
on that promise is a very different 
thing.”

“Legislative bills are just torsos; 
none of them have a single source of 
fi nancing or a plan or strategy for its 
implementation. As long as we keep 
thinking that way, issues will remain 
unsolved.”

“Defi nitively, there hasn’t been 
much progress in a year. Strong 
dependence on federal funding and 
fragmentation of lobbying efforts in 
Washington continues to be at the 
top of our list of problems.”

“Patients abusing the public health 
system with excessive visits to the 
emergency room, doctors and am-
bulance use, among others, are what 
have put the system in its current 
state; it’s why we need to educate 
patients and hold them responsible 
for their own health, focusing on pre-
vention rather than treatment.”

“Most of the industry’s issues date 
back to 1992, when Health Reform 
started off on the wrong foot making 
people believe the system could keep 
expanding forever.”

“We have to face the government 
and push it to do what needs to be 
done…with this administration and 
those to come.”

“Part of the issues the health in-
dustry is facing today is a result of 
the government’s lack of stability,” 
said one roundtable participant, re-
ferring to the multiple administrative 
changes at the Health Department. 

In a year, Puerto Rico went through 
three nominated health secretaries, 
until the Senate fi nally confi rmed Dr. 
Lorenzo González.  

“The government needs to stabilize 
itself and also understand that health, 
although it’s a public concern, is not 
politics.”

NATIONAL HEALTHCARE 
REFORM IN LIMBO

“My biggest concern, which didn’t 
exist last year or before the elections, 
is the Massachusetts election for 
Congress and its effect on the national 
healthcare reform. Regardless of 
multiple heads-up from the private 
sector, the local government doesn’t 
have a plan B. They never developed 
it and they’re not ready.”

“We were counting on $500 
million to $1 billion that Puerto Rico 
was supposed to receive; that’s still 
in the air, pending. And there’s no 

plan B. My suggestion is that we 
should operate as if that money will 
never make it here.”

“Whether we like it or not, Puerto 
Rico is very different from the U.S. 
and it has been a mistake of this 
administration to go blindly after the 
Obama healthcare reform plan.”

“Sticking to the federal health re-

form doesn’t attack Puerto Rico’s ba-
sic health problems. For example, the 
growing elderly population, which is 
more of a problem here than it is in 
the mainland U.S. If unattended, that 
alone will continue worsening the al-
ready deteriorated panorama of health 
services in Puerto Rico. And what are 
we doing about it? Zero, nothing.”

“Puerto Rico’s health system is 
among the least expensive in the 
world. A patient in Puerto Rico gets 
medical services for a quarter of the 

price they would pay in the mainland 
U.S.”

“We’re not here to start the sys-
tem anew, so we have to take what’s 
good from our current system and 
improve upon it.” 

“We’re not defending the former 
health system, but we want to 
improve the one we have now.”

“Whoever tells me the local Health 
Reform doesn’t work has not seen 
the U.S. system. Our Health Reform 
is not perfect, but sometimes we have 
short-term memory.”

“We had a structured plan with a 
clear, step-by-step strategy that was 
starting to happen. Industry parts 
were starting to meet and we were 
en route to reach consensus when all 
leadership changes happened and the 
plan fell through.”

“It was a good plan that could have 

had positive results, but it was aban-
doned. What’s worse is that it’s not too 
diffi cult or too late to return to it, but 
no one has moved in that direction.”

“To compensate for a lack of 
leadership in the industry, the 
legislative branch has taken on that 
role. The executive branch lacks 
people with the kind of vision needed 
to exert that leadership.”

“It’s not like we don’t recognize 
the good in our system, but we need 
to do something about the legislative 
branch because their ideas are 
measured in terms of votes and not 
of people’s well-being.”

“This entire situation is a refl ection 
of everyone’s frustrations. There 
doesn’t seem to be a light at the end 
of the tunnel.”

“I think it’s a cultural thing, like the 
paternalism created in Puerto Rico. 
That’s why there are talks about 
expanding Health Reform services. 
We have raised a segment of the 
population to depend exclusively on 
this model. How is it justifi able that 
a family lives 20-something years 
in the same place, with the goal of 
leaving that place to their children 
instead of teaching them to aim 
higher, to work for a better future?”

“I’d say there’s an education 

Continued from previous page
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CB health roundtable participants are still concerned over the same issues as in 2008 
and think money is not the only solution.

“We have to face the government and 
push it to do what needs to be done…

with this administration and those to come.”

BY CARLOS MÁRQUEZ 
cmarquez@caribbeanbusinesspr.com

A year after Gov. Luis Fortuño 
and his team took power, rep-
resentatives from the private 

sector feel the administration has 
failed to adequately address Puerto 
Rico’s battered economy, which 
is in the midst of a fourth year of 
recession.

The CARIBBEAN BUSINESS 
Private-Sector Roundtable members 
understand Fortuño inherited a 
cash and credit crunch but believe 

that, in addition to trying to fi x 
the government’s fi scal woes, 
other areas should have been 
addressed with more urgency and 
effectiveness.

CARIBBEAN BUSINESS’ 
Private-Sector Platforms were 
submitted to all political parties in 
2007 and 2008 prior to the elections 
urging action and airing concerns on 
a host of issues. 

At the top of the list was a call for 
the winner of the November 2008 
general election to make the ailing 
island economy the No. 1 priority.

Although the 2010 roundtable 
members have noted positive 
changes in high-level government 
attitudes and public policy toward 
the private sector, the structural 
framework of the government still 
impedes economic development, 
they agreed.

“The ideas and the intention are 
there but so far the execution and 
implementation has been very poor,” 
one roundtable member said.

“Most of the things and recom-
mendations that we proposed in the 
2007 Private-Sector Platform can 

be repeated here with very little 
change,” another roundtable mem-
ber said.

The roundtable members cited 
the importance of improving the 
perception of Puerto Rico to win 
back the trust of the private sector 
and investors.

“The government has failed to 
regain the confi dence of the private 
sector, improve the potential of 
return on investment and improve 
the conditions not only of the lower 

More urgency and effectiveness is
required to get economy growing

Puerto Rico needs economic action and it should be 
the administration’s No. 1 priority

Continued on next page 

Members of this year’s roundtable on the economy included, from left, Jorge Galliano, president of Gatsby and 
the Puerto Rico Chamber of Commerce; Josen Rossi, president of Aireko Enterprises and of the Puerto Rico Manufacturers Association; 

William Riefkohl, executive vice president, Puerto Rico Manufacturers Association; Federico Stubbe, president of Prisa Development; José Joaquín Villamil, 
chairman & CEO of Estudios Técnicos Inc. and board chairman of BBVA Puerto Rico; Jaime Morgan Stubbe, president of Palmas Del Mar Real Estate; 

Ignacio Veloz, president of Inmobiliaria Neutro Servicio and president-elect of the United Retailers Association; Carlos Pesquera, president of PG 
Engineering Solutions; and Miguel Sabater, president, Bird Construction 
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and the middle classes but also of the 
investment climate. There are a lot of 
words and public relations, but scant 
results so far.”

“Puerto Rico needs economic ac-
tion. We must improve our com-
petitiveness. Puerto Rico’s economy 
can’t even grow at a pace needed 
to sustain its population. A massive 
program to develop a sense of com-
petitiveness must be designed and 
implemented.”

Fortuño has promoted, as 
recommended in the CARIBBEAN 
BUSINESS Private-Sector Platform, 
a clear pro-investment public policy, 
the panelists conceded. However, 
they graded his administration at 
4.3 out of a potential 10 on its 
handling of the general economy 
so far.

“Compared with past years, the 
government’s work is more than 
satisfactory. What is happening 
is that the challenges of 2009 and 
2010 require much more. So in 
light of the challenges that we have, 
the government’s work is less than 
satisfactory.”

On the positive side, the roundtable 
members said, the permits law 
has been revamped, the closing 
law amended and a public-private 
partnership law enacted.

“On the positive side a new law 
was approved to streamline and 
accelerate the permits process. It 
is supposed to end the government 
permit nightmare that takes years 
and millions of dollars to navigate to 
obtain the permits required even for 
the simplest project. It is supposed 
to provide certainty to the permitting 
process but we will still have to wait 
to see how it works.”

“Even if you get the permits, 
who is going to build now? Where 
is the market and where is the 
fi nancing?”

Even with the permits overhaul, 
there are more obstacles to economic 
development and doing business in 
Puerto Rico that need to be cleared, 
the panelists said.

“Puerto Rico still needs very 
badly to address the obsolete labor 
legislation and a new energy law.”

“Tax incentives are helpful, but to 
be competitive other considerations 
are essential to attract investment. 
Tax incentives are of no value if a 
business is not profi table. We must 

raise productivity and make Puerto 
Rico user friendly and measure 
performance.” 

“We have said don’t increase taxes, 
don’t impose new ones. But the 
government has dedicated itself to 
increasing taxes or fees wherever it 
can. They say it is only temporary, 
but there is defi nitely an attitude of 
increasing taxes and costs beyond 
the urgency needed to fi x the critical 
fi scal situation the administration 
found when they took over the 
government.” 

“Lower and fair taxes would 
increase government revenue, make 
the island more competitive and 
ignite economic growth and job 
creation.”

“What we are doing to correct the 
errors that date back more than a 
decade, at the slow speed that we 
are doing it, is not going to convince 
foreign capital to come or local 
capital to invest or stay.” 

“The bottom line is that costs of 
doing business keep increasing at a 
higher rate than sales, particularly 
energy and labor costs.” 

LOCAL CONTRACTS, 
GLOBAL STANDARDS

“We have to realize that the Puerto 
Rico government is ineffi cient, 

not very innovative and obsolete. 
Puerto Rico keeps giving contracts 
only to friends with outmoded 
hiring methods. It is important to 
insert ourselves into performance 
contracting. It forces you into a 
solution of planning, fi nancing, 
design and construction. But local 
contractors must realize that our 
industry needs global standards.” 

“Our challenge is to explain the 
importance of using local talent and 
not to look for outside resources when 
they can be supplied locally. The 

government does not understand this. 
The local market needs to participate 
in all available local opportunities so 
that the money earned will further 
impact the local economy and not 
fl ow outside. This is more important 
now than ever.” 

“Puerto Rico suffers from a colonial 
syndrome; if you don’t bring a big 

name from outside and hide behind 
it you don’t get the big government 
contract. We have a local image issue 
here that we aren’t good enough, and 
we created that image ourselves.”  

“We need to create an entity 
sponsored by a group of local 
companies and investors that gives 
permanence and continuity to these 
issues.”

PUT FEDERAL FUNDS TO WORK
“Federal funds are currently the prize 

of all the jurisdictions in the U.S. We 

should not feel inferior. The action is 
now in Washington D.C. and we can’t 
leave this to the government sector, to 
our one representative to undertake 
this effort alone. He can’t possibly 
deal with hundreds of government 
agencies and more than 500 members 
of Congress by himself.”

“The private sector in Puerto 

Rico has more credibility and more 
probability of success than the 
voice of only one person fi ghting 
for this. Without any guilt, we have 
to understand that this is where the 
money is today to create jobs. Now is 
the moment to do it. The environment 
might change a year from now, and 
then this might not be the forum.” 

“The government has its limits, but 
it has to knock on President Barack 
Obama’s door to let him know that 
this U.S. territory in the south will 

Continued from previous page
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Miguel Sabater, 
president,

 Bird Construction 

Manuel A. Casiano, chairman of the 
board, Casiano Communications Inc. and 

publisher & editor in chief,
CARIBBEAN BUSINESS 

“We have to realize that the Puerto Rico government is ineffi cient, 
not very innovative and obsolete. Puerto Rico keeps giving 

contracts only to friends with outmoded hiring methods. 
It is important to insert ourselves into performance contracting. 
It forces you into a solution of planning, fi nancing, design and 

construction. But local contractors must realize that our 
industry needs global standards.”

BY GINA M. HERNÁNDEZ
gina@caribbeanbusinesspr.com

Little has changed since 2008. 
Skyrocketing costs, Medicare 
reimbursement disparity, pro-

fessional exodus, lack of preventive 
health education and government 
overregulation continue to affl ict the 
island’s healthcare industry. 

That was the conclusion reached 
by roundtable participants, who 
represented most sectors of the 
industry. 

“The private-sector platform 
published by CARIBBEAN 
BUSINESS (CB Jan. 24, 2008, 
Dec. 4, 2008) was very specifi c. It 
discussed the root of health issues 
on the island, proposed specifi c 
solutions and detailed how to 
develop and implement them. 
Unfortunately, its a year later under 
the new administration and I have 
to say that nothing has been done; 
we still have the same issues,” said 
one roundtable participant. The rest 
agreed. 

“Basic things such as changing 
health-plan designs have not hap-
pened. On the contrary, legislators 
keep talking about stricter regulation 
for the industry. What is the plan in 
terms of public policy regarding 
health? Where are we headed? The 
government has said little, if any-
thing, about it.”

“Our demographics are changing 
and we need to understand those 
changes to be able to deal with them 
in the best way possible. Birthrates 
are decreasing and the elderly 

population is growing, yet we lack 
the tools we need to prepare and 
handle those issues.” 

“The lack of education of our law-
makers is astonishing. With a system 
that’s hanging by a thread they dis-
cuss expanding Health Reform to in-
clude chiropractic services and acu-
puncture. Not one legislature com-
mittee chairman is a physician…it’s 
very easy to offer castles in the sand 
to your constituents, but delivering 
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Puerto Rico’s healthcare 
system is gravely ill

Continued on next page 

Conditions continue deteriorating as no action 
is taken to relieve its affl ictions

Health roundtable participants, from left: Alfredo Volckers, Dr. Raúl Armstrong, Dr. Jaime Rivera Dueño, Ramón Ruiz Comas, 
Jaime Plá Cortés, Dr. Aida Blasini, CPA Julio Galíndez, Dr. Rolance G. Chavier, Julio Juliá and Joaquín Rodríguez



with a thousand deductions that are 
useless to most wage earners. And 
then we don’t assign suffi cient funds 
to the Treasury Department to do its 
audit function.

“We imposed the IVU, but did 
not provide the machines so that 
merchants could collect it and 
the Treasury could monitor the 
collections automatically.”

“The tax system cannot be overly 
complicated; it has to be simple. 
The tax evader who does not report 
income is still a consumer. Reduce 
tax rates to the minimum and collect 
taxes through consumption and the 
property tax.”

“Since the concept of tax reform 
was good, the private sector 
supported the government’s decision 
to implement the IVU, trusting 
its promise that it would reduce 
expenditures. The government 
expenses being reduced now are 
the ones that should have been 
brought down when the IVU was 
implemented. What the private 
sector needs to realize is that it fell 
into a trap. Now we have a governor 
carrying a guilt that is not his and 
that makes things more diffi cult.”

“Last year, 1.05 million tax re-
turns were fi led. Of those, 25,700, 
or 2%, were from individuals earn-
ing in excess of $100,000. From 
those 25,700 tax returns, the Trea-
sury Department collected $2.8 
billion, or 44%, of the total. Close 

to 90% of those 25,700 fi lers were 
wage earners.”

“The island’s informal economy 
is said to total $10.6 billion. Justice 
has many angles, but all Treasury 
has to do is collect from the tax 
evaders and lower the taxes to those 
individuals who have been paying 
all these years. Don’t keep imposing 
taxes on them. But if you do, don’t 
tax their property, which represents 
80% of their assets.”

“The tax system of Puerto Rico 
was designed to favor real estate 
properties. And that’s a problem, 
because the market has been distorted 
by the government. If we’re going 
to distort the market, let’s distort it 
so that people can become rich, but 
don’t tax their wealth. Puerto Rico 
should be the place where people 
go to get rich and use their wealth 
to establish factories and businesses 
to create jobs. That is what needs to 
be incentivized with whatever tax 
system that is proposed.”

“We’re clear that the situation is 
diffi cult and the government needs 
to bring expenses down. But to do it 
is extremely diffi cult.”

SLASHING INCOME 
TAXES SEEN AS KEY

“If you want to change the 
discussion, you need to lower taxes 
drastically.

If you bring change where you 
begin to say the income tax has been 
eliminated, you suddenly change the 
tone of the discussion and people 

will forget about the other things. 
Obviously, we need to do the 
numbers to see if it’s possible given 
the current reality. I would prefer a 
zero tax to a low tax, but don’t know 
if we can do it now.”

“In the stabilization period we are 
in, it is more diffi cult to get the ball 
rolling. Once the tax reform is done, 
you then can eliminate the income 
tax.”

“In Puerto Rico there has never 
been a real tax reform; we’ve only 
made patches to the system. The 
tax reform to be implemented has 
to stop penalizing those that already 
pay their fair share and should begin 

to tax the evaders.”
“I’m not sure we’re ready for a 

zero tax, but at least that should be 
the short-term goal for individual 
fi lers who are feeling the brunt of 
everything. But certainly the income 
tax rate should be lower.”

“With the progressive individual 
and corporate tax rates we have, 
there’s no way Puerto Rico can be 
competitive.”

“Our main asset is knowledge and 
what we need to export is knowl-
edge. Since the turnaround we expe-
rienced in the 1980s, we might not 
have increased our per capita income 
but we have been gaining knowl-
edge, and that’s what we should be 
exporting.”

“TREASURY DEPARTMENT 
STATISTICS ARE TOTALLY 

MISLEADING.”
“We need to improve tax-collection 

oversight. If we don’t move on the 
IVU front to get the machines to cap-
ture the IVU, we won’t be going any-
where. We must require all merchants 
to use the machine.”

“We must have a strategic plan to 
identify what we want to do, and then 
identify the obstacles. The next step 
is to get the ball rolling. Once the ball 
is rolling, then we can implement the 
strategic plan. Since we have elections 
every four years, you cannot plan for 
more than two years.”

“What we need to have here is a fl at 
tax for individuals and to eliminate 
most of the tax exemptions.” �
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“We imposed 
the IVU, but did not 
provide the machines 

so that merchants 
could collect it 

and the Treasury 
could monitor
 the collections 
automatically.”

become another Haiti quickly if we 
don’t do something about it. We 
need federal help. We don’t have a 
money-making machine.”

“Out of $6.4 billion in ARRA 
(American Reinvestment & Recovery 
Act) funds committed to Puerto Rico, 
only about 22% has been disbursed 
into the economy and Puerto Rico 
can’t afford that luxury.”

SOBERING ECONOMIC 
GROWTH PROJECTIONS 

The economy contracted 3.7% in 
Fiscal 2009 after initial projections 
of a 5% contraction. Economic 
indicators continued to contract 
during the fi rst half of fi scal 2010 
(July 1, 2009 to December 31, 2009). 
All major indicators continue to 
deteriorate although there has been 
a leveling off in the rate of decline.

“Nevertheless, the unemployment 
rate continues to increase while 
the workforce participation rate 
decreases.”

“More than half of the able work- 
force is not actively producing. In-
stead, they depend on a welfare sys-
tem. The situation is critical. The 
participation rate hovers around 42% 
vs. 60% in the mainland U.S. If ev-
eryone who wanted to work either 
applied  for a job or for unemploy-
ment compensation, our unemploy-
ment rate would be close to 35%. 
The unemployment rate during the 
Great Depression was 25% in the 
U.S. This situation has not been 
addressed.” 

“We must motivate entrepreneur-
ship and innovation. Puerto Rico 
must get its people out of the mo-
rass, the stagnation, the dullness and 
the productive inactivity in which 
most are living. The entrepreneurial 
spirit and the capacity to work and 
innovate must be motivated; work 
culture and ethics must be improved. 
It all starts with good government, 
streamlined procedures and the ease 
of doing business.”

“A further contraction between 
1% and 2% is expected for FY ’10. 
Finally, modest economic growth of 
1.2% is projected for FY ’11. Puerto 
Rico needs to grow more than 6% a 
year to gain ground, which has not 
happened since the administration of 
Gov. Luis Ferré in the late 1960s.”

The present administration hopes 
for a sustainable growth of 3% 

after FY ’12 according to Govern-
ment Development Bank (GDB) 
documents.

“That will not be enough.” 
“This decade, the annual rate of 

growth will be 0%. This is the fi rst 
decade that the gross product (GP) 
per capita will be lower at the end of 
the decade than when it started.”  

“FY ’12 presents a big challenge 
when the federal stimulus package 
(ARRA) runs out, meaning that the 
local government must have major 
investment projects in the pipeline 
and economic development plans 
in place to promote economic 
development and growth.”  

EVOLVING TO LURE 
VITAL INVESTMENT 

“The fi rst challenge to fi x the 
economy is to increase investment 
in the short term; to create jobs 
and promote growth. If there 
is no investment, there is no 
growth. Investment represented 
approximately 28% of the island 
GP 20 years ago, today it is less 
than 17%. That is a big drop. An 
economy does not grow at that 
level of investment. As a frame of 
reference, Singapore is at 28%, and 
Ireland is at 27%.”

“With no money or credit the 
government must rely on public-
private partnerships (PPPs) for 
infrastructure investment.” 

“The economy can be maintained 
through consumption; it devel-
ops through investments. Our fi rst 
challenge is to increase productive 
investments.”

“For a long time the recurrent theme 
has been how to recuperate our capac-
ity to compete and bring investment 
to Puerto Rico. We have had a hor-
rible time in restructuring ourselves 
to be productive and competitive. The 
problem is how we organize ourselves 
to get out the uncompetitive morass 
that impedes our growth.” 

“The traditional structures of gov-
ernment and our companies have 
really not changed. The key now is 
how we transform government and 

our organizations to attack the local 
problems.” 

“We don’t come together because 
we think it does not directly affect 
our industry, but if we don’t, we are 
all going to fail. There lies the fault 
in most of us.”

“The government can’t solve the 
problems we have in Puerto Rico. 
We need people who are strong 
enough to break political, social and 
image obstacles. Our challenge is to 
organize ourselves. We talk about it, 
but we need to produce, we need to 
create deals, we need to move the 
money. Our challenge is how to get 
companies to reorganize to have the 
strength to compete locally and glob-

ally. The past few years have proven 
that the government administration 
alone is incapable of doing it.” 

“It is essential to motivate the 
traditional productive sectors of 
the island—the entities, fi rms and 
families that traditionally have had 
the productive leadership of Puerto 
Rico—to have trust in Puerto Rico 
to invest again.”

CAPITAL EROSION CONTINUES 
“Lack of confi dence in the long-

term prospects for the island economy 
continues to cause local investors to 
put their money not in Puerto Rico, 
but elsewhere. That is a threat to the 
development of local capital and 
the ability to attract capital from the 
outside.” 

“Without capital the economy 
can’t grow. Puerto Rico needs more 
capital to grow; otherwise stagnation 
will continue. Capital is essential 
to provide jobs, infrastructure and 
adequate living standards.” 

“Without capital investment there 
will be no job opportunities. The 
government can’t collect taxes from 
the unemployed and businesses that 
are struggling just to break even and 

have to keep cutting costs and laying 
off employees. With the highest 
corporate tax rate in the world, Puerto 
Rico’s economy is increasingly 
unable to attract investment capital. 
Up to now nothing has been done to 
address the issue.”

“Net-worth loss in the capitalization 
of local banks has been more than 
$20 billion over the past fi ve years. 
It will take years for investors to get 
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Puerto Rico Chamber of Commerce

“With no money or credit the government must rely on public-private 
partnerships (PPPs) for infrastructure investment.”
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that money back, if ever. We have 
beaten the people down with 30 
years of ineffi cient public policy.”

“We have to look for fresh capital. 
Out of eight publicly traded local 
banks, three have cease and desist 
orders from the Federal Deposit 
Insurance Corp. (FDIC). No local 
bank has the capacity to absorb 
these. Among its top priorities, the 
government should be making sure 
we have a healthy banking system. 
The economy can’t move forward 
without it.”  

SHORING UP BANKS 
AND BUILDERS

“One of the biggest problems im-
pacting the economy is the crisis in-
volving the construction sector and 
the banks. It has not been dealt with 
yet.”

“The estimated housing inventory 
is three and a half years. In some 
segments, such as high-priced 
condos and commercial real estate, 
it is up to six or seven years. It will 
drop because the prices will go 
down. But it is a serious problem 
and regulators are being stricter with 
banks in requiring reserves and the 
valuation of collateral.” 

“While the construction situation 
remains unresolved, the capital 
of the banks will continue to be 
affected. Banks will be hampered 
in providing fi nancing, which will 
continue to negatively impact the 
rest of the economy.” 

“The exposure of banks in con-
struction loans is $4 billion and of 
that amount, approximately half is 
nonperforming. We need to generate 
$2 billion to be able to mitigate the 
situation.”

“Banks cannot expect to collect 
100% of the dollar. The solution is a 
concerted effort by the banks, private 
investors and the local and federal 
governments to start addressing 
the situation through some type of 
‘bad bank’ structure. There have 
been talks about it at the local and 
federal level but until the federal 
government seriously moves in there 
is little hope that the issue can be 
adequately addressed as the GDB 
can’t deal with it alone.”

“Saving the Puerto Rico banking 
system must be a top government 
priority.” 

Meanwhile, the glut of high-end 

units is exacerbating the lack of 
social-interest housing, panelists 
indicated.

“There is a very limited inventory 
of social-interest housing and the 
need is huge.”

“Of the cost of a social-interest 
housing unit, almost 30% goes to 
the government coffers in taxes and 
fees. Reduce half of it and you will 
see how feasible it is.” 

“Under the present government fee 
scenario most developers will have 
to wait at least fi ve years for the in-
ventory of other types of housing 
to be absorbed by the market to be 
able to begin building social-interest 
housing.”

“There won’t be new housing 
construction in the middle- and high-
income sectors for the next four or 
fi ve years.” 

GOVERNMENT STRUCTURE STILL 
AN OBSTACLE

“Our major problem continues to be 
the need to improve the institutional 
framework.”

“The institutional framework (the 
laws, regulations and government 
processes) is a major drawback. 
The government has beaten the 
small productive sector of the island 
economy down during 50 years of 
ineffi cient public policy and public 
corporations. This administration 
has tried to correct this but has 
accomplished very little.” 

“We are now going through a 
painful process of reducing the 
amount of government employees. 

The key here is that it really needs 
to work. It needs to be done right. In 
other words, if we are making these 
painful adjustments that impact many 
families, it is necessary for Puerto Rico 
to resolve the problem of an ineffi cient 
government. We should not have to 
go through this and not resolve the 
government ineffi ciency.” 

“Around the world the economy is 
moving toward advanced services 
such as engineering services, 
design services, fi nancial services, 
telecommunications, etc. In Puerto 
Rico, the entities that deal with 
these sectors are regulators, not 
promoters.”  

“The Financial Institutions Com-
missioner’s Offi ce, Insurance Com-
missioner’s Offi ce and the Tele-
communications Regulatory Board 
all regulate; no one promotes. That 
mindset in this sector has to be 
changed to one of promotion and at-
traction of capital and investment.”

Roundtable members cited the 
hundreds of unused government 
properties as a symbol of offi cial 
ineffi ciency and stagnation.

“Where is the priced inventory of 
government-owned land? Where are 
the auctions so that those who want 
to can buy them? If the price needs 
to be lowered, lower the price. If the 
government needs cash, then try to 
sell them. There is very limited effort 
in this regard. They talk about trying, 
but they are really not selling them. 

“Sell the thousands of Puerto Rico 
Industrial Development Company 
(Pridco) properties and 718 school 

buildings that are empty. Nobody 
knows the inventory of properties 
of the Transportation & Public 
Works Department. The Puerto Rico 
Electric Power Authority (Prepa) 
and Puerto Rico Aqueduct & Sewer 
Authority (Prasa) have hundreds of 
properties they don’t need or use. 
Not to mention the obsolete small 
airports around the island that just 
cost money and don’t contribute to 
social or economic development. 

“Neither the land nor the unused 
buildings are contributing anything 
to the government, to society or eco-
nomic development. They just have a 
maintenance cost for the government 
(the taxpayer) or are simply aban-
doned. They could be helpful to the 
viability of many projects.”  

“The Lands Authority is the biggest 
landlord in Puerto Rico. They sell 
land only when they need cash to 
subsidize their activities, not when 
it is best for Puerto Rico. Cities like 
Chicago and Boston have sold land 
for $1 if the development plan is 
right. People here would complain 
about selling a $1 million property 
for $1, but it would create jobs, ignite 
economic activity and give money 
back to the government.”

TIME IS RIPE FOR 
ENERGY SYSTEM OVERHAUL 

“Our energy industry could bring 
foreign investment, help resolve 
environmental issues and address 
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“We’re dealing with a system that 
is no longer manageable even for 
those who manage it.”

“My concern is what can we do with 
the tax system to get out from where 
we are. We have many problems, 
but one of the biggest is the lack of 
liquidity in the system. The banking 
sector is in bad shape and there’s a 
large inventory of commercial loans 
and a few developers about to fall on 
their knees. What can we do to bring 
money locally to ease that?”

“When properties are sold at huge 
markdowns, it disrupts the island’s 
real estate market. The property 
next door loses value. The liquidity 
problem in the banking system and 
among developers is getting worse. 
There’s an excess inventory and real 
estate values have gone down.”

“One way we could solve the 
liquidity problem is to pass a law 
to attract capital funds to purchase 
assets. The way to attract those 
funds is by offering these assets at 
an attractive price. The property 
taxes and other costs from these 
assets need to be lowered to make 
it attractive and cost effi cient. The 
Government Development Bank 
tried to secure TARP (Troubled Asset 
Relief Program) funds to acquire 
the nonperforming loans commonly 
referred to as “toxic assets.” The 
GDB did not get these funds, but 
has the ability to manage the defi cit 
between the bank’s asking price and 
what a willing buyer is willing to pay 
for that inventory and work with it 
to obtain a substantial profi t over a 
period of time.”

“How do you explain that in an 
island with an annual per capita 
income of $14,000, the vast majority 
of the apartments under construction 
had a selling price of $700,000 per 
unit when most people in Puerto 
Rico cannot pay it?”

“The economy is at a standstill. 
Someone needs to step in, as it 
happened in the mainland. The 
private sector is dry; local wealth 
has diminished dramatically. There’s 
no other way to jumpstart the local 
economy than by moving the island’s 
credit and fi nancial system to provide 
credit. Without that active fi nancial 
sector injecting liquidity into the 
system, the local economy is not 
going to improve because there’s 
no absorption of the excess housing 
inventory right now.”

“There’s not enough economic 
activity going on to absorb the 
American Recovery & Reinvestment 
Act (ARRA) funds. The economy 
needs to be shocked with massive 
investment; there’s no other way. 
When are these funds going to be 
put to good use?”

“The wheel of the economy is at 
a standstill and the excess inventory 
situation is part of the problem. 
There’s no credit. One alternative 
would be to grant a tax exemption on 
those unsold properties for the next 
three years because those properties 

are not going to pay anything right 
now anyway. If nothing is done, the 
economy will not improve.”

“In terms of the island’s tax system, 
it should be case studied because 
everything that shouldn’t have been 
done was done. Every time a new tax 
reform proposal, recommendation 
or study comes out, what is actually 
implemented is only a fraction of 
what was originally proposed and 
the end result is detrimental.”

“Our economic situation is dire. 
We are supposedly in a stabilization 
period according to the GDB. The 

government, however, had to reduce 
expenses and raise taxes. But the 
government increased taxes on the 
most affected sector in Puerto Rico, 
which is real estate.”

“The current tax system does not 
work. It is affected by rampant tax 
evasion, which is part of the system. 
If you’re going to do a tax reform you 
have to acknowledge that. You cannot 
design a system where oversight is 
so diffi cult, and yet, that is what we 
did. We implemented a tax reform 
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think it merits attention as there is 
the intention.”

“We continue to speak about 
competitiveness under the current 
model. Our economic model is 
designed to give tax benefi ts to the 
outsider and place the tax load on the 
local investor. I don’t have anything 
against outside investors wanting 
to come here, but our economic 
model cannot be based on giving tax 
benefi ts to outside investors while 
stepping on the local ones.”

“We can see the injustice in the 
economic results because our 
competitiveness model has not 
worked in the past 40 years.”

“Tax incentives don’t discriminate 
against local investors. The problem 
that local investors face is that they 
don’t have the working capital to 
live through the long permitting 
process.”

“You have to work the model 
within our sociopolitical reality. 
There has to be a perception that the 
system helps economic development, 
but each component is pulling to its 
own direction.”

“There is a consensus on the need 
to have a tax reform that takes into 
consideration the economic aspects 
of affected sectors such as banking, 
tourism and construction. It must 
have a much broader economic vision 
in establishing tax parameters. The 
tax reform must complement those 
economic sectors which are critical 
for our economic development but 
have been affected.”

THE PROBLEM WITH THE 
TREASURY DEPARTMENT

“On the issue of tax evasion, I 
don’t think the Treasury Department 
has the personnel required to tend to 
simple tasks such as notifi cations, 
much less to conduct an adequate 
audit of the IVU. Without the 
required intervention and oversight, 
I don’t see how that’s going to 
improve. Even though taxpayers are 
primarily responsible for reporting, 
Treasury’s resources are very limited 
and that does not help in controlling 
tax evasion. Another example that we 
all know is the many businesspeople 
and professionals that evade taxes all 
together by just not fi ling returns.”

“The Treasury Department recently 
established a specialized program 
to increase the capture rate of the 

IVU. There’s also a very important 
voluntary disclosure program where 
taxpayers who owe the Treasury 
Department can come forward and 

pay their debt in return for a waiver 
of pending penalties and possible 
criminal charges. There are many 
tax sinners, but they are afraid to 
face the Treasury Department and 
only come forward when there’s a 
tax amnesty.”

Treasury Secretary Juan Carlos 
Puig is also pushing an IVU lottery 
system to spur compliance among 
businesses to remit revenue to the 
agency.

“The Treasury Department has 
several measures in place, but there’s 
no action.”

“Politicians are saying there’s no 
need to raise taxes as the money is 
there. All the Treasury Department 
needs to do is collect unpaid 
taxes, they say. But the Treasury 
Department’s records are unreliable, 

which gives the false impression that 
it has a large amount of uncollected 
taxes.”

“The Treasury Department has 

very few resources and, in most 
cases, they are badly utilized. From 
my experience, they’re auditing the 
same suspects [retail chains] instead 
of going after the new tax evaders. 
When the CPA Foundation study 
originally recommended the IVU, 
it was assumed there would be tax 
evasion from cash payers at small 
establishments. However, since it 
was also assumed that large retailers 
were going to comply, then the tax 
evasion from small retailers would 
not be as important because IVU 
collection from large retailers was 
going to be enough. Nevertheless, 
the same retailers that comply are the 
ones who are being audited.”

“The investigation of tax evasion 
was not supposed to be more costly 
to the government, especially the 

Treasury Department, but that has 
not been the case. The problem is 
that existing resources are not being 
used adequately.”

“We already have federal program 
inspectors on the streets visiting all 
these small retailers that don’t pay 
IVU, so they could help the Treasury 
Department monitor IVU collections. 
All you need to do is train these 
federal program inspectors. The 
Treasury Department doesn’t need to 
spend more money on inspectors.”

USING TAX CHANGES TO 
SHOCK DORMANT ECONOMY

“Before a tax reform, we must fi rst 
have a master plan that can be exe-
cuted later. The tax reform must have 
the characteristics that we all aspire 
to and such a system must be simple. 
But every day a new regulations re-
quirement or form comes out. No one 
knows the system 100%.”
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the current economic situation but it 
continues to be regulated as it was 50 
years ago. I don’t see the willpower 
to fundamentally change this.”  

“The whole world knows Puerto 
Rico and won’t believe us if we 
say Puerto Rico will be good for 
business in the next fi ve, 10, 15 years 
knowing the instability and volatility 
in the price of electricity in Puerto 
Rico given its oil dependence and 
Prepa’s operational obsolescence.”

“No one will invest serious money 
in this economy with this type of 
volatility, and much less if we do 
not have the willpower to achieve a 
fundamental change.” 

“The business of the future is en-
ergy—waste-to-energy, wind, so-
lar. ARRA funds are earmarked for 
this but the sense of urgency is not 
there.” 

“Renewable energy creates many 
more jobs than fossil-fuel plants 
in all sectors at a local level, from 
lawyers and fi nanciers to technicians. 
Managing these projects requires an 
infrastructure of people and project 
development that would bring much 
more money to the island.”

“Energy is an area that is crucially 
interrelated with every economic 
activity. It has to do with the cost 
of food, transportation, manufac-
turing and our capability to attract 
investments.” 

Roundtable members raised the 
issue of Prepa’s mounting debt, the 
prospect of a credit downgrade for 
the utility and the powerful union 
at the public corporation. Those 
factors could combine to hobble 
the modernization of the island’s 
electrical system and efforts to move 
past Prepa’s detrimental monopoly 
on the market.

Energy reform aimed at introducing 
competition this year is easier said 
than done, panelists agreed.

“Changing regulatory frameworks 
for competitiveness implies recog-
nizing that this will bankrupt Prepa 
and that we will have to pay the 
stranded costs, at least $5 billion in 
debt without the assets to back it.”

“On the other hand, the Utier union 
will complain that Prepa would be 
left with only its grid and that is 
true. That is what we have to do and 
do it this year. It is a monumental 
political and technical task and the 
government is not up to it alone. The 

private sector has to fi nd the way to 
achieve it in collaboration with the 
government.”

“To change from the regulatory 
framework of the last century to 
a framework that other countries 
already have implemented requires 
a private industry with a much more 
strategic and powerful organizational 
capacity than the one we have right 
now. This is how the foreign and 
local investments will fl ow into the 
economy.” 

“The government is willing to 
continue with a regulatory framework 
from 50 years ago simply because 
it is politically diffi cult to change. 

Puerto Rico will be crucifi ed, labeled 
as unable to execute fundamental 
changes simply because we are timid 
and fearful, that we leave the hard 
things for later. What is stopping us 
is the problematic political issue.” 

ANTI-JOB LABOR LEGISLATION 
Most of Puerto Rico “pro-worker” 

legislation is really anti-job leg-
islation, according to roundtable 
members.

“In an effort to protect jobs and 
implement social justice, legislators 

are tying the hands of businesspeople 
and in ways that have exactly the 
opposite effect. They are hindering the 
growth of established businesses and 
scaring away many potential investors 
and the creation of jobs in what would 
be a growing economy.” 

“Nothing has been done about labor 
legislation. It has to be completely 
revamped to provide more fl exibility 
to give businesses the opportunity 
to expand and create more jobs. It’s 
another political issue as drafts are 
drawn up in some Hato Rey law 
fi rm and fi led in some drawer of a 
Fortaleza advisor.” 

All federal labor laws apply in 

Puerto Rico, but when you add so 
many local labor laws on top, it 
strangles business with much higher 
operating costs than stateside, the 
panelists agreed.

“Puerto Rico’s economy cannot 
become more competitive when it 
has twice as many holidays as the 
U.S. mainland, Latin America and 
many other countries. Add to these 
holidays a mandatory 18 days of 
vacation per year and the abuses of the 
State Insurance Fund and workmen’s 
compensation and you have a recipe 

for decreased productivity. Add 
double-time pay for everything 
over eight hours a day, months of 
mandatory severance pay and many 
other costly requirements and it 
becomes diffi cult to operate.”

“Our labor laws are the most costly 
and restrictive in the U.S. and end up 
making our labor costs much too high 
compared with other jurisdictions. 
They force the private sector to 
give away money without regard to 
productivity or concern about how 
they will impact operational costs.” 

“A company has to spend thousands 
of dollars defending itself in frivolous 
labor cases because of all these labor 

laws that open the doors to costly 
lawsuits.”

HELPING LOCALS 
REACH OUTSIDE MARKETS

“We need to help our business 
owners to be competitive and 
take our products and services 
outside of Puerto Rico. That is 
something that we have to do, or 
we are going to disappear, and this 
impacts Puerto Rico and all the 
local businesses directly. Setting 

Continued from page 11

Ignacio Veloz, 
president, Inmobiliaria Neutro Servicio 

and president-elect,
United Retailers Association

“How do you explain that the data from the Labor Department 
still indicates that the only sector in which salaried jobs has 

increased is the government?”

José Joaquín Villamil, chairman & 
CEO, Estudios Técnicos  Inc. and 
board chairman BBVA Puerto Rico

William Riefkohl, executive vice 
president, Puerto Rico Manufacturers 

Association

Continued on next page 



obstacles and isolating ourselves is 
counterproductive. What we have to 
do is compete, innovate and stimulate 
the people to be entrepreneurs.” 

“There is a regionalist culture, and 
we need to look outside of Puerto 
Rico to bring money in.” 

“Many local businesses can export, 
but we need to help them because 
they don’t know how to do it. The 
government has to help with the 
education to be able to improve 
the economy or support the private 
companies that have started providing 
that education. If we leave it all up 
to the government, they won’t know 
how to do it.”

“A big problem is that the money 
enters Puerto Rico and circulates 
twice before leaving partly because 
of our way of doing business. We 
take a little, but the money goes back 
to where it came from, circulating 
here very little.”

PPPS ARE NOT A ‘SILVER BULLET’ 
Roundtable members praised the 

Fortuño administration’s passage of 
a solid PPP regulatory framework, but 
agreed it was too soon to tell how well 
it will work to undertake vital projects 
that the cash-strapped government 
cannot afford on its own. 

“The PPP law is an accomplishment 
of the administration as it provides 
certainty to potential investors and 
developers. But the devil is in the 
details. The concession contracts 
must be individually negotiated and 
they all will be different.”

The other important thing about 
PPPs that has not been understood  
is that the risk is shared. The 
government assumes a risk, and 
the concessionaire assumes a risk, 
panelists said.

“We have fallen into a time of 
underinvestment. Public corpora-
tions do not have the capability to 
invest and do not have the capability 
to maintain the infrastructure. The 
government and the public must 
understand that the user fees of the 
infrastructure systems need to be up-
dated over time.”

“In simple terms, few of the PPP 
projects will prevail. All these proj-
ects have fi nancial defi ciencies. Pub-
lic infrastructure, even with private 
capital, needs government to subsi-
dize the projects. If we pretend that 

this will be done with 100% private 
fi nancing, it will never happen.”

“I don’t know if there is maturity in 
the groups that are conducting these 
efforts. They are placing restrictions 
that are too strong and expectations 
that are not realistic. The people who 
can invest are going someplace else. 
The only things that will probably 
happen are road projects, which are 
the traditional route, and even so, if 
they are not subsidized, they won’t 
be viable.”

“The problem with the PPP law 
is that they see it as a fi nancing 
mechanism. The premise was that 
PPP was free, that it wouldn’t cost 
the government anything. They 
created some expectations that 
were exaggerated, that there were 
billions of dollars out there waiting 
to come to the island. Look for a very 
small project that you can do well 
so that you can build up the trust in 
Puerto Rico.” �
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TAX EVASION AND THE 
EROSION OF TRUST

Roundtable members cited a 
growing feeling among taxpayers 
that tax evasion is more widespread 
than ever as many merchants 
and professionals are requesting 
payment in cash for products or 
services rendered. It is estimated that 
the IVU’s capture rate is only 52% 
versus 75% in other jurisdictions.

“I haven’t seen a study on the 
matter, but what you perceive on 
the streets is that tax evasion is 
more rampant than ever, not only 
in terms of the IVU’s capture rate, 
estimated to be around 52%. What 
that means is that out of each IVU 
dollar the consumer pays, the 
merchant is keeping 48 cents. What 
is even more worrisome for me is 
that this problem has proliferated 
across the board and at all levels. 
Previously it was an issue mainly 
involving the handyman and the 
gardener working under the table. 
Now we’re talking about merchants 
and professionals such as criminal 
lawyers and doctors who are paid in 
cash, don’t give receipts and do not 
report that income on their income 
tax returns.”

“People pay for services in cash out 
of necessity. Their excuse for evading 
taxes is to defend themselves against 
a system they consider unfair. But the 
real victims are the salaried workers, 
who are trapped. We must reduce 
taxes and simplify the system, no 
question about it. But for a system 
predicated on voluntary fi ling to work 
it is indispensable that it be perceived 
as trustworthy and fair.”

“Fifteen years ago the tax-evasion 
issue was one of payees and users. 
The payees of public services got 
fed up and lost confi dence in the 
system.

“Because they’ve lost confi dence 
in the system and are not users of 
the Health Reform, of the public 
education system or of other public 
services, they’re going to get paid 
but not report their revenue to the 
government.

“They claim money is put to better 
use when it’s in their hands rather 
than in the government’s. And 
that’s what I think has propitiated 
a marked increase in tax evasion 
among professionals.”

“Years ago, the typical tax evader 

was the plumber, mechanic, painter, 
gardener, the handyman. Now it has 
proliferated among professionals. It 
has become endemic.”

“The Treasury Department is 
totally overwhelmed with a huge 
workload it can neither handle nor 
process. It takes them months to 
process the evidence presented to 
them.”

TAXES AND THE ECONOMY
“If the economy grows, so does 

tax revenue. But the tax reform 
must be tied to the government’s 
expenditures, because government 
expenditures depend on revenue. 
The issue is, what can be considered 
a reasonable expenditure by 
government? Expenditures should 
depend on the revenue.”

“An economist explained this to me 
very well. The problem with Puerto 
Rico is not that the government is 
too big, but rather that the island’s 
economy is too small.”

“To me the tax reform is an issue of 
economic development. We cannot 
limit ourselves to just looking at 
the general fund. We must capture 
from the underground or informal 
economy. The government has a 
number of excise taxes and charges 
that do not go to the general fund but 
capture from the informal economy. 
But more important than that is that 
many of those excise taxes and charges 
feed public investment, which is more 
important than public spending.

“We err when we speak about 
Puerto Rico’s competitiveness; I 
wish we could abandon that concept. 
When we look at Puerto Rico and its 
competitiveness, the bottom line is 
that we need to attract investors to 
the island.”

“Prior to 1980, Puerto Rico was 
one thing, and after that, it was 
another.

Between 1948 and 1980, Puerto 
Rico’s economy grew 5.56% annu-
ally in real terms, at a faster pace 
than the U.S. mainland. From 1980 
to present, the growth has been be-
low 2% annually. The problem with 
Puerto Rico’s economy didn’t begin 
four, eight or 15 years ago. It began 
at the end of the 1970s and got worse 
during the 1980s due to globaliza-
tion. The world went one way, while 
Puerto Rico went in a different direc-
tion and stayed behind.”

“Over the past 40 years, Puerto 
Rico’s economy has fallen further 

behind from that of the U.S. main-
land due to globalization. The scal-
ing down of Section 936 coincided 
with the initial decline of the island’s 
economy.

Since the 1980s, Puerto Rico’s 
economy has grown very little.”

“To catch up with the U.S. 
mainland economy, Puerto Rico’s 
economy would have to grow half a 
percentage point more per year than 
the mainland for 130 years.”

“Puerto Rico has numerous 
economic problems, but the main 
one is the need to create economic 
growth. The greatest injustice is to 
have an annual per capita income of 
$14,000 when in the U.S. mainland 
it’s at $45,000. We need to change 
our vision of competitiveness, to one 
where investments come from within 
Puerto Rico and not from the outside. 
We need to go out and compete head 
to head in the global market.”

“What the economic model of the 
island has demonstrated to us since 

the 1980s is that we have not been 
successful. That model has been 
based on granting tax benefi ts to 
outside companies wanting to es-
tablish here. As a consequence, lo-

cal companies have been carrying 
the tax load while incoming com-
panies pay very little. If we tie that 
to growth, we then need to move 
the tax system toward levying more 
consumption while reducing taxes 
from the income side and everyone 
knows that.”

“In terms of implementation, 
we have an important and urgent 
problem. But what happens on many 
occasions in Puerto Rico is that 
people don’t allow important things 
to happen.”

“Public-private partnerships can 
be a touchy subject, but also can 
be a part of a model that could help 
with the government’s planned tax 
reform. There’s a PPP law, and I 
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