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Occasional Papers

Puerto Rico: GNP Growth: Fiscal Years 2020 through 2023 

Por Estudios Técnicos, Inc.

In this issue...

This OP includes the firm’s forecast for the period 2020-2023, prepared by the Economic Analysis and Policy Division, coordinated by Juan 
A. Castañer. These forecasts are presented in a context of a great deal of uncertainty related to the control of the COVID-19 epidemic and 
the unknown economic consequences that could result from different control scenarios. Should the increased flexibility in the lockdown 
prove to be premature and be partially reversed, the economic consequences could be severe. As of this date, early July, this does not 
appear to be an immediate possibility, but is not discarded. 

Continued on page 2

The current economic scenario is quite different from that of the 
beginning of this year. In 2020, unexpected and strong health and 
economic shocks materialized, due to the worldwide spread of the 
COVID-19 virus. Since March 15th, the government of Puerto Rico decreed 
a lockdown to prevent the spread of the virus. Unemployment within 
the private sector increased dramatically, as many businesses stopped 
operations. The timing could barely have been more detrimental to 
Puerto Rico, as its recovery from Hurricane María is still in its early stages, 
close to three years after the event. In addition, on January 7, a magnitude 
6.4 earthquake hit the island, with especially devastating results in the 
southwestern region.

Due to the fragility of the local economy and these phenomena, the 
possibility that many businesses might not reopen after the lockdown 
is strong, impacting future economic activity.

This document is a compendium of the recent events and how they 
relate to Puerto Rico’s short- and medium-term economic outlook. It is 
divided into several sections, including:

• A summary of key recent economic developments, including the 
most recent fiscal plan certified by the FOMB at the end of May;

• An evaluation of COVID-19 impacts on the labor market and 
economic output;

• An assessment of relief funding, both for COVID-19 and the post-
Maria reconstruction;

• Forecasts of real GNP and key aggregate variables

The forecasts result from that context, and it should be pointed out 
they reflect the uncertainty surrounding the short and medium term 
evolution of the economy, and the difficulties in measuring the true 
impact of COVID-19. As such, they are subject to revisions and ETI will 
do so as necessary.

Introduction

Introduction ...............................................................................................................................................................................................1

Summary of Recent Economic Developments .............................................................................................1

COVID-19: Labor Market Impact  .................................................................................................................................... 3

COVID-19: Emergency Stimulus Funds ...................................................................................................................4

Economic Impact of COVID-19 On Puerto Rico............................................................................................4

Post- Maria Hurricane Funds ...............................................................................................................................................5

Forecast Assumptions ................................................................................................................................................................5

Forecast ........................................................................................................................................................................................................6

Forecast Downside Risks ......................................................................................................................................................... 7

Summary of Recent Economic Developments
• The COVID-19 pandemic has undoubtedly become the global 

interloper in world growth expectations and economic outcomes. 
After its designation as a pandemic on March 11, 2020, the virus has 
prompted lockdowns, quarantines and social isolation measures 
throughout the world in a struggle to contain the contagion curve. 
This has resulted in several unprecedented events occurring in the 
second quarter of 2020:

 – Over 40 million Americans have filed for unemployment benefits, 
an all-time historical record;

 – Extreme strains on the healthcare system, which must 
simultaneously deal with seasonal influenza, a host of other 
diseases, as well as all the potential cases of COVID-19 from 
mild to severe;

 – Substantial downward revisions in growth across the world, 
including the recent World Bank estimate of a major global 
contraction;
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 – A magni tude 6 .4  ear thquake 
impacting the southwest region of 
the island.

 – A chronically underfunded public 
health system, which was expected 
to hit a funding cliff in fiscal 2020.

 – Substantially deteriorated water, 
e lectr ic i ty,  and transportat ion 
infrastructures.

 – Historic drops in commodity prices; and

 – A $2 trillion stimulus package in the US, 
the largest in its  history.

• Puerto Rico is no exception to many of 
the impacts of the virus. On March 15th, 
the government issued a lockdown. 
As a result, unemployment within the 
private sector increased dramatically, and 
many businesses stopped operations as 
economic activity came to a halt. The 
possibility that some might not reopen is 
strong, impacting future economic activity. 

• The Federal government issued a three-
phase stimulus package that includes 
over $2 trillion in emergency economic 
aid, measures that will provide large 
amounts of funding for programs aimed 
at households and businesses. The local 
government launched at the end of 
March an economic incentive package 
to help mitigate the effects of COVID-19. 
These federal and local programs include 
incentives for public employees, individuals 
who are self-employed, unemployment 
benefits, and bonuses to healthcare 
workers, among others. 

• Both stimulus packages will translate into 
considerable flow of funds to households 
and businesses that definitely wil l 
contribute to mitigating the damage from 
the epidemic. 

Continued from page 1

• Puerto Rico is expected to be hit harder 
than many other jurisdictions, mainly due 
to the exceptional circumstances it faced 
prior to the pandemic:

 – S low recovery process in the 
aftermath of Hurricanes Irma and 
Maria, with continually reduced 
growth prospects for the decade.

GRAPH 1:

WEEKLY 0PUERTO RICO UNEMPLOYMENT INSURANCE CLAIMS 

TABLE 1:

SALARIED EMPLOYMENT
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GRAPH 2:

PUERTO RICO UNEMPLOYMENT INSURANCE CLAIMS

 – Historically high outmigration and 
population loss, and a public sector 
in bankruptcy procedures.

• The FOMB certified on May 27th its 2020 
Fiscal Plan for the Commonwealth. The 
key provisions are:

 – Provides a one-year delay in the 
continuing implementation of the 
structural reforms and efficiency 
measures previously approved.

 – Maintains the subsidies to the 
University of Puerto Rico and to the 
municipalities at current levels.

 – The Plan projects that the central 
government will incur a fiscal deficit 
starting fiscal year 2032, six years 
before the projection in the previous 
Fiscal Plan, and a primary surplus of 
$8.0 billion between fiscal years 2020 
and 2032, less than the $23.0 billion 
previously projected.

 – Establishes five priorities for the 
government (see Part III of Fiscal 
Plan).

 – Proposes an investment plan of $6.0 
billion between fiscal years 2020 and 
2025 (since fiscal year 2020 is about 
to end, it would be staring incoming 
fiscal year 2021). The investment 
plan will center on investment in 
health facilities, public education, 
public security, technology (greater 
access to Internet and broadband, 
and training), and investments to 
accelerate the reconstruction efforts 
post-María. For which $750.0 million 
are assigned in operational capital.

 – Proposes a study to be commissioned 
by the FOMB for the private and public 
sectors to define a comprehensive 
plan to reactivate the manufacturing 
sector.

 – Projects that the economy will 
contract by 4.0% in current fiscal 
2020, and a recovery of 0.5% in fiscal 
2021, supported by the federal funds 
related to COVID-19, post-María, and 
earthquakes. The forecasts differ from 
those presented by the government 
in their fiscal plan on May 3rd.

 – The “respite” provided by the 
certified fiscal plan, though useful, 
is temporary, as the restructuring 
measures and reductions in spending 
will be reactivated in fiscal 2022.

COVID-19: Labor Market Impact 
The impact of COVID-19 on the labor market 
was immediate. New unemployment insurance 
claims reached 287,646 since the beginning of 
the lockdown, from 13,217 for the same period 

TABLE 2:

UNEMPLOYMENT RISK BY SECTOR

last year. After peaking on April 4th, new claims 
have been trending downward, to 7,139 by 
the week beginning May 30th. New claims are 
expected to slow down further, as economic 
activity gradually recovers. Nevertheless, the 
number of unemployed will continue to be 
high.  Graphs 1 and 2, and Tables 1, 2 and 3 
present statistical information related to the 
labor market.

In April ,  nonfarm salaried employment 
decreased 10.0% y/y, and 11.0% from March. 
Private employment fell 13.2% y/y and 14.% 

from previous month, reflecting significant 
job losses. Sectors with the largest declines 
were construction, accommodation and food 
services, and retail trade.

Even after the COVID-19 pandemic is 
ameliorated, many sectors in the economy 
will not recover to pre-pandemic employment 
levels in the short and medium terms. An 
estimated 100,000 jobs will be lost permanently 
due to several factors, particularly the use of 
technology to substitute labor. Jobs with the 
highest risk of being lost are precisely those 
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that are more susceptible of being substituted 
by technology. 

The hardest-hit occupational groups due 
to the Covid-19 crisis are Sales and related 
occupations, Food preparation and serving 
related occupations, Transportation and 
material moving occupations and building and 
grounds maintenance occupations.

Nearly 370,000 people, or 38.6% of employment, 
are at high risk of unemployment. 

The estimated job losses clearly have pushed 
the unemployment rate way above its level of 
8.8% in February, prior to the emergency period.

COVID-19: Emergency Stimulus 
Funds

In March 2020, an economic stimulus package 
of $8.3 billion was approved by Congress, from 
which $1.05 billion (or 12.7%) went to state and 
local efforts. After President Trump declared a 
national emergency, another $50 billion were 
made available through the Stafford Act. 

Later, the Coronavirus Aid, Relief, and Economic 
Security (“CARES”) Act, an unprecedented $2.2 
trillion relief package, was signed to mitigate the 
increasing negative economic outcomes of the 
pandemic. It comprised support to state and 
territories, additional unemployment insurance 
benefits, and direct individual payments, among 
other incentives or payments. 

In April, the Paycheck Protection Program (PPP) 
and Healthcare Enhancement Act was signed, 
as an extension of the CARES Act, as additional 
aid to small businesses, healthcare providers, 
and COVID-19 testing.  

By the end of March, Puerto Rico’s government 
introduced a stimulus package of $787 million, 
approved by the FOMB. Around 43% of the local 
package is expected to be reimbursed through 
the CARES Act. 

It is estimated that Puerto Rico could be 
receiving a grand total of $14.8 billion from both 
stimulus packages. As of early June, more than 
$1.0 billion of PPP funding has been granted 
in Puerto Rico, plus $1.1 billion of the federal 
$1,200 stimulus checks has been disbursed 
to individuals, and $165.0 million of Pandemic 
Unemployment Assistance (PUA) funds. 
Additional funds from these programs are still 
in the pipeline (see Tables 4 and 5).

Economic Impact of COVID-19 
On Puerto Rico

Estudios Técnicos, Inc. estimated the preliminary 
economic impact of Covid-19 in Puerto Rico for 
this year, based upon fiscal and economic 
indicators up to May 18th (see Table 6).

TABLE 3:

DISTRIBUTION OF EMPLOYMENT AT RISK BY OCCUPATIONS

TABLE 4:

ESTIMATED COVID-RELATED FEDERAL FUNDS ALLOCATED TO PUERTO RICO
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EXHIBIT 9: ESTIMATED COVID-19-RELATED FEDERAL FUNDS ALLOCATED TO 
PUERTO RICO  

 

In addition to the federal stimulus package, the Puerto Rico Government, with the support of 
the Oversight Board, announced a package of direct assistance to workers and businesses 
amounting to approximately $787 million, as shown in Exhibit 10, of which $500 million was 
incremental new spending (made available via a special appropriation), $131 million was for 
education related materials through existing federally-funded government contracts, and $157 
million was reapportioned within the FY2020 Commonwealth General Fund budget. The 
budget for this Emergency Measures Support Package was certified by the Oversight Board on 
April 2, 2020. It is assumed in this 2020 Fiscal Plan that approximately $336 million of this 
aid package may be eligible for reimbursement from the $2.2 billion of funding allocated to 
Puerto Rico under the CARES Act. 

Source:  FOMB (2020). Certified 2020 Fiscal Plan for Puerto Rico (May 27, 2020). P. 34. 
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TABLE 5:

PUERTO RICO EMERGENCY MEASURES SUPPORT PACKAGE PROVISION
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EXHIBIT 10: PUERTO RICO EMERGENCY MEASURES SUPPORT PACKAGE 
PROVISIONS  

 

These funds will play an essential role in helping to mitigate the unprecedented economic 
damage from the sudden economic shock caused by the pandemic.  

The 2020 Fiscal Plan incorporates the combined effect of federal and local economic support 
in three ways. First, certain types of funding intended to prevent revenue and job loss are 
assumed to mitigate what otherwise would have been even higher unemployment and revenue 
loss had those funds not been provided. These funds are implicitly reflected in the 2020 Fiscal 
Plan because, without them, the income loss estimates would have been larger. The federal 
Paycheck Protection Program, which is designed to encourage businesses to keep employees 
on the payroll, is one example of this type of funding  

The second type of funds are those administered through economic support programs 
designed to provide income support directly from the federal or local government. Examples 
include unemployment benefits, economic impact payments, and direct payments to small 
businesses and self-employed.  

Finally, for government expenditures and programs funded by federal and local economic 
support programs, the 2020 Fiscal Plan uses the same approach as it does in estimating the 
pass-through of these expenditures to Puerto Rico as has been used for other types of 
economic stimulus funding such as disaster-recovery spending. Specific pass-through rates 
used on this funding are detailed below: 

■ A 23.5% pass-through rate is applied to spending on government programs and services. 
Examples include funding for law enforcement and the National Guard in Puerto Rico.  

■ A 5.5% pass-through rate is assumed for funding that is primarily directed to acquisition 
of goods that will predominantly be sourced off-Island. This funding impacts the Puerto 

Source: FOMB (2020). Certified 2020 Fiscal Plan for Puerto Rico (May 27, 2020). P. 35. 

Net impact on output based upon the demand-
side shocks was $20.9 billion, which was 
offset by the $10.1 billion in economic impact 
produced by external funding. 

This results in a total net impact of $10.8 billion, 
with the inflows of federal and local stimulus 
funds mitigating the negative impact (see 
Table 6).

Post- Maria Hurricane Funds
According to the most recent information, 
31.3% of the $49.1 billion allocated to Puerto 
Rico for disaster funds ($15.4 billion) have been 
disbursed. Of the CDBG-Funds, which account 
for 41% of the total, only $1.0 billion have been 
disbursed.  The process, though, has continued, 
with additional funds from FEMA and other 
sources being approved.

The FOMB revised its previous estimates and 
flows of the disaster relief funding. The surge in 
disbursements of CDBG-DR funds was moved 
to fiscal years 2023– 2024, extending through 
2032. We have considered this new schedule 
in our revised projections. (see Table 9).

Forecast Assumptions
• The forecast period spans fiscal years 2020 

through 2023. The estimates incorporate 
revised GNP data for fiscal years 2017 thru 
2019, and several key assumptions.

• Two factors are key: One, the disbursement 
of COVID-19-related funding, including the 
local stimulus enacted on March 23rd; and 
two, the CDBG-DR funds, whose greater 
impact has moved now from  fiscal 2021 
to fiscal years 2022 and beyond.

• Forecast assumptions for reconstruction 
Federal Funding and inflation:

• Allocation and timeline assumptions were 
made in order to distribute these external 
impacts across variables.

• Total COVID-19 funding (Federal and local) 
is estimated at $10.8 billion ($10 billion 
federal, $800 million local). These funds 
mitigate the losses and impacts on the 
overall economy in fiscals 2020 and 2021.

• It is important to stress the unprecedented 
nature of the current fiscal period (2019-
2023). There are no observed years that 
serve as a historical precedent to what 
happened since fiscal 2018. As such, our 
baseline forecasts represent an outlier 
with respect to the overall distribution of 
historical data.

TABLE 6:

DIRECT ECONOMIC IMPACT (IN MILLIONS OF $ OF ECONOMIC OUTPUT)
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Forecast
Negative growth in fiscal 2020, in view of the 
latest indicators, as well as losing a significant 
portion of output in the last quarter of fiscal 
2020.

Significant stimulus spending as well as 
continuation of the recovery process is 
expected to absorb most of the remaining 
COVID-19 impact in fiscal 2021, resulting in 
modest growth of 1.7%.

Boosts in construction investment, as well as 
disappearance of the coronavirus shock, are 
expected to reflect in significant growth for 
fiscals 2022 and 2023.

Growth accelerates in 2022 and 2023, led by 
an increase in investment in construction, as 
the greater disbursements of CDBG-DR funds 
takes place, and an improvement in the labor 
market is expected (see Graph 3 and Table 7).

GRAPH 3:

REAL GNP GROWTH

TABLE 7:

REAL GNP GROWTH: HISTORIC AND FORECASTS
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Forecast Downside Risks
• The impact of COVID-19 extends into 

December 2020.

• Recovery of employment is less than 
expected at the end of 2020 and in 2021. 

 – We st i l l  assume that salar ied 
employment would not achieve pre-
COVID-19 levels of February 2020 
until the first semester of 2021.

Continued on page 8

TABLE 8:

PROJECTED PRIVATE AND PUBLIC DISASTER RELIEF FUNDING ROLL OUT
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EXHIBIT 8: PROJECTED PRIVATE AND PUBLIC DISASTER RELIEF FUNDING ROLL OUT 

 

The major sources of disaster relief funding are detailed below: 

■ FEMA Disaster Relief Fund: FEMA provides Individual Assistance to individuals and 
families who have sustained uncovered losses due to disasters. FEMA also provides Public 
Assistance to state and local governments and certain types of private not-for-profits for 
debris removal, emergency protective measures, and permanent repair to damaged or 
destroyed infrastructure. Through both its Public Assistance Program and Hazard 
Mitigation Grant Program, FEMA funds projects to reduce or eliminate long-term risks to 
people or property from future disasters.14  

■ HUD Community Development Block Grant - Disaster Recovery (CDBG-DR): 
HUD provides CDBG-DR funding that can be used for assistance to individuals, 
businesses, state agencies, non-profit organizations, and economic development agencies. 
Funds are to be used in the most impacted and distressed areas for disaster relief, long-
term recovery, restoration of infrastructure, housing assistance, and economic 
revitalization. The 2020 Fiscal Plan assumes, based on the supplemental appropriation 
included in the Bipartisan Budget Act of 2018, that ~$2 billion will be used to repair the 
Island’s electric infrastructure and ~$2.4 billion will be used to cover cost-share for the 
Commonwealth and its instrumentalities.15 

■ Private insurance funding: Large personal property and casualty losses have been 
incurred in the aftermath of Hurricane Maria. An analysis of data from the Office of the 
Insurance Commissioner of Puerto Rico, adjusted for self-insured and other types of 

 
14  The 2020 Fiscal Plan does not attribute economic impact to FEMA’s Administrative funding, which is used for FEMA’s 

personnel (primarily outside of Puerto Rico), travel, and other internal costs 
15   As per the Puerto Rico Disaster Recovery Action Plan, April 2020, “the cost share matching requirements of many of these 

[FEMA] programs create a financial burden on subrecipients that will dramatically hinder the recovery process without 
supplemental funding. To substantially reduce this burden, PRDOH intends to leverage CDBG-DR to meet these matching 
fund requirements…” 

Source: Certified Fiscal Plan, May 2020

• Disbursement and investment of CDBG-
DR funds lower than assumed for fiscal 
years 2022 and 2023.

• The recession in the US continues and 
deepens in the first half of 2021, which 
would impact the manufacturing sector in 
the mainland and potentially new orders 
for PR.

• A surge in bankruptcies and home 
foreclosures, during the second half of this 
year and first half of calendar 2021.

• Resumption of the measures in the fiscal 
plan, postponed in the certified fiscal plan 
of 2020 until fiscal 2022.

• Additional natural phenomena that could 
impact fiscal 2021 and 2022.
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Forecast Key Assumptions
GNP (all components)

 – First year of impact (2020) will have 50% of the totality of the shock from COVID-19. 39.2% will be in fiscal 2021, and the remainder will decay for the 
remaining years.

 – A net economic impact of $11 billion in output was used as the basis for ascribing impacts over time. This represents a 40% growth over initial impact 
estimates ($7 billion) due to extended lockdown periods and additional restrictions.

 Personal Consumption Expenditures
 – 51.2% of CARES-Related Federal Funding, and 25% of Recovery-Related Federal Funding, will impact consumption.

 – Internal 1% growth in Consumption for fiscals 2020 - 2023

 Public Construction Investment
 – 90% of planned construction investment in the last quarter of fiscal 2020 and 50% of planned construction investment in the first quarter of fiscal 

2021 will not materialize.

 – Approximately 20% of Recovery-Related Federal Funding will impact this segment of investment throughout the period.

Private Construction Investment
 – 90% of planned construction investment in the last quarter of fiscal 2020 and 50% of planned construction investment in the first quarter of fiscal 

2021 will not materialize.

 – Approximately 18% of Recovery-Related Federal Funding will impact this segment of investment throughout the period.

Government Expenditures
 – Government Expenditures should increase by approximately $1.1 billion in response to the Covid-19 crisis during fiscals 2020 and 2021 ($647.4 billion in 

2020, $507.9 billion in 2021). Approximately 25.2% of CARES-Related Federal Funding will directly impact government expenditures.
 – Internal growth rate of 1% in government expenditures, plus additional external funding allocated to government expenditures.

 – Resuming of Fiscal Plan structural reforms from fiscal 2022 onwards.

Exports & Imports
 – Exports should be impacted negatively throughout fiscals 2020 and the first quarter of fiscal 2021, but should rebound in light of stronger internal 

growth, which progresses up to 2.5% by fiscal 2023. The opening of the economy, plus the progressive elimination of trade and sanitary restrictions, 
are the main drivers behind this supposition.

 – Imports should be impacted negatively throughout fiscal 2020 and the first quarter of fiscal 2021, but recover in light of progressively stronger internal 
growth, reaching 2.5% by fiscal 2023. Increases in internal demand, combined with the weakening of trade and sanitary restrictions, are the main drivers 
behind this assumption.

TABLE 9:

DISTRIBUTION OF CDBG-DR FUNDS


