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EL SALVADOR

BACKGROUND: Since 2009, governments of the leftist Farabundo Martí National Liberation Front have 
increased the state’s role in the economy and strengthened their alliance with the socialist, Venezuela-led 
Alliance for the Peoples of Our America (ALBA). The term of the current president, Salvador Sánchez 
Cerén, will end in 2019. He has pursued relatively moderate policies but has lost popularity as a result of 
anemic economic growth, weak government effectiveness, a surge in violence and drug trafficking, and 
rising gang-related homicides. The economy relies on exports of coffee, sugar, textiles and apparel, gold, 
ethanol, chemicals, and the assembly of intermediate goods. Remittances account for nearly one-fifth 
of GDP.

E l Salvador’s economy, once considered to be among the 
region’s most promising, has been suffering from a gradual 

decline in economic freedom. Institutional weaknesses continue 
to slow development, and judicial independence and the rule of 
law have eroded in recent years. Government interference in the 
private sector has increased, with populist spending measures 
and price controls further distorting markets.

Open-market policies that support El Salvador’s engagement 
with the world through trade and investment are still largely in 
place, but overall competitiveness is increasingly constrained 
by chronic fiscal deficits and regulatory inefficiency. A grow-
ing perception of corruption has undermined popular trust 
in government.

NOTABLE SUCCESSES:
Trade Freedom and 
Monetary Stability

CONCERNS:
Property Rights, Judicial 

Effectiveness, and 
Government Integrity

OVERALL SCORE CHANGE 
SINCE 2013:

–2.6

POPULATION: 
6.4 million

GDP (PPP): 
$52.9 billion
2.4% growth in 2015
5-year compound 
annual growth 2.1%
$8,303 per capita

UNEMPLOYMENT: 
6.4%

INFLATION (CPI): 
–0.7%

FDI INFLOW: 
$428.7 million

PUBLIC DEBT: 
58.9% of GDP
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Property rights are not strongly respected, and 
enforcement efforts to protect them are uneven. No 
single natural or legal person can own more than 245 
hectares (605 acres) of land. Substantial corruption 
in the judicial system contributes to a high level of 
impunity, undermining the rule of law and the public’s 
respect for the judiciary. Narcotics-related corrup-
tion within El Salvador’s political system remains a 
serious problem.

The top personal income and corporate tax rates 
are 30 percent. Other taxes include a value-added tax 
and excise taxes. The overall tax burden equals 17.3 
percent of total domestic income. Government spend-
ing has amounted to 21.7 percent of total output (GDP) 
over the past three years, and budget deficits have 
averaged 3.4 percent of GDP. Public debt is equivalent 
to 58.9 percent of GDP.

Despite some progress, regulations are enforced 
inconsistently. The inefficient labor market lacks flex-
ibility, and imbalances persist in the demand for and 
supply of skilled workers. The government imposes 
price controls on a range of goods and services. In 
its report on El Salvador’s fiscal deficit in 2016, the 
IMF noted the government’s failure to reform poorly 
targeted subsidies, especially for electricity, liquefied 
petroleum gas, and transportation.

Trade is important to El Salvador’s economy; the 
value of exports and imports taken together equals 68 
percent of GDP. The average applied tariff rate is 1.8 
percent. In general, foreign and domestic investors are 
treated equally, and there is no screening of foreign 
investment. Banking is highly concentrated, with 
four private banks accounting for over 70 percent of 
total assets.
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