
 

4. ADVANTAGES AND DISADVANTAGES OF INVESTING 

IN EL SALVADOR. 

 

4.1. ADVANTAGES. 

 

4.1.1. Strategic Location. 

El Salvador is located in the center of the Americas, which means an easy access to the 

North, South, and Central America, as well as the Caribbean markets, offering a large 

market to investors.55 

 

4.1.2. Highways and Roads. 

An interconnecting road network, covering the main cities, airports and seaports, as well 

as its neighbor countries, Guatemala and Honduras, through the Central American system 

of highways with CA nomenclature.56 

 

4.1.3. Airports. 

El Salvador has the most modern international airport in Central America and the 

Caribbean, with 20 daily flights to 9 cities in the United States, among other direct daily 

flights to cities in Central America, Italy, Canada, Mexico, Peru, Dominican Republic, 

etc, connecting to the rest of the world. It has the capacity to move 2.5 million passengers 

every year; however, it moves 1.8 million passengers a year, 25,000 commercial flights, 
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and 30,000 tons of cargo a year. It is located 45 minutes from the capital city. This 

international terminal offers travelers all the services and facilities that any other major 

international airport can offer. In addition, there is another international airport, Ilopango, 

at 13 kilometers from the capital. Other minor landing fields are Tamarindo, Santa Rosa 

de Lima, and San Andres, which have projects to modernize them.57 

 

4.1.4. Maritime Ports. 

La Union Seaport Project is a world class PANAMAX and POST PANAMAX Port, 

which is one of the deepest and biggest seaports in the Pacific region, only surpassed for 

the Panama Canal; it will start operations in 2008. It will take advantage of the strategic 

position of El Salvador, as this country is located in the cross routes of U.S., South 

America, Japan and Europe, as the country wants to become a regional logistic center. 

Besides, this seaport will be connected to the Atlantic Ocean through a dry canal, in order 

to compete efficiently with the Panama Canal, as it will have offices from the U.S. 

government to move containers easier from the Pacific to the Atlantic and vice verse, 

making a movement of containers cheaper and faster than Panama Canal. The Japanese 

government, through the Japan Bank of International Cooperation is financing this 

project, which has been carried out by a Japanese and European consortium. On the other 

hand, the current most important Salvadoran seaport, Acajutla, moves 3.2 million tons of 

cargo on 35,670 containers during 2004.58 
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In addition, one more advantage is that the movement of containers from Asia to the U.S. 

takes 15 to 18 days; however, through Salvadoran seaports to the United States is just 5 

days or less. 

 

4.1.5. Fishing Seaports. 

In the Fonseca Gulf, there is a seaport called Punta Gorda, which is used by tuna fishing 

boats, and it is part of the industrial fishing complex developed by a food processing 

company from Spain. 

Some other fishing areas are La Libertad seaport, El Triunfo seaport, and the Jiquilisco 

Bay. These areas are also under a project to make them an attraction for tourism. 

 

4.1.6. Telecommunications. 

The telecommunications have been privatized. France Telecom is the owner of the 51% 

of the fixed-wire company’s share, and Telefonica from Spain is the owner of the 51% of 

the wireless firm’s shares.59 

There are many foreign telecommunication corporations in El Salvador, such Sprint, 

AT&T, France Telecom, Telefonica of Spain, and Sweden’s Millicom. Some advantages 

are for example, fiber optic cabling (nationwide), access to digital switching, use of full-

featured telephone system and line multiplexing, there’s high speed data transmission, 

call managers systems, point-to-point high-capacity lines, building-to-building networks, 

videoconferencing, as well as alternate routing and disaster recovery, among other 

facilities. There’s also reduction in tariffs, most of them are the international tariffs, a 
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great growth of the wireless sector, reducing the fixed-wire sector. It is possible to 

communicate to almost any country around the world through direct dialing, mobile 

phones, high-speed internet, fax, and telex services. Moreover, is connected through 

microwave and satellite systems with North America, Latin America, the Caribbean, 

Europe, Asia, and Africa.60 

Comparing to some Asian Countries: El Salvador has the lowest telecom cost-US$ per 

minute to the United States, specially comparing to the costs in Vietnam, Indonesia, 

Thailand, Philippines, China and Malaysia.61  

 

4.1.7. Logistic Services. 

El Salvador also has offices and services of the most important transportation companies 

in the world, offering services carrying cargos by sea every week, and daily services of 

overland cargo, air cargo, and express service. In addition, offers other services such as 

customs procedures for origin and destination, brokers or freight forwarder (shipping 

agents), consolidation of cargoes, and services of door to door.62 

 

4.1.8. Guiding Clearing Customs. 

As El Salvador has been working on tariff liberalization and customs modernization 

programs, the economy has been stimulating a healthy growth. It reduced import duties 

for final and intermediate goods from up to 300% in 1990 to an average of 5% to 15% in 

1999. Moreover, import tariffs for capital goods and raw materials were reduced to zero 
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in 1995.63 In addition, it has simplified the procedures for clearing import and export 

merchandise. These steps were reduced from 18 to 4. 

Also, it created CENTREX and SICEX centers to integrate exports using internet 

technology. Furthermore, customs procedures have been simplified establishing auto-

liquidation, which is a process that allows the importer to get the assessment and pay 

duties in a direct fashion (no physical inspection is required in most of the cases); besides, 

it established tele-dispatch to allow importers and exporters to send their commercial 

invoices, bills, and airways bills using an electronic link to the Salvadoran customs 

officer to be processed.64 

 

4.1.9. Technical and Security Requirements Advantages for Customs 

Services. 

El Salvador has the  self-clearing and auto-liquidation process that is the first customs 

system in Latin America to meet ISO 9000 standards, with 24 hours of service, offering 

verification and registration of cargo from all offices connected to the system, as well as 

it takes just two hours to clear goods and primary products to be used for production.65 

The technical and security requirements established by El Salvador, allows the 

declaration and mobilization of the goods during the 24 hours of the day, 365 days a year, 

as well as from anywhere in the world; also, it saves time and the resources of the users; 

and it is easy to download the tele-dispatch software in the next link. 
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4.1.10. Benefits of the Financial System: The U.S. Dollar as a National 

Currency. 

Since the US dollar was introduced as a national currency, foreign companies have 

several benefits to operate in El Salvador, for example, the Salvadoran banks have the 

lowest lending rates in Latin America, and they are leaders in Central America; and all 

the deposits and transactions in the banks are made in U.S. dollars.66 

In addition, there’s no currency conversion hassles nor any extra costs related to foreign 

exchange commissions and the transactions of money transfer from abroad and capital 

repatriation are easy to manage; moreover, any accounting record or documents are 

allowed to be made and registered using U.S. dollars.67 Furthermore, all the routine 

business procedures are less complicated and the accounting records are straightforward; 

furthermore, it has the most stable exchange rate in Central America. Finally, the U.S. 

dollar facilitates in grand manner the forecasting and strategic planning. 

 

4.1.10.1. Banking. 

The banking community is another advantage in El Salvador, as the country is constantly 

making reforms to have attractive laws for investors. In fact, there are nine privately 

owned international banks, and two international banks with only subsidiary agencies. 

The World Economic Forum in 2005 stated that El Salvador has the best banks in Central 

America, the most stable exchange rate in the region, and the lowest lending rate in Latin 

America.68 
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4.1.11. The Stock Market. 

The Salvadoran stock exchange market is a private institution, which has been growing 

up efficiently, helping companies to increase capital by issuing securities and bonds, 

providing technological and electronic trading platforms to users, with a fast and efficient 

access to trading. 

This stock exchange market applies all the international standards of regulation and 

market practices. 

The members of the Salvadoran stock market are more than 70 firms. It provides real-

time prices, news and other information about the global financial market.69 

El Salvador invests in the latest technologies, working close with world-class partners to 

upgrade products and services. 

Furthermore, it is member of the stock exchange market of Central America and Latin 

America, and establishing agreements with the stock exchange market of Spain and 

Mexico. 

The stock market has been growing up constantly, from $2,000 millions in 1995 to 

$9,144.3 millions in 2004, and the participation of international investors has been 

increasing during the last four years, which proofs the efficiency and effectiveness of its 

operations.70 
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4.1.12. Stock Exchange Recognitions. 

El Salvador has been granted investment grade, considered non speculative and 

investment secure by the following agencies:71 

Standard and Poor’s says that El Salvador has positive perspectives to maintain 

increasing economic reforms. The country has BB+, which includes that it improves 

social conditions. 

Duff & Phelps states that El Salvador has a rank of BB+ according to how the 

government has been modernizing the public sector, improving the stability of the 

banking system, the diverse political environment, and the opening of the economy to 

international business. 

Fitch IBCA ranked the country with a sovereign risk of BB+, which is the best ranking 

for emergent economies. This rank allows the country to have a better access to external 

financing, such bond issuance. In addition, it generates a great image as a reliable country 

in the world. 

The Heritage Foundation/Wall Street Journal, 2005, ranked the country in the 24th 

position among 161 countries worldwide, measuring the economic freedom on a global 

scale, being the second one in Latin America, and ahead of Italy, Taiwan, Norway, Japan, 

France, Panama, Costa Rica, Mexico, Brazil, India, etc., evaluating commercial policies, 

government intervention in the economy and fiscal leverage, its monetary policy, capital 

flow and foreign investment, its banking system, wages and prices, the intellectual 

property rights, internal regulations and the black market. 
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The Risk Management Agency Moody’s gives to El Salvador a risk qualification for the 

long-term debt in foreign currency of Baa3, placing the country with a grade considered 

non-speculative for investments. 

The World Economic Forum’s declared that the country is in the 4th position among the 

most competitive countries in Latin America, as well as the most competitive country in 

Central America; taking the 53rd place among 104 countries in the world, it means that El 

Salvador is ahead of India, Brazil, Panama, etc.72 

In addition, it has the lowest inflation in the region, and the most stable exchange rate in 

Central America. 

 

4.1.13. Investment Protection. 

The structure for trade and investment is one of the most progressive in the world, 

according to international principles. It encourages investments, protecting intellectual 

property rights as well as promoting exports. 

A detailed explanation of how the economic Salvadoran law protects investments is as 

follows: 

 

4.1.13.1. Investment Law. 

This law offers equal treatment to national and foreign investment. Besides, the foreign 

capital has no limit and the currency has full convertibility and there’s no double taxation. 
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Furthermore, there’re national and international mediation for the solution of 

controversies. Finally, the capital has free movement, free transfer and free repatriation.73 

 

4.1.13.2. Industrial and Commercial Free Trade Zone Law. 

This law states no income tax, nor value added tax (IVA or VAT), nor municipal tax, and 

nor taxes on capital gains. 

In addition, there’s duty free for any import of machinery, raw material, equipment and 

intermediate goods. Moreover, it is optional to sell part of the production or all of them to 

the local or Central American market, and offers the simplest registration procedures.74 

 

4.1.13.3. Exports Reactivation Law. 

This law says that there is a reimbursement of 6% FOB value if the exports go outside of 

Central America, and no export taxes, which is very attractive for investors. In addition, 

there are no limits to invest foreign capital.75 

 

4.1.14. Intellectual Property Protection. 

The National Center of Registries is very serious and strict to protect patents, trademarks 

and any other commercial symbols, as the country is member of the World Intellectual 

Property Organization, the Paris Treaty for the Protection of Industrial Property, the Bern 
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Treaty for the Protection of Artistic and Literary Works, as well as the two new World 

Intellectual Property Organizations (WCT and WPPT).76 

 

4.1.15. Taxation. 

The taxation has a simple structure composed by an income tax (the flat corporate rate is 

25%), a value added tax of 13%, and a tax on imported goods. On the other hand, the 

import tariffs offer zero percent for any capital good or raw material, 7% for all 

intermediate goods that have not been produced in El Salvador, 12% for the rest of all 

intermediate goods, and 15% for all finished goods.77 

Comparing to some Asian Countries, El Salvador has the lowest corporate income tax 

comparing to Philippines, Indonesia, Thailand, China, and Malaysia, just equal to 

Vietnam. 

 

4.1.16. Benefits of the Free Trades and Preferential Access. 

El Salvador has Free trade agreements with the United States, Chile, Panama, Dominican 

Republic, Taiwan and the rest of the countries in Central America. 

Moreover, it is working on a free trade with Canada, Colombia and the European Union; 

however, it has partial free trades agreements with Colombia and Venezuela. 

In addition, it is member of the World Trade Organization, the Multilateral Investment 

Guarantee Agency, and the Overseas Private Investment Corporation. Finally, the 
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country gets benefits from the Caribbean Basin Initiative and from the Generalized 

System of preferences with Canada, Japan and the European Union.78 

 

4.1.17. Tourism Advantages. 

Tourism product is characterized as warm and beautiful, with stable and predictable 

temperatures all year long, most of the times sunny and fresh, like an eternal spring. With 

a diverse landscape, forest mountains (specially the Imposible forest as is considered 

Cultural Heritage for Humanity), beaches (El Salvador’s beaches have the 3rd place in the 

world as the ideal place for surfing), the Maya pyramids (thousand of years of history), 

specially Joya de Ceren that has been declared Cultural Patrimony of Humanity by 

UNESCO; and well preserved old Spanish towns since 500 years ago. Every place keeps 

a short distance each other thanks to excellent interconnections. Furthermore, the country 

attracts more than 1 million tourists every year. Besides, there are low operating costs, 

comparing to the rest of the countries in the region. In addition, the government offers 

diverse financial incentives to invest. It is also important to mention that the tourist 

demand keeps growing up. El Salvador gets a new record of international visitors every 

year, which grew up to 1,257,952 visitors in 2006, growing 8.97%.79 

Finally, it looks that there will be more opportunities for foreign investors, as the World 

Tourism Organization (period 2000-2003), stated that Central America was the only one 

region with positive economic growth in tourism among the rest of American countries. 
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4.1.18. High Tech Industrial Park 

The government has finished the project to attract high tech investments, by offering a 

terrain (184 city-blocks) to build up an industrial park designated only for high tech 

industry, close to the main international airport (10 minutes), and with a favorable 

distance to seaports (80 km to the closest one), with excellent connections of roads and 

sophisticated telecommunications. Moreover, the historic data states that the area where 

the terrain is located had not been several affected for any natural disaster in the past.80 

 

4.1.19. Labor Force. 

The Salvadoran workers are the most productive in the region. Comparing to the U.S. 

standards and norms, the efficiency of the Salvadorans is 90%.81 

This is due to the main public investment made by the government is the education. 

 

4.1.20. Transparency. 

El Salvador is one of the most transparent countries in Latin America, taking the position 

51st among 146 countries worldwide, according to the Transparency International’s 2004 

Corruption Perception Index.82 
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4.2. DISADVANTAGES 

4.2.1. Wages. 

El Salvador has the highest salaries in Central America in all the economic sectors. 

Comparing to some Asian countries, has also higher salaries in the electronic sector by 

comparing to Malaysia, Philippines, Thailand, Vietnam, China, and Indonesia (including 

unskilled labor, skilled labor, technicians, middle and top managers). 83  The same 

situation happens in the service sector for middle and top managers, and it appears as the 

second highest for the rest of positions in the same service sector, comparing to Asian 

countries. 

On the other hand, El Salvador offers higher law benefits as percent of salary in services, 

comparing to the same countries mentioned above. 

 

4.2.2. Land and services cost. 

The cost of the land is much more expensive than Philippines, China, Vietnam, Indonesia, 

Malaysia, and Thailand; however, the investors have the choice to install their 

investments in free zones. 

In addition, El Salvador has a higher electrical cost comparing to the following Asian 

countries: China, Vietnam, Indonesia, Malaysia, and Thailand; only surpassed by 

Philippines.84 
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4.2.3. Scarcity of farmers. 

A large percent of farmers don’t want to work in the agriculture sector, as they have been 

accessing to different levels of education, or they prefer to invest on their own business, 

as the government has been developing microeconomic enterprises,  

Therefore, the government has been extending work permits to hundreds of foreign 

farmers yearly, most of them are from Honduras and Nicaragua; they work very 

enthusiastic, as they earn U.S. dollars which become good money when they exchange 

for their own national currencies. These foreign farmers receive wages, social benefits, 

and food; their jobs cover the main agriculture production such coffee, cotton, sugar cane, 

etc. 

 

4.2.3. Mining. 

There are not enough mineral resources to increase exports in the mining sector, just gold 

in unknown quantities. 

Fortunately, during the current year 2007, El Salvador has been starting to work on the 

project to produce and export gold. 

The private sector plans to extract 15 millions oz. of gold in the next 20 years, which 

means US$367 millions in revenues by exports every year. However, this is still a project 

to discuss between the government and the private sector. This production of gold is a 

problem to face, as it has a short term of life, probably 20 years of production but not 

more, due to the projections states that the existences of gold are limited.85 
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4.2.4. The size of the country. 

The size of the country could be a disadvantage. El Salvador has a reduced land of 

21,040.79 sq. km.,86 a little bit smaller than Israel that has 21.671 sq. km., and about the 

size of Massachusetts, which may limit the capacity to develop agriculture. Therefore the 

country is developing strategic sectors like the services, as well as investing in 

infrastructure like the dry canal to compete with the Panama Canal. 

 

4.2.5. Image of the Civil War. 

Although the civil war ended 15 years ago, the idea of war in El Salvador still remains in 

some foreign countries. This idea may keep foreign investors away from the possibility to 

invest. Therefore, the Salvadoran government has been trying to improve a good image 

of the country, by participating in international fairs abroad, promoting the capital city to 

host international events, developing business tourism and increasing the rest of the 

tourism attractions, as well as branding the country as “El Salvador… impressive” abroad. 

On the other hand, the Salvadoran government has been working on keeping a safty 

environment by subscribing an agreement with the United States to establish the 

International Law Enforcement Academy in El Salvador; this entity has a regional focus, 

as well as the INTERPOL that has established its regional office in El Salvador.87 
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