
 

1. INTRODUCTION 
 

 

This thesis first describes the fast economic development in El Salvador, as its economy 

is a success among Central American countries. However, twenty years ago its history 

was marked by a civil war and a rudimentary economy based on agriculture. Although El 

Salvador just started to make economic reforms about ten years ago, it is now one of the 

most stable economies in Latin America, taking the second place among the most opened 

economies in the region, ahead of Panama, Mexico, Brazil, Venezuela, etc. In addition, 

was ranked 24th among 161 countries in the world, ahead of Italy, Norway, Japan, France, 

India, etc. by the Heritage Foundation, Wall Street Journal in 2005.1 

The purpose of this thesis is to respond to the question “Why have there been so many 

investments in El Salvador?” There are several ways to answer this question, as free 

trades have been signed with the United States, Mexico, Chile, Dominican Republic, 

Panama, Taiwan, Colombia and Central American countries, (El Salvador is also 

pursuing a free trade with Canada and the European Union). However, it already has a 

Generalized System of Preference (GSP) with the European Union, and Partial Trade 

Agreements (Acuerdos de Alcance Parcial) with Venezuela.2 

This thesis is about the policies taken by El Salvador to have a better performance than 

other countries in the region. 

I have been working in accordance with a methodology of researching economic 

literature in Latin America, business environment literature in El Salvador, websites such 
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the World Bank’s, as well as visiting PROESA (Promoting investing in El Salvador) in 

the city of San Salvador, and El Salvador Embassy in Taiwan. The statistic information is 

up to 2006, but the World Bank’s and the International Monetary Fund’s websites only 

have information up to 2005. However, it was possible to get some information up to 

2006 through the Salvadoran government’s websites, 3  as well as from newspapers’ 

websites.4 In Chapter 2, a rich amount of information is giving about economic facts in 

Latin America in order to compare the economic environment in countries like Brazil, 

Chile, Argentina, Panama, etc. This information is a reference for an analysis of issues in 

the region. In chapter 3, an economic background about El Salvador is given, focusing on 

what may affect foreign investments, offering evidence about its good performance in 

comparison to other countries, and pointing the past of El Salvador. Chapter 4 analyses 

the advantages and disadvantages of El Salvador in terms of investment, showing data, 

policies from the Salvadoran government, and the effect of these policies, like taxation. 

In chapter 5, there are projections about the future, based on the research and the data 

collected in previous chapters. These projections include what kind of investments, 

industries, or services will be made in the future, specially the tourism sector, as El 

Salvador’s tourism grew by 46.5 in 2006, which was higher than any other country in 

Latin America5. Moreover, there is a detailed SWOT analysis in Chapter 6, to have a 

better picture about how El Salvador is doing in the economic sectors. Finally, chapter 7 

offers conclusions about the work done on this thesis. These conclusions look optimistic, 
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as El Salvador is democratic, economically opened and transparent, able to transfer 

advance technology, leader in education systems in Central America.6 Moreover, these 

and other Salvadoran policies are in accordance with modern economic theory. In 

addition, it has a modern and competitive infrastructure, with the most modern 

international airport in the region, moving more than 20 direct flights every day to 

different important cities in the United States, as well as other direct flights to Canada, 

Europe, the Caribbean, Central and South America, making connections to the rest of the 

world; moving an approximately 1.7 million passengers in 20047 and currently 2 millions.  

Furthermore, a new world class seaport is now under construction in the Pacific Ocean, 

which will be one of the most modern in the region, it will start operations in 2008, 

becoming the complimentary platform to the ports in the Panama Canal, building a dry 

canal to connect the Pacific and Atlantic oceans, thanks to the Japanese investment, 

which will contribute to develop the vision to place El Salvador as the regional logistic 

and distribution center.8 
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