 0.6 

Presidency 35.3 49.7 39.8 42.6 49.4 68.0 79.8 87.3 105.9 104.0 

Tribunal of Government Ethics 0.0 0.0 0.0 0.0 0.0 0.0 0.2 1.2 1.4 1.2 

Ministry of Finance 52.1 37.1 51.5 40.3 39.5 47.6 52.9 52.9 54.9 59.9 

Ministry of Foreign Affairs 24.0 22.9 23.3 22.0 25.3 35.3 34.4 38.1 44.5 37.4 

National Defence 95.9 115.0 124.9 91.1 91.3 91.9 97.5 119.3 124.9 131.9 

National Judicial Council - 

Consejo Nacional de la Judicatura 3.1 3.3 3.7 3.4 3.7 3.7 3.8 4.4 4.4 5.0 

Supreme Court of Justice 96.6 99.0 102.8 103.1 113.3 127.2 148.2 166.3 178.4 172.6 

Office of the Public Prosecutor 17.7 17.4 18.1 18.6 18.7 18.7 20.4 29.1 37.7 39.0 

Office of the General Attorney 11.1 11.1 11.8 11.9 11.9 16.0 15.5 18.3 17.9 19.0 

Human Rights Office 3.3 3.1 3.4 3.3 3.7 3.7 4.1 4.2 5.5 6.3 

Ministry of Internal Affairs 30.6 171.9 163.6 165.4 168.2 188.0 197.7 40.4 14.1 14.8 

Ministry of Public Security and 

Justice 140.4 0.0 0.0 0.0 0.0 0.0 0.0 192.5 313.9 258.6 

Ministry of Education 326.9 425.1 420.4 415.4 407.0 433.6 446.7 512.0 632.2 711.1 

Ministry of Public Health and 

Social Assistance 199.3 71.9 81.0 24.6 27.4 74.2 89.0 175.1 365.3 388.8 

Ministry of Labor and Social 

Security 4.0 3.9 3.7 3.8 4.9 3.8 5.3 7.2 9.5 9.8 

Ministry of Economy 32.8 35.8 33.2 45.9 67.1 84.4 105.9 132.6 150.9 92.9 

Ministry of Agriculture and 

Farming 73.7 27.5 25.2 21.2 21.3 26.5 31.9 28.6 58.2 54.1 

Ministry of Infrastructure, 

Transport and Housing 138.3 191.9 166.2 98.0 86.6 137.1 138.9 63.1 189.8 197.6 

Ministry of the Environment and 

Natural Resources 3.0 3.7 3.5 3.6 3.4 19.9 22.9 19.2 8.8 8.5 

Ministry of Tourism 0.0 0.0 0.0 0.0 0.0 0.2 0.2 0.3 14.2 8.4 

Other obligations & gov. transfers 133.7 156.7 239.2 77.6 163.5 127.8 183.6 81.9 520.5 607.8 

Public Debt Service 303.6 333.2 1,088.8 421.3 557.9 580.0 873.0 725.4 692.0 690.9 

Total Expenditure 1,770.7 1,816.0 2,647.4 1,664.9 1,910.0 2,131.9 2,604.1 2,560.8 3,624.1 3,701.2 

Source: Ministry of Finance and Central Reserve Bank of El Salvador. 

 



212 

 
Statistical Table 10 (b):  Central Government Expenditure by Institution 

(In percent of GDP) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Legislative Organ 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.2 

Comptroller's Office 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Supreme Electoral Court 0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.1 0.1 

Civil Service Court 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Presidency 0.3 0.4 0.3 0.3 0.3 0.4 0.4 0.4 0.5 0.5 

Tribunal of Government Ethics 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Ministry of Finance 0.4 0.3 0.4 0.3 0.3 0.3 0.3 0.3 0.2 0.3 

Ministry of Foreign Affairs 0.2 0.2 0.2 0.1 0.2 0.2 0.2 0.2 0.2 0.2 

National Defence 0.7 0.8 0.9 0.6 0.6 0.5 0.5 0.6 0.6 0.6 

National Judicial Council - Consejo Nacional de 

la Judicatura 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Supreme Court of Justice 0.7 0.7 0.7 0.7 0.7 0.7 0.8 0.8 0.8 0.8 

Office of the Public Prosecutor 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.2 0.2 

Office of the General Attorney 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Human Rights Office 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Ministry of Internal Affairs 0.2 1.2 1.1 1.1 1.1 1.1 1.1 0.2 0.1 0.1 

Ministry of Public Security and Justice 1.1 0.0 0.0 0.0 0.0 0.0 0.0 0.9 1.4 1.2 

Ministry of Education 2.5 3.1 2.9 2.8 2.6 2.5 2.4 2.5 2.9 3.3 

Ministry of Public Health and Social Assistance 1.5 0.5 0.6 0.2 0.2 0.4 0.5 0.9 1.7 1.8 

Ministry of Labor and Social Security 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Ministry of Economy 0.2 0.3 0.2 0.3 0.4 0.5 0.6 0.7 0.7 0.4 

Ministry of Agriculture and Farming 0.6 0.2 0.2 0.1 0.1 0.2 0.2 0.1 0.3 0.3 

Ministry of Infrastructure, Transport and 

Housing 1.1 1.4 1.2 0.7 0.5 0.8 0.7 0.3 0.9 0.9 

Ministry of the Environment and Natural 

Resources 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.0 0.0 

Ministry of Tourism 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0 

Other obligations and government transfers 1.0 1.1 1.7 0.5 1.0 0.7 1.0 0.4 2.4 2.8 

Public Debt Service 2.3 2.4 7.6 2.8 3.5 3.4 4.7 3.6 3.1 3.2 

Total Expenditure 13.5 13.1 18.5 11.1 12.1 12.5 14.0 12.6 16.4 17.3 

Memo item:                      

Nominal GDP (in US$ mns) 13,134.1 13,812.7 14,306.7 15,046.7 15,798.3 17,070.2 18,653.6 20,372.6 22,114.6 21,416.3 

Source: Ministry of Finance and Central Reserve Bank of El Salvador.
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Statistical Table 10 (c):  Central Government Expenditure by Institution 

(In percent of Total Expenditure of the Central Government) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Legislative Organ 0.8 0.8 0.6 1.0 1.0 0.9 0.8 1.0 0.8 1.0 

Comptroller's Office 0.9 0.7 0.5 1.0 0.9 0.9 0.8 1.0 0.8 0.9 

Supreme Electoral Court 0.8 0.5 0.5 1.1 0.6 0.3 0.3 0.4 0.6 0.4 

Civil Service Court 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Presidency 2.0 2.7 1.5 2.6 2.6 3.2 3.1 3.4 2.9 2.8 

Tribunal of Government Ethics 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Ministry of Finance 2.9 2.0 1.9 2.4 2.1 2.2 2.0 2.1 1.5 1.6 

Ministry of Foreign Affairs 1.4 1.3 0.9 1.3 1.3 1.7 1.3 1.5 1.2 1.0 

National Defence 5.4 6.3 4.7 5.5 4.8 4.3 3.7 4.7 3.4 3.6 

National Judicial Council  0.2 0.2 0.1 0.2 0.2 0.2 0.1 0.2 0.1 0.1 

Supreme Court of Justice 5.5 5.5 3.9 6.2 5.9 6.0 5.7 6.5 4.9 4.7 

Office of the Public Prosecutor 1.0 1.0 0.7 1.1 1.0 0.9 0.8 1.1 1.0 1.1 

Office of the General Attorney 0.6 0.6 0.4 0.7 0.6 0.8 0.6 0.7 0.5 0.5 

Human Rights Office 0.2 0.2 0.1 0.2 0.2 0.2 0.2 0.2 0.2 0.2 

Ministry of Internal Affairs 1.7 9.5 6.2 9.9 8.8 8.8 7.6 1.6 0.4 0.4 

Ministry of Public Security and Justice 7.9 0.0 0.0 0.0 0.0 0.0 0.0 7.5 8.7 7.0 

Ministry of Education 18.5 23.4 15.9 25.0 21.3 20.3 17.2 20.0 17.4 19.2 

Ministry of Public Health and Social Assistance 11.3 4.0 3.1 1.5 1.4 3.5 3.4 6.8 10.1 10.5 

Ministry of Labor and Social Security 0.2 0.2 0.1 0.2 0.3 0.2 0.2 0.3 0.3 0.3 

Ministry of Economy 1.9 2.0 1.3 2.8 3.5 4.0 4.1 5.2 4.2 2.5 

Ministry of Agriculture and Farming 4.2 1.5 1.0 1.3 1.1 1.2 1.2 1.1 1.6 1.5 

Ministry of Infrastructure, Transport and Housing 7.8 10.6 6.3 5.9 4.5 6.4 5.3 2.5 5.2 5.3 

Ministry of the Environment and Natural Resources 0.2 0.2 0.1 0.2 0.2 0.9 0.9 0.7 0.2 0.2 

Ministry of Tourism 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.4 0.2 

Other obligations and government transfers 7.6 8.6 9.0 4.7 8.6 6.0 7.1 3.2 14.4 16.4 

Public Debt Service 17.1 18.3 41.1 25.3 29.2 27.2 33.5 28.3 19.1 18.7 

Total Expenditure 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Source: Ministry of Finance and Central Reserve Bank of El Salvador. 
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Statistical Table 11 (a):  Central Government Expenditure by Management Area 

 (In millions of US dollars, net of inter-institutional transfers) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Administrative 252.8 260.5 282.8 247.8 251.4 287.1 317.0 360.2 410.6 415.9 

Legislative Organ 13.8 14.9 16.8 16.3 18.4 18.8 21.7 26.7 30.6 35.2 

Comptroller's Office 16.7 12.5 13.2 17.3 16.5 18.4 22.1 24.7 27.5 31.5 

Supreme Electoral Court 14.8 8.3 13.1 18.0 10.8 6.9 8.1 9.5 20.3 14.2 

Civil Service Court 0.1 0.1 0.2 0.2 0.2 0.2 0.3 0.5 0.6 0.6 

Presidency 35.3 49.7 39.8 42.6 49.4 68.0 79.8 87.3 105.9 104.0 

Tribunal of Government Ethics 0.0 0.0 0.0 0.0 0.0 0.0 0.2 1.2 1.4 1.2 

Ministry of Finance 52.1 37.1 51.5 40.3 39.5 47.6 52.9 52.9 54.9 59.9 

Ministry of Foreign Affairs 24.0 22.9 23.3 22.0 25.3 35.3 34.4 38.1 44.5 37.4 

National Defence 95.9 115.0 124.9 91.1 91.3 91.9 97.5 119.3 124.9 131.9 

Justice and Citizen Security 302.8 305.8 303.4 305.7 319.5 357.3 389.7 455.2 571.9 515.3 

Social Development 530.1 500.9 505.1 443.8 439.3 511.6 541.0 694.3 1,007.0 1,109.7 

Education 326.9 425.1 420.4 415.4 407.0 433.6 446.7 512.0 632.2 711.1 

Health 199.3 71.9 81.0 24.6 27.4 74.2 89.0 175.1 365.3 388.8 

Labor and Social Protection 4.0 3.9 3.7 3.8 4.9 3.8 5.3 7.2 9.5 9.8 

Economic Development 247.8 258.9 228.1 168.7 178.4 268.1 299.8 243.8 421.9 361.5 

Ministry of Economy 32.8 35.8 33.2 45.9 67.1 84.4 105.9 132.6 150.9 92.9 

Agriculture and farming 73.7 27.5 25.2 21.2 21.3 26.5 31.9 28.6 58.2 54.1 

Ministry of Infrastructure and Transport 138.3 191.9 166.2 98.0 86.6 137.1 138.9 63.1 189.8 197.6 

Ministry of Environment 3.0 3.7 3.5 3.6 3.4 19.9 22.9 19.2 8.8 8.5 

Ministry of Transport                     

Ministry of Tourism 0.0 0.0 0.0 0.0 0.0 0.2 0.2 0.3 14.2 8.4 

Public Debt Service 303.6 333.2 1,088.8 421.3 557.9 580.0 873.0 725.4 692.0 690.9 

General Expenses of the Government 133.7 156.7 239.2 77.6 163.5 127.8 183.6 81.9 520.5 607.8 

Total Expenditure 1,770.7 1,816.0 2,647.4 1,664.9 1,910.0 2,131.9 2,604.1 2,560.8 3,623.9 3,701.1 

Source: Ministry of Finance and Central Reserve Bank of El Salvador
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Statistical Table 11 (b):  Central Government Expenditure by Management Area 

 (In percent of GDP, net of inter-institutional transfers) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Administrative 1.9 1.9 2.0 1.6 1.6 1.7 1.7 1.8 1.9 1.9 

Admin. of Social Justice and Citizen Security 2.3 2.2 2.1 2.0 2.0 2.1 2.1 2.2 2.6 2.4 

Social Development 4.0 3.6 3.5 2.9 2.8 3.0 2.9 3.4 4.6 5.2 

Education 2.5 3.1 2.9 2.8 2.6 2.5 2.4 2.5 2.9 3.3 

Health 1.5 0.5 0.6 0.2 0.2 0.4 0.5 0.9 1.7 1.8 

Labor and Social Protection 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Economic Development 1.9 1.9 1.6 1.1 1.1 1.6 1.6 1.2 1.9 1.7 

Public Debt 2.3 2.4 7.6 2.8 3.5 3.4 4.7 3.6 3.1 3.2 

General Expenses of the Government 1.0 1.1 1.7 0.5 1.0 0.7 1.0 0.4 2.4 2.8 

Total Expenditure 13.5 13.1 18.5 11.1 12.1 12.5 14.0 12.6 16.4 17.3 

                      

Memo item:                     

Nominal GDP (in US$ mns) 13,134 13,813 14,307 15,047 15,798 17,070 18,654 20,373 22,115 21,416 

  Source: Ministry of Finance and Central Reserve Bank of El Salvador 
 

Statistical Table 11 (c):  Central Government Expenditure by Management Area 

(In percent of Total Expenditure of the Central Government) 

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Administrative 14.3 14.3 10.7 14.9 13.2 13.5 12.2 14.1 11.3 11.2 

Admin. of Social Justice and Citizen Security 17.1 16.8 11.5 18.4 16.7 16.8 15.0 17.8 15.8 13.9 

Social Development 29.9 27.6 19.1 26.7 23.0 24.0 20.8 27.1 27.8 30.0 

Education 18.5 23.4 15.9 25.0 21.3 20.3 17.2 20.0 17.4 19.2 

Health 11.3 4.0 3.1 1.5 1.4 3.5 3.4 6.8 10.1 10.5 

Labor and Social Protection 0.2 0.2 0.1 0.2 0.3 0.2 0.2 0.3 0.3 0.3 

Economic Development 14.0 14.3 8.6 10.1 9.3 12.6 11.5 9.5 11.6 9.8 

Public Debt 17.1 18.3 41.1 25.3 29.2 27.2 33.5 28.3 19.1 18.7 

General Expenses of the Government 7.6 8.6 9.0 4.7 8.6 6.0 7.1 3.2 14.4 16.4 

Total Expenditure 100 100 100 100 100 100 100 100 100 100 

 Source: Ministry of Finance and Central Reserve Bank of El Salvador
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Statistical Table 12 (a): Central Government Expenditure: Approved and Executed 

 (In millions of US dollars 

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

  Actual Actual Actual Actual Actual Actual Actual Actual Actual Actual 

Approved Expenditure 1,964 1,994 2,021 2,227 2,313 2,517 2,820 3,138 3,483 3,752 

Executed Expenditure 1,992 2,224 2,330 2,465 2,379 2,582 2,850 3,169 3,580 3,856 

Approved minus Executed -28.3 -230.0 -309.9 -237.6 -66.1 -64.9 -30.3 -30.4 -96.3 -104.1 

                      

Memo items:                     

Approved Expenditure (% of GDP) 14.9 14.4 14.1 14.8 14.6 14.7 15.1 15.4 15.8 17.5 

Executed Expenditure (% of GDP) 15.2 16.1 16.3 16.4 15.1 15.1 15.3 15.6 16.2 18.0 

Approved minus Executed (% of GDP) -0.2 -1.7 -2.2 -1.6 -0.4 -0.4 -0.2 -0.1 -0.4 -0.5 

 

                

Source: Ministry of Finance and Central Reserve Bank of El Salvador 
 
 

Statistical Table 12 (b): Central Government Balance: Approved and Actual 1/ 

 (In millions of US dollars) 

  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

  Actual Actual Actual Actual Actual Actual Actual Actual Actual Actual 

Approved Balance -329.4 -347.2 -195.2 -202.4 -145.0 -165.8 -89.5 -90.3 -208.1 -763.9 

Actual Balance -299.1 -492.4 -447.2 -405.4 -177.4 -176.8 -80.6 -69.0 -270.4 -796.2 

Approved minus Executed -30.3 145.2 252.0 203.0 32.4 11.1 -8.9 -21.3 62.3 32.3 

                      

Memo items:                     

Approved Balance (% of GDP) -2.5 -2.5 -1.4 -1.3 -0.9 -1.0 -0.5 -0.4 -0.9 -3.6 

Actual Balance (% of GDP) -2.3 -3.6 -3.1 -2.7 -1.1 -1.0 -0.4 -0.3 -1.2 -3.7 

Approved minus Executed (% of GDP) -0.2 1.1 1.8 1.3 0.2 0.1 0.0 -0.1 0.3 0.2 

 

                

 

                

1/ Overall Balance including Grants and excluding Pensions 

Source: Ministry of Finance and Central Reserve Bank of El Salvador
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