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SUMMARY OF PROPOSED FINANCING AND PROGRAM

BASIC INFORMATION

Operation ID Programmatic If programmatic, position in series

P509413 Yes 1st in a series of 3

Proposed Development Objective(s)

(i) To strengthen fiscal sustainability through improved fiscal management tools and spending efficiency; and (ii) To

enhance resilience to natural disasters and climate change.

Organizations

Borrower: Republic of El Salvador
Contact Title

Implementing Agency: Ministry of Finance
Contact Title

Jerson Posada Minister of Finance

PROJECT FINANCING DATA (USS, Millions)

Maximizing Finance for Development

Is this an MFD-Enabling Project (MFD-EP)?

Is this project Private Capital Enabling (PCE)?

SUMMARY

Total Financing

DETAILS

Telephone No.

Telephone No.
+503 2244 3000

Yes

Yes

Email

Email

jerson.posada@mh.gob.sv

350.00
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World Bank Group Financing

International Bank for Reconstruction and Development (IBRD) 350.00
PRACTICE AREA(S)
Practice Area (Lead) Contributing Practice Areas
Macroeconomics, Trade and Investment Urban, Resilience and Land; Governance
CLIMATE

Climate Change and Disaster Screening

Yes, it has been screened and the results are discussed in the Operation Document

OVERALL RISK RATING
Overall Risk Substantial

RESULTS

Baseline I Closing Period
Pillar A--- Strengthen fiscal sustainability through improved fiscal management tools and spending efficiency.
Primary Balance relative to GDP (Percentage)

Dec/2024 Jun/2028

-0.20 3.50

Public Wage Bill relative to GDP (Percentage)

Dec/2024 Jun/2028

10.50 9.50

Infrastructure or public service provision projects implemented through the Mixed Enterprise or PPP regimes (Number)
Jun/2025 Jun/2028

1 3

Pillar B---Enhance resilience to natural disasters and climate change.
Additional share of contingent liabilities covered by the contracting of sovereign risk transfer products or by the improvement of
retention instruments, such as FOPROMID (Percentage)

Jun/2025 Jun/2028

0 30

Average days to issue construction permits (for projects 2250 m?) through the DOT system (Number)
Jun/2025 [ Jun/2028
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310 | 100

USAR teams accredited under SISUSAR standards (trained personnel, equipment, and operational protocols) (Number)
Jun/2025 Jun/2028

0 10

Women among the individuals with improved DRM capacity (Percentage)

Jun/2025 Jun/2028

0 60

Residents in the AMSS living within 300 meters of an either newly
space designed to mitigate extreme heat and flooding (Number)

planned and funded or rehabilitated green corridor or urban green

Jun/2025

Jun/2028

0

200,000
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IBRD PROGRAM DOCUMENT FOR A PROPOSED LOAN TO
THE REPUBLIC OF EL SALVADOR FOR A FISCAL SUSTAINABILITY AND RESILIENCE DPF WITH
CAT DDO

I. COUNTRY CONTEXT AND OPERATION SUMMARY

1. Over the past decade, El Salvador has struggled with low growth. Despite its economic openness, El
Salvador grew at an average annual rate of just 2.1 percent over the period 2000-2024, hindered by historically
high crime rates and other structural constraints. Poverty rates still managed to drop by 14 percentage points to
30.3 percent (USS$6.85 in 2017 purchasing power parity) over 2000-23, aided by abundant remittances. However,
job creation remained a core challenge, as 64 percent of total workers had informal jobs in 2023, with informality
rates increasing considerably for women and youth since 2000.! A concerted effort since 2022 sharply reduced
crime, boosting market confidence and removing a key barrier to job creation and prosperity.?2 However, many
challenges remain, including addressing macroeconomic imbalances, enhancing access to external financing,
increasing resilience to natural disasters, and lifting the overall productivity of the economy.

2. Over the past decade, fiscal and external pressures increased in El Salvador, jeopardizing its ability to
foster a sound macroeconomic setting for private investment and job creation. Between 2010 and 2024, the
public debt burden rose from 63.8 to 89.0 percent of the Gross Domestic Product (GDP). Although revenue
mobilization steadily increased to approximately 25 percent of GDP by 2024 —exceeding most peers—shocks like
the COVID-19 pandemic and spending inertia have maintained elevated deficit and debt levels. For instance, the
wage bill, accounting for one-third of expenditures, or 11.1 percent of GDP in 2024, has been steadily increasing
since 2005, driven by a 2.5 percent annual growth in public workers and a 3.6 percent rise in average
remuneration.? The interest bill has also increased steadily and currently accounts for 4.3 percent of GDP. Lastly,
public investment averaged only 3.4 percent of GDP between 2010 and 2024, while safety nets spending accounted
for less than 2.0 percent of GDP. Moreover, as the economy is small and dollarized, external imbalances largely
mirror fiscal imbalances, augmented by the negative savings of households that are funded through remittances.

3. El Salvador prospects for inclusive growth are further undermined by its high vulnerability to natural
disasters and climate-related shocks. About 89 percent of its territory and 95 percent of its population are exposed
to hazards like flooding and earthquakes.* Between 1980 and 2020, damage amounted to US$9.3 billion, with
annual infrastructure repair costs at around US$60 million. Salvadoran firms lose approximately US$300 million
yearly due to infrastructure damage, particularly in transport. Climate projections for 2040-59 indicate a rise in
rainfall and temperature, and worsening challenges for food and water security, with crop yields potentially
dropping by 30 percent by 2050.°

4. The Government of El Salvador (GoES) has taken actions to address macroeconomic imbalances and

1 World Bank, 2024. Poverty and Equity Assessment for El Salvador.

2 Since the early 2000s, El Salvador’s homicide rate remained persistently high—averaging around 60 per 100,000 population—and peaked at 106.8 per
100,000 in 2015, the highest globally. Following the implementation of comprehensive security measures, the country has successfully reduced its homicide
rate to 1.9 per 100,000 population in 2024, now the lowest in the region.

3 Since 2005, aggregate employment in El Salvador grew at an average rate of 1.3 percent, half the rate of public employment growth. Additionally, the mean
remuneration of public sector employees has been 77 percent higher, on average, than the GDP per working-age population ratio over the same period.

4 63 percent exposed highly to a seismic threat, 38 percent to landslides, 35 percent to severe meteorological drought, and 15 percent highly to flooding
(MARN, 2017). At least 20 percent of the population lives less than 10 km from an active volcano; 14 percent of the population lives with high exposure to
flooding (World Bank, 2005).

5 Projections for 2040-2059 period suggest that there will be an increase of 18.75 millimeters in annual maximum five-day cumulative rainfall and of 1.64°C
in mean annual temperature, combined with a fall of -65.33 millimeters in annual precipitation overall (World Bank, Climate Change Knowledge Portal).
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increase the country’s resilience against natural disasters. Public debt repurchase operations over 2022-24 helped
to ease short-term financing pressures. These were followed by the approval of an austere 2025 budget and a 40-
month Extended Fund Facility (EFF) with the International Monetary Fund (IMF) in February 2025, which
successfully completed its first review in May 2025. Sovereign spreads fell sharply as a result, as measured by the
JP Morgan Emerging Market Bond Index, from a peak of 3,512 basis points in June 2022 to 407 basis points on June
8, 2025. Moving forward, support from the World Bank and other Multilateral Development Banks (MDBs),
including through the proposed operation, will be vital to advance key structural reforms alongside ongoing
macroeconomic stabilization efforts. These reforms will aim not only to continue addressing fiscal and external
imbalances but also to foster higher-quality job creation through productivity-led growth, increased private
investment, strengthened market confidence, and greater investment in public infrastructure and services
provision. The authorities’ program also contemplates measures to enhance resilience against natural disasters,
leading to advances in disaster risk management (DRM), like the 2005 Civil Protection, Disaster Prevention and
Mitigation Law, a disaster risk financing strategy, and the creation of the Civil Protection, Disaster Prevention, and
Mitigation Fund (FOPROMID). Nonetheless, opportunities remain to further strengthen El Salvador’s disaster risk
preparedness, particularly in enhancing the legal framework and expanding financing instruments for resilience.

5. This proposed Development Policy Financing (DPF) aims to support the GoES’s efforts to attain fiscal
sustainability and increase the country’s resilience to natural disasters and climate change.® The proposed loan
for an aggregated amount of US$350 million consists of a Fiscal Sustainability and Resilience DPF in the amount of
USS$250 million with a Catastrophe Deferred Drawdown Option (CAT DDO) of an additional US$100 million. Policies
in the first pillar of the operation aim to improve fiscal sustainability by implementing a fiscal responsibility
framework that ensures long-term debt stability, along with fiscal consolidation measures that reduce the public
wage bill burden and attract private financing for public infrastructure projects, while enhancing public investment
efficiency. Reforms in the second pillar promote financial disaster risk portfolio diversification, strengthen the risk
preparedness framework, and establish tools for implementing climate and disaster risk resilient infrastructure at
the national and urban level. As a result of these measures, El Salvador is expected to achieve sustained primary
surpluses and stabilize debt while crowding in private investment in infrastructure, and to enhance resilience to
natural disasters, laying better foundations for investment and job creation.

Il. MACROECONOMIC POLICY FRAMEWORK

6. El Salvador’s macroeconomic framework is assessed as adequate for the proposed operation. Growth
slowed in 2024-25 but is expected to accelerate to reach 3.1 percent in 2028, supported by improved market
confidence and higher private investment from the fiscal and external stabilization efforts that lower capital costs,
MDB-supported structural reforms, and the continued reduction in crime. The current account deficit is expected
to stabilize at around 1.4 percent of GDP by 2028, financed by increasing foreign direct investment (FDI) inflows and
concessional long-term borrowing, supporting the steady accumulation of international reserves. Fiscal
sustainability is underpinned by a new fiscal responsibility framework and a growing primary balance, mainly driven
by spending-reduction measures, while public-debt-to GDP ratio is expected to gradually fall to 84.4 percent by
2028. In 2024, the GoES took important steps to address key macroeconomic challenges, including strengthening
fiscal, external and financial buffers and enhancing governance and transparency. These actions, coupled with the
approval of an IMF EFF arrangement, have bolstered market credibility, reflected in the lowest sovereign spreads
since 2018. The authorities have prioritized growth- and fiscal-enhancing reforms. Still, the country remains highly

6 This is the first operation in a three-year Programmatic Series consisting of three DPFs, with each operation totaling US$250 million. Additionally, a US$100
million Cat-DDO will be included in the first operation and remain active throughout the entire program. The total financing for the series will amount to
US$850 million.

Page 2
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vulnerable to external shocks, including climate-related disasters, requiring multi-year support from all multilaterals
to rebuild external, fiscal, and financial buffers, and ultimately promote a higher and sustained long-term growth.

A. Recent Economic Developments

7. El Salvador’'s GDP growth slowed to 2.6 percent in 2024, down from 3.5 percent in 2023. Robust
remittances, along with continued improvements in security since 2022, supported a 3.2 percent rise in private
consumption in 2024. But severe flooding disrupted construction and slowed public investment in the first half of
2024, causing a deceleration in growth compared to 2023. The economy rebounded in the second half of 2024,
driven by tourism and a recovery in public and private investment as the negative impact of climate-related events
subsided. On the supply side, growth was mainly driven by capital accumulation and labor, while productivity has
yet to be leveraged as a source of growth.” Inflation continued its downward trend, falling from 4.0 percent in 2023
to 0.9 percent in 2024, driven by lower food prices and reduced international inflationary pressures.

8. The current account deficit widened to 1.8 percent of GDP in 2024, further straining El Salvador’s
external position. This trend was driven by a reduction in remittance growth, weaker goods exports, increasing
interest costs, and rising imports, which more than offset gains from increased tourism receipts. FDI recovered to
1.8 percent of GDP after the pandemic due to improved security. However, it is still below Central America's
average of 3.2 percent. International reserves increased by over US$627 million in 2024, primarily due to external
public borrowing inflows (for the repurchase of outstanding debt) resulting in a net positive inflow into the country.
However, reserves cover only 2.6 months of imports, which is below the adequate levels for dollarized countries,
indicating a still fragile external position.

9. The overall fiscal deficit declined by 0.2 percentage points of GDP (to 4.5 percent of GDP) in 2023-24,
and the primary deficit nearly closed after declining by 0.6 percentage points of GDP.8 In 2024, revenues
increased by 0.6 percentage points to 25.5 percent of GDP, driven by enhanced tax administration, electronic value-
added tax (VAT) invoicing, increased business activity and consumption due to improved security. Current
spending, including interest payments, rose at the slower pace of 0.4 percentage points to 30.0 percent of GDP,
largely due to the one-off voluntary retirement scheme. Interest payments reached a peak of 4.3 percent of GDP.
Through three debt buyback operations, the authorities issued USS$3.0 billion in Eurobonds in 2024, with the
proceeds used to repurchase US51.8 billion of shorter-maturity bonds and to reduce debt service costs and finance
long-term investments in the Rio Lempa (See Annex 3.1). The proceeds also allowed a partial clearance of domestic
arrears (payments overdue by more than 90 days) amounting to about 0.5 percentage points of GDP.

10. El Salvador’s banks remain compliant with capital adequacy requirements, but they face challenges due
to limited liquidity buffers and notable exposure to government debt. The capital adequacy ratio stood at 16.2
percent in January 2025, well above the minimum of 12 percent, and non-performing loans were low at 1.7 percent
of total assets. In February 2025, total bank loans grew by 5.8 percent year-on-year, with loans to firms, households,
and the housing sector rising by 6.7, 5.8, and 3.4 percent, respectively. Deposits also continued growing steadily,

7 The 2024 Poverty and Equity Assessment for El Salvador and the 2021 report Unleashing Central America’s Growth Potential, reveal that over half of the
country’s workforce is employed in low-productivity sectors such as agriculture, low-tech manufacturing, commerce, construction, and restaurants.
Furthermore, approximately 95 percent of businesses in El Salvador are microenterprises, and 92 percent operate at a subsistence level, suggesting that
most firms exhibit low productivity and face significant internal and external constraints that limit their capacity to increase productivity and generate higher-
quality employment. Such sectoral and firm-level dynamics help explain why productivity has had a small, and negative, contribution to overall economic
growth over the past decades.

8 From 2010 to 2019, the fiscal deficit decreased from 5 percent of GDP to around 3 percent. Similarly, the primary balance shifted from a deficit of 2.2
percent of GDP in 2010 to a surplus of 0.6 percent of GDP. These improvements were driven by a rise in government revenues, which increased from 21.5
percent of GDP in 2010 to nearly 23 percent by 2019, one of the highest levels in Central America. Post-pandemic, revenues increased due to improved tax
collection but were offset by even higher spending on public salaries (refer to Annex 3.2 for discussion on the evolution of the public wage bill) and pandemic-
related transfers.
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with a rate of 10.1 percent year-on-year. In January 2025, and as agreed under the IMF program, the Central
Reserve Bank of El Salvador (BCR) raised liquidity reserve requirements from 10 to 12 percent, with an additional
increase expected in June 2025 to 13 percent (still below the pre-pandemic level of 20 percent). As of March 2025,
the banking sector held 11.6 percent of their assets in government securities, almost doubling since 2019.

Table 1. Selected Economic and Financial Indicators

2022 2023 2024p 2025p 2026p 2027p 2028p

Annual percentage change, unless otherwise indicated
National accounts

GDP at constant prices 3.0 3.5 2.6 2.5 2.5 3.0 3.1
Private consumption -0.1 0.9 3.2 3.2 3.3 3.1 2.8
Government consumption 0.2 3.3 2.4 -5.4 -2.1 -0.3 3.3
Gross fixed investment 3.1 9.4 4.7 3.2 3.3 4.5 4.5
Exports of goods and services 12.0 5.3 12.1 5.4 3.2 3.1 2.7
Imports of goods and services 2.9 -1.4 8.0 33 3.0 3.0 3.0
Sectoral contribution to growth
Agriculture (ppts) 0.0 0.0 0.0 0.1 0.1 0.1 0.1
Industry (ppts) 0.5 0.9 0.1 0.5 0.6 0.7 0.7
Services (ppts) 2.5 2.6 2.5 19 1.8 2.2 2.3
Inflation
GDP deflator 6.6 2.6 1.8 0.8 2.2 2.1 1.9
Consumer prices (average) 7.2 4.0 0.9 1.0 1.8 1.8 1.8
Selected monetary accounts
Credit to private sector 62.6 61.9 62.5 66.1 69.1 72.1 75.1
Broad money (M2) 55.1 55.2 55.0 54.4 53.8 53.1 52.5

Percent of GDP, unless otherwise indicated
External sector

Current account balance (including grants) -6.7 -1.1 -1.8 -0.8 -2.1 -1.5 -1.4
Exports (goods and services) 31.9 314 32.8 32,6 32.4 32.2 321
Imports (goods and services) 57.0 50.3 51.9 51.5 50.1 49.3 48.5
Remittances (inflows) 24.3 24.1 23.7 25.1 23.0 22.3 21.8
Foreign direct investment (net inflow) 0.5 2.1 1.8 19 2.1 2.3 2.4
Terms of trade (pct change) -2.3 1.3 -2.6 -1.7 19 0.9 1.5
Percent of GDP, unless otherwise indicated
Debt
Public debt 79.5 85.3 89.0 89.2 88.1 86.0 84.4
External 36.5 35.7 38.3 43.2 45.0 45.9 46.4
Domestic 43.1 49.6 50.7 46.0 43.1 40.0 38.0
Fiscal accounts
Total revenues 24.7 24.9 255 25.8 25.9 26.3 26.3
Total expenditures 27.4 29.6 30.0 28.8 28.0 28.0 28.4
Overall fiscal balance -2.7 -4.7 -4.5 -3.0 -2.1 -1.8 -2.1
Memorandum items
Per Capita GDP (In USS Atlas Method) 4,710 4,960 5,064 5,170 5,278 5,414 5,560
Gross reserves (USS millions, EOP) 2,697 3,081 3,708 4,254 4,763 5,468 6,112
In months of next year's imports 1.9 2.0 2.4 2.7 2.9 3.2 --
Nominal GDP (US$ millions) 31,870 33,854 35,365 36,547 38,284 40,265 42,317

Source: BCR, Ministro of Finance (MOF) and World Bank staff calculations.
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Table 2. Key Fiscal Indicators (percent of GDP)

2022 2023 2024P 2025P 2026P 2027pP 2028P

Total revenues 24.7 24.9 255 25.8 25.9 26.3 26.3
Revenue 24.7 24.8 25.4 25.8 25.9 26.2 26.3
Tax revenue 20.1 19.7 20.6 20.7 20.9 211 21.4
Direct taxes 8.7 8.5 8.8 8.9 8.9 9.0 9.0
Indirect taxes 11.8 115 12.0 12.0 12.1 12.1 12.1

Taxes on goods and services 10.1 10.0 10.5 10.5 10.5 10.5 10.5

Taxes on international trade 1.7 1.5 1.4 1.5 1.6 1.6 1.6

Other taxes -0.4 -0.2 0.1 0.1 0.1 0.3 0.3
Non-tax revenue? 4.5 5.1 4.8 5.0 5.0 5.1 49
Grants 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Total expenditures 27.4 29.6 30.0 28.8 28.0 28.0 28.4
Current expenditures 24.7 25.3 259 25.2 24.3 24.4 24.8
Wages and salaries 10.3 10.7 111 10.4 9.9 9.5 9.5
Goods and services 4.6 4.6 5.2 4.8 4.5 4.4 4.4
Current Transfers 5.2 6.1 5.3 54 5.2 5.3 54
Interest expense 4.7 3.9 4.3 4.6 4.7 5.2 5.5
Capital expenditures 2.7 4.3 4.1 3.6 3.6 3.6 3.6
Other expenditures 0.0 0.0 0.0 0.0 0.1 0.0 0.0
Overall Fiscal balance? -2.7 -4.7 -4.5 -3.0 -2.1 -1.8 -2.1
Primary balance 2.0 -0.8 -0.2 1.7 2.7 3.5 3.5
Financing 2.7 4.7 4.5 3.0 2.1 1.8 2.1
Net foreign financing 0.0 0.2 3.5 6.0 3.6 3.2 2.6
Net domestic financing 2.7 4.5 1.0 -3.0 -15 -1.5 -0.5

Source: BCR, MOF and World Bank staff calculations.
Notes: 1/ Includes social contributions and other revenues. 2/ Non-Financial Public Sector.

Table 3. Public Debt Stock and Debt Service, 2024-27

Debt stock (end of period) Debt service
2024 2025 2026 2027 2025 2026 2027
in
million (ﬁ’:;tt;’" (GO/:):; in million US$ (% of GDP)
uss$
Total Debt 31,477 100.0 89.0 4,824 3,522 4,026 13.2 9.2 10.0
Domestic 13,539 43.0 38.3 3,362 1,876 1,892 9.2 4.9 4.7
Debt
External Debt 17,938 57.0 50.7 1,462 1,646 2,134 4.0 4.3 5.3
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Medium- and
Long-Term debt

Investors

Multilateral

BCR

Bilateral

Others
Short Term debt

LETES

CETES
Previsional
debt!

Transition
Financing
Certificates
(CFT)

Previsional
Obligations
Certificates
(Cop)

19,467

11,647
6,283
1,087

372

78
1,392
1,134
258
10,619

8,562

2,057

61.8

37.0
20.0
3.5
1.2
0.2
4.4
3.6
0.8
33.7

27.2

6.5

55.0

32.9
17.8
3.1
1.1
0.2
3.9
3.2
0.7
30.0

24.2

5.8

Source: BCR, MOF, IMF and World Bank staff calculations.
Note: 1/ Previsional debt comprises the stock of Transition Financing Certificates (CFT) and Previsional Obligations
Certificates (COP), which are instruments issued by the government to cover pension-related obligations.

Table 4. External Financing Needs and Sources (millions of US$)

2022 2023 2024P 2025P 2026P 2027P  2028P
Financing requirements 7,056 5,612 7,091 5,178 5,032 5,236 5,060
Current account deficit 2,144 368 632 279 803 591 578
Debt amortization (public and private) 4,912 5,244 6,459 4,899 4,229 4,645 4,482
Available Financing 7,056 5,612 7,091 5,178 5,032 5,236 5,060
Capital account flows (net) 242 337 283 295 268 284 284
Foreign Direct Investment (net) 143 688 636 767 881 886 1,016
Portfolio Investment (net) -503 -141 1,560 37 -38 443 381
Other capital flows 922 767 -336 -257 100 -568 -470
Medium and long-term debt disbursements (excl. IMF) 5,880 3,808 5,575 4,539 4,025 4,420 4,246
IMF credit (net) 365 0 0 343 305 476 248
Change in Reserves (- = Increase) 699 -369 -627 -546 -509 -705 -644
Errors & Omissions -692 523 0 0 0 0 0

Source: BCR, IMF and World Bank staff calculations.

B. Macroeconomic Outlook and Debt Sustainability
11.

Weaker global economic activity and fiscal consolidation are expected to marginally slow growth to 2.5

percent in 2025 and 2026, with a gradual recovery in the following years. Growth is anticipated to increase to 3.0
percent in 2027 and 3.1 percent in 2028, supported by macroeconomic stabilization efforts, ongoing structural
reforms, and sustained improvements in security, which are expected to lower capital costs and attract private
investment, especially in infrastructure, tourism, and construction. Additionally, strategic public investments in
infrastructure and structural reforms are anticipated to foster private sector productivity growth and enhance
competitiveness. In the medium term, these developments are expected to further enhance market confidence,
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increase investment, leading to better quality jobs. By 2028, inflation is projected to average 1.8 percent, although
it is highly influenced by global commodity prices and U.S. inflation trends.

12. The current account deficit is expected to stabilize at around 1.4 percent of GDP by 2028, financed by
growing FDI flows and medium- to long-term financing. A slowdown in global economic activity is anticipated to
dampen external demand for El Salvador’s goods exports, causing a slight decline to 32.1 percent of GDP by 2028.
Remittances, which accounted for 23.7 percent of GDP in 2024, increased by 15.2 percent in the first four months
of 2025 compared to the same period in 2024, driven by migrants’ portfolio shifts from the US (United States) to
El Salvador. This surge is expected to be temporary for only 2025; over the medium term, remittances are projected
to return to trend levels and fall relative to GDP, due to weaker global growth and uncertainty surrounding
undocumented migrants in the US. In contrast, tourism and service exports are anticipated to grow over the
medium term, supported by improvements in security and stronger domestic market confidence, partially
offsetting these declines in goods exports and remittances. Imports are forecast to fall to 48.5 percent of GDP by
2028, reflecting both challenging global conditions and the direct effect of lower remittances on domestic demand.
Consequently, the overall current account deficit will primarily reflect this sharper contraction in imports relative
to GDP. FDI is projected to increase from 1.8 percent of GDP in 2024 to 2.4 percent by 2028, underpinned by
enhanced market confidence stemming from the adopted macroeconomic stabilization reforms. This, together
with MDBs’ medium- to long-term disbursements, is expected to lead to an overall Balance of Payments (BOP)
surplus allowing for a steady recovery in international reserves, with their stock projected to increase by 4
percentage points of GDP between 2024 and 2028.

13. The overall fiscal deficit is expected to decrease from 4.5 to 2.1 percent of GDP between 2024 and 2028,
mainly driven by expenditure-reduction measures. To reduce the public wage bill, an important source of
spending pressures pre- and post-pandemic, the 2025 budget froze hiring and wages for most workers. Starting in
2026, a World Bank-supported civil service reform will guide public recruitment processes and compensation
policies, initially for the central government and then expanding beyond to incorporate strategic sectors like
education, health, security, and judiciary by 2027. The public wage bill is anticipated to fall by 1.6 percentage points
of GDP by 2027.° Concurrently, reforms are underway to raise public investment efficiency, especially through
improved regulatory frameworks that attract private capital and expertise to finance infrastructure and public
service provision, as well as to enhance disaster financing management. Revenues will also aid fiscal consolidation,
rising by 0.8 percentage points from 2024 to 2028 due to continued improvements in tax collection and stronger
real sector performance after 2026. Overall, the primary surplus is expected to reach 3.5 percent of GDP by 2028,
governed by the adoption of the new Fiscal Sustainability Law (FSL) as the anchor of the GoES’s fiscal consolidation
plan. However, the overall balance is expected to decline at a slower pace in light of El Salvador’s high interest
payments. While the interest bill is projected to decrease slightly in 2026 as high-interest debt is replaced with
cheaper and longer-maturity debt, it will rise again in 2027 following the expiration of the interest grace period on
the Pension Institute’s debt, as enabled by the 2023 pension reform.1® Access to international capital markets at
more reasonable rates and medium- to long-term disbursements from MDBs are expected to help meet debt

9 Of this reduction, 1.0 percentage point will be attributed to structural wage measures associated with civil service reform, while the remainder will result
from savings due to implemented hiring and wage freezes and the one-off voluntary retirement scheme.

10 E| Salvador has two pension systems: the Public Pension System (SPP), which covers individuals from the former pay-as-you-go scheme and is managed
by the Salvadoran Pension Institute (ISP), and the Pension Savings System (SAP), a privately managed defined-contribution system administered by two
private pension funds (AFPs). Under the 2023 pension reform, the AFPs are required to purchase the debt issued by the ISP, known as Certificados de
Obligaciones Previsionales (COP), to finance the ongoing deficits of the SPP. As a result, nearly 89 percent of the assets managed by the AFPs are invested in
public debt securities, either directly or through banks and financial institutions. Consequently, the savings in the SAP have effectively become the primary
financial resource for the ISP. According to the reform, the grace period for interest payments on the COP extends until 2027, after which the government
will assume responsibility for paying the interest on this debt.
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rollover needs.

14. Public debt is projected to gradually decline, but its trajectory is sensitive to shocks. The public debt-to-
GDP ratio is anticipated to decrease from 89.0 percent of GDP in 2024 to around 80 percent by 2030, supported by
fiscal consolidation. In the medium term, gross financing needs are expected to fall to around 7 percent of GDP
due to reduced fiscal deficits. A real growth shock in 2025 could significantly increase the debt-to-GDP ratio by
more than 8 percentage points by 2030. Conversely, a real interest rate shock and a primary balance shock would
have more moderate effects, increasing the debt-to-GDP ratio by at most 2.5 percentage points from its projected
baseline path. Combining all shocks would raise this ratio by around 9 percentage points. Moreover, under an
extreme scenario involving a large contingent liability shock (a one-time increase in non-interest expenditures
equivalent to 10 percent of banking sector assets), the debt-to-GDP ratio would approach 100 percent.

Figure 1. Public Debt Sustainability
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Source: World Bank staff calculations.

Notes: 1/Shock equivalent to 50 percent of the planned adjustment. There is an increase in interest rates of 25bp for every 1 percent of GDP worsening
the primary balance. 2/ Real GDP growth is reduced by 0.5 standard deviations for 2 consecutive years; revenue-to-GDP ratio remains the same as in
the baseline; level of non-interest expenditures is the same as in the baseline; deterioration in primary balance leads to higher interest rate (25 basis
points); decline in growth leads to lower inflation (0.25 percentage points per 1 percentage point decrease in GDP growth). 3/ Interest rate increases by
200 basis points. 4/ Combined shocks of the points 1,2,3 and 4. 5/ Constant primary balance as in the first year of projection in the baseline. 6/ One-
time increase in non-interest expenditures equivalent to 10 percent of banking sector assets leads to a real GDP growth shock: growth is reduced by 0.5
standard deviation for 2 consecutive years; revenue-to-GDP ratio remains the same as in the baseline; deterioration in primary balance leads to higher
interest rate (25 basis points); decline in growth leads to lower inflation (25 basis points).

15. The macroeconomic outlook remains broadly positive, albeit with important downside risks. The largest
external risks are the evolution of trade and immigration policies and the strength of external demand. While trade
diversion may bring temporary benefits, the global effects of recent trade policy actions could be more
contractionary than anticipated, with stronger spillovers to El Salvador’s economic growth. Also, an intensification
of US immigration enforcement could lead to significantly lower remittances, impacting consumption, tax
revenues, reserve accumulation, and social conditions. Additionally, an unforeseen natural disaster could further
impact growth with negative implications for fiscal consolidation efforts. A hardening of international financial
conditions could increase the country’s interest expenses and further limit access to finance, thus escalating debt
rollover risks and hindering stabilization efforts. Domestically, if governance and transparency deteriorate, it could
adversely affect market confidence and FDI attraction. Moreover, continued reliance on domestic government
debt issuance risks deepening vulnerabilities associated with the bank-sovereign nexus, while pressures may
emerge to expand the government’s Bitcoin holdings. The ability of the country to cushion these shocks is limited,
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given the low external and fiscal buffers that are currently being rebuilt. The government's commitment to fiscal
consolidation, proactive debt management, MDB-supported structural reforms and financing, along with ongoing
security improvements are expected to mitigate these risks. For instance, the recently adopted FSL, a key reform
of the government’s fiscal consolidation package, mandates an adjustment plan to correct, in the short to medium
term, any deviations of the debt-to-GDP ratio from the expected consolidation trajectory. The FSL will also enhance
fiscal transparency by requiring the publication of regular fiscal monitoring reports to build market confidence in
the consolidation effort, while also incorporating an emergency suspension clause that allows flexibility for climate-
related disasters. Furthermore, fiscal consolidation and MDB budget support will help to free up domestic
financing, thus facilitating greater bank lending to the private sector, thus reducing government exposure and
alleviating sovereign-bank nexus risks. Collectively, these initiatives are anticipated to enhance macroeconomic
stability, boost investor confidence, and promote medium-term growth.

C. IMF Relations

16. On February 26, 2025, the IMF Executive Board approved a 40-month EFF arrangement valued at US$1.4
billion. The program aims to achieve a growth-friendly fiscal consolidation of more than 3.5 percent of GDP over
three years, focusing on expenditure measures such as reducing the public wage bill and cutting spending on goods
and services. It also aims to enhance the financial system’s stability by increasing bank liquidity buffers and central
bank reserves and improving governance through improved fiscal transparency and anti-corruption measures.
Several prior actions were met before approval including, in January 2025, the National Assembly’s removal of
Bitcoin’s legal tender status, which ensures that private entities are not obligated to accept it, while permitting its
voluntary use in the private sector and limiting its use within the public sector. In May 2025, the IMF and the GoES
reached a staff-level agreement on the first revision of the EFF arrangement. This agreement was approved by the
IMF Executive Board on June 27, 2025. The revision determined that the program performance has been robust,
with fiscal and international reserve targets successfully met and the implementation of structural benchmarks
advancing steadily. Moreover, significant progress continues to be made in strengthening financial resilience,
governance, and transparency. The proposed DPF with a CAT-DDO has been closely coordinated with the IMF and
presents a complementary set of reforms.!

I1l. PROPOSED OPERATION

A. Link to Government Program, Country Partnership Framework (CPF), other World Bank Group operations, and
Corporate Priorities

17. The proposed operation is closely aligned with the government’s strategy for inclusive and sustainable
growth. El Salvador’s National Integrated Development Strategy 2023 (ENDI) aims to facilitate the effective
implementation of economic and social development policies that accelerate progress toward achieving the
Sustainable Development Goals by 2030. This strategy focuses on promoting an inclusive and integrated
development model through 25 policy action areas organized into four pillars: (i) strengthening human capital; (ii)
transforming and diversifying the production matrix; (iii) ensuring food and water security while protecting the

1 For example, prior actions 1 and 2, on the Fiscal Sustainability Law and the creation of a system for Medium-Term Planning of Public Employment and
Wages, are consistent with the IMF Memorandum of Economic and Social Policies. The initial Technical Assistance for the preparation of the FSL, and
associated medium-term fiscal framework, was provided by the Interamerican Development Bank (IADB), and has been complemented with advice from
the World Bank and the IMF (with the Bank’s critical value added on the measurement of fiscal contingencies, which is also part of prior action 4. Triggers
1.1 and 1.2) would further provide the elements for responsible fiscal management, by focusing on improving the legal bases for accrual budgeting and the
prevention of arrears build-up. Given the importance of modernizing the Civil Service regime to enhance fiscal management and government efficiency,
Trigger 2.1 in the proposed series supports the approval of the new Human Resource Law for the public sector. The preparation of the civil service reform
plan, the roadmap for the design and implementation of the Human Resource Law, is included as a structural benchmark in the IMF program and is supported
by technical assistance from the World Bank. Triggers 4.1 and 4.2, aimed at enhancing the transparency of disaster-related spending and creating options
for risk-transfer of the cost of natural disasters to markets, will also complement the objectives the authorities are pursuing through their IMF Program.
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biosphere; and (iv) fostering innovation, clean energy, and resilience. The ENDI is supported by two cross-cutting
themes: reducing inequalities and leveraging strategic partnerships (including public-private alliances and
international cooperation). The reforms supported by this operation align with several of the ENDI’s policy action
areas, including enhancing trade and investment, promoting job creation in strategic sectors, strengthening public-
private alliances, implementing climate adaptation and mitigation actions, improving climate financing capacity,
and investing in sustainable, resilient infrastructure. The proposed operation is aligned with the goals of the Paris
agreement; please refer to Annex 2 for a detailed assessment of this alignment.

18. The operation supports the Government’s program on DRM. El Salvador has a formal legal and
institutional framework for DRM through the 2005 Civil Protection Law, with coordination led by the National Civil
Protection System. While strong in coordinating a centralized emergency response, the government program has
challenges in integrating risk reduction across sectors, clarifying mandates at local levels, and the updating and
enforcement of land use and construction norms. Whereas a disaster risk financing strategy has been developed,
there is an opportunity to optimize financing instruments to reduce existing financing gaps.*? The GoES is working
to update construction standards, integrate climate risk in urban and municipal planning and deploying disaster
risk financing instruments, all of which will be supported by this operation.

19. The proposed operation is aligned with the priorities identified under the current FY23-27 CPF and the
2022 Systematic Country Diagnostic (SCD) update. The CPF focuses on supporting the GoES to establish the
necessary conditions for achieving high growth, creating good-quality jobs, reducing human capital gaps, and
building resilience to disasters and climate change. The proposed operation's prior actions (PAs) under the two
pillars align with four of the CPF objectives. PA1, PA2, and PA4 aim to enhance capacity and evidence for fiscal
sustainability with equity (Objective 1). PA3 focuses on increasing access to finance and formal private sector
development (Objective 2). PA4 — PA7 target improved disaster risk management (Objective 5) and strengthened
climate-smart interventions (Objective 6). The PAs of the proposed operation are also consistent with four policy
priority areas identified in the 2022 SCD update: (i) enhancing private and public investment; (ii) ensuring
sustainable and equitable fiscal policy; (iii) improving the resilience of the country to disaster risk and pandemics;
and (iv) strengthening governance and institutions.

20. The proposed DPF benefitted from engagement and knowledge from World Bank investment-project
financing (IPF) and non-lending technical assistance (TA) activities. The operation leverages the El Salvador
Transport and Resilient Infrastructure Project (P178720), the El Salvador Local Economic Resilience Project
(P169125), the El Salvador Water Sector Resilience Project (P178734), and Promoting Job Opportunities and Skills
Development in El Salvador (P179829). It has been closely coordinated with the International Finance Corporation
(IFC) and is supported by recent and ongoing World Bank TA, including the preparation of a reform strategy for
public financial management, a FY18 Public Expenditure Review and its FY20 Update, the preparation of the civil
service reform roadmap, the design of methodologies to improve public investment processes, which incorporate
climate risks, and the design of an improved regulatory framework for Public-Private Partnerships (PPPs). This TA
has been designed to support the implementation of this Program and to complement the efforts of the IMF,
particularly regarding the upcoming civil service and public financial and investment management reforms. Finally,
in the context of high uncertainty and financial market volatility, the GoES values the DDO instrument as an
important part of their debt management strategy and a hedge against high global interest rates, international
capital markets’ volatility, and climate shocks.

12 World Bank, 2017. Public Finances Resilience To Disaster Risk, El Salvador.
https://documentsl.worldbank.org/curated/en/848971592808125149/pdf/Public-Finances-Resilience-to-Disaster-Risk-El-Salvador-Executive-
Summary.pdf
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21. This DPF reform program is consistent with the Maximizing Finance for Development (MFD) principles
and is private capital enabling (PCE).The following reforms are aligned with MFD principles: (i) Mobilizing private
finance for infrastructure by modernizing regulatory frameworks of Mixed Economic Enterprises and PPPs (PA3 and
Triggers 3.1 and 3.2) as they aim to enhance the environment to attract private financing for public infrastructure
by improving the regulatory framework of public-private enterprises and PPPs, thus creating incentives for private
investment; and (ii) Fiscal Resilience for Disasters (PA4, specifically Trigger 4.2 on parametric risk insurance) by
opening opportunities for the private insurance market to cover part of the borrower’s fiscal disaster risk using
private insurers’ funds. The project contributes to PCE as captured in the Results Indicator #3, which measures the
additional number of infrastructure or public service provision projects implemented as Mixed Enterprises or PPPs.

22. CAT DDO drawdown trigger and period, and renewal: The proposed operation will follow the World
Bank’s disbursement procedures for a DPF and a CAT DDO for the funds corresponding to the CAT DDO (US$100
million). Funds may be drawn upon the declaration of State of Emergency to respond to an imminent or occurring
disaster generated by natural phenomena such as hurricanes, floods or earthquakes, or health related events
consequence of biological events, under terms and conditions as specified in the loan agreement.*® Since 2005, the
State of Emergency declaration has been issued 12 times, 10 of which were for disasters caused by natural hazards
and health emergencies. The State of Emergency declaration based on risk evidence provided by the Civil Protection
Directorate and issued by National Assembly amid a Presidential request or by the President in case the National
Assembly is not in session.!* The drawdown period for this operation will be three years. The IBRD CAT DDO has a
three-year deferral period and may be renewed up to four times, for a maximum of 15 years. Renewals require
that the Member Country’s implementation of the program set out in its letter of development policy (LDP) remains
satisfactory to the World Bank and that the macroeconomic policy framework is adequate. Renewals will take place
no earlier than one year, and no later than six months, before the closing date of each three-year period.
Complementary contingent financing is available in the existing Bank portfolio through Contingent Emergency
Response Components (CERCs) in active IPF projects. The GoES furthermore signed the Omnibus Amendment to
the Loan Agreements to introduce the Rapid Response Option (RRO), allowing for the allocation of up to 10 percent
of the country’s undisbursed IPF and Program-for-Results (PforR) portfolio in case of an eligible emergency.

B. Prior Actions, Triggers, Expected Results and Analytical Underpinnings

Pillar A: Strengthen fiscal sustainability through improved fiscal management tools and spending efficiency

23. Pillar A supports the GoES’s efforts to achieve fiscal sustainability. Pillar A backs the adoption of a new
fiscal responsibility framework and subsequent reforms to enhance public financial management. It also supports
measures to reduce the public wage bill and modernize the regulatory framework governing the civil service regime.
Furthermore, it endorses reforms intended to improve the regulatory framework for attracting private financing
for infrastructure projects and enhance public investment efficiency.

Prior Action 1: To strengthen fiscal sustainability, the Borrower has adopted a fiscal responsibility framework,
which includes a fiscal rule defining a public debt-to-GDP target, mandates the implementation of a Medium-
Term Fiscal Framework (MTFF), and provides a suspension clause for clearly defined exceptional circumstances,
such as extreme climate events and natural disasters, as evidenced by the Fiscal Sustainability Law for the

13 Article 24 of the 2005 National Civil Protection, Prevention and Mitigation of Disasters Law (Ley de Proteccidn Civil, Prevencidn y Mitigacion de Desastres)
lays out the procedures for the declaration of a national State of Emergency but does not discriminate between disasters caused by natural hazards, health
crises or other emergencies. As defined in the loan agreement, eligible events for the disbursement of the CAT DDO are limited to natural and health
emergencies and exclude any emergency that is predominantly political, technological, security, industrial, military, or fiscal in nature.

14 According to Article 24 of the 2005 National Civil Protection, Prevention and Mitigation of Disasters Law, if the President issues a State of Emergency
declaration, his office will subsequently inform the National Assembly.
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Strengthening of Public Finances, approved by Legislative Decree No. 328 of 2025 and published in the Official
Gazette No. 108 on June 11 of 2025.

24. Rationale: Elevated public debt and fiscal deficits pose significant risks to El Salvador’s long-term fiscal
sustainability, requiring stronger tools to guide fiscal policy and send persistent signals to markets regarding
ongoing fiscal adjustment efforts. The previous fiscal responsibility framework, which was suspended during the
COVID-19 pandemic, had been difficult to implement due to its complexity and nhumerous targets.'® Following its
suspension, the lack of a clear and enforceable responsibility framework heightened fiscal deterioration risks and
increased future government spending pressures, thus constraining growth prospects. In response, the GoES aims
to establish a credible MTFF, supported by the IMF program and underpinned by the revamped Fiscal Sustainability
Law, designed to anchor fiscal adjustment efforts and enhance market confidence.

25. Prior Action: The new FSL introduces a fiscal rule designed to ensure that the public debt-to-GDP ratio is
placed on a strong downward trajectory to reach a long-term target. It mandates the creation of a MTFF that aligns
fiscal policy and annual budgets with this fiscal rule target. The trajectory specified in the law is consistent with the
projections of the IMF program and requires that the planned fiscal consolidation reduces the public debt-to-GDP
ratio to below 80 percent by 2030, under 75 percent by 2035, and not exceeding 70 percent in the long-run (2045).
To attain convergence with the long-run objective, the fiscal rule mandates that the primary balance be aligned
with sustained annual debt reductions in accordance with the prescribed debt-to-GDP trajectory, both of which are
to be specified in the MTFF.X® While the new rule simplifies the complexity of the previous law’s fiscal rules, it
preserves strict commitment to its objective by explicitly detailing the structure of the future primary balance
adjustment plan to correct any deviations should the debt-to-GDP ratio exceed its planned trajectory.l” The reform
also establishes that the MTFF should include a fiscal strategy, the identification and valuation of contingent
liabilities, debt sustainability analyses, and reporting on tax expenditures, subsidies, and the financial performance
of State-owned enterprises.’® The law also incorporates transparency measures, such as the publication of an
annual report on compliance with the fiscal rule for the previous year, monthly disclosures of overall and short-
term debt balances at both aggregate and disaggregated government levels, and actuarial reporting of the pension
system. Lastly, the new FSL’s suspension clause carefully introduces a temporary suspension of the fiscal objective
in case of a substantial economic shock, including adverse climate events or health crises, and establishes the

15 The previous fiscal responsibility framework required the MOF to implement fiscal rule targets over a ten-year period (2017-2027) aimed at reducing
public debt (including pension liabilities) and keeping it below 65 percent of GDP starting in 2020. The law’s targets included: a) achieving positive primary
balances after the initial fiscal consolidation period (the first three years); b) ensuring that, from the third year of implementation, the tax burden would not
fall below 17% of GDP; and c) limiting current expenditures to no more than 18.5 percent of GDP after the consolidation period. To achieve this, the fiscal
rule mandated that the public wage bill plus expenditures on goods and services should not exceed the growth rate of nominal GDP.

16 Accordingly, the primary balance surplus is projected at 1.6, 2.6, 3.4, and 3.4 percent of GDP for 2025, 2026, 2027, and 2028, respectively, contributing to
an estimated decline of approximately 5 percentage points in the debt-to-GDP ratio over this period.

171f the debt-to-GDP ratio exceeds the planned reduction trajectory due to a decrease in revenues, higher-than-expected interest payments, or other factors,
then it must be corrected within a maximum of two years. The FSL’s adjustment plan for correcting a deviation from the debt reduction trajectory must start
within one year, through restrictions in upward adjustments in non-mandatory spending and/or through the implementation of targeted spending controls.
18 The MFMP, which will be published annually, will include at a minimum: (i) a summary of the previous year’s fiscal results, detailing, for each level of
government, fiscal revenue and expenditure items, the fiscal and primary balance, and the outstanding debt; (ii) a base economic scenario based on official
macroeconomic forecasts; (iii) the government’s fiscal strategy, outlining fiscal policies to meet annual debt targets, with detailed projections for revenues,
expenditures, and fiscal deficits; (iv) identification and assessment of fiscal risks and contingencies, including macroeconomic, public enterprises,
municipalities, guaranteed debt, natural disasters, and pension system risks; (v) an analysis of public debt sustainability, including cost and risk indicators
and the impact of macroeconomic shocks; (vi) quantification of the tax expenditure of the Non-Financial Public Sector (NFPS), including an estimate of the
fiscal cost; (vii) details of state-guaranteed obligations, including their maturity structure, guarantees, and contracting institutions; and (viii) a detailed report
on the financial performance of Non-Financial Public Enterprises.
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adjustment path after the shock.'® The regulation of the FSL, to be adopted as part of Trigger 1.1, will further
strengthen the fiscal responsibility framework, thereby contributing to improved fiscal sustainability. Additionally,
other reforms included in Triggers 1.1 and 1.2 will help modernize the fiscal management framework, by revamping
the public financial management law (Ley AFl) to enhance, among others, arrear monitoring and resolution systems,
develop and enforce a multiannual commitment system for signed contracts that extend beyond a single fiscal year,
and expand the Treasury Single Account's coverage to decentralized entities.

26. Expected results: The FSL's fiscal rule operationalizes the primary balance to reduce public debt over the
medium term. Hence, the reform's effectiveness will be tracked through the evolution of the primary balance
relative to GDP, which is expected to increase by 3.7 pp, from -0.2 percent of GDP in 2025 to 3.5 percent by 2028.
The legislation also facilitates climate change adaptation by incorporating a clearly defined escape clause that
allows the GoES to adjust for unexpected expenses or disturbances resulting from adverse natural disasters.

Prior Action 2: To ensure that public sector employment and compensation are aligned with fiscal sustainability
objectives, the Borrower has mandated: (a) that public sector entities plan, implement, and monitor personnel
budget, and incorporate their annual budget proposals in line with the Fiscal Plan; and (b) the prior approval of
any in-year changes to staffing levels and distribution by the Ministry of Finance (MOF), as evidenced by the
Ministry of Finance Ministerial Agreement No. 937 dated May 2 of 2025.

27. Rationale: El Salvador has one of the highest public wage bill-to-GDP ratios in the Central America-
Dominican Republic region, pressuring the country’s fiscal stance.?’ The increase of the public wage bill over the
past two decades can be attributed to several factors: (i) significant employment growth periods, notably from
2009-2014 (with approximately 35,000 additional public employees) and from 2019-2024 (with a further 23,000
public employees); (ii) sector-specific workforce increases in health, education, and public safety; and (iii)
disproportionate wage bill growth in decentralized entities. While measures such as freezing wages and hiring,
offering early retirement packages, and setting attrition targets will help reduce wage bill expenditures, they are
insufficient for addressing the issue in the medium term. These measures should be complemented by strategic
decision making and stricter oversight of staffing levels and their distribution, as well as improved human resource
planning to ensure sustainable fiscal management, as well as the achievement of committed results in each
sector.?! During budget execution, it is essential to ensure control so that approved amounts are not increased and
remain aligned with planned objectives.

28. Prior Action: The GoES has adopted a decree that requires medium-term staffing plans for public sector
entities to be incorporated into their annual budget proposals and to be aligned with the Fiscal Plan.? It also
establishes a process that requires prior approval from the MOF for any changes to approved staffing levels during
budget execution. This will enable the MOF to enforce medium-term plans and manage changes during budget
execution. By mandating medium-term staffing plans in budget proposals, the MOF ensures alighnment with the
fiscal sustainability framework, preventing unplanned and unsustainable staffing increases. Furthermore, requiring
MOF approval for staffing changes during budget execution provides a mechanism to monitor and control

19 The FSL’s escape clause allows the temporary suspension of the rule under exceptional circumstances. These include: (a) a real GDP decline of at least 1.5
percent for two consecutive quarters, or (b) a declared emergency, such as a health crisis, natural disaster, economic crisis, international conflicts, or other
major events causing a fiscal impact of at least 1 percent of GDP. The suspension of the fiscal rule cannot exceed three fiscal years, after which the FSL’s
adjustment plan to correct a deviation should implemented.

20 |n 2023, El Salvador had the highest public wage bill-to-GDP ratio in the Central America-DR region: Costa Rica (5.6 percent), Dominican Republic (4.5
percent), El Salvador (10.7 percent), Guatemala (4.3 percent), Honduras (7.8 percent), Nicaragua (6.2 percent), and Panama (5.0 percent).

2! The GoES will also implement complementary pension reform measures, supported by IMF technical assistance, which will additionally contribute to its
comprehensive strategy to reduce the public wage bill burden over the medium term.

22 The Fiscal Plan represents the fiscal consolidation strategy underpinning the first three years of the MTFF.
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adjustments, ensuring they are justified, necessary, and consistent with the overall fiscal strategy.?® Trigger 2.1
supports the creation of a new law for the civil service regime, the Human Resource Law, with TA from the World
Bank, to: (1) reform the management of public servants throughout their entire employment lifecycle by
establishing clear and standardized procedures for hiring, compensation, and career progression; (2) facilitate the
creation of the Civil Service Agency, which will be responsible for supporting and overseeing key processes related
to public sector employment, including recruitment, training, performance evaluation, and compensation
management; and (3) enhance staffing and payroll controls by modernizing human resource, payroll, and financial
management information systems, as well as implementing systematic audits and action plans. Trigger 2.2 will
support: (1) the design and adoption of compensation frameworks tailored to the specific needs of strategic
development sectors, including Education, Health, Security, Defense and Justice; and (2) the approval of the
implementation regulation for the Human Resource Law, including the adoption plan.

29. Expected results: The public sector salary reforms outlined in the prior action and the indicative triggers
are expected to address fiscal pressures stemming from an excessively high wage bill. Specifically, the prior action
will contain public wage bill growth by imposing limits on employment expansion. Complementarily, the indicative
triggers will further ease the wage bill burden by aligning compensation increases with the GoES’s fiscal
consolidation path and promoting sustainable growth in the public workforce. The success of these reforms will be
measured by a reduction in the public wage bill as a share of GDP, projected to decline from 10.5 percent in 2024
to 9.5 percent by 2028.2* Additionally, these reforms will strengthen the institutional framework and the quality of
the civil service through a streamlined human resource management function overseen by a dedicated Civil Service
Agency underpinned by the mandate stemming from a Human Resource Law and its corresponding regulation.

Prior Action 3: To improve public investment efficiency and enhance the attraction of private financing for
infrastructure and public service provision, the Borrower has regulated the incorporation, organization, and
operation of Mixed Economy Companies, as evidenced by the Ministry of Economy Ministerial Agreement No.
346 dated May 22 of 2025.

30. Rationale: Public investment efficiency in El Salvador currently falls behind both global and regional
averages. Although public investment accounts for only 3.4 percent of GDP, inefficiencies such as time and cost
overruns, along with unspent capital expenditure budgets, further undermine the delivery of essential
infrastructure and public services to the population. Additionally, existing fiscal constraints restrict the
government’s capacity to expand investment in critical infrastructure and services. Given these challenges, the
authorities seek to attract private capital and expertise to finance these needs. However, the regulatory
frameworks governing private financing mechanisms are outdated (or sometimes inexistent), unclear, and lack the
proper incentives to fully leverage private sector participation. Law 2336 on the Establishment of Mixed Economy
Joint Stock Companies (SEMs), enacted in 1957, allows the government to hold minority stakes in privately
managed enterprises, but the absence of a comprehensive regulatory framework to operationalize these
companies has limited their use for mobilizing private capital.? Similarly, the current Public-Private Partnerships
(PPP) Law (Law 379 of 2013) is marked by procedural complexities—such as the requirement for project-by-project

2 |n practice, public sector entities will align their staffing needs with MOF-approved budget proposals, and any staffing adjustments during budget execution
will require MOF approval. Additionally, these controls will enhance current payroll verification processes by MOF and audits by the Supreme Audit
Institution (Corte de Cuentas).

2 Note that the 2024 baseline is adjusted to 10.5 percent of GDP instead of 11.1 percent to exclude the one-time cost of the voluntary retirement scheme,
which accounted for 0.6 percent of GDP.

% Currently, there is only one Mixed Economy Company in El Salvador, Unién Portuaria del Pacifico, established in 2024. Yilport Holding owns 80 percent of
the shares, while the remaining 20 percent is held by the Comisidn Ejecutiva Portuaria Auténoma (CEPA) of El Salvador. This company is responsible for
managing and operating the ports of Acajutla and La Unién.
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approval by the National Assembly—that have hindered its broader utilization across line ministries. Therefore,
improving the legal frameworks to establish clear incentives and streamlined procedures for different private
financing vehicles is essential to maximizing resources for infrastructure investment and improving spending
efficiency in public service provision.

31. Prior Action: The authorities have enacted Ministerial Agreement No. 346 of the Ministry of Economy to
operationalize the Law on the establishment of SEMs by setting forth the regulation governing the creation,
organization, and functioning of these companies. This decree details the distinct due diligence and decision-
making procedures that government institutions and private actors must each follow when entering into or
terminating mixed enterprise contracts. It also establishes that SEMs’ statutes comply with the Salvadoran Code of
Commerce and defines the composition and responsibilities of their administrative boards. Furthermore, the
regulation requires that SEMs clearly articulate their objectives, develop requisite investment and financial plans,
secure necessary legal permits to ensure effective implementation, and adhere to standard public service delivery
principles, including universality, accessibility, quality, transparency, and efficiency. Trigger 3.1 complements this
decree by supporting the modernization of the PPP Law, positioning it as the principal framework for attracting
private financing for infrastructure. This reform will align the PPP framework with international best practices and
standards, improve operational efficiency, enhance contractual arrangements, and streamline processes to
mobilize private capital effectively for public infrastructure projects. Together, Prior Action 3 and Trigger 3.1 will
allow for a clearer differentiation of how project, social, and political risks are allocated across different public
service projects, thus enhancing public investment efficiency. Trigger 3.2 supports the creation of a dedicated public
investment unit with a clear mandate to act as the central authority for screening, appraising, and coordinating
infrastructure projects. This new unit will concentrate exclusively on the design and execution of public investment
projects, aiming to significantly enhance investment efficiency.

32. Expected results: PA3 and Triggers 3.1 and 3.2 aim to catalyze private sector financing for infrastructure
development and public service provision by strengthening the regulatory framework governing these financing
vehicles and enhancing public investment management tools. These improvements are expected to create stronger
incentives for the private sector to mobilize capital and expertise toward public investments, also alleviating the
government’s fiscal pressures. This, in turn, will enhance both the operational effectiveness and spending efficiency
of public investment, including infrastructure projects. As such, the success of these reforms will be measured by
the implementation of infrastructure and public service provision projects under the SEM regime and the improved
PPP Law, with a target of three project requests for proposals (RFPs) launched under these modalities by the end
of 2028. Furthermore, the resulting investments of these projects are expected to create high-quality employment
opportunities that will require workers with specialized technical skills tailored to their specific needs.

Pillar B: Enhance resilience to natural disasters and climate change

33. The prior actions in Pillar B support the Government’s efforts to improve climate and disaster shocks
management. Building on a multi-year programmatic approach, Pillar B’s reforms aim to: i) mitigate the GoES’s
contingent liabilities through diversified financial instruments, ii) strengthen the resilience of public and private
infrastructure and services, and iii) increase the emergency management capacity.

Prior Action 4: To enhance the implementation of a climate and disaster risk financing strategy and promote
actions to reduce contingent liabilities from disasters, the Borrower has mandated the quantification of fiscal
risks associated with climate and natural disasters and its publication in the Medium-Term Fiscal Framework, as
evidenced by the Ministry of Finance Ministerial Agreement No. 936 dated May 2 of 2025, and Article 6 of the
Fiscal Sustainability Law for the Strengthening of Public Finances, approved by Legislative Decree No. 328 of 2025
and published in the Official Gazette No. 108 on June 11 of 2025.
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34. Rationale: In 2021, the MOF established the Macroeconomic and Fiscal Impact Analysis Unit (UMFIAU).
The unit's primary responsibilities include identifying, quantifying, and analyzing the macroeconomic impact
resulting from natural and climate related events. As the first step to comply with these, the GoES needs to develop
and adopt a protocol to quantify contingent liabilities, which would enable the future definition of a disaster and
climate risk financial strategy that includes a portfolio of financial instruments to manage fiscal risk and make public
spending more efficient. Such methodology is critical to accurately report fiscal costs related to natural disasters
and a needed input to implement the disaster financing strategy and reduce fiscal vulnerability to shocks.

35. Prior Action: The GoES has approved Ministerial Agreement No. 936-2025, which provides detailed
guidance on the information to be published in the MTFF regarding fiscal risks from natural and climate disasters,
as mandated by Article 6 of the also approved FSL. This information includes the assessment of contingent liabilities
by hazard type and risk scenarios. Additionally, through this decree, the GoES has adopted the “Methodology for
the Assessment of Fiscal Risks associated with Natural Disasters” (MAFR). The estimated contingent liabilities
associated with climate change and natural disasters will inform the diversification of instruments included in the
disaster and climate change financial portfolio (risk retention and risk transfer options). To increase transparency
of post disaster expenditures related to climate and disaster risk, the GoES will approve a decree to report post
natural disaster expenditures by differentiating it from other emergency expenditures (Trigger 4.1). This reporting
would identify expenses from FOPROMID, sectoral programs, and other budget lines related to disaster response
and recovery. Moreover, this information will be valuable for the calibration of the disaster risk financing gap and
identifying actions to reduce contingent liabilities. Subsequently, aiming to diversify their disaster risk financing
strategy, the GoES will enhance the legislation to facilitate better access to sovereign risk transfer instruments such
as Catastrophe Bonds or parametric insurance against hydrometeorological risks, including excess rain events
(Trigger 4.2). The Bank will provide TA to support the rapid enactment of the law and its translation into results on
risk financing instruments.

36. Expected results: The GoES is expected to publish annual post natural disaster expenditures, enhancing
transparency and capacity to manage fiscal risks. By systematically integrating the estimation of disaster risk
contingent liabilities and potential impact into fiscal policy, the GoES will be able to better understand the extent
of its disaster risk liabilities to improve its financial risk retention instruments and define complementary risk
transfer instruments to mitigate the impact on public finances. This will be measured by the additional percentage
of contingent liabilities covered by the contracting of sovereign risk transfer products or by the improvement of
retention instruments such as FOPROMID, with an overall target of 30 percentage points in increased coverage.
Increased coverage through instruments, such as parametric insurance, reduces fiscal uncertainty and enables
more stable and predictable public investment, which in turn fosters greater private sector confidence. Over time,
this creates a more conducive environment for private investment by reducing perceived economic volatility and
improving the predictability of government response to shocks. On the longer term, the proposed reforms will also
promote climate-resilient investment programs to promote the reduction of contingent liabilities and make public
spending more efficient.

Prior Action 5: To enhance infrastructure resilience against climate change and disasters and improve
construction permitting efficiency, the Borrower has centralized the construction and land-use regulatory
functions, streamlined the permit process, and introduced a standardized, risk-informed, and performance-based
approach to infrastructure development, as evidenced by Legislative Decree No. 122 of 2024, published in the
Official Gazette No. 205 on October 28 of 2024.

37. Rationale: El Salvador remains highly vulnerable to a range of natural hazards, including earthquakes,
tropical storms, and high-winds events that have led to significant human and economic losses. Rapid and often
unregulated urban growth has resulted in widespread occupation of hazard-prone areas, such as floodplains,
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unstable slopes, and coastal zones, and the proliferation of informal settlements built with fragile, non-engineered
materials. This pattern of development increases exposure and structural vulnerability, especially among low-
income populations, and contributes to recurrent losses from even moderate hazard events. Between 2000 and
2025, earthquakes and high-wind events in El Salvador affected nearly 2 million people and caused 1,612
casualties.?® While in the San Salvador Metropolitan Area (AMSS), the creation of the San Salvador Metropolitan
Area Planning Office (OPAMSS) in 1990 established a technically autonomous and centralized entity responsible for
territorial planning and urban development control, outside the AMSS, municipalities lack similar institutional
arrangements and face weak coordination and technical capacity, leading to uneven implementation of
construction regulations and insufficient risk-informed planning. Compounding this institutional fragmentation is
the fact that El Salvador’s building code?” remains outdated, focused only on seismic hazards, based on obsolete
hazard maps, and omits other critical threats such as strong winds or floods.?® The GoES has recognized the need
to modernize this framework through the adoption of a new National Construction Code that sets minimum
technical standards for infrastructure resilience. However, without institutional reforms to streamline the permits
process and ensure oversight and enforcement, these new standards may not be effectively applied. The
establishment of a national authority with a clear mandate for regulating land use and construction is therefore an
essential first step toward a more cohesive administrative processes to implement regulations and ensure
compliance for resilient built environment.

38. Prior Action: To close these institutional gaps and streamline permitting procedures and its enforcement,
the GOES has created the new Directorate of Territorial Planning and Construction (DOT), as the lead agency for
zoning and construction regulation of 250m?2 or more outside the San Salvador Metropolitan Area.?® The DOT
consolidates permitting, zoning and land use policy formulation into a single, accountable institutional structure,
thereby improving regulatory coherence, operational efficiency, and enforcement.*® To strengthen compliance, the
law introduces a dedicated verification phase within the permitting process and establishes the responsibility of
the DOT to oversee and audit the technical implementation of approved projects, including through registered
professionals and urban auditors. For projects under 250 m?, which remain under municipal authority, the DOT is
mandated to provide technical assistance to build municipal capacity and ensure consistent application of resilience
standards.?! In this way, the DOT operates not only as a regulatory authority but also as a technical partner to
municipalities, supporting permit authorization and its enforcement efforts and helping ensure that resilience
standards are applied consistently across the country. As such, the DOT will be responsible for overseeing the
application of the new National Construction Code (Trigger 5.1)%, which is expected to introduce performance-
based technical standards that account for seismic and climatic risks. This includes developing and enforcing sector-
specific regulations, such as those for the resilient construction of schools (Trigger 5.2). The Directorate is also
tasked with improving coordination across national and local agencies, mainstreaming risk information into land-
use decisions, and promoting the widespread adoption of resilient construction practices. The establishment of a

26 Data from the Emergency Events Database (EM-DAT), downloaded on February 27, 2025.

27 The current building regulation, titled Regulation for Buildings’ Structural Safety, was issued in 1996.

28 Seismic considerations for building design, formulated and approved in 1997 by the Association of Engineers and Architects.

29 San Salvador Metropolitan Area Planning Office (OPAMSS) is the agency in charge of the urban planning, land use, construction permitting and its
enforcement within the AMSS.

30 The creation of the Construction Permit System will enhance the enforcement of the adoption of the building code for new buildings.

31 Enforcement agencies face staff and capacity gaps, particularly at the municipal level, and will undergo targeted training programs to ensure uniform
application of the Construction Code. During the transition period, the Ministry of Public Works has indicated that targeted training and institutional
strengthening will be rolled out to address current capacity constraints, particularly at the local level.

32 The building code sets technical provisions and minimum requirements for the design, construction, supervision, and structural evaluation of buildings,
shifting from a service load-based to a performance-based approach. The scope of the Code covers: (a) multi-level residential, commercial, academic, office
or medical facility buildings; (ii) public-use structures, churches, schools, warehouses, theaters, museums, stadiums, libraries, emergency services, prisons,
police and fire stations, and strategic facilities; and (iii) warehouses, parking lots, prefabricated structures, temporary facilities, silos, and tanks.
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national authority with a clear mandate for regulating land use and construction is therefore an essential first step
toward a more resilient built environment.

39. Expected Results: By centralizing permitting and enforcement responsibilities for large-scale construction
and providing targeted capacity-building support to municipalities for smaller-scale permits, the reform aims to
reduce permitting delays and promote the consistent adoption of disaster and climate resilient construction
standards across both public and private investments. By 2028, the average time to issue construction permits for
projects over 250 m? is expected to decrease from 310 to 100 days. These improvements, together with the
deployment of a certified electronic permit system, are instrumental to ensuring that climate-smart construction
standards are consistently adopted and enforced nationwide, including the adoption of the new National
Construction Code. In the medium term, the DOT is expected to deliver three core results: (i) a streamlined and
transparent permitting process for construction and zoning approvals; (ii) widespread application of resilient
infrastructure standards across strategic sectors, including education and transport; and (iii) improved coordination
between national and subnational actors in the design and oversight of resilient infrastructure.

Prior Action 6: To strengthen disaster risk management and to improve emergency response and preparedness
for climate-related disasters in urban environments, the Borrower has: (a) mandated the implementation of the
National Plan for Disaster Risk Reduction 2024 — 2030 (PNRRD); and (b) created and regulated the National Urban
Search and Rescue Subsystem (SISUSAR), as evidenced by Legislative Decree No. 1007 of 2024, published in the
Official Gazette No. 82 on May 2 of 2024; Executive Decree No. 19 of 2024, published in the Official Gazette No.
178 on September 19 of 2024; and the Ministry of Governance and Territorial Development Ministerial
Agreement No. 22 of 2025, published in the Official Gazette No. 94 on May 22 of 2025.

40. Rationale: By 2025, an estimated 80 percent of the country’s population lives in urban areas. Unplanned
urbanization has exacerbated exposure to geophysical and climate-related hazards. Between 2000 and 2025,
floods, earthquakes, landslides, volcanic activity, wave action, and wildfires have caused 1,784 casualties and
impacted 2,334,212 people in El Salvador.3* Moreover, women in low- to middle-income countries, including El
Salvador®*, are more vulnerable to disasters and have less capacity to cope with a disaster compared to men. For
instance, they are less likely to own cellphones and use mobile internet, which further affects their access to early
warnings and disaster preparedness. Additionally, following Hurricane Mitch in 1998 and the 2021 earthquake,
women were slower to re-enter the labor force as salaried employment decreased while female participation in
domestic activity increased. In densely populated areas, strengthening urban disaster response capacity is critical
to reducing casualties and ensuring timely and effective rescue operations following earthquakes, landslides, and
other urban emergencies. The current DRM legal framework® has an all-events emergency response approach,
which weakens institutional coordination to prioritize preparedness, specifically related to climate adaptation
measures and natural events in general and lacks a dedicated structure for urban search and rescue, hindering the
authorities’ ability to coordinate and deploy specialized response teams efficiently and in a timely manner.
Similarly, the implementation of the framework continues to face challenges such as insufficient allocated budget
for risk reduction and disaster preparedness and limited female participation in capacity building for emergency
response.

41. Prior Action: The PNRRD establishes the inclusion of disaster risk and climate-informed actions into
economic development strategies, ensuring that infrastructure investments and urban growth are carried out in a

33 Data from EM-DAT, downloaded on February 27, 2025.
34 Women are 53 percent of total Salvadoran population. Source: https://geoportal.bcr.gob.sv/pages/teg-poblaci%C3%B3n.
35 Law 777 — 2005 National Civil Protection, Prevention and Mitigation of Disasters Law.
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safe and resilient manner. It also innovates by including a strategic objective on risk preparedness and early
response that recognizes the community’s active role in EWS. The PNRRD details responsibilities, indicators, and
expected results to identify, reduce, prepare for, respond to, and recover from natural disasters and health
emergencies related to biological hazards across all sectors, and serves as an instrument for the development and
implementation of Municipal Plans in compliance with the National Civil Protection System. Two of the four
strategic objectives directly support closing the gender gap in DRM by emphasizing knowledge and awareness of
disaster risk among all societal actors and strengthening preparedness for response and recovery. These objectives
lay the foundation to strengthen women’s roles as key agents in disaster risk management at the community level,
recognizing their crucial roles in early warning dissemination, risk analysis, and local resilience building, while
helping them overcome gender-specific barriers that increase their vulnerability to disasters. The creation and
regulation of the SISUSAR specifically strengthens urban disaster response capacity, potentially benefiting up to 80
percent of the country’s population once implemented. This new subsystem formalizes coordination mechanisms,
utilizes climate-informed risk assessments to improve emergency response and preparedness for climate-related
disasters, establishes technical protocols, and allocates resources for urban search and rescue operations
nationally. It enhances institutional capacity by defining roles among first responders, local governments, and
national agencies. Additionally, the system promotes cities’ integration of risk-informed urban planning,
strengthening of early warning systems, and identification of priority areas for disaster preparedness and
infrastructure resilience. The reforms standardize rescue procedures to align with international best practices and
facilitate collaboration with regional and global emergency response networks. To further strengthen urban
disaster response capabilities, the GoES seeks to improve the foundations for managing disaster and climate-
related risks by developing a new Natural Disaster and Climate Resilience Risk Reduction Law (Trigger 6.1), which
will institutionalize climate adaptation measures and ensure DRM efforts align with El Salvador’s broader climate
resilience goals, allowing expanded preparedness actions at the national level. Once adopted, the law will enable
the GOES to implement procedures for establishing an EWS, enhancing local coordination mechanisms, and
improving the issuance and dissemination of alerts for extreme weather events (Trigger 6.2).

42. Expected results: The establishment of the search and rescue subsystem will enhance El Salvador’s
capacity to respond effectively to urban disasters, reducing casualties and improving post-disaster recovery efforts.
The GoES estimates that by 2028, at least 10 out of 44 municipalities will have Urban Search and Rescue (USAR)
teams accredited under SISUSAR standards (trained personnel, equipment, and operational protocols).3®
Furthermore, recognizing women as pivotal DRM agents within communities, it is expected that by 2028, women
will represent 60 percent of individuals with strengthened capacity to implement early warning systems for climate-
related events at the local level. This capacity building will provide women with skills in risk analysis, risk mapping,
developing and updating local DRM plans, defining EWS mechanisms, and conducting simulations and drills—
thereby closing critical gender gaps in disaster preparedness and response.

Prior Action 7: To strengthen climate-resilient development in the San Salvador Metropolitan Area (AMSS)?, the
Borrower has delimited the San Salvador Metropolitan Area as a special area of planning, regulation, and

36 The standards will be defined based on the approved regulations.

37 Spanish acronym for Area Metropolitana de San Salvador. AMSS was defined under Legislative Decree 732-1996, Metropolitan Area of San Salvador and
Surrounding Municipalities’ Development and Territorial Planning Law, including 12 municipalities out of the 262 accounted for the national territory. In
2023, the GoOES approved Legislative Decree 762 (DL No. 762-2023), Municipal Restructuring Special Law, to reform local governments and reduced 262
municipalities to 44. In practice, the 262 municipalities were now defined as municipal districts, and the 44 regions (Departamentos) will become and take
over administrative functions of municipalities. According to the GoES, the reform allowed prior municipal employees to retain employment under the new
structure.
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management of matters of metropolitan and national interest comprised by twenty-three districts, as evidenced
by Legislative Decree No. 126 of 2024, published in the Official Gazette No. 204 on October 25 of 2024.

43. Rationale: Urban sprawl of AMSS has extended over neighborhood districts that lack management scope
to establish long-term geophysical and climate-informed infrastructure investments.*® Unplanned urbanization has
also led to lack of green space in much of the urban landscape, a factor that increases extreme heat and risk of
flooding and can cause related physical and mental health issues. Newly urbanized local governments suffer from
fragmented governance, insufficient urban planning, and weak zoning and construction permit enforcement
capabilities. Due to this, the Council of Mayors of San Salvador Metropolitan Area (COAMSS), proposed to support
them through the OPAMSS, which already has a mandate to provide planning regulations and enforce construction
codes that promote urban disaster resilience.

44, Prior Action: The reform legally integrates the AMSS with nine newly added districts from La Libertad Este
and La Libertad Costa, creating a unified planning, zoning, and land-use area.® By expanding OPAMSS' territorial
scope and zoning and construction enforcement capabilities to the new zones, the reform strengthens disaster
prevention capabilities within the metropolitan area. This consolidation facilitates technical decision-making,
enabling more effective implementation of land-use strategies, climate-resilient infrastructure, and water
management in the newly demarcated and expanded metropolitan area. The reform is expected to bring an annual
cost saving of US$250 million and to strengthen service delivery and strategic planning, especially for municipalities
that currently face technical capacity constraints.*® OPAMSS will be able to coordinate with municipalities in need
to streamline processes for infrastructure development and enforce the new National Construction Code once
approved (Trigger 5.1). The reform enables the formulation of the San Salvador Metropolitan Area Master Plan
(Trigger 7.1) that approves and enables the new zoning, land-use, building and environmental conservation
regulations that address urbanization trends, as well as natural and climate risk considerations. After the master
plan is approved, the GoES will focus on the use of nature-based solutions, parks and urban public green spaces to
reduce flooding, landslides and urban heat (Trigger 7.2).

45, Expected Results: The updated framework will improve investment coordination for resilient
infrastructure and reduce exposure to climate risks. It will be measured by tracking the implementation of urban
greening planning and investments, which have the objective to reduce disaster risk and improve urban livability.
By 2028, at least 200,000 residents of the San Salvador Metropolitan Area*! will live within 300 meters*? of a new
or rehabilitated green area, thereby benefiting from improved resilience to climate-induced disasters such as
floodings, landslides and extreme heat, wellbeing and health outcomes.

C. Consultations and Collaboration with Development Partners

46. The objectives, pillars, policy actions, and expected results of the operation were defined with GoES’s
key sectoral ministries and agencies based on sound evidence and reforms; and they, together with the MOF,
have led the consultations of key policy actions supported by this program. The World Bank has an active dialogue
with the private sector, thinktanks, unions, and other key stakeholders in El Salvador and, as part of the preparation

38 This fact became increasingly evident during research for Municipal Restructuring Special Law. Under prior administrative structure, 89 percent of
municipalities held less than 50,000 inhabitants and were characterized by low technical and financial capabilities.

39 The 23 districts add approximately 1,833,758 people to the AMSS. Based on 2024 census data. Source: https://geoportal.bcr.gob.sv/pages/teg-
poblaci%C3%B3n.

40 National Assembly, 2024. Funcionarios coinciden en que reestructuracion municipal ayudard a ahorrar al Estado.
https://www.asamblea.gob.sv/node/12808

4 Target result represents 16 percent of total AMSS population.

42 Konijnendijk, Cecil. (2021). The 3-30-300 Rule for Urban Forestry and Greener Cities.
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of the series, this dialogue was leveraged to discuss the operation’s design and policy actions. Each sectoral
ministries and agencies responsible for the policies supported by the series has also followed the appropriate
consultation processes, which the Bank team will continue to foster during the preparation of the second and third
operations — consulting key stakeholders, for instance, will be key to inform the design of the civil service reform
envisaged to be supported by the second operation. The proposed DPF series was also designed and developed in
close coordination with key development partners, such as the IMF and the Interamerican Development Bank (IDB).
For instance, the medium-term system for planning staffing levels and the civil service reform, although led by the
World Bank, are key for the success of IMF programs, together with measures to attract private financing for
infrastructure and to promote resilience. The IDB supported the preparation of the new FSL, which the World Bank
and IMF contributed to as well according to their respective comparative advantages (e.g., contingent liabilities in
the case of the World Bank). As such, this Law was submitted and approved by the National Assembly to meet with
the agreed content of this operation.

IV. OTHER DESIGN AND APPRAISAL ISSUES

A. Poverty and Social Impacts

47. The PAs in this DPF with Cat DDO could have positive impacts on poverty and social conditions in the
medium and long term, provided that they improve public services. PA1, PA2, and PA3 will generate fiscal space
through: (i) improved efficiency in public spending, (ii) harmonized and adjusted incentives for public servants, and
(iii) cofinancing for public infrastructure. Given that social assistance spending in the country is low, it is unlikely
that these actions will jeopardize its funding, so a direct negative impact on overall poverty is not expected.
However, it is important to consider two potential indirect effects of PA2. Firstly, it will result in fewer public sector
jobs and potentially lower compensation for new hires, increasing the risk of poverty for a portion of the middle
class, particularly urban, female-headed households employed in the public sector. This impact is mitigated by the
overall stance to increase credit to the private sector, and by the sharp reduction in crime that is expected to
generate extra economic activity that should translate into more private sectors jobs and more entrepreneurial
opportunities. Secondly, lower compensation in the public sector may deter valuable talent, reducing the
effectiveness of public services. This is expected to be mitigated by the subsequent civil service reforms (Triggers
2.1 and 2.2), which will clearly define career paths and competitive salary scales (relative to the private sector) for
all public employees. Despite the potential negative short- and medium-term impacts, the long-term outlook is
promising as the resulting fiscal stabilization efforts will reduce the cost of capital for the population, poor and non-
poor alike. Furthermore, the IMF program protects a set of priority transfers programs, which will become more
reliable as the fiscal adjustment proceeds. PA4 to PA7 will enhance the country’s resilience to natural disasters by
improving risk knowledge, financial transparency, land planning/zoning, mitigation plans, and regulatory
frameworks. Consequently, homes, schools, medical posts, commercial and public buildings will experience
reduced social impacts from adverse climate events. Specifically, support for safer education facilities will prevent
children from losing access to education after disasters. With these updated and improved strategies, the state will
not only increase public infrastructure resilience but also enhance its capacity to support families, mitigating
poverty impacts in the face of adverse climate events in both rural and urban areas, including informal settings.
Nonetheless, it should be recognized that the territorial consolidation could translate into job reductions with
potential impacts on vulnerable and middle-class households, especially those that are not below the poverty line
but may fall under it if an income shock occurs. The extent to which mitigation strategies are effective should be
appropriately monitored such that, if needed, extra social assistance could be channeled to households in need.

B. Environmental, Forests, and other Natural Resources Aspects
48. The reforms supported by this operation are not expected to have significant adverse effects on El
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Salvador’s environment, forests, or other natural resources; positive environmental effects are expected. Under
Pillar A, PA3 promotes better governance and operational efficiency in infrastructure development and public
service provision. By attracting private financing, it may support the use of technologies and practices that improve
environmental sustainability.*® The national legal framework, including the Environmental Law, its regulations, and
oversight by the Ministry of Environment and Natural Resources (MARN), ensures compliance through
environmental impact assessments (EIAs), stakeholder engagement and consultation, and regular monitoring.
Under Pillar B, PA5 supports the creation of a new public institution, the Directorate of Territorial Planning and
Construction (DOT), to centralize construction and land-use regulatory functions, streamline permit processes, and
introduce standardized, risk-informed, and performance-based approaches for projects of more than 250 m2. The
DOT is expected to improve coordination, efficiency, and enforcement of building standards while also maintaining
environmental safeguards by requiring coordination with environmental authorities and municipalities to ensure
compliance with environmental and territorial regulations. Existing laws, such as the Environmental Law and
National Construction Code, provide a framework to reduce environmental impacts and strengthen resilience to
natural hazards. PA7 supports the expansion of the AMSS from fourteen to twenty-three districts. This aims to
improve planning and investment in climate-resilient infrastructure and urban services. The expansion of AMSS will
facilitate the implementation of land-use strategies, climate-resilient infrastructure, and water management in the
newly demarcated metropolitan area. The national legislative framework, including the San Salvador Metropolitan
Area Master Plan and the Environmental Law, will ensure that urban planning and infrastructure development are
guided by environmental considerations and climate risk assessments.

49, Overall, PAs 3, 5, and 7 are expected to have positive environmental effects by promoting sustainable
infrastructure, enhancing climate resilience, and improving urban planning. However, to manage potential
environmental adverse impacts and enhance positive outcomes associated with the implementation of these PAs,
the implementation will rely on relevant national laws and institutions. This includes the Environmental Law,
Environmental Evaluation Regulations, the newly established system for classifying projects based on their
potential environmental impact*, the National Construction Code, the AMSS Master Plan, and the MARN.
Complementary policies, such as the National Environmental Policy, Climate Change Plan, and Nationally
Determined Contribution (NDC)*, reinforce adaptation efforts in sectors like biodiversity, infrastructure, cities, and
water. While the legal framework is strong, the EIA system still faces challenges*® in enforcement, institutional
coordination, and technical capacity. However, the reforms supported by this DPF, particularly the creation of the
DOT and the expanded territorial planning mandate under PA7, could help address these issues by centralizing
oversight and improving environmental governance at both national and municipal levels. International partners,
including the World Bank* and the Development Bank of Latin America and the Caribbean (CAF)*® have also
contributed technical capacity and financial support.

C. PFM, Disbursement, and Auditing aspects

50. According to the latest comprehensive assessment of El Salvador’s Public Financial Management (PFM)
system,” budget reliability is the foremost PFM strength, while government accounting and reporting and

43 https://www.sciencedirect.com/science/article/pii/S2666188824001618

4 https://bibliotecaambiental.ambiente.gob.sv/documentos/categorizacion-ambiental-de-proyectos-2025/

4 https://climatepromise.undp.org/news-and-stories/el-salvador-releases-new-national-climate-pledge-under-paris-agreement?
4®https://documents.worldbank.org/en/publication/documents-reports/documentdetail/795601468273650092/republic-of-el-salvador-country-
environmental-analysis-improving-environmental-management-to-address-trade-liberalization-and-infrastructure-expansion

47 https://projects.worldbank.org/en/projects-operations/procurement-detail/OP00315640

48 https://www.caf.com/media/4672918/eval-expost-el-salvador-apoyo-a-la-infraestructura-de-transporte-resiliente-al-cambio-climatico.pdf

4 Evaluacion de la Gestion de las Finanzas Publicas en la Republica de El Salvador, dated July 3, 2019. RFS 2018/ 400019. Led by MOF with participation of
the EU, the IMF, the Bank and IDB.
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external scrutiny and audit aspects present opportunities for further improvement. Additionally, transparency of
public finances and the effective operation of the Treasury were close to recognized good practices. Major
weaknesses of the PFM system include inadequate or absent expenditure commitment controls, which often result
in an increasing stock of government arrears, the absence of a centralized register of government non-financial
assets, lack of comparability between the government's annual financial reporting and the approved budget, and
poor auditing tools (SAl financial audit) to provide assurance on this financial reporting. The review of recent
assessments® coincide that the conclusions of the 2019 PEFA Report are still relevant. The GoES has been
implementing PFM reforms to strengthen its finances with support from the Bank, USAID, IDB and the IMF.>! El
Salvador annual budget law for 2025 was published in the Official Gazette after legislative approval.>? In-year
budget execution reports are also made available to the public online in the government transparency portal.>®* No
fiduciary risks stemming from foreign exchange controls operating at the BCR were identified. The review of the
IMF Article IV Consultation and latest audited financial statements of BCR for 2023°* did not reveal any significant
issues related to the foreign exchange (FOREX) control environment.> Based on the analysis of El Salvador PFM
system and the FOREX internal control, it is concluded that the identified weaknesses do not pose any major risks
to the achievement of program development objectives (PDO). On this basis, no dedicated account or audit thereof
will be required.

51. The Procurement system has a strong legal foundation and is supported by oversight institutions and
capacity building. The 2023 Public Procurement Law aligns with international best practices and provides a range
of contracting methods tailored to the type of goods or services procured.>® For goods and non-consulting services,
procurement methods include competitive bidding, price comparison, direct contracting, and low-value
procurement. Consulting services follow various selection procedures, such as quality-and-cost based selection,
quality-only, fixed price, cost-only, consultant qualifications, single-source selection, and individual consultant
hiring. With respect to procurement processes for emergency responses, the National Procurement Directorate
(Direccion Nacional de Compras, DINAC) is authorized to implement exceptional procedures that override standard
requirements to ensure timely purchases, including verification of legal capacity.> In such cases, direct contracting
without competition is permitted, reflecting the urgency of disaster response. Furthermore, the activation of
FOPROMID facilitates expedited procurement processes. However, to enhance the efficiency of FOPROMID,
comprehensive improvements are needed in its execution mechanisms and in strengthening the institutions
responsible for its financial and operational management.

52. Disbursement and Reporting Arrangements. The proposed operation consists of a DPF and a CAT DDO.

%0 https://internationalbudget.org/open-budget-survey/country-results/2023/el-salvador 2023 Open Budget Survey. 2021 El Salvador Article IV
Consultations Staff Report, IMF Country Report 22/20, January 2022.

51 USAID and the IMF (CAPTAC-DR) have provided support for the implementation of accounting standards harmonized with International Public Sector
Accounting Standards. In 2022 the Bank provided technical support for the design of the conceptual model of the non-financial assets’ register. The design
of the software for registering government non-financial assets is currently financed by the GoES with its own funds. IDB is currently financing a diagnostic
of El Salvador’s Integrated Financial Management Information System (IFMIS, SIAFI in Spanish).

52 https://www.diariooficial.gob.sv, El Salvador Oficial Gazzette No. 247, December 27, 2024.

53 https://www.transparenciafiscal.gob.sv/ptf/es/PTF2-Gastos.html.

S4https://www.bcr.gob.sv/bcrsite/uploaded/content/category/1813525259.pdf. BCR financial statements were audited by an international auditing firm
following the International Standards on Auditing (ISA).

55 The IMF Safeguard Assessment of BCR carried out in 2020 was not made available for the Financial Management System’s review.

56 Before the adoption of the new regulatory framework, public procurement in El Salvador was governed by the 2000 Law on Public Administration
Procurement and Contracting (LACAP), which underwent eleven amendments prior to being replaced. The new framework adopted in 2023 aimed to
modernize and enhance procurement efficiency by establishing clear, transparent, timely, and equitable procedures that promote effective and accountable
public purchasing processes.

57 This includes: (i) pandemics, epidemics, alerts, emergencies of any kind; (ii) imminent shortages of health goods and services, which jeopardize the
provision of health services; and (iii) calamity, disaster, war or serious disturbance of order.
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Disbursement of the DPF will be contingent upon satisfactory implementation of the program (i.e., completion of
agreed prior actions) and the maintenance of an adequate macroeconomic policy framework. Disbursement of the
Cat DDO may be drawn down following an official declaration of emergency, as described in paragraph 22 of this
project document. Upon disbursement, the loan proceeds from the DPF and the CAT DDO—denominated in US
dollars—will be deposited into El Salvador’s foreign-exchange account at the Central Reserve Bank of El Salvador
(BCR). The BCR will ensure that an equivalent amount in local currency is immediately credited to the Government’s
account, making the funds available to finance budgeted expenditures. Within 30 days of the transfer, the GoES,
through the MOF, will provide the World Bank with written confirmation of: (i) the amount deposited into the
foreign-exchange account at the BCR; and (ii) the equivalent local currency amount recorded in the budget
management system in the account used to finance budgeted expenditures. If any portion of the loan proceeds is
used for ineligible purposes, as defined in the Loan Agreement, the Government will be required to promptly refund
the corresponding amount to the World Bank. Any refunded amount will be canceled from the loan.

D. Monitoring, Evaluation, and Accountability

53. As an implementing entity, the MOF is responsible for collecting and monitoring information related to
program implementation and progress towards the achievement of results for this DPF with Cat DDO operation.
The MOF is further responsible for coordinating necessary actions among the other ministries and agencies involved
in the reform program supported by this DPF operation. The World Bank has worked closely with MOF and relevant
sectoral entities to define results indicators that are clear and measurable. The Bank will focus on monitoring
progress towards the expected results of the program development objectives.

54. Grievance Redress. Communities and individuals who believe that they are adversely affected by specific
country policies supported as Prior Actions or tranche release conditions under a World Bank Development Policy
Financing may submit complaints to the responsible country authorities, appropriate local/national grievance
mechanisms, or the Bank’s Grievance Redress Service (GRS). The GRS ensures that complaints received are
promptly reviewed in order to address pertinent concerns. Project affected communities and individuals may
submit their complaint to the Bank’s independent Accountability Mechanism (AM). The AM houses the Inspection
Panel, which determines whether harm occurred, or could occur, as a result of Bank non-compliance with its
policies and procedures, and the Dispute Resolution Service, which provides communities and borrowers with the
opportunity to address complaints through dispute resolution. Complaints may be submitted at any time after
concerns have been brought directly to the World Bank’s attention, and Bank Management has been given an
opportunity to respond. For information on how to submit complaints to the World Bank’s corporate Grievance
Redress Service (GRS), please visit http://www.worldbank.org/GRS. For information on how to submit complaints
to the Bank’s Accountability Mechanism, please visit https://accountability.worldbank.org.

V. SUMMARY OF RISKS AND MITIGATION

55. The overall risk rating for the proposed operation is assessed as Substantial. The key risks identified, as
outlined below, include: (i) political and governance, (ii) macroeconomic, (iii) institutional capacity for
implementation and sustainability, and (iv) stakeholder risks.

56. Political and Governance Risks are considered substantial. Coordination challenges in policy and
decision-making across the GoES might hinder coherence and continuity of the three-year programmatic series.
Better allocations of roles and responsibilities under a strong coordination process will be needed to drive reforms
and ensure the achievement of the program's results. Mitigation measures include: (i) close coordination of the
program by MEF and Presidency under a policy council, and (ii) maintaining coordinated engagement between the
World Bank, MOF, other development partners, and the administration.
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57. Macroeconomic risks are considered substantial. Despite the government’s commitment to a growth-
friendly fiscal consolidation, significant macroeconomic risks remain, stemming from fiscal, external, and structural
imbalances and the country's high vulnerability to external shocks, including climate-related disasters. Additionally,
a potential slowdown in global economic activity could further constrain growth from reduced exports and
remittances. TA and robust monitoring through coordinated efforts by MDBs, aligned with the IMF program, will
help to mitigate these risks.

58. Institutional capacity for implementation and sustainability risks are considered substantial. The
operation involves multiple agencies, some of which currently need higher capacity and full decision-making
autonomy to reduce risks to the sustainability of the supported policy areas. Mitigation will focus on reforms that
have benefited from long-standing policy dialogue and TA from the World Bank and other donors, including
capacity building to maximize success of the civil service and public financial and investment management reforms.
Also, the World Bank will provide TA on areas related to climate resilience and the Cat DDO.

59. Stakeholder risks are considered substantial. The proposed civil service reform (Triggers 2.1 and 2.2), for
which the World Bank will provide TA, may encounter resistance from labor unions in specific sectors, especially
health and education. To mitigate this, it is recommended to launch consultations and a communication campaign
that emphasizes the broader benefits of the new law, throughout the reform’s elaboration process. These benefits
include career advancement opportunities, fair compensation and benefits, and improved accountability and
transparency, beyond just managing the public wage bill. Also, implementation of the reform will be gradual to
further mitigate potential resistance. Further, the adoption of the National Construction Code (Trigger 5.1), is still
undergoing stakeholder consultation. Adequate explanations of the positive impacts of the reforms to stakeholders
and the public, as well as the careful pacing of reforms, will help mitigate stakeholder risks that may arise.

Table 5: Summary Risk Ratings

Risk Categories Rating
1. Political and Governance Substantial
2. Macroeconomic Substantial
3. Sector Strategies and Policies Moderate
4. Technical Design of Project or Program Moderate
5. Institutional Capacity for Implementation and Sustainability Substantial
6. Fiduciary Moderate
7. Environment and Social Low
8. Stakeholders Substantial
9. Other
Overall Substantial
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ANNEX 1. Policy and Result Framework

Prior actions and Triggers Results
Prior Actions under DPF 1 Triggers for DPF 2 Triggers for DPF3 Indicator Name Baseline
Pillar A--- Strengthen fiscal sustainability through improved fiscal management tools and spending efficiency.

Prior Action 1. To strengthen (Indicative) Trigger 1.1. To (Indicative) Trigger 1.2. To Results Indicator #1. -0.2 percent

fiscal sustainability, the  strengthen the fiscal responsibility = further enhance  public  Primary Balance relative of GDP
Borrower has adopted a fiscal  framework and enhance public financial management, the to GDP (Percentage) [2024]
responsibility framework, which  finanial management, the Borrower has adopted

includes a fiscal rule defining a
public  debt-to-GDP  target,
mandates the implementation
of a Medium-Term Fiscal
Framework, and provides a

Borrower has adopted: (a) the measures to operationalize
regulation for the Fiscal  public financial management
Sustainability Law; and (b) procedures.

measures to modernize the public

suspension clause for clearly financial management regulatory
defined exceptional framework, including: (i) improving
circumstances, such as extreme ~ Systems for managing payments,
climate events and natural obligations, and arrears in the MOF;
disasters. (ii)  regularizing  commitments
whose execution period exceeds
the fiscal year; and (iii) expanding

Legal Evidence: As evidenced by
the coverage of the Single Treasury

the Fiscal Sustainability Law for
the Strengthening of Public ~Account for decentralized entities.
Finances, approved by

Legislative Decree No. 328 of

2025 and published in the

Official Gazette No. 108 on June

11 of 2025.

Target

3.5 percent of

GDP
[2028]
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Prior Action 2. To ensure that
public sector employment and
compensation are aligned with
fiscal sustainability objectives,
the Borrower has mandated: (a)
that public sector entities plan,
implement, and monitor
personnel budget, and
incorporate their annual budget
proposals in line with the Fiscal
Plan; and (b) the prior approval
of any in-year changes to staffing
levels and distribution by the
Ministry of Finance.

Legal Evidence: As evidenced by
the  Ministry of  Finance
Ministerial Agreement No. 937
dated May 2 of 2025.

Prior Action 3. To improve public

investment  efficiency and
enhance the attraction of
private financing for

infrastructure and public service
provision, the Borrower has
regulated the incorporation,
organization, and operation of
Mixed Economy Companies.

Legal Evidence: As evidenced by
the Ministry of Economy
Ministerial Agreement No. 346

Prior actions and Triggers
(Indicative) Trigger 2.1. To improve
the efficiency of public workforce
expenditures and strengthen civil
service management, the Borrower
has established the regulatory
framework for: (a) the hiring,
compensation, career progression,
and dismissal of public servants;
and (b) the adoption of information
systems to improve human
resources management and
financial control.

(Indicative) Trigger 3.1. To further
improve public investment
efficiency and enhance the
attraction of private financing for
infrastructure and public service
provision, the Borrower has
modernized the legal and
institutional framework for public-
private partnerships and mixed
enterprises.

(Indicative) Trigger 2.2. To
further improve the
efficiency of public
workforce expenditures and
strengthen  civil  service
management, the Borrower
has: (a) established the
compensation framework for
personnel in sectors with
special regimes (i.e.,
Education, Health, Security,
Defense, and Justice); and (b)
approved the
implementation regulation
for the Human Resource Law,
including transitions.

(Indicative) Trigger 3.2. To
enhance public investment
efficiency and coordination,
the Borrower has established
a dedicated office for public
investment management
within the MOF, and adopted
a climate change perspective
for project preparation,
appraisal, and independent

review processes and
methodologies by vehicle
(i.e. public works, SEMs,

concessions and PPPs).

Results
Results Indicator #2. 10.5 percent
Public Wage Bill relative of GDP
to GDP (Percentage) [2024]
Results Indicator #3. 1
Infrastructure or public [2025]

service provision
projects implemented
through the Mixed

Enterprise or PPP

regimes (Number)

9.5 percent

of GDP
[2028]

3
[2028]
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dated May 22 of 2025.

Prior actions and Triggers

Pillar B---Enhance resilience to natural disasters and climate change.

Prior Action 4. To enhance the
implementation of a climate and
disaster risk financing strategy
and promote actions to reduce
contingent liabilities  from
disasters, the Borrower has
mandated the quantification of
fiscal risks associated with
climate and natural disasters
and its publication in the
Medium-Term Fiscal
Framework.

Legal Evidence: As evidenced
the  Ministry of  Finance
Ministerial Agreement No. 936
dated May 2 of 2025, and Article
6 of the Fiscal Sustainability Law
for the Strengthening of Public
Finances, approved by
Legislative Decree No. 328 of
2025 and published in the
Official Gazette No. 108 on June
11 of 2025.

Prior Action 5: To enhance
infrastructure resilience against
climate change and disasters
and improve construction
permitting efficiency, the
Borrower has centralized the

(Indicative) Trigger 4.1. To improve
the transparency of post natural
disaster expenditures, the Borrower
has enhanced the traceability and
visibility of these expenditures by
separating  them from other
emergency expenditures using
standardized formats or systems in
accordance with international
practices and disclosing them in the
budget and in financial statements.

(Indicative) Trigger 5.1. To
strengthen the climate resilience of
infrastructure and buildings and
reduce future losses and fatalities,
the Borrower has adopted new

(Indicative) Trigger 4.2. To
strengthen fiscal resilience to
disasters, the Borrower has
approved a revised insurance
law that allows the use of
catastrophe risk insurance
and the transfer of sovereign
risk to foreign entities.

(Indicative) Trigger 5.2. To
strengthen the resilience of
schools and reduce climate
and disaster risks for pupils,
the Borrower has adopted

Results

Results Indicator #4:
Additional

0 percent
[2025]

30 percent

share  of [2028]
contingent liabilities
covered by the
contracting of sovereign
risk transfer products or
by the improvement of
retention instruments,
such as FOPROMID

(Percentage)

310
[2025]

100
[2028]

Results Indicator #5:
Average days to issue
construction permits (for
projects 2250 m?)
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construction and  land-use
regulatory functions,
streamlined the permit process,
and introduced a standardized,
risk-informed, and performance-
based approach to

infrastructure development.

Legal Evidence: As evidenced by
Legislative Decree No. 122 of
2024, published in the Official
Gazette No. 205 on October 28
of 2024.

Prior Action 6: To strengthen
disaster risk management and to
improve emergency response
and preparedness for climate-
related disasters in urban
environments, the Borrower
has: (a) mandated the
implementation of the National
Plan for Disaster Risk Reduction
2024 —-2030; and (b) created and
regulated the National Urban
Search and Rescue Subsystem.

Legal Evidence: As evidenced by
Legislative Decree No. 1007 of
2024, published in the Official
Gazette No. 82 on May 2 of
2024; Executive Decree No. 19 of
2024, published in the Official
Gazette No. 178 on September

Prior actions and Triggers
national technical requirements for
resilient building construction that
consider climatic (strong wind) and
seismic risk.

(Indicative) Trigger 6.1. To
strengthen the financial and
technical capacity for disaster risk
management, the Borrower has
improved the disaster risk
management framework by
including a comprehensive and
integrated approach for disaster
risk reduction that improves
resource allocation for disaster risk
mitigation investments.

new regulations for the
climate and disaster resilient
construction of schools and
educational facilities, in line
with the new Construction
Code and considering climate
and seismic risks.

(Indicative) Trigger 6.2. To
improve the quality and
coverage of life-saving early
warning systems, the
Borrower has strengthened
national legislation that
approves standards for the
implementation of national
early  warning  systems,
improving coordination
mechanisms at the local level
and the issuance and
dissemination of alerts for
extreme weather events.

Results

through the DOT system
(Number)

Results Indicator #6.1:
USAR teams accredited

under SISUSAR
standards (trained
personnel, equipment,
and operational

protocols) (Number)

Results Indicator #6.2:
Women among the
individuals with
improved DRM capacity
(Percentage)

0 10
[2025] [2028]
0 percent 60 percent
[2025] [2028]
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19 of 2024; and the Ministry of
Governance and  Territorial
Development Ministerial
Agreement No. 22 of 2025,
published in the Official Gazette
No. 94 on May 22 of 2025.

Prior Action 7: To strengthen
climate-resilient development in
the San Salvador Metropolitan
Area, the Borrower has
delimited the San Salvador
Metropolitan Area as a special
area of planning, regulation, and
management of matters of
metropolitan  and  national
interest comprised by twenty-
three districts.

Legal evidence: As evidenced by
Legislative Decree No. 126 of
2024, published in the Official
Gazette No. 204 on October 25
of 2024.

Prior actions and Triggers

(Indicative) Trigger 7.1. To
strengthen the climate resilience of
the country’s biggest urban area
and its residents, the Borrower has
included natural hazard and
climate risk vulnerabilities in the
new  zoning, land-use, and
environmental conservation
regulations approved for the San
Salvador Metropolitan Area Master
Plan.

(Indicative) Trigger 7.2: To
improve urban livability and
reduce risks of flooding and
extreme urban heat, the
Borrower has increased the

coverage of green space
within the San Salvador
Metropolitan ~ Area  and

supported the
implementation of nature-
based solutions.

Results
Results Indicator  #7: 0
Residents in the AMSS [2025]

living within 300 meters of
an either newly planned
and funded or rehabilitated
green corridor or urban
green space designed to
mitigate extreme heat and
flooding (Number)

200,000
[2028]
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ANNEX 2. Paris Alignment Assessment

The operation aligns with the goals of the Paris Agreement (see Table A3.1 below for a detailed discussion). The
DPF reform program is consistent with El Salvador’s climate commitments, including the Nationally Determined
Contribution (2022), the Long-Term Strategy, the National Adaptation Plan, the Climate Resilience Investment
Plan (2018), and the National Climate Change Strategy (2016), and is informed by the findings of the Country
Climate and Development Report (CCDR), which emphasizes the importance of fiscal resilience, urban adaptation,
and climate-smart infrastructure. Regarding mitigation goals, PAs under Pillar A—PA1 (climate risk-informed fiscal
framework), PA2 (institutional efficiency), and PA4 (fiscal resilience to disasters)—are not likely to cause a
significant increase in greenhouse gas (GHG) emissions or create persistent barriers to a low-carbon transition.
PA3 under Pillar A supports mitigation by promoting sustainable infrastructure finance and discouraging carbon-
intensive investments. Under Pillar B, PA5 (resilient land-use authority), PA6 (urban emergency preparedness),
and PA7 (metropolitan governance) contribute to mitigation through sustainable urban planning, improved
emergency systems, and compact city development. Therefore, all PAs align with the mitigation goals of the Paris
Agreement. Regarding adaptation and resilience goals, climate hazards are not likely to adversely affect the PAs
or their contribution to the program development objective for PA1, PA2, PA4 (Pillar A), and PA6 (Pillar B), as they
strengthen financial and institutional capacity and emergency response. PA3 (Pillar A), PA5, and PA7 (Pillar B) may
be exposed to climate risks given their focus on infrastructure and territorial planning. However, their design,
including climate risk screening, resilient construction standards, and integration of nature-based solutions,
reduces these risks to an acceptable level in the context of El Salvador. Therefore, all PAs align with the adaptation
and resilience goals of the Paris Agreement.

Table A3.1. Detailed Paris Alignment Assessment by Prior Action

efficiency; and (ii) To enhance resilience to natural disasters and climate change.

Program Development Objective(s): (i) To strengthen fiscal sustainability through improved fiscal management tools and spending

Answer: Yes.

Step 1: Taking into account our
climate analysis (e.g., Country
Climate and Development Reports
or CCDRs), is the operation
consistent with the country
climate commitments, including
for instance, the NDC, NAP, LTS,
and other relevant strategies?

Explanation: The operation supports El Salvador’s 2022 Nationally Determined Contribution
(NDC), the Long-Term Strategy, the National Adaptation Plan (NAP), the National Climate Change
Strategy (2016), and the Climate Resilience Investment Plan (2018). The program contributes to
mitigation by avoiding carbon-intensive investments, promoting sustainable infrastructure, and
strengthening urban development policies. It also builds resilience by improving fiscal
management of climate risks, integrating disaster risk into public investment and planning, and
modernizing institutions responsible for emergency response and land-use management. The
operation aligns with CCDR recommendations to mainstream climate risk into fiscal frameworks,

improve resilience in public investment, and expand institutional capacity in urban systems.

Mitigation goals: assessing and reducing the risks

Prior Action 1: To strengthen fiscal sustainability, the Borrower has adopted a fiscal responsibility framework, which includes a
fiscal rule defining a public debt-to-GDP target, mandates the implementation of a Medium-Term Fiscal Framework, and provides a
suspension clause for clearly defined exceptional circumstances, such as extreme climate events and natural disasters.

Pillar objective (Pillar A): Strengthen fiscal sustainability through improved fiscal management tools and spending efficiency.

Step M2.1: Is the prior action
likely to cause a significant
increase in GHG emissions?

Answer: No.
Explanation: PA1 primarily focuses on improving fiscal discipline, including the management of
climate-related fiscal risks. It does not promote activities that would increase GHG emissions and

instead encourages proactive risk management that can foster climate-sensitive budgeting.

Official Use Only




Conclusion for PA1: Aligned on mitigation.

Prior Action 2: To ensure that public sector employment and compensation are aligned with fiscal sustainability objectives, the
Borrower has mandated: (a) that public sector entities plan, implement, and monitor personnel budget, and incorporate their
annual budget proposals in line with the Fiscal Plan; and (b) the prior approval of any in-year changes to staffing levels and
distribution by the Ministry of Finance.

Pillar objective (Pillar A): Strengthen fiscal sustainability through improved fiscal management tools and spending efficiency.

Answer: No.

Explanation: PA2 focuses on strengthening institutional processes related to human resource
planning and payroll management across the public sector. These improvements are
administrative in nature and do not involve the construction of physical infrastructure, expansion
of energy-intensive operations, or changes in sectoral activities that could result in increased GHG
emissions. By improving oversight and efficiency in the use of public resources, the reform
supports broader fiscal sustainability without generating any direct or indirect emissions impacts.
In fact, by enhancing budgetary discipline, the reform may help prevent unsustainable spending
on potentially high-emission activities. Therefore, the prior action is not expected to cause a
significant increase in GHG emissions.

Step M2.1: Is the prior action
likely to cause a significant
increase in GHG emissions?

Conclusion for PA2: Aligned on mitigation.

Prior Action 3: To improve public investment efficiency and enhance the attraction of private financing for infrastructure and public
service provision, the Borrower has regulated the incorporation, organization, and operation of Mixed Economy Companies.

Pillar objective (Pillar A): Strengthen fiscal sustainability through improved fiscal management tools and spending efficiency.

Answer: No.

Explanation: PA3 improves the institutional and regulatory framework governing infrastructure
finance by streamlining the selection of financing modalities and enhancing the governance of
mixed enterprise and public-private partnership (PPP) arrangements. A central objective of the
reform is to promote the adoption of climate considerations, including climate risk and
emissions impact, in the planning and evaluation of infrastructure projects. This is expected to
reduce the likelihood of carbon-intensive investments and instead encourage low-carbon and
climate-resilient alternatives. The prior action does not authorize or fund specific infrastructure
investments that could increase emissions. Rather, it establishes the institutional groundwork
for aligning infrastructure pipelines with long-term sustainability objectives, consistent with the
country’s climate strategy. Therefore, the prior action is not expected to cause a significant
increase in GHG emissions and is aligned with mitigation goals.

Step M2.1: Is the prior action
likely to cause a significant
increase in GHG emissions?

Conclusion for PA3: Aligned on mitigation.

Prior Action 4: To enhance the implementation of a climate and disaster risk financing strategy and promote actions to reduce
contingent liabilities from disasters, the Borrower has mandated the quantification of fiscal risks associated with climate and natural
disasters and its publication in the Medium-Term Fiscal Framework.

Pillar objective (Pillar B): Enhance resilience to natural disasters and climate change.

Answer: No.

Explanation: PA4 focuses on strengthening fiscal risk management by requiring the identification
and reporting of disaster-related contingent liabilities. The reform enables the government to
better assess its exposure to climate-related fiscal shocks and to adopt more effective financial
strategies, such as sovereign insurance, contingent credit lines, or reserve funds, to manage these
risks. As this reform targets financial planning tools rather than infrastructure development or
service delivery, it does not lead to increased GHG emissions. Moreover, by helping avoid reactive,
potentially carbon-intensive post-disaster expenditures, PA4 may indirectly support low-
emissions development. Therefore, the prior action does not cause a significant increase in GHG
emissions and is fully aligned with mitigation goals.

Step M2.1: Is the prior action
likely to cause a significant
increase in GHG emissions?

Conclusion for PA4: Aligned on mitigation.
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Prior Action 5: To enhance infrastructure resilience against climate change and disasters and improve construction permitting
efficiency, the Borrower has centralized the construction and land-use regulatory functions, streamlined the permit process, and
introduced a standardized, risk-informed, and performance-based approach to infrastructure development.

Pillar objective (Pillar B): Enhance resilience to natural disasters and climate change.

Answer: No.

Explanation: PA5 establishes a centralized authority for territorial planning and construction,
aiming to strengthen regulatory oversight and integrate climate risk into land-use decisions and
building standards. By promoting more compact, risk-informed urban development, the reform
reduces uncontrolled urban sprawl, which is typically associated with increased vehicle travel,
energy consumption, and encroachment on carbon-sequestering ecosystems. It also fosters the
adoption of sustainable construction practices that can reduce material and energy use in
buildings over their lifecycle. These measures collectively support a long-term shift toward lower-
emissions urban growth. The prior action does not involve direct investment in physical
infrastructure that could generate emissions. Instead, it builds institutional capacity to avoid
carbon-intensive development pathways. Therefore, PA5 is not likely to cause a significant
increase in GHG emissions and is aligned with mitigation goals.

Step M2.1: Is the prior action
likely to cause a significant
increase in GHG emissions?

Conclusion for PA5: Aligned on mitigation.

Prior Action 6: To strengthen disaster risk management and to improve emergency response and preparedness for climate-related
disasters in urban environments, the Borrower has: (a) mandated the implementation of the National Plan for Disaster Risk
Reduction 2024 — 2030; and (b) created and regulated the National Urban Search and Rescue Subsystem.

Pillar objective (Pillar B): Enhance resilience to natural disasters and climate change.

Answer: No.

Explanation: PA6 improves the institutional framework for emergency preparedness and
response in urban areas by establishing a dedicated Urban Search and Rescue Subsystem and
formalizing coordination among local and national agencies. While the reform does not directly

Step M2.1: Is the prior action target emissions reduction, it contributes indirectly to mitigation by strengthening urban systems
likely to cause a significant to withstand climate shocks and reducing the likelihood of unplanned, carbon-intensive
increase in GHG emissions? reconstruction following disasters. Additionally, by integrating natural hazard risk considerations

into emergency planning and management, the reform complements efforts to promote more
sustainable and organized urban growth. As it does not result in new infrastructure or energy-
intensive activities, PA6 is not expected to cause a significant increase in GHG emissions.
Therefore, the prior action is aligned with mitigation goals.

Conclusion for PA6: Aligned on mitigation.

Prior Action 7: To strengthen climate-resilient development in the San Salvador Metropolitan Area, the Borrower has delimited the
San Salvador Metropolitan Area as a special area of planning, regulation, and management of matters of metropolitan and national
interest comprised by twenty-three districts.

Pillar objective (Pillar B): Enhance resilience to natural disasters and climate change.

Answer: No.

Explanation: PA7 promotes more effective and sustainable urban planning by expanding the
jurisdiction of the metropolitan authority and enabling integrated land-use, infrastructure, and
climate risk management across a larger urban territory. By supporting compact development,
better zoning, and nature-based solutions, the reform can help reduce GHG emissions associated
with inefficient urban expansion, such as vehicle congestion, energy, intensive buildings, and the
loss of carbon sinks due to sprawl. It also facilitates strategic urban investments that align with
low-carbon development pathways. As this reform does not involve new infrastructure or high-
emissions activities, it is not expected to lead to increased emissions. Therefore, PA7 is aligned
with mitigation goals.

Step M2.1: Is the prior action
likely to cause a significant
increase in GHG emissions?

Conclusion for PA7: Aligned on mitigation.

Mitigation goals: All prior actions are aligned on mitigation.

Adaptation and resilience goals: assessing and managing the risks
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Prior Action 1: To strengthen fiscal sustainability, the Borrower has adopted a fiscal responsibility framework, which includes a
fiscal rule defining a public debt-to-GDP target, mandates the implementation of a Medium-Term Fiscal Framework, and provides a
suspension clause for clearly defined exceptional circumstances, such as extreme climate events and natural disasters.

Pillar objective (Pillar A): Strengthen fiscal sustainability through improved fiscal management tools and spending efficiency.

Step A2: Are risks from climate
hazards likely to have an adverse
effect on the prior action’s
contribution to the Development
Objective(s)?

Answer: No.

Explanation: PA1 strengthens the government’s capacity to manage fiscal risks stemming from
climate-related hazards by embedding the identification, quantification, and disclosure of these
risks within the Medium-Term Fiscal Framework. This not only enhances fiscal transparency but
enables the government to better allocate resources for climate-related contingencies and
reduce the fiscal impact of natural disasters over time. The inclusion of an escape clause for
substantial economic shocks, such as climate events, adds flexibility while maintaining fiscal
credibility. By formalizing climate risk management within fiscal policy, this reform increases
institutional readiness to withstand future shocks and ensures greater climate-resilience in
public finances. As such, climate hazards are unlikely to compromise the PA’s contribution to the
development objective. Therefore, the prior action is fully aligned with adaptation and resilience
goals.

Conclusion for PA1: Aligned on adaptation.

Prior Action 2: To ensure that public sector employment and compensation are aligned with fiscal sustainability objectives, the
Borrower has mandated: (a) that public sector entities plan, implement, and monitor personnel budget, and incorporate their
annual budget proposals in line with the Fiscal Plan; and (b) the prior approval of any in-year changes to staffing levels and
distribution by the Ministry of Finance.

Pillar objective (Pillar A): Strengthen fiscal sustainability through improved fiscal management tools and spending efficiency.

Step A2: Are risks from climate
hazards likely to have an adverse
effect on the prior action’s
contribution to the Development
Objective(s)?

Answer: No.

Explanation: PA2 focuses on strengthening human resource planning and control mechanisms
across the public sector, which is essential for institutional continuity and the delivery of climate-
related services. By enabling more predictable and efficient allocation of personnel and ensuring
that staffing levels are aligned with fiscal sustainability goals, the reform supports long-term
government capacity to plan for, implement, and monitor climate adaptation policies. While the
reform does not directly target climate risk or involve physical infrastructure, its institutional focus
ensures that key agencies, including those responsible for climate, disaster risk management, and
public investment, can operate effectively and maintain continuity in the face of climate shocks.
As such, climate hazards are unlikely to undermine the PA’s contribution to the development
objective, and the action supports adaptation goals by reinforcing institutional resilience.

Conclusion for PA2: Aligned on adaptation.

Prior Action 3: To improve public investment efficiency and enhance the attraction of private financing for infrastructure and public
service provision, the Borrower has regulated the incorporation, organization, and operation of Mixed Economy Companies.

Pillar objective (Pillar A): Strengthen fiscal sustainability through improved fiscal management tools and spending efficiency.

Step A2: Are risks from climate
hazards likely to have an adverse
effect on the prior action’s
contribution to the Development
Objective(s)?

Answer: No.

Explanation: PA3 improves the institutional framework for infrastructure finance by embedding
more robust governance and project selection criteria, including the integration of climate and
disaster risk considerations. This is expected to lead to more resilient infrastructure investments
by requiring that new projects are screened for climate vulnerability and aligned with long-term
sustainability objectives. By strengthening upstream planning and appraisal systems, the reform
reduces the likelihood of maladaptive investments that may fail or underperform under future
climate conditions. As the PA does not involve the implementation of specific infrastructure
assets, it is not directly exposed to climate hazards itself. Instead, it helps ensure that future
infrastructure is more resilient to such hazards. Therefore, the contribution of this prior action to
the development objective is not expected to be adversely affected by climate risks, and the PA is
fully aligned with adaptation goals.

Conclusion for PA3: Aligned on adaptation.
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Prior Action 4: To enhance the implementation of a climate and disaster risk financing strategy and promote actions to reduce
contingent liabilities from disasters, the Borrower has mandated the quantification of fiscal risks associated with climate and natural
disasters and its publication in the Medium-Term Fiscal Framework.

Pillar objective (Pillar B): Enhance resilience to natural disasters and climate change.

Step A2: Are risks from climate
hazards likely to have an adverse
effect on the prior action’s
contribution to the Development
Objective(s)?

Answer: No.

Explanation: PA4 supports the Government’s ability to manage and respond to climate-induced
fiscal shocks by institutionalizing the assessment and reporting of disaster-related contingent
liabilities. This is a critical first step toward developing a comprehensive disaster risk financing
strategy, including the use of instruments such as sovereign insurance, reserve funds, or
contingency credit lines. By strengthening the government's financial preparedness, the reform
reduces the risk that climate and disaster events will undermine fiscal sustainability or disrupt the
delivery of essential services. The PA does not involve infrastructure or other physical components
exposed to climate hazards, and instead enhances institutional and financial resilience. As such,
climate risks are unlikely to impair the contribution of this prior action to the development
objective, and it is fully aligned with adaptation goals.

Conclusion for PA4: Aligned on adaptation.

Prior Action 5: To enhance infrastructure resilience against climate change and disasters and improve construction permitting
efficiency, the Borrower has centralized the construction and land-use regulatory functions, streamlined the permit process, and
introduced a standardized, risk-informed, and performance-based approach to infrastructure development.

Pillar objective (Pillar B): Enhance resilience to natural disasters and climate change.

Step A2: Are risks from climate
hazards likely to have an adverse
effect on the prior action’s
contribution to the Development
Objective(s)?

Answer: No.

Explanation: PA5 supports the institutional foundation for resilient infrastructure development
by establishing a national authority with the mandate to regulate land use and building permits in
alignment with climate and disaster risk considerations. This reform enables the integration of
updated hazard data into planning processes, the application of climate-resilient construction
standards, and more consistent enforcement of zoning regulations across sectors and
jurisdictions. By strengthening national oversight of development in hazard-prone areas, the PA
reduces exposure and vulnerability to climate risks such as flooding, landslides, and extreme
weather events. The reform does not itself create infrastructure assets at risk from climate
hazards, but rather strengthens the regulatory environment to ensure future infrastructure is
climate-resilient. As a result, climate hazards are unlikely to impair the PA’s contribution to its
development objective, and the action is fully aligned with adaptation and resilience goals.

Conclusion for PA5: Aligned on adaptation.

Prior Action 6: To strengthen disaster risk management and to improve emergency response and preparedness for climate-related
disasters in urban environments, the Borrower has: (a) mandated the implementation of the National Plan for Disaster Risk
Reduction 2024 — 2030; and (b) created and regulated the National Urban Search and Rescue Subsystem.

Pillar objective (Pillar B): Enhance resilience to natural disasters and climate change.

Step A2: Are risks from climate
hazards likely to have an adverse
effect on the prior action’s
contribution to the Development
Objective(s)?

Answer: No.

Explanation: PA6 enhances institutional capacity for disaster preparedness and response,
particularly in urban areas where vulnerability to climate-related hazards—such as floods,
landslides, and extreme weather events—is high due to population density and infrastructure
exposure. By formalizing a dedicated Urban Search and Rescue Subsystem, the reform
strengthens coordination among national and local emergency services and promotes the use of
climate risk data in emergency planning. This improves response times, reduces the human and
economic toll of disasters, and contributes to overall urban climate resilience. The PA is not
exposed to direct climate hazards itself, as it focuses on legal and institutional reform rather than
physical assets. Instead, it reduces climate vulnerability at the system level by improving readiness
and response mechanisms. Therefore, the action is not at risk from climate hazards and is fully
aligned with adaptation and resilience goals.

Conclusion for PA6: Aligned on adaptation.
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Prior Action 7: To strengthen climate-resilient development in the San Salvador Metropolitan Area, the Borrower has delimited the
San Salvador Metropolitan Area as a special area of planning, regulation, and management of matters of metropolitan and national
interest comprised by twenty-three districts.

Pillar objective (Pillar B): Enhance resilience to natural disasters and climate change.

Step A2: Are risks from climate
hazards likely to have an adverse
effect on the prior action’s
contribution to the Development
Objective(s)?

Answer: No.

Explanation: PA7 advances climate adaptation by expanding the geographic scope and
institutional capacity of the metropolitan governance system to address urban resilience
challenges. The reform enables coordinated planning across a wider territory and facilitates the
integration of climate and natural hazard risk data into land-use decisions. It also supports the use
of nature-based solutions to manage urban flooding, reduce heat stress, and maintain ecological
buffers—key strategies to reduce vulnerability to climate hazards. By embedding climate
considerations in urban development regulations and master planning processes, the reform
helps ensure that future urban growth patterns are both sustainable and resilient. The PA is not
directly exposed to climate hazards, as it focuses on governance and planning frameworks rather
than infrastructure delivery. Instead, it improves the institutional environment for managing
climate risks in urban settings. Therefore, PA7 is not likely to be adversely affected by climate
hazards and is fully aligned with adaptation and resilience goals.

Conclusion for PA7: Aligned on adaptation.

Adaptation and resilience: All prior actions are aligned on adaptation and resilience.

Overall Conclusion of Paris Alignment Assessment: The operation is fully aligned with the mitigation and resilience goals of the

Paris Agreement.
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ANNEX 3. Operation Specific Annex

Annex 3.1: El Salvador’s Strategic Debt Management and Liability Management Operations in 2024

In 2024, the GOES carried out three debt liability management operations. These aimed at lengthening the
average maturity of its Eurobond stock—although at some cost of higher interest coupons—while also addressing
short-term fiscal needs. A portion of these operations financed a river conservation project and cleared some of
the country’s outstanding domestic arrears. The buybacks were supported by two separate Eurobond issuances
and served as part of the GoES’s broader debt restructuring effort.

In April 2024, El Salvador returned to the financial markets amid declining spreads, successfully raising US$1
billion to repurchase US$487 million worth of Eurobonds. This transaction helped the government meet its
immediate fiscal financing requirements for the years 2025, 2027, and 2029. The operation was unique due to its
unusual six-year bond structure, which carried a 9.5 percent coupon and included a contingency clause. This
provision stated that the coupon rate would increase from 0.25 percent to 4.0 percent starting in October 2025,
unless specific conditions, such as an IMF arrangement or increasing credit ratings, were met. This was the first
time a provision linked to reaching an IMF arrangement was implemented on this type of bond instrument. The
Eurobond buyback operation was also a key step in managing El Salvador's external financing needs and reducing
the country's vulnerability to external shocks.

The October 2024 buyback operation, the largest of its kind, was particularly significant as it included a debt-
for-nature swap. This deal allowed for the purchase of US$940.2 million in Eurobonds, including accrued interest,
at an 11.6 percent discount. This debt restructuring operation was financed by a US$1 billion loan from JP Morgan
Chase, which was backed by political risk insurance from the US Development Financial Corporation and a standby
letter of credit from CAF, marking the second-largest debt-for-nature swap transaction ever recorded. The primary
aim of this deal was to channel US$350 million into water conservation efforts, specifically for the Rio Lempa
Conservation and Restoration Program. These efforts will extend over the next two decades, supported by
environmental organizations and a framework designed to safeguard the country’s water resources and manage
its environmental impact.

In addition to facilitating environmental projects, the November 2024 Eurobond buyback operation was also
critical in addressing El Salvador's domestic fiscal imbalances. The operation, which repurchased US$238 million
in Eurobonds maturing in 2027, provided the government with the resources to clear a substantial portion of its
domestic arrears, totaling US$300 million. This buyback operation, offering a 9.65 percent coupon rate, was an
important step in securing fiscal stability by reducing the public sector’s immediate debt obligations, while also
maintaining investor confidence. The remaining funds from this buyback were used to pay off other outstanding
external debt obligations and improve the country’s public finance management by reducing domestic debt
burdens.
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Annex 3.2 Characterization of El Salvador’s Public Wage Bill Expenditures

The GoES’s workforce reached 197,423 public employees in 2024, reflecting a 60 percent increase over the past
two decades. In 2005, the number of public employees, including those under "salary law" and "contracts,"
amounted to 123,724. This figure has experienced a notable increase since 2005, driven mainly by two significant
growth periods, with approximately 35,000 additional public employees between 2009 and 2014, and another
23,000 between 2019 and 2024.

Figure A3.1: Variation in the Total Workforce of the GoES, in thousands (2005-2024)
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Source: Ministry of Finance; World Bank Staff Calculation.

The GoES has implemented various strategies to fill its positions in recent years. The proportion of public
employees hired under "salary law" reached a peak of 88 percent in 2019 (approximately 152,900 employees),
gradually decreasing to levels like those before the replacement reform in 2010. It currently represents 76.4
percent of the workforce. However, there has recently been an increase in the number of employees under
"contracts," which is at its highest point, with approximately 46,600 employees, representing a 37 percent
increase compared to 2005.

There is a higher proportion of "contracts" in decentralized agencies compared to central government agencies.
In 2024, decentralized agencies employed 58,914 public employees, of which 42.2 percent were under
"contracts." This is almost double the number of employees under contracts since 2005. In contrast, central
government agencies have only 15.7 percent of their workforce under "contracts," with absolute figures similar
to those of 2005.

Figure A3.2: Variation in Government Agencies by Type Figure A3.3: Variation in Government Agencies by Type of
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The Ministries of Health, Education, and Public Security collectively represent almost two-thirds of the GoES's
workforce. Increases in their personnel are explained by policies adopted to address the COVID-19 pandemic,
including education, and the Territorial Control Plan. Among the main government agencies, the Attorney
General's Office and the Salvadoran Social Security Institute also reported substantial workforce increases of 60
percent and 40 percent, respectively.

Figure A3.4: Distribution of workforce under salary Figure A3.5: Distribution of workforce under

law per government agency (2024) contracts per government agency (2024)
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The wage bill has tripled since 2005, reaching US$2.5 billion in 2024. Five of the 126 government agencies account

for more than 60 percent of labor costs: Ministry of Education (US$573 million, 23.1 percent), Ministry of Public
Security and Justice (US$259 million, 10.4 percent), Ministry of Health and Social Assistance (US$252 million, 10.1
percent), the Judiciary (US$219 million, 8.8 percent), and the Salvadoran Social Security Institute (US$209 million,
8.4 percent). Notable increases were observed between 2005-2009 and recently in health, fiscal, and social
security agencies.

Figure A3.6: Wage Bill Growth (2005-2024)
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Labor costs increased by 91 percent during the period 2005-2024 and have been slightly higher for employees
under "contracts." The average labor cost was approximately USS$6,494 in 2005 and reached USS$12,600 in 2024,
equivalent to US$13,484 for workers under "contracts" and US$12,326 for those under "salary law." Reforms in
the early 2010s narrowed the gap between these two categories, achieving similar average costs in 2014.
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However, the difference widened until 2019 and is now slightly similar to the 2005 pattern. The average costs for
"contracts" increased by 80 percent over the entire period, while the growth for "salary law" workers was 97
percent.
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ANNEX 4. Required Accompanying Documentation

Letter of Development Policy

Unofficial Translation:
MINISTERIAL OFFICE
San Salvador, June 16, 2025
Reference: Development Policy Letter for the El Salvador

Fiscal Sustainability and Resilience DPF with CAT DDO

Sir
AJAY BANGA
President of the World Bank Group

Washington, D.C., USA

Dear Mister Banga:

| take this opportunity to thank you and the World Bank for the close collaboration, both in knowledge sharing
and financing of economic and social development, over the years.

| am writing to you regarding the Fiscal Sustainability and Resilience Development Policy Financing (DPF), for an
amount of up to US$250 million, including a component of up to USS100 million as a Catastrophe Deferred
Drawdown Option (CAT-DDO). In recent months, we have been working with the World Bank, the International
Monetary Fund (IMF) team, and other multilateral entities to prepare a robust reform program that will help us
stabilize the debt-to-GDP ratio while also fostering inclusive economic growth and resilience against natural
disasters. This program aligns with the country’s National Development Strategy (ENDI) and with the goals the
Government of El Salvador has committed to.

In this regard, the commitment to implementing the program comes from the highest level of government, for
which we request the World Bank’s financial and technical support to achieve the outlined objectives, both at the
macroeconomic level and for the well-being of the population, especially through the creation of productive jobs
and social investment. Below, you will find: i) a brief assessment of El Salvador’s macroeconomic and fiscal
framework and the proposed targets, and ii) a description of the reform program that can be supported by the
proposed operation.

Country Context and Macroeconomic Framework

In recent years, the Government of El Salvador has taken key steps to address major macroeconomic challenges;
we have successfully eradicated widespread crime and gang violence that long affected the population’s well-
being and limited our growth potential. As a result, the homicide rate per 100,000 inhabitants has fallen from 54
in 2018 to 1.9 in 2024, making El Salvador the safest country in the Americas.
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As a result, this reduction has contributed to job creation and prosperity, as noted in World Bank documents such
as the 2024 Poverty and Equity Assessment for El Salvador. Furthermore, between 2022 and 2024, we conducted
public debt buyback operations that have helped ease short-term financing pressures. These, along with the
formulation of an economic stabilization program—including the approval of an austere 2025 budget—have
allowed us to reach a 40-month agreement with the IMF. These actions have strengthened the country’s credibility
in international markets, reflected in declining sovereign risk spreads. Accordingly, President Bukele’s
Administration has prioritized reforms to boost growth and fiscal responsibility which, with the World Bank’s
support, will be fundamental to achieving the country’s macroeconomic stabilization goals.

Growth. - El Salvador’s economy grew 2.6 percent in 2024 (Source: BCR of El Salvador), thanks to a tourism boom,
consumption—which continues to be supported by remittances but also by improvements in citizen security—
and recently, dynamism in the construction sector. For the next three years, the country remains committed to
maintaining economic growth above the average of recent years—a target that, based on our reform program,
we can achieve, though it remains conservative given the fragility of the global economy and the current
conditions of international financial markets. We expect to increase overall foreign direct investment (FDI),
especially private financing for infrastructure, and to invigorate the construction sector. Additionally, efforts aim
to foster private sector access to financing by reducing the government’s domestic borrowing needs. The decline
in sovereign risk spreads has lowered capital costs for both financial and non-financial enterprises as well as
households. We expect resilience efforts related to natural disasters will also help economic agents better manage
these risks, contributing to economic growth and social development.

Fiscal Policy. - In 2024, we reduced the fiscal deficit to 4.5 percent of GDP, compared to 4.7 percent in 2023. This
effort is better reflected in the primary deficit, which improved by 0.2 percentage points by the end of 2024.
Revenues grew by 0.6 percentage points of GDP (reaching 25.5 percent of GDP), due to crime reduction that
stimulated business activity and consumption, as well as efforts to improve tax collection. Public spending was
contained at 29.4 percent of GDP, excluding one-time costs for voluntary public employee retirements, a measure
that will continue to reduce wage spending by around 0.3 percentage points of GDP annually until 2028. Public
debt (including pensions) is expected to reach approximately 80 percent of GDP by 2030, with the repayment
profile having improved substantially for 2025-2027 due to liability management, which included three buyback
operations. Looking ahead, spending reduction measures aim to reduce the deficit from 4.5 to 2.1 percent of GDP
between 2024 and 2028.

The fiscal rule, recently approved through reform to the Fiscal Sustainability Law for the Strengthening of Public
Finances, establishes a short- and medium-term debt target as its primary objective. Fiscal measures include
freezing nearly all public hiring in 2025—except for essential functions like security, health, and education—as
well as salary freezes. However, with World Bank support, we expect to transition to a medium-term civil service
management system that accommodates needs to improve the scope of public services while significantly
increasing public sector labor productivity. Overall, public wage spending is expected to decrease by around 1.6
percentage points of GDP. Moreover, implementing measures to improve public financial management will
further increase spending efficiency. Consequently, public debt is expected to fall to 80 percent of GDP by 2030.

External Policy. - The current account deficit widened to 1.8 percent of GDP in 2024 (Source: BCR of El Salvador).
This deficit was financed by net medium-term debt disbursements attracted by the public sector from the market
and development banks. FDI flows stood at 1.8 percent of GDP, a level we are taking measures to increase as part
of our economic program. International reserves increased by US$627 million. Within the framework of the
program agreed with the IMF, the external gap is expected to close in the medium term, supported by export
growth, increased tourism receipts, and robust remittance flows.
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Since El Salvador’s economy is dollarized, meaning it lacks monetary and exchange rate policy, reducing the
external gap will be directly influenced by fiscal adjustment and efforts to attract foreign direct investment.
Recognizing that for a dollarized economy the only way to improve external competitiveness is by increasing the
country’s labor and total productivity, we expect with World Bank expert support to examine policies in the near
future to advance this structural transformation.

Structural Reforms

With World Bank support, the Government of El Salvador has defined two main objectives: (i) strengthen fiscal
sustainability through improved fiscal management tools and spending efficiency; and (ii) enhance resilience to
natural disasters and climate change. The reform program supported by this operation includes seven policy
actions under these two pillars:

Pillar 1: Strengthen fiscal sustainability through improved fiscal management tools and spending efficiency

Policy Action 1: Public debt levels and fiscal deficits are critical for the country’s long-term fiscal sustainability,
requiring tools to guide fiscal policy and consistently signal to markets the seriousness of fiscal adjustment by this
and future governments. We remain committed to strengthening fiscal transparency standards. Accordingly, a
new Fiscal Sustainability Law (FSL) has been adopted, which significantly simplifies the target variable by adopting
a debt rule based on operational targets for the primary balance, which must ensure that the debt-to-GDP ratio
follows a sustainable path. As our reforms take effect, we expect a virtuous cycle in which faster growth and lower
financial costs increase our market access and reduce capital costs across the economy. Among the many benefits
of the new FSL, and to ensure its timely and effective implementation, a Medium-Term Fiscal Framework (MTFF)
will be developed as a key fiscal programming instrument and a reference framework for budget and borrowing
policies in the Non-Financial Public Sector.

In the medium term, the FSL will be complemented with measures that improve fiscal management and
collectively address the country’s commitment to reduce public debt to 80 percent of GDP by 2030, while creating
fiscal space to respond to unforeseen negative shocks through an increase in the primary balance of 3.7
percentage points of GDP between 2024 and 2028, all without affecting investment, protecting social spending,
and promoting economic growth.

Policy Action 2: At the closing of 2024, the Salvadoran public wage bill (10.5 percent of GDP in 2024 excluding
voluntary retirement payments) impacted the public sector’s labor productivity, by creating rigidity in the public
budget and pressure on our fiscal balances. For 2025, nearly 8,000 vacant positions of 2024 alone have initially
been eliminated, followed by a hiring freeze—limited to only one-third of public servants that have exited these
positions. The medium-term goal is not only to create fiscal space through wage bill reduction, which is very
important, but also to: (1) implement a policy to attract talent under a relatively flexible but orderly regime, and
(2) assess whether the state can subcontract public service provision to the private sector, such as infrastructure
services and citizen response processes. A key step in this ambitious reform is to introduce tools to understand
personnel needs and key priorities both in the short term (next year) and medium term (3-5 years).

Accordingly, Ministerial Agreement No. 937 dated May 2, 2025, establishes a medium-term public employment
management system in which institutions must project staffing needs for 2026-2028, including salaries and
remuneration amounts, prior to the 2026 fiscal year budget preparation. By requiring medium-term staffing plans
in budget proposals, the Ministry of Finance ensures coherence with the fiscal sustainability framework,
preventing unexpected and unsustainable increases in staffing levels. With this step advanced, the relevance of a
new legal framework to regulate the civil service will be evaluated. These measures are expected to reduce the
public wage bill relative to GDP by approximately 1.0 percentage points by 2028 (excluding retirement payments),
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while increasing labor productivity in the public sector, for which we will need to develop metrics and baselines
soon.

Policy Action 3: We are determined to enhance public investment efficiency but believe healthy private sector
competition is essential to achieve this goal. Accordingly, our strategy is to selectively use the Mixed Economy
Companies regime, which recently helped attract significant resources to port infrastructure, clarifying risk
allocation between public and private sectors and ensuring fixed assets created return to the State. Ministerial
Agreement No. 346 dated May 22, 2025, established regulatory guidelines for implementing the Law on the
Establishment of Mixed Economy Companies (SEMs), clarifying and defining general rules regulating the creation,
organization, and functioning of companies in which the State, municipalities, or autonomous institutions
participate jointly with private parties in accordance with the law. This decree also sets forth the SEM constitution
process, including requirements for private initiative submissions and project development agreements.
Additionally, a new Public-Private Partnerships (PPP) law would be evaluated, which, together with the regulatory
guidelines, would facilitate the attraction of private capital for infrastructure projects in the medium term, with
the expectation of increasing to three the number of projects under the Mixed Economy or PPP regimes by 2028.

Pillar 2: Enhance resilience to natural disasters and climate change

Policy Action 4: The government adopted a protocol to quantify contingent liabilities from disasters,
strengthening its disaster risk financing strategy by diversifying financial instruments to manage fiscal risk and
improve public spending efficiency. Ministerial Agreement No. 936 dated May 2, 2025, established that fiscal risks
related to natural disasters and climate change be included in the MTFF. It also provides detailed guidelines on
public disclosure, including contingent liability assessments by hazard type and risk scenarios. Estimated
contingent liabilities will help define an appropriate mix of risk retention and transfer instruments. In the medium
term, to strengthen transparency of post-disaster spending related to climate and natural disaster risk, such
expenditures will be reported separately from other emergency spending. This information will help better
calibrate financing gaps and identify actions to reduce contingent liabilities. Subsequently, to strengthen the
country’s disaster financing strategy, legislation will continue to be reinforced to enable sovereign risk transfer
instruments such as catastrophe bonds or parametric insurance against hydrometeorological risks, primarily for
excess rainfall events. These measures will significantly cover contingent liabilities from disasters, either by
implementing new risk transfer instruments or diversifying current instruments, with FOPROMID remaining the
main risk retention instrument.

Policy Action 5: To strengthen institutional capacity and continue streamlining permitting and execution
procedures, the Government created the Directorate of Land Use Planning and Construction (DOT), as the state
authority competent to grant authorizations and construction permits for new subdivisions, works, urbanization
projects, construction, and related activities; this excludes projects within the Historic Center of San Salvador and
those covered by the Metropolitan Development and Land Use Planning Law of the San Salvador Metropolitan
Area. The DOT consolidates previously dispersed functions and is responsible for authorizing new subdivisions and
construction permits for projects with building areas equal to or greater than 250 square meters, zoning
authorizations, and land use policy formulation, within a unified institutional structure, improving regulatory
coherence, operational efficiency, and implementation. For constructions under 250 m?, municipalities remain
responsible for project review and execution verification, and may request DOT assistance to strengthen their
capacities. In the medium term, a new National Construction Code is expected to be approved, introducing
technical standards for new constructions considering seismic and climate risks. This will also include the
development and application of sector-specific regulations, such as resilient school construction. Therefore, these
reforms aim to expedite and strengthen construction permitting and management processes and promote the
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adoption and verification of resilient building techniques nationwide. By 2028, the average construction permit
issuance time for projects over 250 m? is expected to decrease from 310 to less than 100 days.

Policy Action 6: Rapid urbanization, exposure to multiple risks, and gaps in emergency preparedness and response
capacities have increased disaster risk in Salvadoran cities. Accordingly, Legislative Decree No. 1007 dated April
29, 2024, strengthened urban disaster risk management by creating the National Urban Search and Rescue
Subsystem (SISUSAR), as an entity supporting responses to incidents involving specialized search and rescue
operations, emphasizing urban environments and based on the needs or characteristics posed by existing risks.
SISUSAR will benefit up to 80 percent of the country’s population once implemented. This new subsystem
formalizes coordination mechanisms, technical protocols, and resource allocation for national urban search and
rescue operations, using climate risk assessments to improve emergency response and disaster preparedness
related to climate. The subsystem also improves institutional capacity by defining roles for emergency assistance.
Finally, it will contribute to risk reduction by promoting development through resilient urban planning and
updating climate adaptation and disaster risk management plans at the municipal level. To further strengthen
urban disaster response capabilities in the medium term, we aim to improve the foundations for managing
disaster and climate risks by developing legislation associated with Natural Disaster Risk Reduction and Climate
Resilience, which will institutionalize climate adaptation measures and ensure disaster risk management efforts
align with El Salvador’s broader climate resilience goals, enabling expanded preparedness actions nationwide.
Once adopted, this legislation will enable the government to implement procedures to establish an Early Warning
System (EWS), strengthen local coordination mechanisms, and improve the issuance and dissemination of alerts
for extreme weather events. By 2028, at least 10 USAR teams are expected to be accredited under SISUSAR
standards (trained personnel, equipment, and operational protocols) nationwide. Additionally, women in
developing countries, including El Salvador, are more vulnerable to disasters and have less capacity to face
emergencies compared to men. The adopted reforms will help close these gaps and strengthen the country’s
disaster risk management, with women expected to represent 60 percent of those with strengthened capacity to
implement early warning systems for climate-related events at the local level by 2028. This training will provide
women with skills in risk analysis, risk mapping, development and updating of local disaster risk management
plans, definition of early warning mechanisms, and conducting drills and exercises.

Policy Action 7: The urban expansion of the San Salvador Metropolitan Area (AMSS) has reached districts that
were previously not part of it and lack climate adaptation tools for proper long-term urban investment
management. The reform legally integrates the AMSS with nine districts of East La Libertad and La Libertad Coast,
creating a unified planning, zoning, and land use framework. This consolidation facilitates technical decision-
making, allowing more effective implementation of land use strategies, climate-resilient infrastructure, and water
management in the newly demarcated and expanded metropolitan area. The reform is expected to strengthen
service delivery and strategic planning. It will enable the formulation of the AMSS Master Plan, which will approve
and enable new zoning, land use, construction, and environmental conservation regulations that address
urbanization trends as well as natural and climate risk considerations. After approval, the plan’s implementation
will focus on nature-based solutions and urban green spaces to reduce flooding, urban heat increases, and
improve livability. By 2028, at least 200,000 AMSS residents are expected to live within 300 meters of a newly
planned and financed green corridor or urban green space.

The proposed program detailed above seeks to support the government’s reform efforts with the ultimate goal
of strengthening fiscal sustainability while enhancing resilience to natural disasters and climate change.

With the policy actions detailed above, we demonstrate the Government of El Salvador’s firm commitment to
continue supporting the country’s sustainable development in the context of current global challenges and hereby
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reiterate our request for approval of the DPF for US$250 million, including a CAT-DDO component of US$100
million.

We appreciate your strong support and commitment to the development of El Salvador.

Sincerely,
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MINISTERIO DE HACIENDA

DESPACHO MINISTERIAL
San Salvador, 16 de junio de 2025
Asunto: Carta de Politica de Desarrollo para el DPF
con CAT DDO de Sostenibilidad Fiscal y
Resiliencia de El Salvador.

Sefior

Ajay Banga

Presidente Grupo Banco Mundial
Washinton, D.C.

Estimado Sr Banga:

Aprovecho esta oportunidad para agradecerle a usted y al Banco Mundial por la estrecha colaboracion,
tanto en temas de conocimiento como de financiamiento del desarrollo econdmico y social a lo largo
de los afios.

Me dirijo a usted en relacion con el Financiamiento de Politicas de Desarrollo (DPF) sobre Sostenibilidad
Fiscal y Resiliencia por un monto de hasta US$250 millones con un componente de hasta US$100
millones como Opcion de Desembolso Diferido por Catastrofes (CAT-DDO). En los ultimos meses,
hemos estado trabajando con ese Banco, y el equipo del Fondo Monetario Internacional (FMI), asi como
con otras entidades multilaterales, para preparar un programa de reformas robusto que nos ayude a
estabilizar la razon de Deuda/PIB, pero que a la vez fomente el crecimiento economico inclusivo y la
resiliencia contra desastres naturales. Este Programa se alinea con la Estrategia Nacional de Desarrollo
del pais (ENDI) y con las metas que el Gobierno de El Salvador se han comprometido.

En ese sentido, el compromiso con la implementacién del referido programa viene del mas alto nivel de
gobierno, para lo cual se solicita el apoyo financiero y técnico del Banco Mundial para alcanzar los
objetivos trazados, tanto a nivel macroeconémico como con el bienestar de la poblacidn, especialmente
a través de la generacion de empleos productivos e inversion en materia social. A continuaciéon
encontrara: i) una breve evaluacién del marco macroecondmico y fiscal de El Salvador y las metas
propuestas, y ii) una descripcion del programa de reformas que puede ser respaldado por la operacion
propuesta.

Contexto pais y marco macroeconomico

En los dltimos afios, el Gobierno de El Salvador ha tomado medidas claves para abordar los principales
desafios macroecondmicos; hemos erradicado con éxito el crimen generalizado y la violencia de las
pandillas que durante mucho tiempo han afectado el bienestar de la poblacion y limitaron nuestro
potencial de crecimiento. En ese orden, la tasa de homicidios por cada 100 mil habitantes ha caido de
54 por cada 100.000 habitantes en el afio 2018 a 1.9 por cada 100.000 en 2024, lo que convierte a El
Salvador en el pais mas seguro de América.

Como resultado, esta reduccién ha contribuido a la generacion de empleos y la prosperidad, segun los
propios documentos del Banco Mundial como la Evaluacion de Pobreza y Equidad para El Salvador de
2024. Ademas, de esto, hemos realizado operaciones de recompra de deuda publica entre 2022 y 2024
que nos han ayudado a aliviar las presiones de financiamiento a corto plazo, las cuales, junto con la
formulacion de un programa de estabilizacion econdmica, incluyendo la aprobacion de un presupuesto
austero para el 2025, nos ha permitido alcanzar un acuerdo de 40 meses con el FMI. Estas acciones han
fortalecido la credibilidad del pais en el mercado internacional, como lo reflejan los margenes de riesgo
soberano aue han mostrado una tendencia a la baja. En ese orden, la Administracion del Presidente
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MINISTERIO DE HACIENDA

Bukele ha priorizado las reformas para impulsar el crecimiento y la responsabilidad fiscal que, con el
apoyo del Banco Mundial, serdan fundamentales para lograr los esfuerzos de estabilizacion
macroeconomica del pais.

Crecimiento. - La economia de El Salvador crecio un 2.6 por ciento en 2024 (Fuente: BCR El Salvador),
gracias al auge en el turismo, el consumo—el cual sigue siendo apoyado por las remesas, pero también
por la mejora en la seguridad ciudadana— y, recientemente, el dinamismo del sector de la construccion.
Para los proximos tres afios, se mantiene el compromiso del pais, en mantener un crecimiento
econdmico, por encima del promedio de los ultimos afios, meta que con base en nuestro programa de
reformas podemos alcanzar, pero que es aun conservador en vista de la fragilidad de la economia global
y las condiciones actuales de los mercados financieros internacionales. Se espera aumentar la atraccion
de inversion extranjera directa en general, especialmente el financiamiento privado de la infraestructura,
asi como dinamizar el sector de la construccion. Ademas, se busca fomentar el acceso de financiamiento
del sector privado al disminuir la necesidad de financiamiento domestico del gobierno. La caida de los
margenes de riesgo soberano ha abaratado el costo del capital tanto para empresas financieras y no
financieras, como para los hogares en el pais y se espera que los esfuerzos en el area de resiliencia contra
desastres naturales también apoyen a los agentes econdmicos a gestionar mejor estos riesgos,
contribuyendo al crecimiento econémico y desarrollo social.

Politica Fiscal. - En 2024, redujimos el déficit fiscal al 4.5 por ciento del PIB, comparado con el 4.7 por
ciento obtenido en 2023, pero este esfuerzo se refleja con mayor precision al analizar el déficit primario,
el cual mejord en 0.2 puntos porcentuales al cierre de 2024. Nuestros ingresos crecieron en 0.6 puntos
porcentuales en relacion al PIB (situandose en un 25.5 por ciento del PIB), debido a la reduccion del
crimen gue estimulo la actividad empresarial y el consumo, y a los esfuerzos de mejora en la recaudacion
tributaria. También se logré contener el gasto publico en 29.4 por ciento del PIB, excluyendo el costo
unico de las compensaciones para incentivar el retiro voluntario de empleados publicos, medida que
continuara reduciendo el gasto en salarios en alrededor de 0.3 por ciento del PIB cada afio hasta 2028.
Se espera que la deuda publica (incluyendo pensiones) alcance aproximadamente el 80.0 por ciento del
PIB en 2030, cuyo perfil de repagos mejord sustancialmente para el periodo 2025-2027 por la gestion
de pasivos ejecutada, que incluyo tres operaciones de recompra. A futuro, las medidas de reduccion de
gasto deben reducir el déficit del 4.5 al 2.1 por ciento del PIB entre el 2024 y el 2028.

La regla fiscal, recientemente aprobada con la reforma a la Ley de Sostenibilidad Fiscal para el
Fortalecimiento de las Finanzas Publicas, establece como eje principal una meta de endeudamiento de
corto y mediano plazo. Las medidas fiscales incluyen el congelamiento de casi todas las contrataciones
publicas en el 2025—salvo por funciones esenciales como la seguridad, la salud y la educacion— como
también los salarios. Sin embargo, con el apoyo del Banco Mundial se espera migrar a un régimen de
mediano plazo para la gestidn del Servicio Civil, que permita acomodar las necesidades por mejorar el
alcance de los servicios publicos, y que al mismo tiempo genere incrementos importantes en la
productividad laboral del sector publico. En general, se espera que el gasto en salarios publicos
disminuya alrededor de 1.6 puntos porcentuales del PIB. Ademas, la implementacion de las medidas para
mejorar la gestion financiera publica incrementard ain mas la eficiencia del gasto. En consecuencia, se
espera que la deuda publica baje al 80 por ciento del PIB para 2030.

Politica Externa. El déficit por cuenta corriente se amplio al 1.8 por ciento del PIB en el 2024 (Fuente:
BCR El Salvador). Este déficit fue financiado por desembolsos netos de deuda a mediano plazo que el
sector publico atrajo del mercado, y de bancos de desarrollo. Los flujos de inversion extranjera directa
(IED) a un nivel del 1.8 por ciento del PIB, lo cual es algo que estamos tomando medidas para cambiar
como parte de nuestro programa econémico. Se logré incrementar las reservas internacionales en
US$627 millones. En el marco del programa acordado con el FMI se espera que la brecha externa se
cierre en el mediano plazo, respaldado por el aumento de las exportaciones, el crecimiento de los
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MINISTERIO DE HACIENDA

Dado que la economia salvadorefia es dolarizada, lo que implica que no se cuenta con politica monetaria
ni con politica cambiaria, la reducciéon de la brecha externa estaria directamente influenciada por el
ajuste fiscal y los esfuerzos en torno a la politica econémica para atraer inversién extranjera directa. En
el entendido que para una economia dolarizada la Unica manera de mejorar la competitividad externa
es a través de aumentar la productividad laboral y total del pais, en ese sentido, con apoyo de los expertos
del Banco Mundial se espera examinar politicas en el futuro cercano que nos permitan impulsar esta
transformacion estructural.

Reformas Estructurales

Con el apoyo del Banco Mundial, el Gobierno de El Salvador ha trazado dos objetivos principales, que
incluyen: (i) fortalecer la sostenibilidad fiscal mediante mejores herramientas de gestion fiscal y eficiencia
del gasto, y (ii) mejorar la resiliencia frente a desastres naturales y el cambio climéatico. El programa de
reformas respaldado por esta operacion incluye siete acciones bajo estos dos pilares:

Pilar 1: Fortalecer la sostenibilidad fiscal mediante herramientas mejoradas de gestion fiscal y
eficiencia del gasto

Accion de Politica 1: Los niveles de deuda publica y los déficits fiscales representan aspectos a tomar
en cuenta para la sostenibilidad fiscal a largo plazo del pais, lo que requiere herramientas para guiar la
politica fiscal y enviar sefiales constantes a los mercados sobre la seriedad del ajuste fiscal tanto de este
gobierno como de los que le sucedan. Estamos ademas comprometidos a continuar fortaleciendo
estandares de transparencia fiscal. En este sentido, se ha adoptado una nueva Ley de Sostenibilidad Fiscal
(LSF) la cual simplifica significativamente la variable objetivo al adoptar una regla de deuda por medio de
metas operativas de balance primario, el cual debe garantizar que la relacién deuda/PIB siga una
trayectoria sostenible. A medida que nuestras reformas rindan su fruto, se espera generar un circulo
virtuoso en donde el mayor ritmo de crecimiento y menores costos financieros aumenten nuestro
acceso a mercados y reduzcan el costo del capital para toda nuestra economia. Entre las diversas
ventajas de la nueva Ley de Sostenibilidad Fiscal y con el fin de garantizar la oportuna y eficaz aplicacion
de dicha Ley, se elaborard un Marco Fiscal de Mediano Plazo (MFMP), un instrumento clave de
programacion fiscal y como marco referencial para la politica presupuestaria y de endeudamiento del
Sector Publico No Financiero.

A mediano plazo, se planea complementar la LSF con medidas que mejoren la gestién fiscal, y que
permitan en conjunto abordar el compromiso del pais para reducir la deuda publica hacia el 80 por
ciento del PIB para 2030 y permitir generar espacios fiscales para responder a choques negativos
imprevistos, mediante un aumento en el balance primario de 3.7 puntos porcentuales del PIB entre 2024
y 2028, esto sin afectar la inversion, protegiendo el gasto social y promoviendo el crecimiento
econdémico.

Accion de Politica 2: Al cierre del afio 2024, la masa salarial del sector publico salvadorefio (10.5 por
ciento del PIB en 2024 sin contar pagos por retiros voluntarios), impactaba en el ritmo de productividad
laboral del estado generando rigidez para el presupuesto publico, y presién en nuestros resultados
fiscales. Para el afio 2025, se ha iniciado con la reduccion de cerca de 8,000 plazas vacantes tan solo en
el 2024, seguido de un congelamiento de nuevas contrataciones de personal — limitado a tan solo 1/3
de las personas que salen del servicio publico. El objetivo de mediano plazo no es solo el de crear espacio
fiscal a través de la reduccion de la masa salarial, que en si es muy importante, sino que ademas
necesitamos: (1) una politica para atraer talento humano al estado bajo un régimen relativamente flexible
pero ordenado, y (2) evaluar si el estado puede subcontratar la provision de servicio publicos al sector
privado, como la provision de servicios de infraestructura, entre otros (i.e., procesos de atencion y
respuesta al ciudadano). Un paso clave en esta ambiciosa reforma es el poder introducir herramientas
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MINISTERIO DE HACIENDA

gue nos permitan entender las necesidades de personal de nuestros servicios y prioridades claves, tanto
en el corto (el siguiente afio) como en el mediano plazo (3-5 afios).

En este sentido, mediante el Acuerdo Ministerial No. 937 de fecha 2 de mayo 2025, permite crear el
sisterna de gestiéon de empleo publico para el mediano plazo, en la que las instituciones deberan efectuar
una proyeccion de personal que van a necesitar para los afios 2026 -2028, con sus salarios y montos de
remuneraciones, previo al inicio de proceso de formulacion para el ejercicio fiscal 2026. Al exigir planes
de personal a mediano plazo en las propuestas presupuestarias, el Ministerio de Hacienda garantiza su
coherencia con el marco de sostenibilidad fiscal, evitando incrementos imprevistos e insostenibles en
los niveles de personal. Con este paso ya avanzado, se evaluara la pertinencia de un nuevo marco legal
que regule el servicio civil. Se espera que estas medidas ayuden a reducir la masa salarial publica en
relacion con el PIB en aproximadamente 1.0 puntos porcentuales para el 2028 (excluyendo los pagos
por retiros voluntarios), ademas de aumentar la productividad laboral en el sector publico para lo cual
tendremos que desarrollar métricas y lineas de base en un futuro cercano.

Accién de Politica 3: Estamos determinados a impulsar acciones para incrementar la eficiencia de la
inversion publica, pero creemos que una sana competencia del sector privado es necesaria para alcanzar
este proposito. En este sentido, nuestra estrategia es utilizar selectivamente el régimen de empresas
mixtas, el cual nos permitié atraer significativos recursos recientemente hacia la infraestructura de
puertos, una claridad en la asignacion de riesgos entre el sector publico y privado, y una mayor claridad
para que los activos fijos creados en el proceso retornen al Estado. Es asi como, mediante Acuerdo
Ministerial no. 346 de fecha 22 de mayo 2025, se establecieron los Lineamientos para la aplicacion de la
ley sobre Constitucion de Sociedades por Acciones de Economia Mixta (SEM), que permiten clarificar y
definir las reglas de caracter general que regularan la constitucidn, organizacion y funcionamiento de
aquellas sociedades en que participe el Estado, municipio o las instituciones oficiales autonomas en
concurrencia con las particulares de conformidad con la Ley antes indicada. Este Acuerdo Ministerial
también establece entre otros, el proceso de constitucion de la SEM (que incluye los requisitos para la
presentacién de iniciativas privadas), asi como lo relacionado al Acuerdo de desarrollo de proyectos.
Adicionalmente, se evaluaria una nueva Ley de Asociaciones Publico-Privadas (APP), que junto con los
lineamientos facilitara la atraccién de capital privado para proyectos de infraestructura en el mediano
plazo, con la expectativa de aumentar a tres el nimero de proyectos bajo los regimenes de Economia
Mixta o APP para 2028.

Pilar 2: Mejorar la resiliencia frente a desastres naturales y el cambio climatico

Accién de Politica 4: El gobierno adoptara un protocolo para cuantificar los pasivos contingentes por
desastres, lo que permitird fortalecer su estrategia financiera de riesgo de desastres incluyendo un
portafolio diversificado de instrumentos financieros para gestionar el riesgo fiscal y hacer mas eficiente
el gasto publico. Mediante Acuerdo Ministerial No. 936 de fecha 2 de mayo 2025 se establecié que los
riesgos fiscales relacionados con desastres naturales y el cambio climatico en el MFMP. También
proporciona pautas detalladas sobre la informaciéon que se publicara, incluida la evaluacion de los
pasivos contingentes por tipo de amenaza y escenarios de riesgo. Los pasivos contingentes asociados a
desastres naturales que sean estimados ayudaran a definir una adecuada combinacion de los
instrumentos de retencién y transferencia de riesgos. A mediano plazo, para fortalecer la transparencia
de los gastos post-desastre relacionados con el riesgo climatico y de desastres naturales, se reportaran
dichos gastos de manera diferenciada de otros gastos de emergencia. Esta informacion sera util para
calibrar mejor la brecha de financiamiento ante riesgos de desastres e identificar acciones para reducir
las obligaciones contingentes. Posteriormente, con el objetivo de fortalecer la estrategia de
financiamiento ante desastres del pais, consideramos continuar reforzando la legislacion para permitir
el uso de instrumentos de transferencia de riesgo soberano, como los bonos catastroficos o el seguro
paramétrico contra riesgos hidrometeorologicos, principalmente para eventos de exceso de lluvia. En
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ese sentido, estas medidas permitirdn tener cubiertos, en un nivel importante, los pasivos contingentes
por desastres, ya sea por la implementaciéon de nuevos instrumentos de transferencia de riesgos o
inclusive diversificar los instrumentos actuales, siendo FOPROMID el principal instrumento de retencion
de riesgos con que cuenta el pais.

Accion de Politica 5: Para el fortalecimiento institucional y continuar agilizando los procedimientos de
permisos y su ejecucion, el Gobierno ha creado la Direccion de Ordenamiento Territorial y Construccion
(DOT), como la autoridad del Estado competente para otorgar autorizaciones y permisos de
construccion referidos a lotificaciones nuevas, obras, actividades y proyectos de urbanizacion,
construccion y actividades relacionadas con éstas; lo anterior no aplicando para proyectos que se
realicen en el perimetro del Centro Histérico de San Salvador y aquellos contemplados por la Ley de
Desarrollo y Ordenamiento Territorial del Area Metropolitana de San Salvador. La DOT consolida
funciones previamente dispersas, y es la entidad competente para autorizar lotificaciones nuevas y
permisos de construccion de proyectos cuya drea a construir sea igual o superior a 250 metros
cuadrados, la autorizacion de zonificacion y la formulacion de politicas de uso del suelo, en una
estructura institucional unica, mejorando la coherencia regulatoria, la eficiencia operativa y la ejecucién.
Para construcciones de menos de 250m2, las municipalidades siguen siendo las responsables de revisar
las carpetas de proyectos y verificar su ejecucion y podran solicitar asistencia a la DOT para que
fortalezca sus capacidades. A mediano plazo, se espera aprobar el nuevo Codigo Nacional de
Construccidn, que introducira estandares técnicos para nuevas construcciones considerando aspectos
relacionados a los riesgos sismicos y climaticos. Esto también incluira el desarrollo y la aplicacion de
regulaciones especificas de sectores estratégicos, como la construccidn resiliente de escuelas. Por lo
tanto, estas reformas buscaran agilizar y robustecer los procesos relacionados con la emision y gestidn
de permisos de construccion y promover la adopcion y verificacion de técnicas constructivas resiliente
en el pais. Para 2028, se espera que el tiempo promedio de emision de permisos de construccién para
proyectos mayores a 250 m? disminuya de 310 a menos de 100 dias.

Accion de Politica 6: La urbanizacion, la exposicion a multiples riesgos vy las brechas en las capacidades
de preparacion y respuesta ante emergencias han aumentado el riesgo de desastres en las ciudades de
El Salvador. Al respecto, mediante Decreto Legislativo no. 1007, de fecha 29 de abril de 2024, se
fortalecio la gestion del riesgo de desastres urbanos mediante la creacién del Subsistema Nacional de
Busqueda y Rescate Urbano (SISUSAR), como una instancia de apoyo a la respuesta a incidentes que
impliquen operaciones especializadas de busqueda y rescate, con énfasis en entornos urbanos y basadas
en la necesidad o caracteristicas que planteen los riesgos existentes, que beneficiara hasta el 80 por
ciento de la poblacion del pais con su implementacion. Este nuevo subsistema formaliza los mecanismos
de coordinacion, los protocolos técnicos y la asignacion de recursos para operaciones nacionales de
busqueda y rescate urbano, utilizando evaluaciones de riesgo climatico para mejorar la respuesta a
emergencias y la preparacion ante desastres relacionados con el clima. Ademas, el subsisterna mejora
la capacidad institucional al definir los roles para asistir una emergencia. Por ultimo, el subsistema
contribuira a la reducciéon del riesgo, promoviendo el desarrollo a través de la planificacion urbana
resiliente y la actualizacion de planes de adaptacion climatica y gestion del riesgo de desastres a nivel
municipal. Para fortalecer alin mas las capacidades de respuesta urbana ante desastres a mediano plazo,
buscaremos mejorar las bases para la gestién de riesgos relacionados con desastres y el cambio
climatico mediante el desarrollo de legislacion asociada con Riesgos de Desastres Naturales y Resiliencia
Climatica, que institucionalice las medidas de adaptacion climatica y garantice que los esfuerzos de
gestion de riesgos de desastres estén alineados con los objetivos mas amplios de resiliencia climéatica de
El Salvador, permitiendo expandir las acciones de preparacion a nivel nacional. Una vez adoptada,
permitira al gobierno implementar procedimientos para establecer un sistema de alerta temprana (EWS),
fortalecer los mecanismos de coordinacion local y mejorar la emision y difusion de alertas para eventos
climaticos extremos. Se espera que para el afio 2028, al menos 10 equipos USAR se encuentren
acreditados bajo los estandares SISUSAR (personal capacitado, equipo y protocolos operativos) a nivel
nacional. Adicionalmente, las mujeres en paises en desarrollo, incluido El Salvador, son mas vulnerables
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a los desastres y tienen menor capacidad para enfrentar estas emergencias en comparacion con los
hombres. Las reformas adoptadas ayudaran a cerrar estas brechas y fortalecer la gestion de riesgos de
desastres del pais, ya que se espera que las mujeres representen el 60 por ciento de las personas con
capacidades fortalecidas para implementar sistemas de alerta temprana para eventos relacionados con
el clima a nivel local para 2028. Esta capacitacion les brindara a mujeres las habilidades en analisis de
riesgos, mapeo de riesgos, desarrollo y actualizacion de planes locales de gestion del riesgo de desastres,
definicion de mecanismos de alerta temprana, y realizacién de simulacros y ejercicios.

Accion de Politica 7: La expansion urbana del Area Metropolitana de San Salvador (AMSS) ha llegado a
distritos que no pertenecian a ésta, y que carecen de herramientas de adaptacion al cambio climatico
para una gestion adecuada de inversiones urbanas de largo plazo. La reforma integra legalmente la AMSS
con nueve distritos de La Libertad Este y La Libertad Costa, creando un marco unificado de planificacion,
zonificacion y uso del suelo. Esta consolidacion facilita la toma de decisiones técnicas, permitiendo una
implementacién mas efectiva de estrategias de uso del suelo, infraestructura resiliente al clima y gestion
del agua en la nueva area metropolitana demarcada y ampliada. Se espera que la reforma fortalezca la
prestacion de servicios y la planificacion estratégica. Dicha reforma permitird la formulacion del Esquema
Director del Area Metropolitana de San Salvador, que aprobara y habilitara las nuevas regulaciones de
zonificacion, uso del suelo, construccién y conservacion ambiental que abordan las tendencias de
urbanizacién, asi como las consideraciones de riesgo natural y climatico. Después de la aprobacion del
Esquema Director, se considera su implementaciéon enfocandose en el uso de soluciones basadas en la
naturaleza y el espacio verde urbano para reducir inundaciones, incremento de la temperatura en el
ambito urbano y mejorar la habitabilidad. Se espera que para el afio 2028, al menos 200,000 residentes
del AMSS vivan a menos de 300 metros de un corredor verde o espacio verde recién planificado y
financiado.

El programa propuesto antes detallado busca apoyar los esfuerzos de reforma del gobierno con el fin
ultimo de fortalecer la sostenibilidad fiscal, al mismo tiempo que mejora la resiliencia frente a desastres
naturales y el cambio climatico.

Con las acciones de politica detalladas anteriormente, demostramos el firme compromiso del Gobierno
de El Salvador para seguir apoyando el desarrollo sostenible del pais en el contexto de los desafios
globales actuales, y hacemos extensiva la solicitud de aprobacion del DPF por US$250 millones con un
componente CAT-DDO de US$100 millones.

Agradecemos su firme apoyo y su compromiso con el desarrollo de El Salvador.

Atentamente,
MINISTRO DE HACIENDA INTERINO
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Fund Relations Note

See the latest valid IMF press release for El Salvador: IMF (2025, June 27). IMF Executive Board Concludes 2025
Article IV consultation and First Review Under the Extended Fund Facility for El Salvador [Press release].
https://www.imf.org/en/News/Articles/2025/06/27/imf-concludes-2025-article-iv-consultation-and-first-
review-under-the-eff-for-el-salvador.

XfinOcoD@ZJ Search Q

IMF X3 INTERNATIONAL MONETARY FUND
ABOUT RESEARCH COUNTRIES CAPACITY DEVELOPMENT NEWS VIDEOS
DATA PUBLICATIONS

IMF Executive Board Concludes 2025 Article IV consultation and First Review
Under the Extended Fund Facility for El Salvador

June 27,2025

Listen with Speechify
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* The IMF Executive Board concluded El Salvador's 2025 Article IV consultation and completed the first review of the
Extended Fund Facility (EFF) arrangement, allowing for an immediate disbursement of SDR 86.16 miillion (about
US$118 million).

* Program performance has been solid, with the economy continuing to expand as macroeconomic imbalances are
being addressed.

* [Key fiscal and international reserve targets were met with margins and progress continues with the ambitious reform
agenda in the areas of governance, transparency, and financial resilience.

Washington, DC: The Executive Board of the International Menetary Fund (IMF) concluded El Salvador’s 2025 Article IV
consultation!' (# fin1) and completed the first review of the Extended Fund Facility (EFF) arrangement. Completion of
this review allows immediate disbursement of SDR 86.16 million (about US$118 million), bringing total disbursements
under this arrangement to SDR 172.32 million (about US$231 million). The authorities have consented to the publication
of this Staff Report.[2] (#_fin2)

El Salvador's 40-month EFF arrangement was approved by the Executive Board on February 26, 2025, with total access
of SDR 1,033.92 million (about US$1.4 billion or 360 percent of quota). The program remains focused on strengthening
public finances, rebuilding external and financial buffers, and enhancing governance and transparency frameworks to
create the conditions for stronger and more resilient growth.

Program performance has been solid, with the economy continuing to expand as macroeconomic imbalances are being
addressed. Key fiscal and international reserve targets were met with margins and progress continues with the
ambitious reform agenda in the areas of governance, transparency, and financial resilience. Specifically, in the context of
the first review, (i) a new Fiscal Sustainability Law has been enacted; (ii) a presidential decree limiting exceptions to the
Procurement Law has been issued; (iii) financial information on the largest state-owned enterprises has been published;
and (iv} information on public contracts has been made more accessible. Steps continue to be taken to mitigate Bitcoin
associated risks and unwind the public sector’s participation in Chivo.
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The 2025 Article IV consultation focused on policies to boost medium-term growth and resilience. Special attention was

given to policies to support foreign direct investment, employment and exports, while considering the implications of a
more challenging external backdrop.

Following the Executive Board discussion on El Salvadar, Mr. Nigel Clarke, Deputy Managing Director and Acting Chair,
issued the following statement:

“El Salvador’s economic program, supported by the Extended Fund Facility arrangement, had an auspicious start.
Notably, the economy continues to expand, inflation has further moderated, and the current account deficit has
narrowed amid efforts to address macroeconomic imbalances. Fiscal consolidation remains on track, external and
financial buffers are being rebuilt, and governance and transparency reforms are proceeding in line with program
commitments. In light of rising external risks, agile pelicy making and contingency planning remain essential to protect
program objectives, including in the context of the dollarization regime.

“Efforts to strengthen public finances must continue, especially through a further rationalization of the wage bill and
other current spending. Beyond this year, comprehensive reforms to the civil service and pension reforms are needed to
safeguard fiscal consolidation and protect priority social and infrastructure spending. Meanwhile, continued efforts to
mobilize official support will help further reduce reliance on bank and pension fund financing and support private sector
credit.

“Sustained efforts are needed to rebuild financial sector buffers and enhance oversight and regulation. The steady
implementation of the planned increases in banks’ reserve requirements and liquidity buffers is critical to enhancing
resilience and preserving financial stability. These efforts should be complemented by enhancements in the oversight of
banks as well as nonbank financial institutions.

“Steps to strengthen governance and transparency must continue. A consistent and evenhanded application of the new
Anti-Corruption Law remains critical, alongside efforts to reinforce the AML/CFT framework in line with international
best practices. Boosting confidence and investment requires elevating standards of fiscal reporting and transparency
about public contracts, and improved access to public information. Focused efforts should be considered to support
foreign direct investment and address infrastructure gaps, including through well-designed public-private partnerships
and investor protection schemes.

“Bitcoin risks should continue to be mitigated. An early unwinding of the public sector’s participation in the
government's e-wallet (Chivo) remains critical, and efforts should continue to keep the public sector’s holdings of
Bitcoin unchanged, and to improve the oversight of crypto assets to enhance consumer and investor protection.”

Executive Board Assessment[3] (#_ftn3)

Executive Directors agreed with the thrust of the staff appraisal. They commended the Salvadoran authorities for the
strong ownership and satisfactory performance under the Fund-supported program and welcomed the continued
efforts to address macroeconomic imbalances. Directors noted, however, downside risks related to escalating global
trade tensions and tighter immigration policies elsewhere, which could negatively impact remittances and growth.
Against this backdrop, Directors emphasized the importance of sustaining the reform momentum to safeguard
macroeconomic stability and durably address El Salvador's longstanding structural challenges and encouraged the
authorities to stand ready to activate contingency plans as needed.

Directors underscored the need to sustain fiscal consolidation by further rationalizing the wage bill and containing
current expenditures to secure space for priority social and infrastructure spending and put debt firmly on a downward
trajectory. They concurred that contingency measures to broaden tax revenues and streamline tax expenditures could
also be considered. Directors welcomed the new Fiscal Responsibility Law and agreed that developing and
implementing civil service and pension reforms and further strengthening public financial management are essential to
underpin the fiscal adjustment over the medium term. Continuing to mobilize official external support would help
reduce reliance on bank and pension fund financing and support private sector credit.

While noting that the financial system remains sound, Directors emphasized the importance of further rebuilding
financial sector buffers and strengthening oversight and regulation. They agreed that implementing the new Financial
Stability Law and improving the supervision and governance of nonbank financial institutions in line with best practices
are also key. Directors encouraged mitigating risks from the use of Bitcoin and boosting the oversight of crypto assets.
They stressed the need to unwind the public sector’s participation in the government e-wallet (Chivo) and to not
increase overall Bitcoin holdings by the public sector and undersceored the importance of clear and consistent
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communication in this regard. Directors also emphasized the need to enhance the autonomy of the central bank and
strengthen its capital position and boost international reserves.

Directors underscored the importance of advancing structural reforms to unlock El Salvador’s growth potential. They
recommended further strengthening governance and transparency and, in this regard, encouraged enhancing the
AML/CFT framework in line with FATF recommendations, securing the consistent and evenhanded application of the
new anti-corruption framework, and strengthening the transparency of public information, including in the procurement
process. Noting that the improvements in domestic security offer a unique opportunity to further boost growth,
Directors welcomed the authorities’ Long-term Growth Strategy and encouraged reforms to raise productivity, improve
the investment climate, and enhance financial inclusion. They welcomed ongoing efforts to reduce red tape and
logistics costs, as well as plans to address large infrastructure and human capital gaps, with support of the private sector.
Directors also encouraged strengthening resilience to climate-related shocks.

It is expected that the next Article IV consultation with El Salvador will be held in accordance with the Executive Board
decision on consultation cycles for members with Fund arrangements.

Table 1. El Salvador: Selected Economic Indicators
l. Social Indicators

Rank in UNDP Development Index 2021 (of 12

189) 3 Population (million, 2022) 6.3

Per capita income (U.S. dollars, 2022) 5,366 Life expectancy at birthin
years (2021)

Percent of pop. below poverty line (2021)  24.6 Gini index (2019) 39

1. Economic Indicators (percent of GDP, unless otherwise indicated)

2024 2025 2026
(Est) (Proj.) (Proj.)

2020 2021 2022 2023

Income and Prices
Real GDP growth (percent) -1.9 1.9 29 3.5 2.6 2.5 2.5

Consumer price inflation (average, percent) -0.4 3.5 7.2 4.0 0.9 1.0 1.8

GDP Deflator (percent) 0.7 41 6.6 2.6 1.8 0.8 2.2
Money and Credit

Credit to the private sector 653 611 626 619 625 66.1 691
Broad money 694 609 580 595 588 591 581
Interest rate (time deposits, percent) 42 41 45 53 5.6

External Sector

Current account balance 1.1 -4.3 -6.7 -1.1 1.8 -08 -2.1
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Trade balance
Transfers (net)
Foreign direct investment (net)

Gross international reserves (mill. of US$)

Nonfinancial Public Sector
Overall balance

Primary balance

Of which: tax revenue

Gross debt 1/

National Savings and Investment
Gross capital formation

Private fixed investment 2/
National savings

Private sector

Net Foreign Assets of the Financial
System

Millions of U.S. dollars

Memorandum Items

Nominal GDP (billions of US$)

-20.2
24.0
0.0

3,083

18.3

95.4

17.2
14.7
18.3

239

3,618

24.9

-27.3
26.1
-1.3

3,426

-5.5
-1.0
19.9

88.0

234
21.0
19.0

214

3,022

29.0

-30.0
24.5
-0.4

2,696

2.0
20.1

83.7

24.5
19.3
17.7

18.3

1,488

31.9

-26.2
24.2
20

3,081

19.8

85.1

20.7
18.8
19.6

20.4

1,565

33.9

-26.9
237
-1.8

3,706

0.0
20.6

87.5

20.3
19.4
18.6

19.4

2,298

35.4

-27.0
25.2
-2.1

4,252

-3.0
1.9
21.2

88.0

22.0
19.7
211

20.9

2,442

36.5

Sources: Central Reserve Bank of El Salvador, Ministry of Finance, and IMF staff estimates.

1/ Nonfinancial public sector, including CIP-A pension bonds.

2/ Excludes changes in inventories.

[1](#_ftnref1) Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with members,

-26.0
23.0
-2.3

4,762

-2.1
2.9
21.2

86.6

21.6
19.7
19.5

16.4

2,730

38.3

usually every year. A staff team visits the country, collects economic and financial information, and discusses with officials
the country's economic developments and policies. On return to headquarters, the staff prepares a report, which forms
the basis for discussion by the Executive Board.

[2] (#_ftnref2) Under the IMF's Articles of Agreement, publication of documents that pertain to member countries is

voluntary and requires the member consent. The staff report will be shortly published on
https://www.imf.org/en/Countries/SLV (https://www.imf.org/en/Countries/SLV).
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[3](#_finref3) At the conclusion of the discussion, the Managing Director, as Chairman of the Board, summarizes the
views of Executive Directors, and this summary is transmitted to the country's authorities. An explanation of any
qualifiers used in summings up can be found here: http://www.IMF.org/external/np/sec/misc/qualifiers.htm
(http://www.IMF.org/external/np/sec/misc/qualifiers.htm).
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