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Occasional Papers

Puerto Rico’s Disturbing Economic Prospects
By Juan A. Castañer-Martínez

In this issue...

Occasional Papers (OP) # 8 by Juan Castañer, Director of the Economic Analysis and Policy Division of Estudios Técnicos, Inc. 
(ETI), integrates a number of key factors, not frequently considered together, related to the Island’s economic performance. 
It builds upon work done in the firm and frequent discussions on these issues. The Division, under Castañer’s leadership, is 
focused on development issues and has completed a number of major projects on the subject with the participation of staff 
members from other ETI divisions. This OP will be followed by another one dealing with specific development strategies. 

Continued on page 2

A study prepared by Estudios Técnicos, Inc. for the Department of 
Economic Development and Commerce in 2016, indicated the following: 
“The current economic landscape has limited the government’s ability to 
develop counter measures to halt the dramatic generational, social and 
economic changes that the Island has experienced.”1  It also points out 
to the serious economic challenges with strong downside risks faced 
by Puerto Rico, placing them in a global context.2 The report provides 
a comprehensive overview of the past, present and future trends of 
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Puerto Rico’s economy, with an emphasis on the long-term implications 
for sustainable growth and development.

The purpose of this brief note is not to repeat the same analysis but, 
using it as a point of departure, expand on certain issues or aspects that 
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While personal expenditures increased, 
sustained to a great extent by the huge inflow 
of federal transfers, public sector employment 
and a large and growing informal economy, the 
share of investment, in particular construction 
investment, declined, from 12.0% of GNP in 
fiscal 2005 to 4.0% in fiscal 2016 (See Figure 4).

The challenge facing the Island’s economy is 
extremely serious. It will take many years to 
return to the levels at the beginning of the 
contraction, with the peak year for investment 
in construction when it totaled close to $7.0 
Billions.

Employment and unemployment:     
the labor market

Growth in total employment (Household 
survey) since the 1980’s first slowed down, from 
2.6% in 1981-1990, to 1.5% during 2001-2006, 
to decrease then by an annual 2.5% during 
2007-2016.

Private employment (Nonfarm salaried) has 
been steadily declining, from a high of 680,992 
in 2013 to 659,250 in 2017 (up to April).

In the last decade, the economic model on 
which Puerto Rico based its growth strategy 
became inoperative due to its inability to 
resolve the fundamental weaknesses left 
unattended in previous decades as well as 
changes in the global context. This has resulted 
in the well-known (but not well understood) 
facts of more than ten years of economic 
contraction, a steady decrease in the quality 
of life, massive outmigration and a collapse 
of the institutional framework. One of the key 
conclusions from this overview, and from a 
benchmarking exercise, is that “Even with 
economic reforms in place, the path to recovery 
is expected to take more than 15 years.” That, in 
essence, is the expected outcome.

Real growth – Economic stagnation 

Real GNP growth in Puerto Rico has experienced 
long-term stagnation from fiscal 1970 onwards, 
with the average annual growth in real GNP per 
decade since 1950 becoming progressively 
smaller for almost the entirety of the 1950-
2016 period. Between the onset of the actual 
contraction in 2006 and 2016, the economy 
has contracted by 16.3%. Fiscal year 2016 
contracted at a lower pace than originally 
forecasted by the Planning Board, 1.1% vs. 
1.8%. Fiscal year real GNP for 2014 and 2015 
contracted at 1.8% and 0.7% respectively.

Moreover, the growth gap between the local 
economy and that of the mainland has widened 
considerably since 2000. The performance of 
the U.S. economy does have an impact on our 
economy, but the impact has weakened (See 
Figure 2). During the second half of the 80s, 
P.R.’s real GNP growth averaged 3.6%, while 

Continued from page 1

in the case of the US it was 3.8%. Since 2000 
until fiscal 2016, it declined an average of 0.3%, 
while the US economy expanded at an average 
annual rate of 2.1%.

Investment in construction and 
housing activity 

The one area in which the impact of the 
economic contraction is being felt most 
strongly, is fixed investment, in particular in 
construction. Between fiscal year 2006, the 
year before the start of the contraction, and 
2016, total investment decreased, from some 
$6.0 billion to $2.8 billion, a reduction of $3.2 
billion, representing 53.1% of the investment 
in 2006.

The biggest decline has been in public 
investment, which fell by $1,764 million as 
a result of the reduction of $1,181 million in 
investment by public corporations, a reflection 
of the deterioration in their finances and 
indebtedness.

Private investment declined by $1,440 million, 
as investment in private housing fell by 
$1,277 million, representing 89.0% of the total 
reduction.

FIGURE 1:

REAL GNP GROWTH: 1950-2016 FISCAL YEARS 

FIGURE 2:

AVERAGE ANNUAL GROWTH OF REAL GNP 

FIGURE 3:

CONSTRUCTION INVESTMENT: 2006-2016

FIGURE 4:

SHARES OF KEY COMPONENTS IN THE GNP

FIGURE 5:

AVERAGE GROWTH OF TOTAL EMPLOYMENT

The Economy: The Known Story

The economic 
performance and 
trends of the past 

ten years have been 
the worst since there 

is official economic 
data (1950). 
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As a result of the contraction since 2007, there 
has been an accumulated net loss of 164,317 
jobs (Nonfarm salaried), of which 52% were in 
the private sector, with 48.3% coming from the 
government sector (Central Government public 
corporations and municipalities). Manufacturing 
employment accounted for 44.5% of the losses.

The situation in the labor market deteriorated 
rapidly after 2006, with a steep decline in 
the employment rate, a high unemployment 
rate, and a rapidly deteriorating labor force 
participation rate (LFPR), from an already very 
low level.3 Let’s examine the employment rate, 
an excellent indicator of employment in an 
economy since, for one, it does not ignore the 
labor force dropouts (See Figure 8).4

Between 2000 and 2016, the employment-
to-population ratio (ER) decreased, from an 

FIGURE 9:

UNEMPLOYMENT, EMPLOYMENT AND LABOR 
FORCE PARTICIPATION RATES

FIGURE 10:

LABOR FORCE PARTICIPATION RATES

FIGURE 7:

NET LOSSES IN NON FARM EMPLOYMENT

FIGURE 8:

KEY LABOR MARKET INDICATORS AND 
ECONOMIC GROWTH 

average of 41.6% during the period 2000-
2006 to 36.8% in 2007-2016, a difference of 
4.8 percentage points. In other words, the 
proportion of the working-age population (16-
64) with a job declined. The total population 
decreased over time, which would favor a 
higher employment rate. That did not happen, 
suggesting that employment was even more 
sensitive to the economic contraction, but 
also other factors such as increased use of 
technology had an impact.

The labor force, which increased an average 
of 1.1% during 2000-2006, declined by 2.5% 
in the 2006-2016 period. As a benchmark it is 
pertinent to mention that in fiscal years 1991-
1993 the labor force increased at an average 
annual rate of 2.5%.5 But, as the research 
by Bram and Wheeler shows (2016), the 
causes for the decline in the LFPR in Puerto 
Rico are various, “…namely the aging of the 
population, accelerated by a falling birth rate 
and outmigration of a young cohort.” Since the 
labor force actually increased at the beginning 
of the decade, and a falling birth rate is a longer-
term effect, it seems more likely that the decline 
in the overall LFPR reflects more outmigration 
and aging of the population.

In this sense, it is important to consider the 
prime-age LFPR rate, that includes those in 
the 25-54 years group a cohort that represents 
46.0% of the civilian non-institutional population 
and 75.0% of the labor force.6 Their LFPR is 
higher than the general rate, 66.0% in April vs. 
the general rate of 40.5%.7 

Figure 10 presents the magnitudes and 
changes in the LFPR of the prime-age group. 
It also declined but not as steeply as that of 
the general LFPR, and it is higher compared 
to that in the 1980 – 1989 period when it 
averaged 60.3%. Secondly, it also shows that 
the trends in Puerto Rico, although not of the 
same magnitude, have been quite similar to 
those in the overall U.S. economy for the same 
periods. Thus, the downward trend observed 
in the general LFPR has been pushed more 
by the decline in the rates of the 16-24 and 55+ 
age groups. 

It would be more adequate then, when 
examining the trend in the general LFPR to 
pay more attention to that of the prime-age 
group, as they represent the majority of the 
labor force, and because their rates have not 
declined significantly over time. Even though, 
on average, it was slightly lower during the 
period 2007-2016, the rate for the cohort in 
2016 was higher (66.3%) than in 2000 (64.3%).

Their employment rate is high, too, although 
it followed the downward trend of that for the 
labor force. From a high of 58.7% in 2000, it 
rose to 63.3% by 2006, falling to 58.9% in April 
2017 (See Figure 11).

The decline in the general labor force 
participation rate brings out another issue, 
namely, what is happening to those not in 
the labor force. The data available from the 
Household Survey provides a breakdown, 
by employment category, of the civilian non-
institutional population of those out of the labor 
force. In Figure 12 we present a comparison 
between calendar 2007 and March 2017.8

The first thing that strikes one is the significant 
increase in the share of those retired, from 16.3% 
in 2006to 24.0% in 2017, followed by a slight 
increase of those classified as disabled. Both 
categories represented 37.0% of the total out of 
the labor force in 2017, from 29.0% in 2007. On 
the other hand, the proportion of those leaving 
the labor market, the marginally attached, - a 
term describing those who want a job, are 
available to work, have looked for work in the 

FIGURE 11:

EMPLOYMENT RATE

FIGURE 6:

NONFARM EMPLOYMENT
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Banking system

Following the trend in the previous quarters, 
commercial lending decreased 2.7% y/y in Q1-
2017, although at a slower pace from the decline 
of 5.8% in 2016. Between 2007 and this quarter, 
the commercial banking sector has seen its 
total loans portfolio shrink by $28.0 billion, or 
45.0% of the value in 2007.

The portfolio of construction loans has seen a 
dramatic reduction in volume outstanding, from 
$6.1 billion in 2007 to $225.7 million in Q1-2017, 
according to the Office of the Commissioner of 
Financial Institutions. 

Residential mortgages have declined over time, 
as housing construction has fallen from $16.6 
billion in 2007 to $13.4 by the first quarter.  

Total loans to individuals, mostly auto loans and 
credit cards, declined by $81.0 million, million 
in 2016, a 1.5% y/y decrease compared to 2015.

Loans to private businesses, a good indicator of 
economic health, have also moved down since 
2007, from $13.4 billion to $4.3 billion in Q1-2017.

Continued from page 3

FIGURE 13:

DISTRIBUTION ON EMPLOYED PERSONS AT WORK

FIGURE 14:

DISTRIBUTION OF NON FARM EMPLOYMENT

previous year, but recently stopped looking - 
declined.9 The number of discouraged workers 
decreased, from 45,000 in 2007 to 22,000 in 
March 2017, and so did its proportion in the 
total of those out of the labor force, from 2.8% 
in 2007 to 1.4% in March 2017. The number of 
those who did not want to work rose by 5,000. 
The share of the categories of nonparticipants 
that absorbed a large proportion of those 
leaving the labor force, housework or at school, 
and could enter or reenter the labor market 
and push up the unemployment rate again 
declined, from 58.0% in 2007 to 49.5%.

That increase in the number of retired in all 
likelihood represents to a great extent the rise 
in retired government employees following the 
contraction in public employment, and was a 
contributing factor in the decline of the general 
LFPR. Thus, the decline in the labor force, from 
1.4 million in 2007 to 1.1 in March 2017, reflects 
not only the impact of emigration but also, and 
it seems in a greater proportion, the increase in 

the number of those classified as retired, which 
was 121,000 persons.

One component of the labor market frequently 
mentioned is that of part-time employment, 
concentrated in the services sectors. While the 
share of those working 40 hours has remained 
practically unchanged, 58.6% in March 2017, 
there has been an upward trend in the 
proportion of those working 1 to 14 hours per 
week, from 2.8% in 2007 to 7.5% in March 2017.

Shift to Services

There has been a significant shift in the industrial 
composition of Puerto Rico’s economy, led by a 
reduction in the manufacturing sector and an 
increase in the services sector. 

Whereas in 1990, manufacturing represented 
18.2% of all employment, in 2016 it represented 
8.3%. At the same time, the share in almost all 
the service sectors increased significantly. 

Key factors that contributed to this change 
were the loss of labor-intensive manufacturing, 
global technological changes, and internal 
readjustments in the local manufacturing 
industries reflecting changes in the global 
operations of key companies.

FIGURE 15:

TOTAL LOAN PORTFOLIO COMMERCIAL BANKS

FIGURE 12:

POPULATION OUT OF THE LABOR FORCE
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the expansionary phase of the economy, and 
declines as economic conditions weakened. 
Average population increases began to 
slow from 1981 onwards, coinciding with the 
structural reduction in average GNP growth 
for the same period.

Accelerated aging of the population

Until 2000 the population in Puerto Rico 
had remained relatively young, with a high 
percentage in the 25 to 34-age cohort, and a 
noticeable decline in older cohorts. By 2010, 
the population showed signs of a profound 
and accelerated aging process; the population 
younger than 34 years old had declined by 
approximately 243,000 individuals, while the 
population 45 years and over increased by 
almost the same amount (233,000 individuals). 

Population – Still Declining

Demographic downsizing

Long-term population has been consistent with 
GNP growth during the first three post WW II 
decades, with high population growth during 

There are two key demographic trends characterizing 
Puerto Rico since the early 2000’s: a major reduction 
in the population - mostly due to emigration, as well 
as a very low birth rate - and a resulting acceleration 
in aging.

FIGURE 16:

AVERAGE ANNUAL GROWTH IN POPULATION

FIGURE 17:

MEDIAN AGE OF POPULATION IN PUERTO RICO

FIGURE 18:

NATURAL INCREASE AND NET MIGRATION

Between 2000 and 2016, the median age of the 
population increased to 40.8 from 32.1 in 2000.

Emigration

The issue of increasing emigration and its 
socio-economic implications is well known. 
Net out migration has been increasing since at 
least 2010. In 2007. the number of emigrants 
to the U.S. was 47,070 in 2007 but by 2016 that 
number increase to over 93,000.10 Between 
2011 and 2015 there was an accumulated net 
migration of 232,700, with an additional 65,000 
in 2016. The high emigration also catalyzed 
the aging trends in the island. According to 
the Puerto Rico Migrant Profile 2015, 51.8% of 
the emigrant population belonged to the 18-44 
years or older age cohort.

Income and Poverty: The Rise of Income Inequality

The issue of income inequality has acquired 
great prominence in the past several years, 
becoming today one of the most widely and 
controversial issues. It has assumed increased 
presence in social and economic issues due 
to the social and economic impacts of the 
recent recession, and the comparative study 
by Thomas Piketty (2014) on the subject.11  
Inequality is very important since it depresses 
demand due to the fact that those at the lower 
end of the income scale have higher propensity 
to consume, than the top earners .

Income inequality, or the distribution of wealth, 
broadly speaking, can take various forms. For 
instance, inequality in lifetime spending power 
could be more important than inequality in 
current incomes and wealth, which are the 
usual measures, since they change over the 
course of a life. That might be, but as Auerbach 
et.al. (2016) suggest, measures of inequality 

based on current incomes and wealth are 
misleading, not giving a true picture of the 
problem. 

There are more traditional measures of 
income inequality that provide a picture at the 
society level, for instance, the well-known Gini 
coefficient.12 The Gini coefficient is a very useful 
indicator for the analysis of income distribution 
within a country or region. It should not be 
mistaken for a measurement of the distribution 
of wealth.

Among U.S. jurisdictions inequality in Puerto 
Rico is the highest.13 In 2006, it ranked second 
in the top 10 jurisdictions with the highest Gini 
coefficient; by 2015 it is the U.S. jurisdiction 
with the highest Gini.14 With respect to other 
economies in the region, Puerto Rico is 
among those with more inequality, surpassing 
those in the table below.15 There has been an 

improvement in the index but marginal, from 
0.574 in 1999, to 0.559 in 2015.

Not only is the Gini coefficient high, but the 
percentage of the population below the poverty 
line has also increased. In 2005, 44.9% of the 
population reported being below the poverty 
level, increasing to 45.5% by 2015. The working 
population receiving the federal minimum 
wage has seen its condition deteriorate, as a 
consumer dollar in 2016 was worth 13 cents 
less than the same dollar in 2006.

Nevertheless, poverty remains high. The 
percentage of the population below the poverty 
level has increased since the mid-2000’s, from 
45.0% to 46.1% in 2015 (See Figure 19).

Wages and salaries are the basic source of 
income for most of the working population, 
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FIGURE 19:

PERCENTAGE OF POPULATION BELOW THE 
POVERTY LEVEL

FIGURE 20:

CHANGES IN NOMINAL AND REAL WAGES AND 
SALARIES (FISCAL YEARS, $MM)

FIGURE 21:

REAL MEDIAN HOUSEHOLD AND FAMILY 
INCOME

complemented in some cases by transfer 
payments for those eligible. Reduction in the 
total wage bill through unemployment or 
inflation affects incomes, and thus poverty 
levels. Between fiscal years 2000 and 2016, 
a significant change has taken place in the 
evolution of wages and salaries in the economy: 
a dramatic decline in nominal wages and 
salaries compounded with a decline in real 
wages (See Figure 20). In the period 2000 – 

TABLE 1:

GINI COEFFICIENT FOR PUERTO RICO AND SELECTED JURISDICTIONS, 1999 - 2015

2006, nominal wages and salaries increased by 
$5,355 million, and $2,159 million when adjusted 
by inflation.16

The trend reversed completely after 2006. 
Nominal wages and salaries decreased by 
$1,456 million between 2007 and 2016, as a 
result of the reductions in salaried employment. 
Adjusted by inflation, that reduction translates 
into a loss of $4,840 million. While inflation-
adjusted salaries increased at a Compound 

Annual Growth Rate (CAGR) of 1.4% during 
2000 – 2006, they declined by -2.3% during 
2007 – 2016. The combination of these two 
factors had a significant impact on the spending 
and purchasing power of consumers, due to 
significantly reduced incomes. 

The median income (Adjusted for inflation) 
for families and households as a result, has 
declined (See Figure 21).
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Government Finances – The Till is Empty

At least since fiscal 2000, public finances 
including both expenditures and debt, have 
reached critical levels, with the resulting 
imposition last year of the Fiscal Oversight 
and Management Board (FOMB). Between 
fiscal year 2000 and December 2016, while 
net revenues to the General Fund increased 
at a CAGR of 1.8%, the debt of the central 
government (not including public corporations) 
rose at an annual rate of 8.4%, and nominal GNP 
grew at 3.3%. This explains why the ratio of total 
public debt to GNP increased from 58.4% in 
fiscal 2000 to 100.2% in 2016.17 Expenditures 
and debt increased at a much faster pace than 
revenues.

The end-result has been a government seeking 
“bankruptcy protection” through Title III of 
PROMESA. It has been required to incorporate 
stringent fiscal adjustment measures to its 2018 
Budget, and to restructure its debt, including 

that of several of its public corporations, with 
a time-line for adjustments and economic 
recovery extending through fiscal 2026 at the 
very least.18

For fiscal year 2018, as stipulated in the 
revised Fiscal Adjustment Plan approved by 
the FOMB last March, the budget request for 
the General Fund, which covers the central 
government,19 submitted by the governor on 
June 1st, amounts to $9,563 million (See Table 2). 

Although in principle it represents an increase 
of $575.5 million from the budget for current 
fiscal 2017 of $8,987 million, the comparison 
is somewhat misleading. The increase reflects 
the decision to transfer to the General Fund 
budget the payments of pensions plus two 
other spending items, which total $2,276 million, 
of which 90.0% will go to the pension system 
(Central government, Judiciary system and 
Teachers). Thus, on a comparable basis with 
the budget for fiscal 2017, total expenditures 
will have declined by $1,700 million. Operating 
expenditures actually will decline by $612.1 
million or 9.1%, and also that for committed 
expenditures, mostly those through formula 
legislation, adjustments also required in the 
fiscal plan. Servicing of the debt is not included 
in the proposed Budget.

TABLE 2:

SUMMARY DISTRIBUTION OFGENERAL FUND BUDGET FOR FISCAL YEAR 2018 AND 2017 ($MM)
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Federal Funds 

Federal policies have a direct impact on P.R.’s 
economy mostly trough expenditure decisions, 
but also through fiscal policy decisions. 
Changes that are enacted can impact the 
local economy through spending levels, as the 
flow of federal funds has acquired a dramatic 
dimension. For instance, they represent 
23.0% of the consolidated budget, and 17.0% 
of disposable personal income. Overall, they 
represent about 27.3% of the Island’s GNP. 
Moreover, Changes in or enactment of new 
fiscal policies can have significant impacts on 
the flows of federal spending, and investment, 
for instance, through government spending.20 

During the period between fiscal years 2009 
and 2016, the economy of Puerto Rico had an 
inflow of federal funds, and from other sources, 
of about $147.0 billion (See Table 3). These 
inflows (Receipts) in all likelihood exceeded that 
of external direct (Non-financial) investment to 
the Island. The total represented 27.3% of the 
GNP (Gross National Product) for that period.

As can be seen in the table, the sources were 
various but can be grouped into several 
categories: those that came through the 
American Reconstruction and Recovery 
Act (ARRA), the local Stimulus Fund, using 
bond proceeds from the Puerto Rico Sales 
Tax Financing Corporation (COFINA), from 
the reduction in tax rates for individuals and 
corporations through the Tax reform of 2011, 
and from Federal funds to individuals, the 
Commonwealth, and municipalities.

The majority, as reflected in the above table, 
(92.3%) were Federal funds, amounting to 
$138.7 billion, of which 78.0% were received 
by individuals (Mostly corresponding to Social 
Security and Medicare payments, for which 
individuals paid while working, followed by 
food stamps, and scholarships). Given the 
high propensity to consume in Puerto Rico, 

TABLE 3:

INFLOWS OF FUNDS RECEIVED BY THE ECONOMY OF PUERTO RICO DURING 2009-2016

FIGURE 22:

GROWTH IN FEDERAL SPENDING AND 
TRANSFER PAYMENTS

it is safe to assume that most of that money 
went to personal consumption, representing 
on average 88.0% of the Island’s GNP. This 
huge amount of funds has sustained domestic 
consumption even in the midst of a prolonged 
and deep contraction in the economy.

With respect to the proposed federal budget 
for fiscal 2018 (See section 8.2), the implications 
could be serious, not only for that year but 
afterwards. The pace of growth of spending by 
the Federal government in transfer payments 
has declined.21 During the period 2000-2006, 
total federal spending increased at a compound 
annual rate of growth of 6.2%, while transfers’ 
payments increased at a higher rate (See Figure 
22). In the following period (2006-2015), which 
includes the Great Recession (2007-2009), 

growth of expenditures slowed to 4.1%, with 
that of transfer payments below the growth of 
total spending.

Access to the U.S. Market: No Longer a Competitive Advantage 

The United States has free trade agreements 
(FTAs) in effect with 20 countries. These 
FTAs are built on the foundation of the World 
Trade Organization Agreement. Many of 
its FTAs are bilateral agreements between 
two governments. But some, like the North 
American Free Trade Agreement (NAFTA) and 
the Dominican Republic-Central America-United 
States Free Trade Agreement (CAFTA+RD), are 
multilateral agreements among several parties. 

In our region the most important are NAFTA 
and CAFTA, that include México and Canada 

(NAFTA), the Dominican Republic, and five 
Central American countries (CAFTA+RD). 
Canada and Mexico are the two largest 
destination countries for U.S. exports and the 
second- and third-largest sources of imports 
(after China), according to the latest Census 
Bureau report on international trade in goods 
and services. In 2016, Canada and Mexico 
together accounted for a little over 26% of total 
U.S. exports of goods and services and 23.5% 
of total imports. 

The Mainland is P.R.’s main export market, 
fol lowed by the European Union. The 
consequence of these free trade agreements 
has been to open further the U.S. market to 
imports of merchandise from these countries, 
increasing competition to P.R.’s production 
shipped to the U.S.  

In 2001, 88.2% of P.R.’s exports were destined 
to the U.S. market; by fiscal 2016 this share 
had declined to 76.0%, as shipments of 
computers and electronic equipment (NAICS 
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334) and of electrical equipment, appliances, 
and components (NAICS 335) declined. 
Shipments of chemical products (NAICS 
325), mostly pharmaceuticals, and of medical 
equipment and supplies (NAICS 3391) increased 
considerably (See Table 4).

The bulk of P.R.’s shipments to the Mainland 
consist of pharmaceutical products, which 
represent 71.0% of total exports. This has been 
the case since at least 2001. Thus, Puerto 
Rico’s revealed comparative advantage is in 
the manufacturing of these products, that 
is, it resides mainly in those high-technology 
sectors. On the other hand, it does not have 
a revealed comparative advantage in those 
products that do not have high value added.22  

The end of tax benefits under section 936 in 
1996 for U.S. companies with operations on 
the island (Phased-out by 2005) did contribute 
to an erosion in the competitiveness of 
manufacturing production in Puerto Rico, but 
the problem predates that development. The 
enactment of NAFTA in 1994, the granting of 
permanent most favored nation treatment 
to China by the U.S. in 1998, as well as the 
subsequent free-trade agreements approved 
by the U.S. Congress with other countries in 
the region, created a new economic reality for 
Puerto Rico, globally and in the U.S. market. 
These developments changed the structure of 
the manufacturing sector. As seen in Table 4, 
while certain industries lost jobs as production 
moved elsewhere or was suspended in 
Puerto Rico, the pharmaceutical and medical 
equipment and supplies sectors saw an 
increase in production and in shipments to 
the mainland.

Table 5 presents the value of shipments of the 
most important manufactured products to the 
U.S., classified by three and four digit NAICS 
sectors and whose shipments accounted for 
90.0% of the total shipments to the U.S. in 
2016. The corresponding U.S. imports of same 
products was obtained in order to see Puerto 
Rico’s competitive position over time, what 
advantage it has with respect to U.S. imports 
of the same products as those manufactured 
in the island. The results are presented in 
Figure 23.23

The share of Puerto Rico’s shipments in the 
corresponding total U.S. imports of these 
products decreased between 2001 and 2016, 
and was much more pronounced in the case of 
chemical products (NAICS 325), most of which 
are pharmaceutical products.  From a share of 
25.0% in 2001, it fell to 16.0% in 2016, even when 
its share in total shipments to the U.S. from 
Puerto Rico rose from 67.0% to 76.0% in the 
same period. The same trend manifested itself 
in the case of shipments from the computer 
and electronic equipment sector (NAICS 334), 
from 2.5% to 0.4%, medical equipment and 
supplies (NAICS 3391), and electrical equipment, 
appliances, and components (NAICS 335), 

FIGURE 24:

U.S. TOTAL IMPORTS OF SELECTED INDUSTRIES

from 2.6% to 0.8%. Of these, only two sectors 
registered an increase in their share in P.R.’s total 
shipments to the U.S.: chemical products, from 
67.0% to 76.0%, and of medical equipment and 
supplies, from 3.7% to 10.0% (See Table 4). The 
trend is more striking if we take into account 
that in 1976, the year of inception of section 
936, Puerto Rico’s share in U.S. pharmaceutical 
imports was much higher, 54.8%.24

Overall, while Puerto Rico’s total shipments to 
the U.S. increased 1.3 times, its share of total 
mainland import shipments has fallen, from 
3.5% in 2001 to 2.4% in 2016, even when high 
value added products prevail.25 It has not 
succeeded in matching the growth of foreign 
imports in sectors where such imports have 
competed successfully with U.S. production, 
such as computers and electronic equipment 
(NAICS 334), electrical equipment, appliances, 
and components (NAICS 335), and medical 
equipment and supplies (NAICS 3391).

The impact of U.S. foreign trade policy on 
Puerto Rico is masked by the effects of other 

factors, such as investment flows, productivity, 
wages, and tax incentives. The period 2001 
– 2016 covers the years of the phase-out of 
section 936 and its total elimination in 2005. 
The competition from Ireland could have been 
a factor in the decline of Puerto Rico’s share 
in U.S. imports.26 At the time its exports of 
these products to the U.S. in value terms were 
smaller than P.R.’s but increasing, growing faster 
than the shipments from Puerto Rico.27 Yet, its 
share in total U.S. imports of pharmaceutical 
products declined too, from 35.0% in 2001 to 
23.1% in 2016.28

Factors such as the end of the patent protection 
of certain drugs, a decrease in the number of 
new or modified drugs developed to replace 
the revenue lost as a consequence could have 
played a role, too, but Ireland’s pharmaceutical 
producers were already facing the same 
problems by 2005.29

The competition from other suppliers, as the 
U.S. expanded its free trade agreements, seems 

TABLE 4:

SHIPMENTS OF PUERTO RICO TO THE U.S., AND SHARES IN TOTAL

FIGURE 23:

PUERTO RICO’S SHARE OF U.S. IMPORTS AND IN 
SELECTED INDUSTRIES 



Occasional Papers August 2017

10
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to have played a very prominent role as well 
as the entrance of new players such as India 
that has become a formidable competitor in 
these sectors.30

Capital vs. labor intensive industries

One key development in manufacturing 
production, when compared to the period 
prior to 1970, is the increasing trend toward 
capital-intensive vs. labor-intensive investment 
and production. The competition, on the one 
hand, from labor-intensive competitors with low 
wages in the U.S. market, plus the tax incentives 
enacted, and trends in worldwide investment 
and production contributed to this development 
over time. By the early1980’s, manufacturing 
production was already centered on capital 
or technology-intensive industries, such as 
electronics and pharmaceuticals. 

Between 1997 and 2002, investment in plant 
and equipment increased significantly, after 
falling between 1992 and 1997. It is precisely after 
1997 when the ratio of exports to employment 
in manufacturing trends up consistently, with 
the exception of fiscal year 2012 (See Figure 25).

While manufacturing employment declined by 
46.7% between 1996 and fiscal 2016, exports of 
manufactured products rose significantly, by 
316.0% (at nominal prices). The manufacturing 
exports-to-employment ratio rose way up 
after 1997, indicating that productivity in the 
manufacturing sector, mostly composed of 
the pharmaceutical industry, surged, reflecting 
an intensive process of substituting capital for 
labor in manufacturing. This would suggest 
that there are other factors contributing to 
the use of more capital-intensive technology 
than incentives, related to labor costs but also 
changes in industry production functions 
worldwide.

It is clear from Figure 27 that manufacturing 
employment started to decline prior to NAFTA’s 
enactment and the elimination of Section 936 
in 1996.31  In fact, the last benefits from section 
936 ended in 2005, by which time exports of 
manufactured products, for instance, increased 
over those in 1994.32 On the other hand, 
private employment (without manufacturing) 
continued increasing until the contraction of 
2002, with a slight recovery afterwards, and 
then the onset of the current contraction in 
fiscal 2007, even when manufacturing jobs 
were disappearing. In 1990, manufacturing 
employment accounted for 29.0% of private 
nonfarm employment: by 1994 that share fell 
to 26.0%.

Between 2001 and 2016, hourly compensation 
costs (HCC) in manufacturing in Puerto Rico 
increased at a CAGR of 3.0% in nominal terms, 
and 0.9% adjusted by inflation, while in the 
U.S. they increased by 2.4% in nominal terms 
and 0.4% in real terms.33 That slower growth in 

the mainland is a reflection of the trend that 
has taken place since the end of the Great 
Recession in 2009, with salaries rising very 
slowly. Some economists in the U.S. have 
worried that many of the jobs being added are 
low-wage, low-skill positions. A similar trend is 
present in the Eurozone, where annual wages 
have increased 1.5%, compared to 2.5 – 3.5% 
before the crisis. The ratio of P.R.’s HCC to that 
in the mainland increased, from 65.0% in 2001 
to 70.3% in 2008, with the first increase in the 
federal minimum wage, declining afterwards to 
an average of 68.0% until 2015 when it again 
increased to 70.1%.34

In comparative terms, Puerto Rico does not 
have a compensation cost advantage with 
respect to emerging economies (See Table 5).35  
But that “wage advantage” of some competing 
economies may reflect lower productivity 
levels in these economies, as compared to 
Puerto Rico, where manufacturing is of a high 
value added, capital-intensive nature, where 
compensation costs, although important, are 
not critical.36 On the other hand, Ireland, with a 
corporate income tax on foreign corporations 
similar to Puerto Rico’s, a high proportion of 
capital-intensive exports, significant foreign 
investment, mostly by U.S. corporations, has a 
HCC higher than in Puerto Rico.37 This would 
mean that labor costs by themselves, are not a 
determining factor in defining competitiveness 
for the high value added manufacturing sector.

In general, then, the shrinking of the gap in 
manufacturing compensation costs in Puerto 
Rico with those in the U.S. has narrowed, and, 
partly as a result, industry has become much 
more capital intensive than before. 

A Digression: Tax subsidies to U.S. 
corporations and other incentives38

Business activity in Puerto Rico has been 
subsidized by the U.S. government through 
several tax provisions for over eighty years:39

• U.S. Revenue Act of 1921 (Section 931)40

• Tax Reform Act of 1976 (Section 936)

• Section 30A (Substituting in 1996 for Section 
936 until 2005)

• Through the U.S. Controlled Foreign Sales 
Corporations (Section 901 which replaced 
Section 936)

In addition the U.S. federal government 
subsidizes Puerto Rico’s debt. When Congress 
established a civil government for Puerto Rico 
in 1917, it specified that:

All bonds issued by the Government of Puerto 
Rico, or by its authority, shall be exempt from 
taxation by the Government of the United 
States… or by any State, Territory, or possession, 
or by any county, municipality, or other 
municipal subdivision…

FIGURE 25:

MANUFACTURING EXPORTS-TO-EMPLOYMENT 
RATIO

FIGURE 26:

EXPORTS OF MANUFACTURED PRODUCTS 

FIGURE 27:

PRIVATE AND MANUFACTURING NONFARM 
EMPLOYMENT

Because few municipal bonds are triple tax-
exempt in every state, Puerto Rican bonds were 
until recently unusually attractive investments. 
This favorable tax treatment led investors 
to continue to buy up Puerto Rican debt 
even as the island’s finances began to look 
unsustainable.

Then, there is the temporary authorization of 
the creditability against federal taxes by the U.S. 
IRS of Law 154 of 2010, with a permanent ruling 
on the matter still pending. Between fiscal 2011 
through April of this year the Commonwealth 
government has collected  $11,572 million in 
revenues from this excise tax, which could be 
considered as foregone revenues by the federal 
government.
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The use of tax and financial incentives by local 
jurisdictions to attract outside investment is not 
new, although among U.S. jurisdictions, and in 
the Caribbean, Puerto Rico was a pioneer in 
their use. Over the past several years there has 
been an increasing discussion in the U.S. about 
how effective these incentives are in achieving 
goals such as increased employment, when 
compared to their cost. Two recent studies on 
the subject provide an excellent overview of 
the issues involved. 

The report by Timothy J. Bartik (2017 – A New 
Panel Database on Business Incentives for 

whether they have programs to measure 
their effectiveness.  Among its findings and 
conclusions is that “While these tax credits, 
exemptions, and property tax abatements 
are popular tools to create jobs, attract new 
businesses and strengthen the local economy, 
they also constitute high-risk investments that 
can squander billions in tax dollars without 
always paying off.”

Continued on page 12

Economic Development Offered by State and 
Local Governments in the United States), is one 
of the most comprehensive on the subject. One 
of its main conclusions is that “existing research 
on incentives [show] that in some cases they 
can affect business location decisions, but that 
in many cases they are excessively costly and 
may not have the promised effects.” 

The report prepared by The PEW Charitable 
Trusts (2017 – How States Are Improving Tax 
Incentives for Job Growth) evaluates the 
effectiveness of the states’ incentives, and 

TABLE 5:

HOURLY COMPENSATION COSTS

Toward 2026 

Together with the economic and demographic 
trends previously examined, the coming years 
will be determined, to a great extent, by three 
key developments: the fiscal adjustment 
measures starting in fiscal 2018, related 
measures that could be adopted by the FOMB, 
and the Federal budget. Obviously, trends in 
the global economy will have an impact on the 
Island’s economic future as will demographic 
trends.

Fiscal Adjustment

On March 13th, the PR Fiscal Oversight & 
Management Board  approved the Government’s 

fiscal plan submitted on March 1st. The FOMB 
recommended several amendments to the 
plan, and several key dates to determine if 
revenue targets are being met. On May 3rd 
the FOMB approved the Government’s petition 
to submit to Title III of PROMESA (Puerto Rico 
Oversight, Management and Economic Stability 
Act) thus, in effect, making official, what is 
essentially bankruptcy relief in federal court, a 
not unexpected development. 

Debt restructuring is another major part of the 
fiscal plan, given that even after implementing 
all the fiscal adjustment and austerity measures, 
the Commonwealth will, according to the Fiscal 
Plan, only be able to pay an average of $800 

million in debt service a year over the next 
ten years.

The plan lays out the Commonwealth’s strategy 
for dealing with the fiscal and economic crisis. 
The estimated accumulated budget gap over 
the next 10-years surpasses $67.0 billion, of 
which $35.1 billion is related to debt service. To 
deal with this, the plan proposes several revenue 
and expense measures that should improve the 
Commonwealth’s cash flow, leaving it with a 
near $8.0 billion surplus by 2026 with which it 
can service the debt. Measures incorporated 
in the 2018 Budget proposal should help the 
Commonwealth reduce spending by at least 
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$3.0 billion between fiscal years 2018 and 2019 
as well as generate $1.5 billion in revenues.

The adjustments will come at a cost but, in 
the long run, will contribute to the overall 
improvement and stabilization of the economy. 
The recommended budget for incoming fiscal 
2018 reflects the austerity measures that 
should be enacted. Between fiscal years 2018 
and 2020 real GNP is expected to contract at 
an accumulated rate of 9.7%. It would not be 
until the end of the decade when a significant 
recovery could be in the horizon (See Figure 
29).

Policies of the new Trump 
administration as envisioned in the 

Federal Budget

Last month the president’s proposed fiscal 2018 
budget was made public. Over the next decade, 
the budget would cut $3.6 trillion in spending. 
Some of its main proposals with far-reaching 
consequences are: 

• It calls for slashing more than $800.0 billion 
from Medicaid, the federal health program 
for the poor, while slicing $192.0 billion from 
nutritional assistance and $272.0 billion 
over all from welfare programs. 

• Undoing the Affordable Care Act would 
“save” $250.0 billion over 10 years.

• The plan would cut by more than $72 .0 
billion the disability benefits. 

• It would eliminate loan programs that 
subsidize college education for the poor 
and those who take jobs in government or 
nonprofit organizations. 

• Changes to Medicaid and the Children’s 
Health Insurance Program would reduce 
the number of people with insurance. 

• The budget seeks to cut the Supplemental 
Nutrition Assistance Program, which 
provides food stamps, by $190.0 billion 
and the Temporary Assistance for Needy 
Families block grants by $15.6 billion.

Continued from page 11

• The Trump administration is proposing large 
cuts to the federal student loan program for 
low-income college students. The proposal 
eliminates federally subsidized loans, which 
pay students’ loan interest while they are in 
school, saving $39.0 billion.

• The Environmental Protection Agency 
would be cut by 31.0% for 2018 and the 
State Department and related programs by 
29.0%, with additional 2.0% cuts each year 
after.

• The budget includes new limits on medical 
malpractice lawsuits, expected to reduce 
the practice of “defensive medicine,” saving 
Medicare $31.0 billion over 10 years. 

Tax and Income Policies 

The tax proposals have two key components:

• Would both cut the top individual income 
tax rate to 33.0% and would cut the top rate 
on pass-through income from 39.6% rate to 
15.0% and 25.0%, respectively. 

• The proposed pass-through rate cut would 
cost $1.5 trillion over ten years

Renegotiating NAFTA 

During his political campaign and at the 
beginning of his administration, president 
Trump was seriously considering the idea 
of withdrawing the U.S. from the NAFTA 

(North American Free Trade Agreement). The 
Agreement, between the U.S. Mexico and 
Canada, was enacted in 1994, and at the time 
was one of the most important free trade 
agreements signed by the U.S. After intense 
domestic lobbying against the idea, and given 
the positions taken by Mexico and Canada, this 
evolved into a commitment to renegotiate the 
agreement, a position accepted by the other 
two governments. Indeed, former president 
Obama tried to renegotiate it, but faced strong 
opposition from the Congress.

U.S. trade with its NAFTA partners is not small, 
representing 34.0% of its total exports of 
merchandise and 27.0% of its imports. China is 
another important trading partner, accounting 
for 20.0% of the U.S. imports.41 

Changes in the Agreement or the withdrawal 
of the U.S from it can have consequences for 
Puerto Rico to varying degrees. Trade with 
Canada and Mexico is not very significant, 
as it accounts for 2.3% of direct exports to 
foreign countries, and 5.5% of direct imports 
of merchandise from foreign countries.42 
Puerto Rico’s main trading partner in the region 
(Caribbean and Latin America) is the Dominican 
Republic (part of CAFTA), accounting for 3.2% 
and 2.3% of its exports and imports respectively 
from foreign countries.43

The prospects for a successful renegotiation, 
though, are not good, according to some 
analysts. The criticisms and claims contained 

FIGURE 28:

FINANCIAL PROJECTIONS

FIGURE 29:

REAL GNP GROWTH: HISTORIC AND 
FORECASTS 
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in the draft Executive Order, for instance, that 
NAFTA damaged American manufacturing, 
are based on flawed analyses. Plus, multilateral 
trade negotiations, by their very nature, are 
complex. The negotiations for the Trans Pacific 
Partnership, from which Trump withdrew 
the U.S. recently, started in 2008 and were 
concluded in 2015. There are serious challenges 
ahead for global trade and for the regional 
agreements as the Trump Administration 
implements some of its campaign positions. 

Infrastructure 

Much has been said about president Trump’s 
proposal of considerably increasing spending 
on infrastructure.44 His budget shows that in 
addition to “enormous cuts to public investment 
already embedded in the overall budget plan,” 
the budget funds only $200 billion of the $1 
trillion he pledged for new infrastructure—
leaving state taxpayers and infrastructure users 
to pick up 80.0% of the spending, and provides 
less than $61.0 billion in net new funding. The 
latter has potential implications for Puerto Rico, 
as it could downgrade local expectations as to 
increases in the availability of federal funds for 
infrastructure investment. 

Moreover, the proposed budget scales down 
spending by the Highway Trust Fund, the 
major source of federal infrastructure spending, 
relying more on private developers. For this, 
president Trump is proposing tax credits for the 
equity that private investors would commit to 
financing infrastructure. 

The U.S. and Global Outlooks

According to a recent report from the World 
Bank, Global Economic Prospects: A Fragile 
Recovery, it expects global real economic 
growth “will strengthen to 2.7% in 2017.”  
Global growth improved thanks in part to 
a recovery in industrial activity and global 
trade. Advanced economies are expected to 
continue to register positive growth led by 
the upturn in the US economy, evidenced by 
the April employment report, which registered 
the lowest unemployment rate in nearly a 
decade at 4.4%. Implementing tax cuts and 
the Administration’s infrastructure program 
will impact growth estimates for 2018 and 
subsequent years, but there is a great deal of 
uncertainty concerning both.

Overall, the World Bank forecasts that global 
economic growth will strengthen in 2017 and 
2018, but this positive outlook faces some 
headwinds. New trade restrictions could derail 
the projected growth in global trade. Also, 
as indicated in the report, persistent policy 
uncertainty could dampen confidence and 
investment, plus concerns about mounting 
debt and deficits in the emerging market and 
developing economies will have a negative 
impact.

Unfortunately, at least for the short and medium 
terms, Puerto Rico’s economy will not benefit 
much from global and U.S growth prospects. 
The well-known fiscal and economic problems, 
much of them of a structural nature, will have 
to be resolved before we can benefit from such 
a stable, favorable, global outlook.

Continued on page 14

Some policymakers are proposing public–
private partnerships (P3s).45 In the U.S., public-
private partnerships represent a tiny fraction 
of infrastructure spending. On toll roads, for 
instance, where they have been used the most, 
they accounted for just 1.0% of all spending 
between 1989 and 2011, while Europe and 
Asia between 1985 and 2011 leveraged P3s by 
$540.0 billion in infrastructure development. 
Experts agree that while some public-private 
partnerships may result in near-term savings, 
there is little hard evidence that they perform 
better over time. A recent report by Hunter 
Blair, of the Economic Policy Institute (March 21, 
2017), shows that “There are substantial costs 
and risks that must be taken into account to 
fairly compare the costs and benefits relative 
to traditional infrastructure financing and 
procurement.”46

Not everyone in the U.S. is sold on the idea 
of P3s for various reasons. On May 5th, the 
legislature of the state of Texas rejected a 
bill that would allow P3s to participate in 18 
highway projects costing $30.0 billion, as it 
would mean an increase in tolls. Besides Texas, 
New Mexico and Mississippi have tried to pass 
P3 measures in 2017 to no avail, and 13 states 
have yet to adopt legislation authorizing some 
form of public-private partnership deal. Besides 
resistance to higher tolls, there is also the issue 
of areas that cannot support a predictable 
revenue stream. Many local legislators view P3s 
as too risky, and concern has been expressed 
that if a P3 fails, the public sector would be 
responsible, as has happened in some states 
and in countries, Mexico, for example.47

TABLE 6:

WORLD ECONOMIC GROWTH: HISTORIC AND OUTLOOK, 2014 - 2019



Occasional Papers August 2017

14

Returning to Growth: Possible Paths 

Continued from page 13

fiscal oversight board to improve fiscal 
outcomes (Which eventually was done 
under PROMESA). 

7. Another key factor highlighted in the report 
is the need to significantly improve Puerto 
Rico’s statistics.

The report appears to mirror the traditional IMF 
approach and recommendations, not always 
suitable for a regional economy such as ours. 
It doesn’t, for example, recognize the impact its 
recommendations will have on out-migration. 
Puerto Rico’s problems are not merely of a fiscal 
nature, they also reflect structural problems, 
which are at the center of a long-term growth 
policy. And there lies the biggest challenge.

Through Section 409 of PROMESA , a 
Congressional Task Force on Economic 
Growth for Puerto Rico was created last 
summer. It was assigned the task of issuing 
a report by December of last year that would 
include, among other things, an evaluation of 
impediments in Federal laws and programs to 
Puerto Rico’s economic growth, and proposing 
changes (At the local and federal levels) to 
stimulate long-term economic growth. The 125-
page report was released on December 20th, 
2016. Some of its recommendations:

1. Congress needs to enact an equitable 
and sustainable legislative solution to 
the financing of Puerto Rico’s Medicaid 
program early in 2017.

2. The Small Business Administration should 
assess and reform its rate structures, limits, 
and contribution formulas for making small 
business loans in Puerto Rico.

3. The extension of Hub Zones to Puerto Rico.

4. Congress should create a program for a 
program for Puerto Rico small businesses 
that would make it easier for them to 
participate in federal contracts.

5. Congress should hold a hearing to 
determine if Social Security Supplemental 
Security benefits should be extended to 
disabled persons in Puerto Rico.

6. The government of Puerto Rico should 
develop a comprehensive economic 
development strategy that exploits the 
island’s many comparative advantages.

7. Increase the amount of the excise tax on 
Puerto Rico and Virgin Islands rum that is 
returned to the islands’ governments. (In 
fiscal year 2016, the General Fund of Puerto 
Rico received $200.0 million of these 
receipts, down from $378.0 million in fiscal 
2007).

8. Someone with expertise on Puerto Rico 
tourism should be appointed to the U.S. 
Travel and Tourism Advisory Board.

9. The government of Puerto Rico should 
make it a priority to redevelop the former 
Naval Station Roosevelt Roads.

10. The  U. S .  Economic  Deve lopment 
Administration should base its Puerto Rico 
representative in Puerto Rico, rather than 
in Philadelphia.

Nothing has come out of it and Congress has 
not acted on any of the recommendations.

Of the two, the Krueger, Teja, and Wolfe report 
is much more targeted, with several of its 
recommendations related to debt restructuring 
as a pre-condition for growth, together with 
structural reforms.

The missing link here is first, a conceptualization 
of the growth path we will follow. According to 
The Source of Growth Project, “new research 
has illuminated the value of focusing on 
economic development growth paths -- the 
fact that areas and regions can achieve job 
and income growth through a variety of 
routes.” We have to define the strategy more 
appropriate for growth, avoiding the latest fads, 
and monitor it. Will it be centered on reducing 
inequality, creating decent jobs, promoting 
investment and less consumption, young 
technology-based firms, increase productivity, 
or on disruptive technologies49 – the mobile 
Internet, big data, the “Internet of Things”, the 
automation of knowledge work and cloud 
technology, building on the advantages we 
already have?50 

Secondly, taking as a point of departure the 
recommendations made in the Estudios 
Técnicos 2016 report mentioned at the 
beginning of the paper, we should start by 
considering the following measures, initiatives, 
and trends that will have to be developed and 
implemented, starting with the assumption 
that PROMESA and the ensuing economic 
reforms would will bring fiscal stability as the 
foundations for the growth path selected:

1. Designing institutions adequate for the new 
economic context;

2. Policy and institutional reforms;

3. Increase fixed investment;

4. Strengthening internal linkages and assets;

5. The economy will be smaller, as the island 
is already experiencing population and 
demographic downsizing, and this requires 
a very different approach in economic 
management.

A future Occasional Paper will address needed 
strategies for reconstruction of the Puerto 
Rican economy and for assuring a sustained 
and sustainable economic development path.

There have been many recommendations 
for economic growth initiatives and fiscal 
management for Puerto Rico in the past two 
years, two of the most important ones are the 
Krueger Report (2015) and the report of the 
Congressional Task Force on Economic Growth 
under PROMESA (2016).

The “Krueger Report” is a report on the state 
of Puerto Rico’s finances. It detailed some of 
the causes of Puerto Rico’s current financial 
situation, and also presents recommendations 
as to how to reduce the debt burden, but it is not 
a blueprint for a strategy for economic growth. 
Some of its more important recommendations, 
which center on eliminating the budget deficit 
and achieving manageable levels of public 
debt, are: 

1. First, a comprehensive set of complementary 
structural reforms is needed. These must 
reduce the financial gap in the long term 
by lowering spending and strengthening 
confidence in public finances. These 
reforms must be stretched out across 
several years to avoid too much fiscal 
tightening in the short term, which could 
affect growth. Partial or gradual solutions 
are not recommended, in view of the 
record of unsuccessful measures previously 
adopted. 

2. A m o n g  t h e  s t r u c t u r a l  r e f o r m s 
recommended, is one related to the welfare 
system that “acts as a disincentive to work 
or remain working” (Although there is no 
definitive finding on the subject, a similar 
argument has been presented in the case 
of the U.S. economy).48 (Changes to current 
labor laws and regulations have been 
recently enacted).

3. Replace widespread exemptions for 
corporations with a low flat rate of 10-15%; 
this measure is estimated to yield $250.0 
million starting in fiscal 2017 and growing 
afterwards. (A new “tax reform” is in the 
works, but details are not known as of the 
date this note is being written).

4. The government should also consider 
raising property taxes, which are currently 
calculated taking into account 1954 prices. 
(A recommendation that was recently 
discarded by the government).

5. Restructure Puerto Rico’s debt . This 
could be done through a program to 
exchange old bonds for new ones with 
more favorable terms for Puerto Rico, such 
as a later and lower debt service profile. (A 
restructuring will occur under Titles III and 
VI of PROMESA).

6. The report also recommended the 
implementation of an independent 
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1. Estudios Técnicos, Inc. (2016). Puerto Rico: 2016 - 2030. Report prepared for the Department of Economic Development and Commerce (October). San Juan.

2. See, for instance, KPMG International (2013). Future State 2030: The global megatrends shaping governments.  KPMG/The Mowat Centre. Available at: https://
www.kpmg.com/ID/en/IssuesAndInsights/ArticlesPublications/Documents/Future-State-2030.pdf. 

3. A similar downward trend in the U.S.’s LFPR has been observed since 2001. See U.S. BLS (2017), Labor Force Statistics from the Current Population Survey. At: 
https://data.bls.gov/search/query/results?cx=013738036195919377644%3A6ih0hfrgl50&q=Employment-population+ratio 

4. The employment rate is defined as a measure of the extent to which available labor resources (people available to work) are being used. It is calculated as 
the ratio of the employed to the working age population (people aged 16 to 64). Employment rates are sensitive to the economic cycle, but in the longer 
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