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“If you don’t vote, you have no right to 
complain.”

That get-out-and-vote slogan, and several like it, 
captures the widely held view of the importance 
of voting to elect public officials in a democracy. 
If you don’t vote, the thinking goes, then you 
really have no right to complain about your 
leaders and the decisions they make.

One reason voters don’t vote is apathy stemming 
from the belief that their vote won’t count. The 
closeness of several elections—where literally a 
handful of votes decided the 2004 gubernatorial 
race in Puerto Rico, as well as the 2000 presidential 
race in the U.S.—should dispel that notion once 
and for all.

A h i l l i i i

That is especially the case in this election, in 
which the stakes are particularly high, with Puerto 
Rico facing critical crossroads everywhere: on the 
economy and government finances, public safety 
and education, and healthcare and other quality 
of life issues. 

The challenges Puerto Rico faces in each of 
these areas are decades in the making, which 
only increases the urgency of creating a strategic 
response to them. Continued failure to do so will 
sink the island into deeper trouble, bringing down 
the quality of life and decreasing the ability of the 
Puerto Rican people to progress, many of whom 
will continue to leave the island of their birth for 
greater opportunities stateside. 

Indeed, over the past 10 years, Puerto Ricans 
left the country in droves, further exacerbating 
the economic slide that turned into an economic 

biotechnological engineering.
With Puerto Rico just beginning to rise from 

such a deep decline, this election is more 
important than ever, a wide range of economic and 
political experts believe. That’s because Puerto 
Rico will either move forward on a sustained 
path to progress or fall back into an abyss of 
crushing government debt, narrowing economic 
opportunities and rising social ills. 

By all accounts, 2013 is shaping up to be a year 
of challenges. 

The three Wall Street agencies that rate Puerto 
Rico’s credit paint a similar picture of the fiscal 
and economic challenges facing the island. All 
three see an increasingly stable economy, but 
with modest growth that lacks the firepower to 
dramatically improve government finances. The 
firms also worry about the commonwealth’s 
$

Voting is a duty, not just a right
With challenges and opportunities on the horizon, this election is of vital importance

From left: Rafael Bernabé (Puerto Rico Workers Party), Alejandro Garcia Padilla (Popular Democratic Party),  Arturo Hernández (Sovereign Movement Union 
Party), Juan Dalmau (Puerto Rican Independence Party) Luis G. Fortuño (New Progressive Party) and Rogelio Figueroa (Puerto Ricans for Puerto Rico Party) square 

off during the first televised debate in August.
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especially if one participates, added 
Muñiz. “The campaign had to com-
municate what’s in it for you. Vote 
because you care, but vote also be-
cause it’s your future and your chil-
dren’s future at stake.”

That meant a dramatic departure 
from the commission’s traditional 
advertising and communications 
strategy.

“The approach had always been 
highly rational and educational, ba-
sically explaining the voting process 
and urging people to vote,” Muñiz 
continued. “Our recommendation 
was to go extremely emotional. We 
couldn’t take voters who are con-
sumed by worries and disappoint-
ment and convince them to really care 
just by deploying a rational message. 
We had to touch their hearts and lift 
their spirits, and that’s done with a 
strong, emotional execution.”

Loading up on emotion, though, 
wouldn’t be enough. Young voters, 
especially those participating for the 
fi rst time, are particularly discon-
nected from the process.

“They had to be targeted in spe-
cifi c ways,” Meléndez said. Models, 
colors, images, tone and manner—
McCann gave the commission hip-
ness and a modern look and feel.

But not one that would turn off 
older voters. Baby boomers, as vo-
luminous market data in the States 
have confi rmed, still carry in them 
the 1960s and ’70s cultural revolu-
tion. Youthful messages appeal to 
them just as well.

HITTING THEIR MARKS
Aside from segmenting and target-

ing demographic groups, the agency 
recommended, and the commission 
approved, launching a distinct ex-
ecution for each of the three major 
electoral events of the year—fi rst the 
primaries, then the bail and legisla-
tive referendum and, fi nally, the Nov. 
6 general election.

“In previous cycles with more 
than one event, the commission had 
launched a single campaign,” Muñiz 
explained. “This time, given that the 
strategy focused on emotion, and the 
bigger challenge of bringing people 
into the process, we felt it was very 
important to look at each event sepa-
rately, yet integrate them to create a 
buildup from one to the other.”

The message to voters during the 
primaries, for example, was to not 
allow anyone to decide for them, but 
rather participate in the process and 
have a say, with the tag line “Actí-
vate, piensa, vota” (Become active, 
think, vote).

That was followed in the referen-
dum campaign with the message “Es 
tu momento” (This is your moment), 
which in turn was followed during 
the general-election voter registra-
tion drive by the message, “Y tú, 
¿qué estás haciendo?” (And what 

are you contributing?), featuring 
commercials showing lots of peo-
ple busy at work and one person just 
sitting around, clearly representing 
the apathetic voter thinking of sitting 
this one out.

Given the numbers who fl ocked 
to the commission’s offi ces to reg-
ister, the campaign up to that point 
can only be considered a resounding 
success.

More than 2.4 million people regis-
tered for this year’s general election, 
only 57,155 fewer than in 2008. It is 
a fi gure no one expected going into 
the process, which leads the McCann 
team to expect the 80% goal to be 
met as well, though they’re taking 
a cautious approach with just a few 
days to go.

“No one knows,” Camacho cau-
tioned. “We think it looks good, 
judging from the registration num-
bers. But hey, we’ll see on Election 
Day.”

The campaign to get out the vote, 
the one running now, is the most 
emotion-driven of all, marked as it

is by a very Puerto Rican multi-
genre musical composition—every-
thing from classical to the folkloric 

plena—set against stirring scenes 
from around the island, and a choir 
urging everyone to join the rhythm.

“It’s meant to be uplifting,” Cama-
cho said, “to remind people of all 
that brings us together.”
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Three campaigns for three electoral events: the State 
Election Commission agreed to create a build-up effect 

by launching successive executions.

BY JOHN MARINO
marino@caribbeanbusiness.pr

With the passage of about a 
dozen new industrial incen-

tives and sweeping reforms, from 
energy to permits, to attract inves-
tors over the past four years, Eco-
nomic Development & Commerce 
Department (DDEC by its Spanish 
initials) Secretary José R. Pérez-
Riera said Puerto Rico is now fer-
tile terrain for investment and job 
creation.

Citing positive developments in 
traditional industries such as man-
ufacturing and tourism, as well as 
new opportunities in exports of 
professional services and cinema, 
among others, he argued that the 
administration of Gov. Luis Fortu-
ño’s actions, which include imple-
menting the biggest tax cut in mod-
ern Puerto Rico history, are already 
bearing fruit and will continue to 
deliver steadily improving results 
over time. Further evidence is the 
estimated 1.1% economic growth 
Puerto Rico is currently experienc-
ing, as well as a surge in offshore 
investment on the island beginning 
in fi scal 2011, which ran from July 
1, 2010 to June 30, 2011, following 
a six-year economic free fall. 

During an exclusive interview 
with CARIBBEAN BUSINESS, 
the DDEC chief argued that the 
administration had to deal with the 
most important problem at the time, 
to stop the fi nancial bleeding of the 
government when it fi rst entered 
offi ce in January 2009, before it 
could fully turn its attention to its 
economic-development agenda. 

There was a $3.2 billion govern-
ment defi cit, millions in unpaid 
bills to government contractors and 
millions more in interagency bills, 
as well as bankrupt public corpora-
tions without signifi cant projects in 

the pipeline. Moreover, the reforms 
and initiatives that formed the 
backbone of the administration’s 
new economic-development push 
often required new legislation that 
was subject to thorough review by 
lawmakers, business members and 
community representatives, which 
often sparked changes that in turn 

formed stronger bills. 
All that took time, but the invest-

ment landscape has been trans-
formed, and Pérez-Riera said 
the return to moderate economic 
growth and a brightening in several 
economic sectors are a direct result 
of the changes brought by the cur-
rent administration.

Pérez-Riera isn’t the only one talk-
ing about Puerto Rico’s improved 
competitiveness. The outside world 
has noticed. Puerto Rico jumped 
four spots on the World Economic 
Forum’s (WEF) 2012-2013 Global 
Competitiveness Report released 
this year, placing the island as best 
in Latin America and the Caribbe-
an, and the island’s highest ranking 
ever. It was the third straight year 
of positive movement on the Gene-
va-based WEF Index, which listed 
Puerto Rico in 35th place in 2011, 
41st in 2010 and 41st in 2009.

“Puerto Rico hasn’t entirely got-
ten past the diffi cult times that it 
has faced, and we aren’t saying it 
has. We are the fi rst to recognize 
that there are a lot of things that still 
have to be done, but it is indisput-
able that we have gotten on the right 
track and that we are heading in the 
right direction,” Pérez-Riera said. 
“Puerto Rico is fi nally creating 
jobs again. We are, in fact,  seeing 
job creation for the fi rst time in six 
years. In fi scal year 2012, Puerto 
Rico created 18,000 net jobs. That 
was the fi rst full fi scal year of job 
creation since fi scal year 2006. In-
vestors now know that Puerto Rico 
means business again.

“We have been doing the right 
things from the beginning. We just 
haven’t gotten yet to where we are 
going, but the path has been set and 
the future looks brighter now than it 
has for quite some time,” he added.

INVESTMENT SURGES 
One of the best pieces of econom-

ic news in a recent wave of positive 
business headlines is a surge in in-
vestment, which rose four percent-
age points as a contribution to the 
entire economy in fi scal 2011, to 
2.5% from minus 1.5%. Domestic 
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Puerto Rico ready for growth
Sweeping reforms, new incentives 

sparking investment surge 

Continues on next page

Economic Development & Commerce Secretary José R. Pérez-Riera said 
the new incentives and reforms implemented this term have remade 

Puerto Rico into an attractive place to invest and do business.
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demand, which also takes into ac-
count public spending, increased 
11.5% that year, with much of the 
investment increase attributed by 
the Puerto Rico Planning Board to 
greater machinery and equipment 
purchases by the private sector and 
the development of new industrial 
and commercial buildings, energy 
projects and public works. It was 
the fi rst domestic-demand increase 
in six years.

Pérez-Riera cited investment in 
renewable-energy and natural-gas 
projects and the public-private part-
nerships (P3s) program as boosting 
investment, and he said both will 
continue to grow in the foresee-
able future. Some $2 billion was 
invested in energy projects during 
this term, and the administration 
said that is expected to double to $4 
billion next term and will continue 
to grow afterward as Puerto Rico 
overhauls its energy sector and in-
creases reliance on P3 projects for 
needed investments in public works 
the cash-strapped government can’t 
afford. 

The P3 program’s fi rst two mega 
deals, the long-term concessions of 
PR-22 De Diego Expressway and 
PR-5 and the Luis Muñoz Marín 
International Airport, represent a 
private-sector investment in Puerto 
Rico of $3.7 billion over the next 
decades, but most of the nearly $2 
billion in cash the government has 
received is being used to pay off 
public corporation debt. Paying 
down debt will allow the Ports and 
Highways & Transportation au-
thorities to invest in other projects 
themselves. 

He said future deals would likely 
involve undertaking development 
of public assets, rather than taking 
over operations of existing assets, 
which will carry increased econom-
ic impact. Still, the existing deals 
provide a hard investment of $2 
billion in job-generating improve-
ments and public-works projects 
over the life of the contracts. The 
operating standards imposed on the 
concessionaires also require a level 
of service and maintenance that will 
create jobs. 

The DDEC chief said the legisla-
tion, which created the Puerto Rico 
Public Private Partnerships Author-
ity (PPPA) and clear ground rules, 

has been a hit with potential inves-
tors, and the performance of the 
government in assuring the due dili-
gence and transparency of the deals 
are earning Puerto Rico a reputation 
as a serious P3 player. P3 deals have 
now become common throughout 
Europe and South America, and 
Puerto Rico seems to have become 
a leader in this area within the U.S.

Despite the brutal fi scal pressure 
when it fi rst took offi ce, the Fortuño 
administration began a $500 million 
local stimulus fund to fi nance pub-
lic works throughout Puerto Rico 
and was able to work with Resident 
Commissioner Pedro Pierluisi to 
win more than $7 billion in Ameri-
can Recovery & Reinvestment Act 
(ARRA) funding. A great missed 
opportunity, Pérez-Riera feels, 
is that less than $1 billion of that 
went to infrastructure projects, as it 
was set up by Washington, D.C. It 
should have had a far greater eco-
nomic impact and left Puerto Rico 
with developed assets such as new 
highways, bridges and communica-
tions infrastructure. 

The P3 program will eventually 
grow robust enough to do what 
government’s previous economic 
stimulus efforts failed to do: pro-
vide suffi cient investment to update 

Puerto Rico’s public infrastructure 
to where it is supposed to be and 
provide a healthy jolt of investment 
from abroad. 

“We have become a leader in the 
U.S. in terms of P3s; we are the go-
to jurisdiction. The next projects 
that come out, you will see more 
development of new assets, which 
will have a greater economic im-
pact and leave something of lasting 
value behind,” Pérez-Riera said. 

The administration’s future plans 
in the P3 area include the following 
projects:

•  Co-generation energy projects 
using natural gas and renewable 
energy

•  Installation of a security & 
traffi c-control camera system 
throughout major roadways in 
the San Juan metropolitan area

•  Construction of new facilities for 
the Corrections & Rehabilitation 
Department

•  Undertake a $100 million exten-
sion of PR-5

•  Undertake a $750 million exten-
sion of PR-22 to Aguadilla

•  Investments to improve technol-
ogy and the physical plant of 
Puerto Rico Police Department 
facilities

•  Move all possible projects to the 

PPPA from the capital-improve-
ment programs of the govern-
ment’s public corporations

•  Expand free Wi-Fi to all town 
centers across the island

The DDEC chief reiterated a 
pledge made by the governor to 
double the amount of money avail-
able through the Green Energy 
Fund, which makes grants for resi-
dential and small business renew-
able-energy projects. The fund gave 
out $20 million last fi scal year, but 
the annual investment will increase 
it to $40 million over the next nine 
years, during which a total $290 
million will be granted. The idea is 
to double that entire amount, which 
is important given the Renewable 
Portfolio Standard goals that the ad-
ministration has set for Puerto Rico 
as part of its renewable energy re-
form (Laws 82 & 83 of 2010).

 
NEW SOURCES OF CAPITAL, JOBS 
The DDEC chief also backs an 

effort in the U.S. Congress to en-
sure that U.S. companies employ 
telecommunications and other em-
ployees in U.S. jurisdictions when 
benefi ting from the U.S. consumer 
market. 

Continues on page 14

Continued from previous page

Gov. Luis Fortuño announces a proposed 40-year concession of the Luis Muñoz Marín International Airport last summer. 
Such public-private partnerships are expected to be a major source of future investment in Puerto Rico’s economy.

BY ALEX DÍAZ
alex@caribbeanbusiness.pr

With 2012 as one of the busiest, if 
not the busiest, electoral calen-

dar year Puerto Rico has ever faced, 
McCann’s assignment could hardly 
have been more challenging.

The economy was still in shambles, 
after six years of severe recession. 
Wealthy donors had lost billions of 
dollars in the Wall Street and Hato 
Rey fi nancial sector crash, while is-
land residents had lost billions more 
from the precipitous drop in housing 
values. And neither had recovered 
when the year began.

Nor had employment, with the 
39.9% labor-force participation rate 
(today it’s down to 39.2%!) wreak-
ing havoc on incomes, savings and 
hope.

With crime at its highest in recent 

memory, education the poorest, and 
the island still in the fi scal restraint 
yoke, which robs the government of 
funding it had always counted on to 
stimulate the economy, it’s no won-
der Puerto Rico lost nearly 500,000 
off its net population since 2000. 

“People have been voting with 
their feet,” said Rafael Camacho, 
general manager of ad agency Mc-
Cann Worldgroup in Puerto Rico, 
hired by the island’s State Elections 
Commission to do one thing and one 
thing only, get people to register and 
vote.

“With that kind of backdrop, es-
sentially a society in crisis and a 
people dejected, motivating them to 
vote was sure to be a huge challenge, 
and more so in an election year when 
neither major party had a candidate 
who stirred a whole lot of passion 
and enthusiasm,” he said, recalling 
the outlook early on in the process.

Each of the past two election 
cycles, 2004 and 2008, saw some 
2.45 million people register and an 

average of 1.97 million vote, for an 
80% participation. Considering a re-
cession that had already matured, a 
population decline well on its way 
and widespread disgust over grid-
lock between the governor and the 
Legislature, the 2008 numbers were 
particularly impressive.

Politicians and pundits alike have 
been projecting quite a different 
story for 2012, anticipating unprec-
edented stay-at-home nonvoting and 
a voter registration decline from the 
exodus to the States. “Se van a ir 
a la playa” (Voters will simply go 
to the beach) was a common retort. 
(Election Day is an offi cial holiday 
in Puerto Rico.)

EMOTION PLUS
Into this abyss stepped Camacho 

and his team, led by Account Ser-
vices Director Darienne Meléndez, 
Creative Services Director Derrick 
Muñiz and Art Director Manfred 
Krüger.

“No one was all that sure early 

on how many people would regis-
ter,” Camacho told CARIBBEAN 
BUSINESS. “But of those who did, 
the commission wanted to maintain 
the 80% participation of previous 
elections, especially in the general 
election and plebiscite of Nov. 6. If 
we get to that 80%, there’s going to 
be a celebration.”

While voter registration seemed 
more elusive, the 2.3 million fi gure 
kept coming up in conversation and 
became a defacto objective, an ambi-
tious one at that.

OK, so that was the goal. What 
about the strategy? “Our research 
revealed exactly what we had to do,” 
Camacho said. “We had to somehow 
persuade people that voting matters, 
that this is an act that goes beyond 
political party or candidate and 
touches the very essence of what it 
means to be a citizen, and that is that 
we’re all in this together. In a democ-
racy, everyone owns the process.”

And everyone benefi ts from it, 
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How about a vote for McCann
It would take a special effort to lift people from their economic and

social malaise and get them to vote. The agency seems to have delivered.

We’ve entered a new era 
in political advertising,” 
said McCann GM 
Rafael Camacho.
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‘PIVAZOS’ AND THE LAW
In the election of 2004, the 

PDP benefited from election law 
amendments in 1968, which al-
lowed voters to cast a vote under 
the party insignia guaranteeing 
the party’s electoral frachise 
while voting for opposition can-
didates. This began the so-called 
triple “X” split-ballot vote, in 
which a citizen can mark a party 
logo, but then marks other-par-
ty candidates for governor and 
resident commissioner. 

In the 2004 elections, in which 
Aníbal Acevedo Vilá became 
governor, 7,000 citizens voted 
under the NPP or PIP insignias 

and also made a mark beside 
the gubernatorial and resident 
commissioner candidates. Those 
votes were called pivazos. The 
NPP contested those votes and 
the controversy lasted more than 
a month, reaching the U.S. Court 
of Appeals for the First Circuit  
in Boston. The case was decided 
in favor of Acevedo Vilá. 

Law 78 specifically prohibits 
this voting behavior. In an 
amendment brought by NPP 
Sen. Larry Seilhammer, one 
of the participants of the 2004 
controversy, stipulates that 
if there isn’t at least one vote 
coinciding with the mark 
under the party logo, it will be 
annulled. �

   CANDIDATES  VOTES  %
    
Nov. 3, 1992 NPP Pedro J. Rosselló  938,969   49.9 
    PDP Victoria Muñoz Mendoza 862,989   45.9 
    PIP   Fernando Martín  79,219   4.2 
     Others   695   0.0

 
   TOTAL   1,881,872  
   
 
   CANDIDATES  VOTES  %
    
Nov. 5, 1996 NPP Pedro J. Rosselló  1,006,331  51.1 
    PDP Héctor Luis Acevedo 875,852   44.5 
    PIP   David Noriega  75,305   3.8 
     Others   10,217   0.5 

   TOTAL     1,967,705   
   
 
   CANDIDATES  VOTES  %
    
Nov. 7, 2000 PDP Sila María Calderón 978,860   48.6  
    NPP Carlos I. Pesquera  919,194   45.7  
    PIP   Rubén Berríos Martínez 104,705   5.2  
     Others   9,376    0.5  

   TOTAL     2,012,135   
    
    
   CANDIDATES  VOTES  %
    
Nov. 2, 2004 PDP Aníbal Acevedo Vilá 963,303         48.4  
  NPP Pedro J. Rosselló  959,737   48.2
    PIP   Rubén Berríos Martínez 54,551   2.7
     Others   12,781   0.6

 
   TOTAL     1,990,372   
    
    
   CANDIDATES  VOTES  %
    
Nov. 4, 2008 NPP Luis G. Fortuño  1,025,965  52.8 
    PDP Aníbal Acevedo Vilá 801,071   41.3 
  PPR Rogelio Figueroa  53,693   2.8 
    PIP   Edwin Irizarry Mora 39,590   2.0 
     Others   21,385   1.1 

   TOTAL     1,941,704   

In the time since, García Padilla 
has continued to lose traction 
with internal polls putting the 
PDP challenger two points behind 
Fortuño. Observers see the PDP 
candidate’s failing to take the lead 
in supporting the right to bail in 
the August referendum as one 

example of a stance, which gave 
him the veneer of a poll-oriented 
politician.

Most recently, García Padilla 
failed to attend the only debate on 

status, missing an opportunity to 
show his position on that issue. 
The PDP leader’s vacancy, in that 
sense, has given rise to cries by a 
whole host of emerging parties—
former political allies—that claim 
the PDP isn’t an alternative to the 
NPP.

If polls interest García Padilla 
in his formulation of stances, he 
will likely be looking at the most 
recent internal polls, which have 
him trailing the incumbent by two 
percentage points.

If it is any comfort to him, history 
teaches that polls show a trend, but 
they ultimately don’t matter.

“I remember we had a huge lead 
going into the stretch run of the 
2004 election and we let our guard 
down,” recalled one strategist for 
the NPP in Rosselló’s camp. “You 
can never trust the polls because 
sometimes those samples are 
skewed with a lopsided universe 
that includes too many members 
of one party and not enough 
independent voters.” Those words 
are as true now as they were in 
2004. The ultimate poll takes place 
on Nov. 6. �

Continued from previous page

“You can never trust 
the polls because 
sometimes those 

samples are skewed 
with a lopsided universe 

that includes too 
many members of one 
party and not enough 
independent voters.” 

Continued from previous page
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“That is an extraordinary initia-
tive, a very smart way for the U.S. 
to help meet its fi scal obligations 
while increasing national employ-
ment. Of course, for Puerto Rico, 
it would be an incredibly advanta-
geous initiative inasmuch as Puerto 
Rico would provide the most attrac-
tive option cost-wise under the U.S. 
fl ag,” he said. “President Barack 
Obama seems to support the ini-
tiative, as do some Republicans as 
well, so it may be a consensus leg-
islation for the next term. It makes 
all the sense in the world.”

The developing legislation in 
Washington, D.C., is aimed at 
bringing overseas telemarket-
ing jobs back to the U.S. Senate 
President Thomas Rivera Schatz 
told CARIBBEAN BUSINESS he 
would pass local legislation pat-
terned on what is being considered 
in Congress and a few states, which 
would create 40,000 to 50,000 jobs 
locally, almost immediately. Many 
companies on the island are profi t-
ing from this market, but creating 
jobs in other countries making calls 
to customers here. Those 40,000 to 
50,000 jobs belong here.

Pérez-Riera also sees opportunity 
for Puerto Rico in certain federal 
tax-reform discussions beginning 
next year, regardless of who takes 
the White House. Puerto Rico offi -
cials hope it will help increase ac-
ceptance for a U.S. Tax Code Sec-
tion 933-like proposal since a chief 
aim of the national reform would 
be to attract an estimated $2 tril-
lion in profi ts invested overseas by 
U.S. companies. Puerto Rico could 
be one path toward repatriation, 
according to a proposal by Resi-
dent Commissioner Pedro Pierluisi, 
which has widespread backing and 
was modeled on initiatives provided 
by the private sector.

Pierluisi’s Puerto Rico Invest-
ment Promotion Act (Pripa) would 
push in Congress the amending of 
Section 933, which defi nes the tax 
treatment of individuals living in 
Puerto Rico, to make it available to 
domestic corporations operating on 
the island.

The new plan is being sold as hav-
ing the ability to increase revenue to 
the U.S. Treasury and even boost the 
stateside economy because it would 
encourage fi rms to bring billions of 

dollars in profi ts back home. Under 
the plan, a company would be sub-
ject to federal taxation on its world-
wide income, except that earned in 
Puerto Rico. Moreover, as a domes-
tic rather than a foreign fi rm, a cor-
poration could distribute its earn-
ings to its U.S. parent in the form 
of a dividend under Section 243, 
which allows the parent company to 
deduct 70%, 80% or 100% of that 
dividend, depending on its owner-
ship stake in the subsidiary.

The move would provide an ad-
ditional incentive for companies to 
set up and expand operations here 
from other overseas sites. 

DEPRESSION ENDED IN MAY 
Beyond the investment increase, 

other economic indicators, pretty 
much across the board, are climb-
ing, painting a clear picture of mod-
erate improvement, according to a 
range of observers, many of whom 
remain skeptical that the growth 
will be enough of a kick to create 
suffi cient jobs for the unemployed. 
The island’s economy grew 1.1% 
in fi scal 2012 (ended June 30), the 
fi rst expansion since the onset of the 
recession in 2006, and is expected 
to continue to grow at the same 
pace during the current fi scal 2013, 
which began July 1, according to 
the Puerto Rico Planning Board.

The Government Development 
Bank’s Economic Activity Index 
(GDB-EAI) began showing posi-
tive economic growth in December 
2011 for the fi rst time in six years, 
and it has kept showing an improve-
ment each month since then for 

nearly three straight quarters. 
By all counts, that indicates a 

technical end to Puerto Rico’s long 
economic recession. Most U.S. 
economists defi ne a recession as at 
least two quarters of economic con-
traction, so a general rule is to call 
one over after at least two quarters 
of growth. That would put an end 
to the island’s great recession back 
in June. 

No matter how you measure it, 
however, Puerto Rico’s tough eco-
nomic times have added up to not 
just a recession, but a full-blown 
depression, which is most often de-
fi ned as two years of recession or a 
signifi cant decrease of the economy. 
Puerto Rico qualifi es on both counts, 
as the economic downturn, which 
began in March 2006, will complete 
six years next month and has al-
ready resulted in a total contraction 
of nearly 14%, economists say.

ECONOMIC INDICATORS 
PAINTING CLEAR PICTURE 

The unemployment rate fell to 
13.5% in August, the lowest since 
2008, though still higher than any 
U.S. state, according to the U.S. Bu-
reau of Labor Statistics. While the 
labor-force participation rate con-
tinues to be a worrying factor, with 
only four of six able-bodied workers 
actively seeking work, total employ-
ment has also been on the rise. 

Some 18,000 jobs were created 
last fi scal year and 6,000 so far this 
fi scal year, after Puerto Rico lost 
some 166,000 jobs going back to 
fi scal year 2006. Only 30,000 of the 
total jobs lost over the past seven 

and a half years correspond to this 
administration, and ever since fi s-
cal year 2012, Puerto Rico has been 
in job-creation mode. Pérez-Riera 
noted that the current administra-
tion cut the rate of job loss in half 
during its fi rst full year in power, 
then set out to erase it completely 
and begin to create jobs. The rate of 
job growth is on track to increase 
by 25% this year and should con-
tinue to show such healthy margins 
in the future as the island’s eco-
nomic recovery takes hold and the 
full strength of the new reforms and 
incentives takes hold, the DDEC 
chief said.

Home sales, for example, totaled 
15,573 last year, a 30.4% improve-
ment over the previous year. New-
home sales surged 49.7% to 3,465, 
while existing-home sales grew 
25.7% to 12,108.

Cement sales, a big indicator of 
construction activity, have plum-
meted throughout the economic de-
pression, dropping 13.5% in 2008, 
29.6% in 2009 and 20% in 2010, 
before turning the corner last year 
to increase by 5.2%.

Exports, meanwhile, have been on 
the upswing for an even longer peri-
od. They fell 4.9% in 2009, but then 
climbed 1.4% in 2010 and 5.2% in 
2011, when at $64.88 billion, they 
registered the highest level in Puer-
to Rico history.

Car sales have also been driving 
up the confi dence of offi cials that 
an economic turnaround has begun. 
They rose by about 13.3% last year, 
after increases of 1.5% in 2011 and 
17.3% in 2010. They were ham-
mered during the recession, falling 
15.6% in 2009, 11.6% in 2008 and 
12.9% in 2007, but sales are hotter 
than ever right now. They surged 
20% in May, 31.3% in June, 13.4% 
in July, 21.2% in August and 91% 
in September. 

Retail sales have also been on a 
moderate rise, climbing 2.3% so far 
this fi scal year, 2.5% in fi scal 2012 
and 1.7% in fi scal 2011. They have 
increased for the past 24 months. 

In further signs of improvement, 
new corporation registrations in-
creased 14% last year, setting a new 
annual record, and are up 0.5% so 
far this year. Meanwhile, bankrupt-
cies have fallen 11.2% during this 
year, after decreasing by 10.4% in 
fi scal 2012.
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Cement sales is one of several economic indicators that have been rising,
 pointing to a rebounding economy and increased construction activity.
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“The numbers paint a clear picture 
of an improving trend,” Pérez-Riera 
said.

There’s life in the  
traditional economy

While much of his focus has been 
on staking out opportunities in new 
areas, the DDEC czar pointed to 
promising developments in manu-
facturing and tourism, twin pillars 
of jobs and economic development 
since the founding of modern Puer-
to Rico. 

“For 22 of the past 28 months, 
manufacturing has been in an ex-
pansionary mode. Those who say 
manufacturing is dead in Puerto 
Rico are just wrong,” he said, point-
ing to the results of the Purchasing 
Managers Index (PMI) of Puerto 
Rico, which is put together by the 
Puerto Rico Manufacturers Associ-
ation and the Puerto Rico Statistics 
Bureau. 

The sector is being bolstered by 
an aggressive push into the federal 
procurement market by companies 
here, as well as high-tech opera-
tions, such as  pharmaceuticals and 
life sciences, but now also aerospace 
and computer software operations. 

Pérez-Riera said the sector is in-
creasingly investing in automation 
and processes to hold down costs, 
one reason why employment lev-
els are lagging behind the historic 
highs of the past. 

The tourism industry has also 
been doing better. The average 
daily rate increased 3.9% last year 
and the revenue per available room 
(RevPAR), an important industry 
measure, increased 5.1%. Hotel oc-
cupancy is up 2% so far this fiscal 
year, after growing 1.7% in fiscal 
2012, remaining flat in fiscal 2011 
and growing 2.8% in fiscal 2010. It 
hit 67.9% in fiscal 2012, the highest 
level since fiscal 2007, according to 
the Puerto Rico Tourism Co.

“We are adding more hotels, we 
are slowly but surely establishing 
new niches, like the high-end luxu-
ry market,” Pérez-Riera said, point-
ing to 2,000 new rooms inaugurated 
during this term and another 1,800 
in the pipeline. “We are an exotic 
place under the U.S. flag and we 
should be able to do some of things 
that Hawaii has done to become a 
leader in the tourism sector. Those 
have been missed opportunities of 

our past that become the opportuni-
ties to conquer for our future.”

He mentioned the rebirth of 
the Dorado Beach into the Ritz-
Carlton Reserve, a key project for 
the island’s ascent to the high-end 
market, as well as the completion 
of the Condado Vanderbilt Hotel. 
Pérez-Riera believes tourism’s real 
promise lies not in renovating exist-
ing properties, but in transforming 
huge empty spaces, such as the for-
mer Roosevelt Roads Navy base in 
Ceiba into a tourism development. 

The powerful incentives under 
Law 118, or the Municipal Devel-
opment Act, aim at attracting large-
scale developers looking to under-
take a $1 billion to $2 billion project 
that has the potential to transform 
the economies of some of the is-
land’s hardest hit municipalities. 

Finally, tourism ad campaigns 
should get steadier management 
under a destination marketing orga-
nization (DMO) concept, where the 
private sector will play the major 
role in the marketing of the island. 

The reform, incentive 
revolution

Much of the improvement, Pérez-
Riera said, is the result of a series of 
reforms and new industry incentives 
that have fortified Puerto Rico’s 
competitiveness, as evidenced in its 
steadily improving WEF ranking. 

“Over the past three years, the  

government has implemented the 
fiscal and structural reforms that 
have led to our highest position 
ever. This clearly signals Puerto 
Rico is on the right course with 
the implementation of the Strate-
gic Model for a New Economy, our 
comprehensive economic-develop-
ment plan,” Pérez-Riera said.

A series of reforms have re-
shaped the investment landscape, 
while a fortified mix of new and 
renovated incentives are pointed at  
the types of investment Puerto Rico 
is seeking to attract and encour-
aging the development of native 
capital through expanded exports 
of goods and, increasingly, profes-
sional  services. 

The biggest reform was the tax re-
form, which took full effect in the 
year 2011. It represents the largest 
tax cut in modern Puerto Rico his-
tory and also resets rules to reward 
work and encourage saving and in-
vestment. A further cut to the capi-
tal-gains tax is now on the horizon, 
according to officials. 

Another big effort was the permits 
reform, with Puerto Rico’s permit-
ting process consistently being cited 
as a major obstacle to investment, 
with years-long waits for responses 
killing many projects. The new sys-
tem is a paperless one, with most 
applications done over the Inter-
net. Pérez-Riera noted that despite 
recent problems at the Minillas 

Government Center, with the dis-
covery of asbestos in one area, the 
new permitting system continues 
functioning normally thanks to the 
fact that the system is paperless and 
it can be accessed from offsite loca-
tions through the Internet. 

The effort goes hand in hand with 
a wider effort aimed at putting a host 
of citizen and business services on-
line, at pr.gov, which has dramati-
cally saved time and cut costs for 
government customers. Now, every-
thing from registering a corporation 
to getting good-conduct certificates 
for a job can be undertaken online, 
rather than spending a day or more 
visiting a government office. 

A problem with the permitting 
overhaul is that big municipalities 
that handle their own permitting 
haven’t been integrated into the 
system yet, and delays still occur 
from the autonomous municipal 
governments that can issue their 
own permits. Pérez-Riera said he 
expects municipalities to migrate to 
using the same central-government 
permitting system because they can 
save money by doing so, and failure 
to do so may put those towns in a 
disadvantageous position compared 
to smaller towns that decide to use 
the powerful permits platform.   

Another big reform was the re-
newable-energy reform, which 
intends to foster a wave of invest-
ment in the sector and bring down 
the high cost of energy, which re-
mains perhaps the biggest obstacle 
to doing business in Puerto Rico. 
The reform set hard targets for the 
government to adopt renewable en-
ergy, established incentives for new 
energy-project developments and 
offered fast-track review of propos-
als. While electricity prices remain 
high, the reform has sparked a wave 
of large- and small-scale solar and 
wind energy development, as well 
as finally getting waste-to-energy 
projects off the ground. 

The government’s vital conver-
sion to a natural gas program is also 
underway. 

The administration also revamped 
incentives to traditional industries, 
such as manufacturing and tourism, 
to encourage development, and it 
has introduced new incentives to in-
crease offshore investment in Puerto 
Rico, as well as encourage exports 
by local companies. 

Continued from previous page
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Investment in energy projects, such as the Pattern Santa Isabel Wind Farm 
shown here, reached $2 billion during this term and is expected to 

double to $4 billion next term.
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Vote wisely, vote correctly
Know the rules when casting your vote

The ratings agencies have mostly lauded the 
Puerto Rico government’s fi scal plan carried out 
this term but note the administration has taken 
on $10.3 billion in debt, most of it through the 
Puerto Rico Sales Tax Financing Corp. (Cofi na 
by its Spanish acronym), to fund the identifi ed 
accumulated defi cits until now.

Therefore, they say it is essential that Puerto 
Rico return to “structurally balanced budgets.” 
While the current fi scal year 2013 budget has a 
$333 million defi cit (down from the $3.3 billion 
inherited in 2009), analysts note the budget also 
relies on commonwealth debt refi nancing that puts 
off about $575 million in debt-service requirements 
this year, which increases Puerto Rico’s defi cit 
funding needs for fi scal 2013 to $908 million.

Wall Street expects not only a balanced budget, 
but also a structurally balanced budget, with 
spending relying solely on recurring revenue, for 
fi scal 2014.

Puerto Rico must also do more than shore up the 
sagging fi scal state to please Wall Street analysts, 
who could do big damage to the island if they 
downgrade the government’s credit.

The current administration added 7.5 years 
to the life of the pension system through a 

capital infusion, administrative changes and 
increased government contributions, but offi cials 
acknowledge more steps are needed. The governor 
has pledged more action by year’s end, but a 
bipartisan committee analyzing which steps to 
take broke apart during election season.

Adding to the fi scal uncertainty is Law 154, 
which imposes a special tax on certain controlled 
foreign corporations. Approved to fi nance Gov. 
Luis Fortuño’s sweeping tax reform, which is 
delivering an average annual tax relief of $1.5 
billion to individuals and businesses, the tax has 
been a big moneymaker for the administration 
and has played an important role in stabilizing 
government fi nances.

Originally expected to deliver $1.2 billion last 
year, it wound up bringing in $1.8 billion. However, 
the tax phases out over six years in 2016. While 
these companies will continue to be taxed under 
an income-source rule, some economists worry 
about the effi ciency of collection from affi liates 
of the multinational manufacturers operating on 
the island.

Another major challenge is bringing down the 
cost of electricity, which will require a conversion 
of existing oil-fi red plants to natural gas, as well 
as continuing development of renewable, locally 

generated sources of power. The high cost of 
electricity affects everything from the bottom 
line of manufacturing plants and hotels to family 
budgets, so fi xing this problem will have a major 
impact on both Puerto Rico’s economy and quality 
of life. 

Government offi cials, community groups and 
business leaders also concur on the importance 
of improving Puerto Rico’s public education 
system. Doing this will train today’s youth for 
new jobs in the global economy, boosting Puerto 
Rico’s competitiveness, and help make the island 
a more equitable society by providing quality 
academic opportunities to all youth, despite the 
circumstances of their birth.

Improving the economy and public education 
will do much to battle the rising rate of crime 
in Puerto Rico, but most observers also believe 
that structural changes of law-enforcement 
agencies, increased training and resources and 
improved coordination with federal agencies is 
also necessary.

When voting in the upcoming election, 
CARIBBEAN BUSINESS readers should pick 
the leaders they think are best-suited to confront 
Puerto Rico’s signifi cant challenges and to take 
advantage of the opportunities on the horizon.�

Continued from previous page

The ballots are ready for people 
to cast their votes. Citizens have 

heard and read party campaign plat-
forms to form an opinion. One mark 
on a ballot under the party insignia 
casts a straight-line vote for eligible 
candidates on each ballot: for gover-
nor, resident commissioner, legisla-
tive representatives, and municipal 
mayors and reps. So far, so good. 
It’s the changes to a section of the 
Puerto Rico election law last year, to 
do away with triple “X” votes, aka 
pivazos, for one party and candidates 
of another, that presents a challenge. 
The lack of knowledge can render a 
ballot void, thus having an impact 
on each vote. 

MORE PARTIES, BALLOTS; 
NEW RULES

The suffrage of 2012 will have 
six political organizations to choose 
from, something that hasn’t happened 

since 1972 (the parties then were 
the New Progressive Party, Popu-
lar Democratic Party, Puerto Rican 
Independence Party, the People’s 
Party, the Authentic Sovereignist 
Party and the Puerto Rican Union 
Party). Forty years later the parties 
competing for votes are the New 
Progressive Party (NPP), Popular 
Democratic Party (PDP), the Puer-
to Rican Independence Party (PIP), 
the Sovereignist Union Movement 
(MUS for its Spanish initials), the 
Puerto Rico Workers Party (PPT 
for its Spanish initials) and Puerto 
Ricans for Puerto Rico (PPR). 

And, for the fi rst time in the modern 
history of Puerto Rico elections, there 
will be four ballots for the voters 
to choose from: The state ballot 
(white), for political party, governor 
and resident commissioner; the 
legislative ballot (beige), for A triple “X” vote (one “X” under the party insignia and two “X’s” for candidates of 

another party) such as the one above, would render a ballot void in the 2012 election.

SPECIAL COVERAGE

Continues on next page
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The island’s fi lm industry is on 
the move after a package of new 
incentives. Incentives in place since 
March 2011 have resulted in about 
30 productions produced on the is-
land, generating about $80 million 
in investment. Recent examples in-
clude television episodes for Show-
time’s “The Big C” and the movie 
“Runner, Runner” with Ben Affl eck 
and Justin Timberlake. “Runner, 
Runner” pumped $35 million into 
the local economy.

Puerto Rico’s aggressive incen-
tives, talented local crews, varied 
backdrops, solid infrastructure and 
sound legal protections are continu-
ing to pay off in the effort to grab 
fi lm-industry attention. The island 
is hoping to land major productions 
that can bring investments topping 
$200 million. 

Films mean direct and indi-
rect jobs, and get money fl owing 
through the local economy, Pérez-
Riera  said.

Leading industry publication Va-
riety has trumpeted Puerto Rico’s 
varied settings, noting the island has 
stood in for Iraq, Vietnam, Spain, 
Brazil, Cuba and various other 
“far-fl ung places” as fi lmmakers in-
creasingly look to the island for its 
diverse locales and capable crews.

One of the more innovative laws 
is the new services export law (Law 
20 of 2012), which establishes a 
4% tax rate for the export of local 
professional services. The law’s ob-
jective is to encourage local profes-
sional-services fi rms, from comput-
er consultants to tax counselors, to 
export services beyond Puerto Rico 
shores. It is also aimed at getting 
large professional-services fi rms 
from major places such as New 
York City to establish operations on 
the island, which is expected to re-
sult in further integration of Puerto 
Rico into the global economy.

A related effort, Law 22 of 2012, 
seeks to attract high-net-worth indi-
viduals to Puerto Rico by eliminat-
ing all taxes on any passive income 
they receive when they decide to re-
locate to the island, if they haven’t 
lived here for the past 15 years.

 “There is a lot of interest in these 
new incentives,” Pérez-Riera said, 
adding that they will both attract off-
shore global concerns to the island 
and encourage the development of 
local professional-services fi rms 

into international players. “Puerto 
Rico can become the Singapore of 
the Americas.” 

THE CASE FOR CONTINUITY 
For Pérez-Riera, one of the big 

problems of Puerto Rico has been 
the lack of continuity in its eco-
nomic-development plans, which 
has been aggravated by revisions 
made by subsequent New Progres-
sive Party (NPP) and Popular Dem-
ocratic Party administrations.

“This constant change is what 
has Puerto Rico stuck in neutral,” 
Pérez-Riera said. 

That’s one reason why he and 
other offi cials argue that the NPP 
administration should be re-elected, 
but it is also why the DDEC chief 
has been pushing for the private 
sector to assume some responsibil-
ity for promoting Puerto Rico and 
assuming ownership of the Strate-
gic Model for a New Economy.

“We need to leverage our efforts 
from outside of government and 
have the private sector help us with 
the promotion,” Pérez-Riera said.

The administration has estab-
lished industry advisory councils in 
important areas, where private-sec-
tor members have helped establish 
policy and coordinated promotion 
efforts. The fi ve councils are: bank-
ing, insurance & cooperatives; trade 
& exports; tourism & entertain-
ment; cinema & creative services; 
and manufacturing.

While private-sector bodies, from 

the Manufacturers Association to the 
Hotel & Tourism Association, are 
vital entities doing important lobby-
ing for their specifi c industry, Pérez-
Riera also sees the need for broader 
private-sector input that could effect 
a wider economic policy perspective 
and a more sustained promotional 
push from the private sector. 

Pérez-Riera has also worked on 
putting the assets of the govern-
ment to work for various industries. 
The Puerto Rico Industrial Devel-
opment Co. (Pridco), for example, 
now uses its substantial industrial 
holdings for many types of uses, 
and at reasonable rates by allow-
ing its buildings to be used beyond 
manufacturing when appropriate, 

and working with the municipali-
ties to make productive use of idle 
factory space at a very low cost, so 
long as the municipalities invest 
and create jobs.

In many cases, small businesses 
have established themselves in pre-
viously vacant Pridco facilities that 
municipalities have rehabilitated 
while paying rent as low as $1 per 
month.

“We have to put our limited re-
sources to work the best way we 
can, and promote those things that 
make us unique, and that can be 
used as competitive advantages,” 
he concluded. �

See Editorial on page 17
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New fi lm-industry incentives put in place in March 2011 have attracted about 30 productions to the island, 
and more and larger productions are in the pipeline. One of the biggest fi lms shot here was last summer’s 

“Runner, Runner,” with Ben Affl eck and Justin Timberlake.  

Government offi cials expect new highway construction over the 
next four years using both public and private funding. Above is PR-66, 

which was extended to Río Grande during this term.  




