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Country: El Salvador

Social and Economic Background of El Salvador

According to the World Bank’s estimate, in 2003 El Salvador had a population of 6.5 million people, 60% of whom were between the ages of 15 and 64. World Bank statistics for 2000 state that 31% of El Salvadorians live on less than $1 a day and 58% live on less than $2 a day. The 2003 PPP-adjusted GDP per capita in terms of current international dollars was $4,781, a 3% decrease from $4,935 in 2002. El Salvador had an unemployment rate of 6.9% in 2003, according to the International Labor Office. In 2003 El Salvador received remittances of $2.1 billion current USD, according to the World Bank, which also reported that the GINI coefficient in 2000 was 0.53. The World Bank estimates that El Salvador’s M2/GDP ratio in 2003 was 0.05. El Salvador received US$89 million in FDI and US$190 million in foreign aid and development assistance in 2003, according to the IMF and World Bank respectively.  
The currency of El Salvador is the colon (SVC). On January 1, 2001, a de facto exchange rate of SVC8.75:US$1 was fixed by law and the US dollar was introduced as legal tender. The Monetary Integration Law provides for a dual currency system. In practice, the US dollar is used almost exclusively except in some rural areas, according to the Economist Intelligence Unit (EIU).

The Financial Sector Assessment Program (FSAP) of the World Bank and IMF in El Salvador has been completed.
Doing Business in El Salvador

The World Bank uses several indicators to assess the business environment of a country. In El Salvador, entrepreneurs are required to go through 12 steps to launch a business, at a cost of 132.5% of GNI per capita in 2004. Registering property requires five procedures. It costs 5% of GNI per capita to create collateral for a loan. El Salvador scores 1 on a scale from 0 to 7 on the Disclosure Index.

According to the World Bank, there is one official credit registry of business owners and individuals in El Salvador, Central de Riesgos, which was established in 1996, managed by the Supervision of the Financial System. Public credit registry bureaus cover 198 borrowers per 1000 adults while private credit registry bureaus cover 823 borrowers per 1000 adults, according to World Bank indicators. In terms of the World Bank’s Credit Information Index rating, El Salvador scores 5 on a scale from 0 to 6.  

Regulatory and Legal Environment of El Salvador

According to the World Bank, it takes 41 procedures and 275 days from the time a plaintiff files a lawsuit for overdue debt to when he or she is actually compensated. Legal and court costs of enforcing contracts reaches 12.5% of debt value. Filing bankruptcy takes approximately four years and costs 8% of estate value. The recovery rate for creditors in El Salvador is $0.25 per USD.

According to the country profile database offered by Microfinance Gateway, in El Salvador there is no regulation exclusively for microfinance institutions, but laws related to them include the: Non-Banking Financial Intermediary Law (2001); Reciprocal Guarantee System Law for the Micro, Small and Medium Enterprise; Rural and Urban (Reciprocal Guarantee Law) (2001); and Law of Non-Profit Foundations and Associations. According to the Comparative Database on Microfinance regulation offered by the Microfinance Gateway, the Financial System Commission regulates state-owned saving and credit cooperatives, reciprocal guarantee associations, and non-banking financial intermediaries (NBFI); but NGOs that provide microfinance services are not regulated. In El Salvador the Foundations and Associations Registry within the Ministry of Interior administers the registration of NGOs. The required legal form for MFIs is associations or foundations. In El Salvador there is no requirement on minimum capital for NGOs to establish MFIs, and NGOs are allowed to provide financial services defined as “administering capital designated for public use.” 

According to CGAP, the new financial legal framework in El Salvador applies mostly to credit unions or cooperative structures, which may make the NGOs’ transformation difficult and restrict their MFI activities.

CGAP states, in addition to these legal framework policies, El Salvador has a government organization called CONAMYPE, which is involved in promoting the microenterprise sector, including microfinance. The purpose of this organization is to promote orderly and effective public investment in all activities relating to microfinance and microenterprise development.

According to the U.S. Department of State, the government of El Salvador has enacted new laws and amended existing ones to encourage foreign financial participation, both direct and portfolio investment. The principal laws governing foreign investment are Investment Law, Export Reactivation Law, and Free Trade Zones Law. The 1999 Investment Law grants equal treatment to foreign and domestic investors. With few exceptions, foreign investors may freely establish businesses in El Salvador. The Investment Law created the National Investment Office (ONI) at the Ministry of Economy to facilitate the registration of new investments in the country. ONI seeks to help foreign investors complete all steps necessary to begin operations within seven business days. 

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in El Salvador 

According to CGAP, there are 13 commercial financial institutions in El Salvador. Three of these commercial financial institutions are involved with microfinance services, serving 41,380 clients. One of these institutions transformed itself from a NGO into a licensed microfinance institution under the same legal structure as that of traditional banks.

The World Council of Credit Unions states that there are 32 credit unions officially registered in El Salvador, serving around 70,000 clients. These institutions provide loans as well as voluntary saving, training, and consulting services.

According to CGAP, there are nine MFIs in El Salvador, two of which account for more than 50% of the total number of 52,428 clients. According to the MIX Market, all MFIs in El Salvador provide loans; encourage voluntary savings; conduct training; consult; and provide business development, health and education services to the poor.

The SEEP Network states that there are two microfinance associations in El Salvador. One is Asociacion de Organizaciones de Microfinanzas de El Salvador (ASOMI), which was established in 1998. Currently ASOMI has nine members. Its aim is to foster favorable conditions for microfinance development in the country. The second institution is called Alianza para el Desarrollo de la Microempresa (ALPIMED). Established in 1999 to strengthen operating capacity, the organization undertakes research, administers resources, negotiates projects, builds human resource capacity for member institutions, and serves as a guarantor for the members between national and international parties. Currently ALPIMED has ten MFI members.

National Committee in El Salvador

Five government institutions, four associations for microcredit institutions and three international cooperation agencies form El Salvador’s National Committee, which was established in February 2005.  

In an effort to involve the national media in the International Year of Microcredit and increase the scope of activities planned for the year, the government and the National Committee together formed a special press committee that will  promote the activities of the year, conduct research studies and make information publicly available, including a brochure. For this purpose, the Press Committee will be organizing press conferences and radio and TV interviews on microfinance themes during the year. All National Committee members agreed to publish information on the Year of Microcredit on their websites. 

To raise public awareness of the benefits of microfinance, the National Committee is organizing a series of public seminars and conferences.  For example, there will be a forum on popular credit with national and international panelists and a conference on microcredit. In conjunction with these events, the committee will launch a microcredit program in the City of Sonsonate as a project carried out by the UNDP. 

El Salvador is conducting two research studies on microfinance, one on small to medium-sized enterprises and another on supply and demand of microcredit services in the country.

The National Committee will also hold quarterly meetings with representatives of key sectors in microfinance to evaluate progress periodically and adjust its national strategy accordingly.
El Salvador is not involved in the Global Microentrepreneurship Award (GMA) in 2005.
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