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Occasional Papers

Economic Development Taskforce Report of Workstream #3 Report
Mid and Long Term Strategic Initiatives 
Por Estudios Técnicos, Inc.

In this issue...

Le dedicamos el Occasional Paper a un trabajo que se preparó para uno de los subcomités del Comité Asesor de la Gobernadora. Este grupo, 
cuyos miembros se identifican en el informe, tuvo la encomienda de establecer las bases para una estrategia de desarrollo a más largo 
plazo. Otros dos sub-comités trataron lo inmediato y la transición a mediano plazo. En Estudios Técnicos, Inc. nos sentimos muy satisfechos 
de haber colaborado en la redacción del documento. Lo publicamos pues el trabajo del grupo por muchas semanas, y la cordinación del 
mismo por Eduardo Pagán, amerita que el informe se conozca más ampliamente.

Continued on page 2

The Economic Advisory Task Force

The Task Force is made up of leaders from the Private Sector, including 
unions, members of the Governor’s Economic and Financial Team, and 
representation of the Puerto Rico Fiscal Oversight and Management 
Board. To operate the Task Force, the governance of the “PR Business 
Emergency Operation Center” (BEOC) is used. The BEOC is composed 
of private sector representatives. The Task Force spokespersons are the 
Secretary of the Department of Economic Development and Commerce 
for the Public Sector and the Chairman of the BEOC Board for the Private 
Sector.

The Task Force divided its work into three workstreams to address issues 
related to recommendations for dealing with the economic dimension of 
the COVID-19 pandemic. Workstream #1 dealt with immediate measures, 
Workstream #2 dealt with the transitioning to a reopened economy and 
Workstream #3 was charged with proposing mid and long term strategic 
initiatives. Each Workstream was supported by collaborators representing 
the different economic sectors of Puerto Rico:

• Workstream #1 - Recommendations aimed at addressing immediate 
issues related to the emergency. Team chaired by Att. Alicia Lamboy

• Workstream #2 - Recommendations aimed at reopening the 
economy and transitioning from emergency to the recovery phase. 
Team chaired by Jaime L. Fonalledas

• Workstream #3 - Recommendations aimed at addressing the 
economic recovery of Puerto Rico in the medium and long term. 
Team chaired by Eduardo Pagan

Once the recommendations of each Workstreams are approved within 
the Workstream they are submitted to the full Economic Advisory 
Commission for discussion, adoption and referral to the Government. 
Private sector representatives only vote on the recommendations since 
public sector and FOMB participants have no vote.
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This Workstream #3 report presents the recommended strategic 
framework for the economic development of the Island post COVID-19, 
using an approach based on a description of those factors that influence 
competitiveness of a jurisdiction, including what have been identified 
as the six development infrastructures or development instruments:

• Physical

• Social

• Institutional

• Environmental

• Knowledge

• Cultural

The Workstream members worked diligently in developing the 
information that was included in the report. The participants are identified 
in Table 1.

• The Team originally met every Monday and Thursday and 
eventually moved to meet every Monday / Wednesday / Friday @ 
1pm for a period of one hour.

• Presentations from all the listed business sectors above were 
reviewed and discussed, in addition to presentations from the NGO 
and Education sectors
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and tourism was fully recovered by late 2019 
and early 2020.

Puerto Rico: 2020-2023
Post COVID, the situation changed radically. 
Although there are no definitive numbers, 
a consensus figure is that the economy will 
experience significant negative impacts in 
2020 and the following years. The prospects 
for economic growth have been changed to a 
more moderate growth pattern in the coming 
years as the following table reflects. Even those 
numbers may be optimistic given the prevailing 
uncertainty concerning the progress or not 
of containment of COVID-19 contagions. The 

Background
Puerto Rico’s present economic condition is the 
result of a system that has lost its capacity to 
generate growth. This is clearly reflected in the 
graph below. This deterioration was perhaps 
not as noticeable as it should have been 
because of a number of coincident events. 
Federal funding started growing significantly in 
the mid-seventies, Puerto Rico’s public sector 
expenditures likewise grew rapidly and towards 
the late nineties and during the next decade, 
so did the public sector debt. Between 2001 
and 2012, $42 billion in debt was issued, more 
than half of which was to cover budget deficits. 
Government expenditures, debt, increased 
federal funding and a growing and significant 
underground economy gave the impression 
that we were better off than in fact we were.

Between 2006 and 2017, the economy of 
Puerto Rico shrunk in real terms by roughly 
16.0%, but the problem goes further back in 
time. The ratio of Investment to GNP has fallen 
dramatically, from a high of 28% scarcely fifteen 
years ago to a present 14%, and no country 
develops with that ratio decreasing. 

The result of this economic performance has 
been serious deterioration in various fronts: 
infrastructure, institutions, social services, crime 
rates and others. It has also helped to create 
a defensive business culture typical of “zero 
sum” situations where firms don’t grow with 

Continued from page 1

the economy, but rather by expanding market 
share. This limits growth, is highly destructive 
for start-ups and disrupts innovation and 
investment cycles. The significant loss of 
population adds an alarming note to economic 
decline. 

In addition to the above, the loss of population 
introduced another obstacle to growth. Since 
migration of younger age cohorts was key in 
the loss of population, we ended up with not 
only a smaller, but also an older population as 
reflected in figures 2 and 3.

The pre-COVID and post Maria economy was 
reflecting positive changes as illustrated in the 
following graphs. Employment was improving, 
government income was, likewise, growing 

TABLE 1:

PR BEOC / DDEC – ECONOMIC ADVISORY TASK 
FORCE WORKSTREAM #3 MEMBERS

FIGURE 1:

PUERTO RICO REAL GNP

FIGURE 2:

A SMALLER AND OLDER POPULATION

FIGURE 3:

DEMOGRAPHICS
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FIGURE 4:

SALARIED EMPLOYMENT (‘000s)

FIGURE 5:

SALARIED PRIVATE EMPLOYMENT (‘000s)

FIGURE 6:

TOTAL HOUSEHOLD SURVEY EMPLOYMENT (‘000S)

FIGURE 7:

GENERAL FUND NET REVENUES (MILLIONS) 
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projected growth reflects more than anything 
else, the inflow of CARES Act funding and the 
release of CDBG-DR funds.

The recently approved fiscal plan (May, 2020) 
projects real GNP growth until 2025 along 
the same lines as the above projection. In 
other words, the outlook is for an economy 
that will not grow significantly in the next few 
years. Much depends on how quickly federal 
CDBG-DR funds and others are disbursed 
and invested. There are multiple risks that will 
impact projections, including those related to 
the COVID-19 epidemic and policy changes at 
the federal level. 

The hurricanes, earthquakes and now the 
COVID-19 situation have generated needs and 
opportunities for economic activity, some of 
which are incorporated in the table below, 
divided into the six infrastructures that make 
up the economic development system.

The changed competitive 
environment

Michael Porter, possibly the writer one most 
associates with the concept of competitiveness, 
has developed elaborate schemes to define the 
term in his book The Competitive Advantage 
of Nations, singling out demand and market 
conditions. He makes clear however, that 
competitiveness is about firms and not nations, 
as the following quote makes clear:

“A nation’s competitiveness depends on 
the capacity of its industry to innovate and 
upgrade. Companies gain advantage against 
the world’s best competitors because of 
pressure and challenge. They benefit from 
having strong domestic rivals, aggressive 
home based suppliers, and demanding local 
customers.”

Sanjaya Lall, a distinguished Oxford economist, 
highlights technological capability as the main 
driver of competitiveness at the national and 
firm level (Building Industrial Competitiveness 
in Developing Countries, OECD, 1990). He 
also mentions as important, the human 
resource base, a stable policy environment and 
institutions capable of promoting technological 
development. The World Bank includes in its 
list a stable policy environment, openness, 
adoption of market -based approaches and 
limited government intervention.

There is then no one definition and no single 
formula for achieving competitiveness. Many 
of the most successful economies in the global 
context reflect conditions which would make 
them highly improbable candidates for success: 
high inflation rates, fiscal deficits, a great deal of 
government intervention and a limited natural 
resource base. Some examples which come to 
mind are Uruguay, Chile and Italy.

Competitiveness for an economy such as 
Puerto Rico’s is a concept related to the capacity 
to participate effectively in the global economy. 

FIGURE 8:

REAL GNP GROWTH (AVERAGES FISCAL YEARS)

TABLE 2:

REAL GNP GROWTH (HISTORIC AND FORECAST)

FIGURE 9:

DEVELOPMENT INFRASTRUCTURES

Thus, success in being an effective global 
player will increasingly depend on a correct 
reading of this context and its requirements. 
The recently approved increased flexibility 
for air cargo handling in the Island is a major 
step in the direction of making Puerto Rico 
a more competitive global economic player. 
It will permit foreign air cargo planes to use 
local airports for transshipment to other U.S. 
locations. The DOT authorization is, as usual in 
these cases, for two years but can and probably 
will be extended. 

The Global Context

Globalization, as a word may be new, but as 
a concept it has been around for a long time. 
Witness the following quote: 

“All old-established national industries have 
been destroyed or are daily being destroyed... 
In place of the old wants, satisfied by the 
production of the country, we find new 
wants, requiring for their satisfaction the 
products of distant lands and climes. In 
place of the old local and national seclusion 
and self-sufficiency, we have intercourse in 
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every direction, universal interdependence 
of nations.”

Karl Marx and Friedrich Engels, 
The Communist Manifesto, 1848

The reorganization of the global economy 
appears to be the major factor influencing 
economic well-being in the world’s countries 
and regions. Financial markets have become 
integrated and monetary policy now has 
a strong international component. New 
technologies are being developed by integrating 
efforts in different countries in a process which 
can truly be described as global. Part of this 
process is the transformation of the former 
socialist economies, which won’t be smooth 
nor short term, but which appears inevitable. 

One consequence of the reorganization of the 
global economy is that many of the categories 
which economists became used to, are no 
longer relevant. Integration, for example, is 
no longer a question of exports and imports 
or even capital flows. When Daimler Benz 
in Germany links up with Mitsubishi in a 
joint venture to develop new products and 
technologies, we are experiencing a totally new 
form of integration which has to be explained 
by using a different conceptual framework. 
The rise of regions as global players is likewise 
a new situation:

“On the global economic map the lines that 
now matter are those defining what may be 
called “region states”. The boundaries of the 
region state are not imposed by political fiat. 
They are drawn by the deft but invisible hand 
of the global market for goods and services.”

Kenichi Ohmae

These transformations and others to be 
mentioned further along imply that no one 
country or region has its place assured in the 
global economy. In fact, there is a growing 
consensus that a large number of countries and 
a large proportion of the world’s population will 
be left out, in effect creating a huge periphery 
to a globally integrated core. This assertion is 
equally applicable to sub-national and cross 
border regions.

The globalization process itself undergoes 
changes continually. Initially globalization 
was seen as the expansion of the European 
and North American economic model. 
Subsequently, there was a reaction mainly 
from countries in the periphery and eventually 
a different globalization process made itself but 
now with Asia as its core or center of gravity. 
More recent events, mainly by the U.S. have 
been aimed at reversing this last evolution.

Technology and Change

The growing importance of technology in a 
knowledge based economy and the manner in 
which new technologies are produced, diffused 
and adopted will also have a major bearing on 

the peripheral economies, both national and 
regional. Puerto Rico has no S&T or Innovation 
policy in place. In Puerto Rico it has been 
impossible to let go of the past with regards 
to development policy, which is why John 
Maynard Keynes’ quote is so relevant: “The 
difficulty lies not so much in developing new 
ideas as in escaping from old ones.” Thus, we 
must understand that exports as traditionally 
defined must be substituted by a clearly defined 
global insertion strategy. Of course exports 
are necessary but we need to understand that 
they are no longer sufficient and that the other 
components of a global insertion strategy must 
include technology transfer initiatives, supply 
chain management, creation and handling 
of collaborative networks for material and 
knowledge production and others that make 
up the complex nature of the global economy.

In addition to the above, any discussion of 
competitiveness has to account for changes in 
business practices. This is particularly important 
for small, open economies which depend to 
a significant extent on recruitment of new 
economic actors in a context in which the 
drivers of economic activity are increasingly 
global firms. The major items which need to be 
incorporated in a discussion of any economy’s 
competitiveness include:

• Increasing recognition that the logic 
of global enterprises is not necessarily 
compatible with national or sub-national 
economic objectives. 

• There are new processes for generating 
knowledge, technological innovations and 
for distributing them among firms and 
geographic locations. 

• R a p i d  t e c h n o l o g i c a l  c h a n g e , 
transformations in the organization of 
the global economy and the international 
mobility of capital ,  all generate an 
environment characterized by uncertainty 
and volatility.  

• In the present context, time has become an 
essential factor in defining competitiveness 
and transforming the manner in which 
economic activity is organized. 

• S u p p l y  c h a i n  m a n a g e m e n t  a n d 
outsourcing have become new forms of 
organizing economic activity. 

• P ro d u c t i o n  s y s te m s  h ave  b e e n 
fragmented, giving rise to manufacturers 
without factories and products without 
nationality. 

• Risk management and economic 
policymaking have merged in order to 
deal with and increasingly volatile and 
uncertain world.

In addition to the above the competitive 
environment for Puerto Rico post COVID-19 
has become more difficult due to a number 
of factors:

• A U.S. economy that is projected to 
contract by between 6 % and 8% in fiscal 
2020.

• The federal tax reform of 2017 basically 
eliminates Puerto Rico’s tax advantage. 

• A global economy projected to contract 
by 5.0%.

• Exceedingly high debt to GDP ratio in 
the United States and most developed 
economies, curtailing flexibility for stimulus 
programs

• Expected budget deficits in the U.S. that 
will limit additional funding for social and 
reconstruction purposes in the near future

• Increased volatility in key markets such 
as energy and uncertainty concerning 
PREPA, energy costs and fiscal issues.

A Better Future: Vision 
Statement

Having clearly spelled out goals and objectives 
and a clear vision of what we want our society 
to be like in 5, 10 and even 20 years from 
now must be an essential component of any 
development plan. This is why the quote below 
from Alice in Wonderland is so relevant.

“One day Alice came to a fork in the road 
and saw a Cheshire cat in a tree. ‘Which 
road do I take?’ she asked. ‘Where do you 
want to go?’ was his response. ‘I don’t know,’ 
Alice answered. ‘Then,’ said the cat, ‘it doesn’t 
matter.” 

Lewis Carroll, Alice in Wonderland

For decades we have made economic policy 
decisions pretty much like Alice. 

Puerto Rico, as recently mentioned in a 
conference on promoting investment, has 
suffered from approaches to its economic 
future that are tactical and not strategic, topical 
and not systemic:

Tactical

Basically, most of the emphasis in recent years 
has been on either making certain that we 
can count on some form of federal incentive, 
increasing federal funding or achieving a 
specific improvement in the local government, 
for example, reducing energy costs or improving 
the permitting process.

Strategic

A strategy necessarily requires integrating a 
number of components to achieve certain 
goals. Thus, a development strategy is not 
only dependent on lowering energy costs, for 
example, but requires integrating a number of 
other factors, as suggested in the discussion 
on competitiveness above.
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Topical

Looking for a si lver bullet has been a 
characteristic of our economic policy focus in 
recent years, including the various federal tax 
incentives, most recently cannabis and before 
that blockchain. The new silver bullet is the 
“reshoring of manufacturing” program.

Systemic

Development is an integrative process because 
it must achieve a number of goals and 
objectives across different areas (growth 
and equality, for example), which is why the 
approaches that place a premium on isolated 
improvements do not lead to sustained growth.

What can be presented as achievable goals 
for the mid and long term will require strategic 
and systemic approaches first, the tactical 
and topical will develop from the two. Without 
pretending that we can provide detailed 
quantitative goals, that would require a great 
deal of research, we can express some key 
conditions that our society should strive to 
achieve:

Productivity 

As Perloff indicates in his 1950 book on Puerto 
Rico, “In any program of economic development, 
one element stands out as of crucial importance 
– the element of productivity.” In Puerto Rico the 
great absence in the economic development 
debate has been productivity. The emphasis 
has been on job creation, needed of course, but 
insufficient if Puerto Rico is to have improved 
standards of living, which is why the Krueger 
Report recommendation to lower the minimum 
wages is counterproductive.

Innovation

In the forties and fifties Puerto Rico was an 
innovation hub, a “path creator”, to use MIT 
Professor Alice Amsden’s phrase. By the 
seventies it had become a “path follower”. 
Puerto Rico badly needs a commitment to 
innovation contained in a clearly enunciated 
public policy.  Puerto Rico had been a hub 
of innovation in the forties and fifties and as 
recently as the late sixties with the creation, for 
example, of the Environmental Quality Board, 
a major innovation subsequently much copied 
by others.

Sustainability

The World Bank’s Commission on Growth 
and Development and subsequent reports on 
development have made it abundantly clear 
that a healthy environment is a condition 
for sustained development, more so in a 
small, densely populated island. Tourism, 
for example, cannot be divorced from the 
environment. “... growth strategies should take 

account of the cost of pollution...It is only a 
slight exaggeration to say that most developing 
countries decide to grow first and worry about 
the environment later. This is a costly mistake.” 
The frequently made mistake is to sacrifice 
long term environmental goals for short term 
economic gains.

Pluralism

The Commission on Growth and Development 
also indicated the following: “... growth strategies 
cannot succeed without a commitment to 
equality of opportunity, giving everyone a fair 
chance to enjoy the fruits of growth.”  Puerto 
Rico’s level of inequality is worse than that 
of any state and among the highest in the 
hemisphere. Little has been done to improve 
the lack of social mobility, which makes 
inequality and poverty even worse.

Constancy

A problem that Puerto Rico has faced in its 
development is the constant change in the 
rules of the game. This happened when Law 
154 was adopted and has been repeated with 
frequent changes in tax and other legislation. 

Flexibility

Increasingly volatile global and U.S. contexts 
require that the economy have the capacity 
to react quickly and even proactively to any 
expected changes in its external environment. 
In Puerto Rico the contrary has happened. We 
have a rigid institutional framework reflected 
in the permitting process, labor legislation and 
fiscal system. 

The six conditions outlined above can serve 
as those needed for achieving a desirable 
community. They are not beyond reach for 
Puerto Rico, as W. Arhur Lewis a Nobel Prize 
economist from Saint Lucia makes clear:

“All nations have opportunities which they 
may grasp if only they can summon up the 
courage and the will... It is possible for a nation 
to take a new turn if it is fortunate to have the 
right leadership at the right time.”           

The table in Figure 10, however, makes clear 
that development is a complex process for it 
requires that in order to achieve the desired 
conditions, the various infrastructures or 
instruments must be integrated. Thus, achieving 
a more productive society requires not just 
improvements in physical infrastructure, but 
changes in the other five, also true of all the other 
desired conditions. This is why underestimating 
the complexity of the development process is 
such a grievous mistake and why being tactical 
and topical gets us nowhere. The table is merely 
illustrative, and its specific contents must reflect 
specific needs and conditions of a jurisdiction 
in a particular time frame.

Key Strategic Issues and Policy 
Initiatives

Key issues that must be addressed to achieve 
the agreed upon Vision include those below. 
Energy issues have been excluded, not because 
they are not critical, but simply because they 
have been amply discussed and the impact of 
an expensive and unreliable service recognized 
as the cause of business closures over the 
years. The issues considered by Workstream 
#3 include the following: 

Education

There is general agreement that Puerto Rico’s 
educational system has failed in preparing 
our children for a more productive future. The 
system is bureaucratic and the victim of political 
interventions. In addition, it is fragmented not 
only between private and public systems but 
between K-12 and the post-secondary segment. 
It is abundantly clear, also, that there is little 
or no relation to the needs of a changing 
economy and society. Workstream #3 received 
an important and innovative presentation 
on an educational model that can provide 
the basis for a needed transformation of the 
system. Unemployment and Low labor force 
participation are closely related to educational 
levels.

Vimenti is an experimental project aimed at the 
elimination of childhood poverty in Puerto Rico. 
It is an evidence-based model that provides 
children and their families with the skills needed 
to achieve economic stability and security. It 
addresses one of the most critical problems in 
Puerto Rico, that close to 50% of children live 
in poverty. By providing a holistic approach 
to education centered on the family and by 
providing support along many dimensions, 
an environment conducive to learning is 
created. Among the services provided are: 
health services, family case studies, breakfasts 
for the family, follow-ups to assure progress 
and entrepreneurial and career programs.  
Students are provided with breakfast, lunch 
and dinner, after school programs and support 
in obtaining jobs.

Vimenti recognizes that Education models 
need to reflect the demand for lifelong learning 
to cope with the technological and social 
changes brought by the Fourth Industrial 
Revolution. Furthermore, it recognizes that 
new ways of doing business and generating 
economic activity will require a more skills-
based approach. Likewise, the dominant role 
of technology will require that the educational 
system focus on preparing children and their 
parents for this new reality. 

In addition to Vimenti, there are other educational 
innovations that the Department of Education 
should incorporate in its programs. One such is 
the need to stimulate the growth of Montessori 
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FIGURE 10:

THE DEVELOPMENT INFRASTRUCTURES & SOCIAL OBJECTIVES

OBJECTIVES

INFRASTRUCTURES Flexibility Growth Vision Opportunities Risk Innovation

Physical Integrated planning 
and decentralization

Focus on renewable 
energy and 

decentralized initiatives

Emphasis on 
connectivity

Distributed power 
systems

Long range planning 
based on scenario 

construction

Integrating AI in 
infrastructure planning 

and execution

Social Improve external 
intelligence capacity

Training programs that 
integrate social and 

environmental 
concerns

Strengthen STEM 
programs in education

Integrated housing and 
social service programs 

Improve efficiency and 
decentralized service 

delivery

Create an R&D entity 
for innovation in social 

services

Environmental
Community 

involvement in 
economic policies

Include the 
environment in 

economic plans

New energy sources 
and better land use 

planning

Integrate technology 
and health programs 

Create non 
governmental policy 
and monitoring entity

Strengthen university 
R&D capabilities

Institutional
Consolidate processes, 

deregulate and re-
regulate

An investment focused 
tax system 

A legal framework that 
stimulates community 

involvement

In health technology 
and telecoms shift from 

a regulatory to a 
promotional emphasis

Develop foresight and 
execution capacity

A strong public policy 
on innovation and 

science and 
technology

Cultural Stimulate institutional 
learning 

Stimulate the creative 
economy

Culture as an 
economic sector: 

culture as consumption 
vs. culture as 
investment

Integrate cultural 
activities with visitor 
economy policies

Incorporate risk factors 
in educational 

programs

Stimulate research on 
the creative economy

Knowledge Reduce market entry 
obstacles

Adopt an innovation 
system

Improve technology 
transfer capacity

Improve access by 
SMEs to new 

technologies and 
strengthen internal 

linkages

Strengthen R&D, 
product development 

and endogenous 
economic capacity

An innovation based 
economic 

development strategy

approaches in the schools. The small number of 
Montessori schools in the system have proven 
to be very successful. Rather than consider 
such schools as competition for the more 
traditional approaches, The Department should 
facilitate their growth within the system and, if 
necessary, support the training of teachers in 
the approach. 

Transformation of the Department of Education 
will require not just the above, but a thorough 
transformation of its organizational structure 
and legal framework. Change will not come 
from within the Department but from political 
and private sector leadership, particularly the 
latter. 

Telecommunications

World class telecommunications has become 
an essential part of a country’s success in being 
competitive. A recent federal government 
grant of $238 million to telecoms companies 
in Puerto Rico will facilitate achieving this. The 
grant is aimed at providing the wherewithal 
for having a 5G network in place, that would 
make Puerto Rico one of the most advanced 
jurisdictions in telecommunications. In addition 
to this, the industry will require certain other 
conditions in order to assure a more efficient 
infrastructure. This grant complements major 
investments by the local telecoms companies 
that are estimated to be on the order of $500 
million. Executing the programs financed 
by these investments has been hampered 
by bureaucratic obstacles that have made 

initiatives to improve the telecoms infrastructure 
impossible.  

There are a number of recommendations, 
in addition to eliminating the bureaucratic 
obstacles mentioned, that can support the 
sector. One is the inclusion of universities in 
preparing the needed human capital for the 
industry. Although Puerto Rico has excellent 
human resources, it needs to deal with the 
specialized needs of industries such as 
telecommunications. This may require not 
only dealing with the local universities but also 
creating special programs under the aegis of 
the Department of Education’s Technical and 
Vocational Education system. In addition, the 
overall institutional framework, including that 
related to tax and municipal issues will require 
attention. 

The telecommunications industry can be the 
means through which major new activities 
can be established in the Island and improve 
significantly the efficiency of existing ones. It is 
an enabling technology, making possible: online 
manufacturing, remote work, smart cities, and 
many others. Puerto Rico can become a unique 
center in the introduction of new telecoms 
technologies. In order to do so, a science and 
technology based economic development 
strategy is essential. It would assign priorities 
and make it easier to facilitate the focusing of 
resources in key technologies. Without such a 
framework, the existing Science, Technology 
and Research Trust will remain one among 
many other government programs.

Tourism

The sector is the most directly impacted by the 
COVID-19 situation and its rebound depends 
on a number of factors beyond the control 
of both the DMO and the Tourism Company. 
These include the airlines and their return to 
pre-COVID-19 performance, the success in 
controlling the epidemic in major markets, 
key players in the tourism industry, Puerto 
Rico’s capacity to deal with the uncertainty 
concerning the safety of travel to the Island and, 
of course, the performance of the economy in 
Puerto Rico’s main markets. There have been 
a number of recommendations concerning 
immediate steps to support tourism’s recovery, 
such as lifting certain lockdown conditions and 
starting an industry campaign to stimulate 
internal tourism as a temporary relief effort.

The Workstream’s objective is to consider 
longer term factors that are needed not just 
to deal with short term measures, but rather 
assure two conditions: growth of the industry 
and maximizing its impact on the rest of 
the economy. The DMO has presented in 
April a detailed Tourism Recovery Plan that 
includes very specific recommendations. The 
recommendations below include additional 
ones:

1. Provide the DMO with the resources to 
effectively carry out its responsibility. This 
entails changing the present formula for 
funding the DMO and making certain that 
its assigned funding is sufficient.
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2. The present arrangement with a Tourism 
Company and the DMO slitting responsibility 
for various components of the sector should 
be evaluated to make certain that it is an 
optimal arrangement.

3. The Government has to adopt a strong and 
clearcut policy on the Visitor Economy that 
recognizes its impact across the various 
sectors of the economy and provides the 
needed institutional support for the industry. 

Manufacturing

The manufacturing sector is the economy’s 
principal sector. Although its proportion of 
the GDP fluctuates it remains generally near 
50%. This number incorporates transfer 
pricing impacts but even discounting it the 
manufacturing sector is the Island’s mainstay in 
terms of economic activity. The sector has both 
a strong and stable pharmaceutical sector and 
a medical devices sector. Together both sectors 
make up close to 40% of Puerto Rico’s exports, 
generate in excess of 28,000 direct jobs and 
close to 100,000 direct, indirect and induced 
jobs. The numbers for manufacturing are as 
follows: 74,000 direct jobs and total direct, 
indirect and induced jobs at roughly 210,000.  

Puerto Rico, as in many jurisdictions, has 
seen a shift towards services in its industrial 
composition, but it is useful to keep in mind 
that many advanced services would not 
have been established had there not been 
a strong manufacturing industry. The future 
economic welfare of Puerto Rico will require 
a strong manufacturing sector, but it will be a 
very different sector than heretofore. It will be 
characterized by what has come to be known 
as advanced manufacturing, with a major 
component of technology related services. It 
will almost certainly move away from tangible 
or material production to intangibles.

The future of manufacturing in Puerto Rico will 
require establishing the means to stimulate the 
completion of value chains in the Island. This 
means stimulating more R & D and product 
development locally and localizing supply 
chains. Expanding the linkages internally 
through a cluster approach and improving local 
manufacturers’ competitive capacity is essential 
in assuring a more stable manufacturing sector 
and one that will have even greater impact on 
the local economy.

The current  interes t  in  reshor ing of 
manufacturing to the U.S. presents Puerto Rico 
with an opportunity to benefit from renewed 
activity not just in pharmaceuticals but in other 
sectors as well. Success is not guaranteed 
since many factors have to be considered: the 
limitations imposed by the Tax Cuts and Jobs 
Act, Puerto Rico’s competitive disadvantages 
related to infrastructure inadequacies, mainly 
the electric power system, and the policy 
paralysis that has characterized the U.S. as 

a result of COVID-19 and the forthcoming 
elections. What is perfectly clear is that Puerto 
Rico needs to act in a coherent and integrated 
manner in the way it presents its case in 
Congress, not in a fragmented and disjointed 
fashion. It must also deal with the non-tax 
factors that influence decision-making in 
potential beneficiaries of the reshoring initiative. 
The near-shoring possibilities, especially now 
that the U.S. has to counter increased Chinese 
activities in the region, means that Puerto 
Rico will have to compete with Colombia, 
the Dominican Republic, Mexico, Costa Rica 
and others in order to attract manufacturing 
investment.

Small & Medium Size Enterprises 
(SMEs)

One major consequence of the COVID-19 
epidemic in The United States and in Puerto 
Rico has been its disproportionate impact 
on the small and medium size businesses. In 
the Island the loss of these businesses has 
been ongoing for a number of years due to a 
number of factors, including changes in market 
structure, consumer patterns and, in general, 
weaknesses in the sector related to market 
intelligence, access to technology and weak 
capital positions. With COVID-19 lockdown and 
the temporary closure of these businesses, 
two factors came into play: the inadequacy 
of capital needed to survive for a few months 
without revenues, and the insecure supply 
chains for these firms. Obviously, in a growing 
economy the problem would be much more 
manageable than it is in a “zero sum” or market 
share economy.

It is reasonable to assume that larger firms had 
both a better capital position and had more 
secure supply chains. However, the problem 
with the small and medium size firms, mostly 
locally owned, is a longstanding one and there 
is no established policy to deal with the issue 
that provides guidance in terms of needed 
actions. The government entity charged with 
the SMEs is the Puerto Rico Trade Company 
mainly focused on exports. 

What is clearly needed is a policy construct that 
deals with the role of SMEs, how to strengthen 
them in a difficult competitive context and that 
lays out the criteria for maintaining competitive 
market structures, absent at the moment. Most 
of the assistance that has been channeled to 
these firms are aimed at maintaining them at 
a subsistence level. Very little is being done 
to permit these firms to improve market 
knowledge, access to technology and, in short, 
making them competitive in a changing market 
environment. This is urgently needed.

Poverty 

Dealing with poverty in an economy with Puerto 
Rico’s conditions is particularly challenging and 

perhaps explains why close to 50% of our 
families live under the poverty line. Obviously 
federal and local programs have impacted 
the poverty levels, but these programs do 
very little to improve conditions beyond 
maintaining minimum subsistence conditions 
and may even be counter productive in terms 
of stimulating social mobility, the absence of 
which aggravates the problems of poverty and 
inequality, as previously mentioned.

Resolving the poverty problem will require 
integrating initiatives along many dimensions, a 
key one being improvements in the educational 
system. When the statistics on unemployment 
and non-participation in the labor force are 
examined, the fact that stands out is the low 
level of educational achievement among these 
groups. But poverty also has a geographic 
and a health dimension. Social determinants 
of health, such as your social environment, 
working conditions, educational level, where 
you live and where you grow up influences 
your probability of living under the poverty line 
and also impacts mental and physical health of 
the population. 

There is no one policy measure to deal with 
poverty, but rather the integration of many 
measures related to education, labor markets, 
tax policies, social programs and health related 
initiatives. A strong SME sector will alleviate 
poverty since it is more labor intensive and can 
act as a channel for upward economic mobility 
through entrepreneurship.

The demographic dimension

Tackling population losses is particularly 
complex in a regional economy such as Puerto 
Rico’s with free flow of population between it 
and, in our case, the mainland. Furthermore, 
as integration of regulatory and licensing 
requirements for different professions are 
extended to Puerto Rico, the gap in salary levels 
acts as a stimulus for out migration. 

A number of initiatives are frequently mentioned 
as needed to stabilize the population, among 
them: a proactive labor market policy 
environment, adequate affordable housing 
programs, improved and easily accessible 
health services and, in general, a strong social 
infrastructure. Of course, the major component 
of a population stabilization policy is the 
creation of jobs with competitive salary levels.

Puerto Rico has used the demographic variable 
as part of its development policies in the fifties 
by promoting wholesale out-migration. In this 
moment that emphasis has to be reversed and 
Puerto Rico needs to have a clearly delineated 
policy with respect to, not only stabilizing its 
population, but also for forging closer ties to its 
diaspora beyond reaching out to them when 
there is a need to exert pressure on Congress. 
The diaspora is not only a market, it is also a 

Continued from page 7
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reservoir of human capital that can support the 
Island’s development.

Labor market /human capital issues

Puerto Rico has had no Human Capital policy 
beyond the establishment of labor laws and 
isolated initiatives in areas such as education. 
A human capital policy should focus on 
strengthening our population’s capacity 
to confront the challenges of a changing 
economic context in which human capital 
can appreciate or depreciate according to 
how the policy environment is constructed. 
Singapore initiated Human Capital policies early 
in its development and has been particularly 
successful in using its policies in this area as 
support for its development. It has integrated, 
as we in Puerto Rico should, its labor market 
policies (salaries, labor protections), technology 
and education initiatives (including the creation 
of a specialized university for K-12 teachers), and 
migration policies. 

Puerto Rico’s labor market policies have been 
focused on cost and regulatory issues, for 
example the discussion on Law 80 and the 
recent proposals for increasing the minimum 
wage. In 2015 there was the Krueger proposal to 
lower the minimum wage which ran counter to 
the need to stimulate labor force participation 
and would have stimulated out-migration. 
These initiatives were not a human capital 
policy that would include improvements in 
productivity and other components aimed at 
strengthening our human capital.

Execution 
Puerto Rico has had a major execution 
problem for many years not only in terms 
of major infrastructure projects but also in 
terms of policy decisions. There are many 
examples of this problem. The former Ramey 
Air Force Base has been in the Government’s 
hands since 1972 and little has been done 
to productively develop the property until 
very recently. Much that was there was left to 
deteriorate. The transshipment port project 
began in 1995 and 25 years later after spending 
close to $250 million in resources, little has 
been accomplished. Roosevelt Roads was 
turned over to the Government, with certain 
limitations, in 2004 and many of the facilities 
left behind by the Navy have been destroyed. 
The Urban Train took 30 years to become 
operational. The problem has been blamed on 
shortsightedness and the absence of continuity 
in government processes and initiatives. 

In addition, another obstacle in dealing with 
the execution problem has been the high cost 
of doing business in Puerto Rico, due to the 
very inefficient permitting process, unwieldly 
tax system and high energy and other utility 
costs that have certainly played a major role in 
preventing new initiatives from being executed. 

Reducing these obstacles must be a priority 
concern going forward and doing so will require 
major changes in Puerto Rico’s institutional 
framework.

Given Puerto Rico’s limitations in terms of policy 
instruments, the most effective and available 
such instrument is the tax system that, because 
of its complexity and cost acts as a retardant 
of economic activity and prevents the Island 
from being competitive in the global economy. 
The Doing Business and Paying Taxes reports 
of the Word Bank have made this evident for 
many years.  Most attempts at tax reform have 
suffered from two difficulties, they have made 
the system more complex and do very little 
to stimulate investment. Puerto Rico needs 
to move to a tax system that is simpler and 
designed to enhance global competitiveness.  
Tax authorities must understand that a tax 
system is not just an instrument to generate 
fiscal income. It is most of all an economic and 
social policy tool and taxes such as the B to B 
Sales and Use tax, the inventory tax and the 
structure of the overall tax system work against 
economic growth. 

The recently approved Incentives Code is a 
step in the right direction for it establishes 
clearly delineated rules of the game and 
provides certainty, a much-needed condition 
for sustained economic development.

A review of the literature on execution suggests 
a possible route to dealing with the execution 
problem:

• The correct definition of the issue is 
essential. This has been a particular 
problem with Roosevelt Roads since there 
has been no agreement on what needs to 
be done and for what purpose.

• It’s important to have the issue identified 
as a strategic or core problem and not a 
marginal one. The transshipment port was 

never correctly identified as a key project 
for economic development.

• Careful analysis of the available options 
and assessment of costs and benefits. The 
analyses carried out for the transshipment 
port and the Urban Train, were insufficient 
and no agreement was reached on the 
benefits and costs of the Projects.

• Identifying stakeholders is a key step in 
implementing any initiative, particularly 
if it entails conflicting results, for example, 
between employers and employees. 

• The execution process should begin with 
an initial assessment of possible obstacles 
and carefully delineated strategies defined 
to deal with them. In the transshipment 
port case very little attention was paid to 
long established competition in the region.

• E s t a b l i s h i n g  c l e a r  a l l o c a t i o n  o f 
responsibilities is essential. In the case 
of Roosevelt Roads, for example, the 
Authority created to develop the property 
never had the authority necessary.

• Whenever possible, metrics should be 
developed to permit assessment of 
progress achieved in the execution 
process. 

• A phased execution plan is essential (short, 
medium, long term) as suggested in the 
following quote:

“Execution represents a disciplined process 
or a logical set of connected activities that 
enables an organization to take a strategy 
and make it work. Without a careful, planned 
approach to execution, strategic goals cannot 
be attained.”  

 Lawrence G. Hrebiniak
Making Strategy Work

There are examples of specific organizational 
arrangements that have proven to be 
successful in facilitating execution. One of 
these is the Social Partnership in Ireland, 
composed of representatives from the 
business sector, unions, local governments 
and community based organizations. The 
Partnership prepares the Irish Ten Year 
Development Plan and monitors its execution. 
When Ireland commenced the PPP process, it 
was the Partnership that developed the policy, 
negotiated with contractors and unions and 
produced the regulations. 

Puerto Rico has no entity comparable to the 
Social Partnership and it has been very difficult 
to achieve inclusive approaches that could 
bring together the different stakeholders on 
policy initiatives. A success story was the 
Science and Technology Policy that resulted 
from bringing together major firms in the 
technology sector, universities and academics. 
It was adopted and implemented but, as 
frequently happens in Puerto Rico, was set 

...another obstacle in dealing with the execution 
problem has been the high cost of doing business 
in Puerto Rico, due to the very inefficient permitting 
process, unwieldly tax system and high energy and 
other utility costs that have certainly played a major 
role in preventing new initiatives from being executed. 
Reducing these obstacles must be a priority concern 
going forward and doing so will require major 
changes in Puerto Rico’s institutional framework.

Continued on page 10
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aside with the change in Administration in 2001. 
A concerted effort lead by non-government 
entities but with public sector participation 
would be the recommended approach for 
assuring execution of the priority initiatives 
mentioned below. Having a strong “champion” 
for each initiative has proven to be essential in 
assuring successful execution.

Ten Priorities 
As mentioned earlier having a clear vision 
of where we, as a society, wants to be in 
economic and social conditions is essential. 
The following ten priorities reflect to some 
extent the conditions mentioned earlier: a 
society that needs to be productive, pluralistic, 
sustainable, constant, flexible and innovative. 
The ten priorities:

Human Capital

In Puerto Rico, a phrase frequently heard is that 
our biggest asset is our people, yet there is no 
Human Capital Policy aimed at strengthening 
this asset through coherent and inclusive 
measures that integrate education, health, fiscal 
and labor market policies.  This is an urgent 
need, particularly in view of the massive loss 
of population through migration.  

Eliminate Poverty

Poverty is a drag on the economy and Puerto 
Rico urgently needs to deal with it as the 
jurisdiction in the U.S. with the highest level of 
inequality. Job creation is, of course, one way 
of dealing with both poverty and inequality, but 
specific initiatives need to be put in place with 
poverty as their focus.

Management of Federal Programs

Improved management of federal programs 
and funds is essential because of their key 
role in determining the short and midterm 
economic and social future of Puerto Rico. 

In the next 5 years Puerto Rico should have 
access to substantial additional funds for the 
reconstruction process and from CARES. 
Accessing and managing these funds efficiently 
and effectively will help to address many of the 
listed priorities.  

Reconstruct our Healthcare System 

The current COVID-19 pandemic has placed 
in evidence many problems within our public 
health system, including shortcomings in 
technical competencies, a weak statistical 
system, and in the Department of Health’s role 
as a buyer of health services and regulator. 
Much in our future will depend on how Puerto 
Rico deals with its public health system. 

Revamp our Educational System

A major transformation of the Educational 
System to make it responsive to Puerto Rico’s 
social and economic needs in the coming years. 
This includes rethinking the role of the UPR as 
a key component of the Island’s development. 
This revamping of our educational system is 
a key component of a Human Capital Policy.

Upgrade Key Infrastructure

Puerto Rico needs to focus on its key 
infrastructures: Energy, Water, Transportation 
and Telecommunications. In the process of 
migrating to an intangible, knowledge based 
economy, connectivity becomes the key 
infrastructure.  This is why strengthening 
the telecommunications industry is so 
important and should be a priority in any set 
of development policies.

Business Competitiveness 

A radical change is needed in the institutional 
framework, including the tax system, in order to 
make it responsive to new competitive conditions 
facing Puerto Rico in its reconstruction and long 
term development. Major reductions in the cost 

of doing business are essential through much 
improved permitting and licensing processes 
and a simpler and less costly tax system that, 
as mentioned, works against investment and 
economic growth. Constancy in the rules of 
the game is essential for stimulating investment 
and has not been the case in recent years.

Refocusing Economic Development 
Policy

The Vis i tor  Economy,  together  w i th 
Manufacturing, have to be a central focus of 
Puerto Rico’s economic development policies. 
These two sectors will drive growth in many 
other sectors and industries and will support 
the strengthening of Puerto Rico’s advanced 
services sector, a still relatively small sector but 
with great potential. Industrial policy needs to 
be revamped to adjust to the requirements 
of a global economy that has moved to 
an intangible economy mode, based on 
knowledge as an input and as an output of 
industrial processes. 

Innovation and Technology

Puerto Rico was once a path creator and 
an innovation hub. It needs to return to that 
position through a proactive, inclusive and well-
funded Innovation Policy. Innovation has been 
the driver of the recovery of nations, regions 
and cities that have undergone a process not 
too dissimilar from Puerto Rico’s over the past 
two decades. These include Ireland, Finland, 
Rochester (NY), Pittsburgh and a number of 
others

Growth of Local Enterprises

No economy can be sustainable without a 
strong locally owned business sector which 
is why Workstream #3 believes that a priority 
should be the development of a strong and 
focused commitment to support the growth 
and strengthening of local enterprises in all 
sectors. 

.


