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The local ‘Great Recession’
has turned into a depression
Will this be the year Puerto Rico’s
economic depression ends?

BY CARLOS MÁRQUEZ

cmarquez@caribbeanbusinesspr.com

I

n a climate of uncertainty, it is
difficult to make firm predictions
about the future. But prevailing economic conditions, and expert analysis, can provide vital indicators for
an assessment of Puerto Rico’s economic prospects in 2011.
Puerto Rico enters its sixth-straight
year of economic recession in March
2011. The recession has been so long
and deep that it has turned into Puerto Rico’s own “Great Depression.”
It is projected to continue, albeit at
a lower rate, during 2011.
It is the longest recession of any

developed country in the world in
modern times—in absence of war
or natural disaster—since the Great
Depression of the 1930s.
The textbook definition of an economic depression is any period of
time marked by economic contraction of 10% or more, or a recession
lasting more than two years.
Which definition is preferred
doesn’t matter; Puerto Rico qualifies
on both counts. The island has been
in a recession for five years, and its
economic contraction, cumulative
over these five years, has surpassed
10%.
The consensus among economists interviewed by CARIBBEAN

BUSINESS is that during 2011 the
economy will suffer an additional
contraction of between 1% and
2.2%.
Puerto Rico’s economy suffered
contractions of approximately 3.4%
in fiscal year (FY) 2010 (measured
locally from July 2009 to June 2010)
after economic reductions of 3.7%,
2.8% and 1.2% in Puerto Rico’s
FY 2009, FY 2008 and FY 2007,
respectively.
A total contraction of 11.1% makes
this the most prolonged and deepest recession in Puerto Rico since
the Great Depression. Add to that
the projected contraction of FY
2011 of 1% to 2.2% and it becomes

a reduction in the island’s Gross
Product (GP) of between 12.1% and
13.1% during the last five years.

RATE OF ECONOMIC CONTRACTION
HAS SLOWED DOWN

The good news is that the rate of
economic contraction has slowed
down and the depression is weakening, as the 2011 projections are a
clear improvement from the contraction of 3.4% in FY 2010.
“We have stopped the deep decline
in the economy and the tendency is
toward entering positive economic
growth,” said Leslie J. Hernández

to open my own firm two years ago. I hired professionals who are true experts in their fields, and this
has helped create A&O Solutions’ success.”
A&O Solutions has a long roster of clients
that include Puerto Rico’s Housing, Labor and
State departments, Planning Board, Financial
Institutions Commissioner’s Office, Health
Insurance Administration, Trade Co., Public
Housing Administration, Integrated Permits
System & Automobile Accidents Compensation
Administration, as well as the Federal Deposit
Insurance Corp. (FDIC), Xavier Serbiá
Multimedia, Casa San Vicente Ferrer, Baby By
Nature, PBS&J, Open House Puerto Rico, and
many other clients.
Rivera explained that the firm has numerous projects in the pipeline and also has clients in Miami
who plan to establish business on the island.
During last year’s local banking consolidation,
A&O Solutions was chosen to represent the FDIC
during this critical period. The firm made sure
correct information was reaching Puerto Rico
residents. Since Rivera has many years’ experience with the local government, he is aware of
its many protocols. This makes his firm a top
candidate for these important accounts.
“Since I am an expert in working with government projects, I understand how to transmit a
clear message to an audience. These challenges
fascinate me since I have a full understanding of
how to do it.”
A&O Solutions also will develop strategies that
achieve communications objectives and goals,
improve a company’s image, establish a great
relationship with the media and the public, and
increase sales revenue.
A&O Solutions also is working on the weeklong
“La Feria de Impulso a la Vivienda” (Housing
Stimulus Fair) slated for Plaza Las Américas in
early March.
Organizers have issued a call for all housingrelated businesses to participate in the seven-day
exhibit, March 7-13, in the Caribbean’s largest
shopping center in Hato Rey. More than 70,000
daily visitors will be able to access information from
a wide array of participating companies, including
banking, home mortgage, real estate, furniture,
remodeling, home safety and government.
“Everybody will have the chance to find any
kind of home-buying/renting-related information
under one roof. Anyone who is buying, selling or

“After holding top positions in
government-communication
departments, I felt a need to go
out on my own and freelance.”
— Elliot Rivera, president of A&O Solutions

Continued on next page
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renting their homes will benefit from the information available at this event,” Rivera said. “It will
be the ideal opportunity for the public to learn
firsthand about all the incentives and initiatives the
Puerto Rico Housing Department is offering.”

Furthermore, some time this week, A&O
Solutions will launch a campaign for its client,
the Puerto Rico Housing Department, which has
spent millions of dollars to reconstruct its publichousing buildings. 
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Crespo, interim president of the
Puerto Rico Planning Board. “We
are on the right track and implementing the correct measures. The implementation of the first phase of the
Tax Reform will surely help.”
The Planning Board doesn’t publish
projections for calendar years, but
the revision for FY 2010,
CARIBBEAN BUSINESS sources
say, shows the Puerto Rico economy
contracting by approximately 3.4%
and projects a 1% to 2.2% negative growth in FY 2011, which ends
June 30.

BY CYNTHIA COLÓN

ccolon@caribbeanbusinesspr.com

T
Is your company listed in Puerto Rico’s
most accurate B2B Directory?…
Now online!
Need more frequency for your B2B
campaign? Your Directory listing and
display ad on the new
CARIBBEANBUSINESSPR.COM website
allows you to keep your product or service
in front of potential users 24/7/365.
If you’re advertising in this
weekly print edition, you’ll enjoy
great “combo” rates!

FEBRUARY 10
SHIPPING AND DISTRIBUTION
In addition to an industry overview, CARIBBEAN
BUSINESS will offer information on the latest
in ground, air and maritime cargo services. We
will also report on what is new in warehousing,
inventory management and distribution, and
explain the key aspects of freight forwarding and
coordination services. If you are a cargo airline
or shipping agent, customs broker, ocean-cargo
carrier, freight forwarder, trucking company or
a warehousing & storage company, you must
advertise in this supplement.
ADVERTISING DEADLINE:
FEBRUARY 4
LIFE SCIENCES, BIOTECH AND
ADVANCED MANUFACTURING
CARIBBEAN BUSINESS looks at some of
the specialized disciplines that play a key role
in Puerto Rico’s economic development, sitting
down with company executives to discuss the
latest high-tech trends and comment on this
industry’s evolution on the island. If your highly
specialized product or service caters to the biotech
industry’s needs, get noticed with an ad in this
supplement.
ADVERTISING DEADLINE:
FEBRUARY 4

Call 787-728-8415 today to
start increasing your sales!

GDB ECONOMIC ACTIVITY INDEX
SHOWS SIGNS OF IMPROVEMENT

Elliot Rivera, president of A&O Solutions
Continued on next page

BY CYNTHIA COLÓN

ccolon@caribbeanbusinesspr.com

Unique campaign focuses on drunk drivers

T

he island Traffic Safety
Commission has developed a publicity campaign
called “Amigo” that in concept
is more a film than a traditional
television ad. Instead of developing set scripts for the ads,
the storyline and characters
were given to Roy Sánchez
and Luis Gonzaga, members
of Teatro Breve’s talented
team. The pair developed the
characters and dialogue for
the commercials. Meanwhile,
a short-film version of the ad
has been sent to film festivals
around the world.
The campaign, executed by Guaynabo-based
KOI GC, was inspired by research done among
people who have been responsible for a death resulting from a car accident. The testimony of one
of those interviewed was so strong and compelling that it became the basis of the campaign.
Another unique feature of the campaign’s storyline is that, instead of focusing on the victim
of the car accident, the campaign focuses on the
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A&O Solutions provides
results-driven services
imes have changed and companies are no longer blindly walking into projects. Now, there
is a tremendous focus on increasing sales revenue
and effectively reaching target audiences.
A&O Solutions is a boutique communications
firm that provides companies and government
agencies a full scope of integrated services in the
areas of public relations, advertising, branding
and events management.
With Elliot Rivera at the helm, the firm has a
results-driven team comprised of top-notch strategic communications professionals with more than
15 years working in the field. Most importantly,
they provide vast experience not only in managing controversial issues, but also in anticipating
the media’s and the community’s reaction.
“After holding top positions in governmentcommunication departments, I felt a need to go
out on my own and freelance,” Rivera said. “I
received more clients than I expected and decided
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person who causes the accident because he or she was
driving under the influence
of alcohol, and on the guilt
that permeates his or her life
from that point on.
The campaign’s goal is to
increase awareness of the
seriousness of drunk driving and its potential consequences, and thereby,
eventually, minimize car
accidents caused by alcohol
consumption. 䡲
Name of Campaign: Amigo
Client: Traffic Safety Commission
Agency: KOI GC
Creative Director: Enrique Volckers
Art Director: Liza Novoa
Copywriter: Sandy Sarria
Production House: Sentido Común
Producer: Bárbara Crudelli
Director: Miguel Zayas, Sentido Común
Photographer: Miguel Zayas

Carlos M. García, chairman of the
board & president of
Government Development
Bank

Several indicators, summarized in
the Government Development Bank
Economic Activity Index (GDBEAI), have consistently pointed to a
slowing of the fall during the last few
months of 2010. The GDB-EAI is
comprised of four main components:
payroll employment, electric-power
consumption, gasoline consumption
and cement sales, all of which have
shown signs of improvement.
“Although still in negative territory, if we continue at the current
level, we should be seeing a positive
sign by the first quarter of 2011 when
compared with the same period of
the prior year,” Government Development Bank (GDB) Chairman &
President Carlos M. García said.
The GDB-EAI has a 98% correlation with the island GP, so when it
is in negative territory, the economy
most probably is as well. In November 2010 the GDB-EAI was down
2.5%.
dropped maybe another 1% in the
2010 calendar year, an improvement
A WEAKER RECESSION
over the hard fall in 2009. Does this
The economy should begin to re- mean that we are about to see a
flect some improvement in 2011, strong rebound in 2011? Not likely.
experts say.
It means that we should be seeing
“The economy will still be in a more and more signs of a gradual
recessionary mode in 2011, but the turnaround in 2011.”
year should reflect a weaker recesThe slow pace of recovery is due in
sion, particularly in the second half, part to a local construction industry
which is the first half of FY 2012,” only just beginning to come out of
said Juan Lara, chief economist at hibernation.
Advantage Business Consulting and
“One reason why recovery will be
a member of the governor’s econom- slow is that a major increase in conic advisory committee. “Although struction investment will not occur
this is good news, what is important until sometime after 2011,” said José
is to avoid the presumption that a “Joaco” Villamil, chairman of ecofull-scale recovery is on the way.
nomic consultant Estudios Técnicos
“When the dust settles, the num- Inc. and also a member of the goverbers will show that the economy nor’s economic advisory committee.

José R. Pérez-Riera, secretary of
Economic Development
& Commerce,

“What we are expecting in calendar
year 2011 is a contraction of around
2.2%. The economy will be in worse
shape in the first half of the year and
should show improvement in the
second half. Why? The impact of the
ARRA funds allocated to construction will be felt and, we hope, some
of the PPPs [public-private partnerships] will come on line.”
Added Vicente “Chenti” Feliciano, president of Advantage Business
Consulting (ABC): “There are some
signals that recovery is on the way
in the short term.”
Those signals will remain relatively
weak given how deep a hole Puerto
Rico has dug for itself economically,
Villamil said.
“What we have experienced in

Puerto Rico is a process that has generated conditions that became worse
with time and, in effect, generated
a negative spiral that has made recovery more and more difficult with
time,” the Estudios Técnicos chairman said. “This is why turning the
economy around in one or two years
is illusory. There is much accumulated damage that will take time to
correct.”
He explained that an economy is,
in some ways, like an oil tanker. It
requires a major effort to make it
change direction.
“After five years in recession, many
people find it understandably hard to
believe that 2011 will likely witness
a turnaround in the local economy,”
economist Lara added. “However,
several key indicators continue to
signal that the recession will bottom
out during the first half of 2011. This
doesn’t mean there will be anything
like a strong rebound in the second
half of the year, but the worst of the
downturn will be history by then.”
“The main concern is not the short
term, which seems on the mend,”
economist Feliciano said. “The medium term is more worrisome as the
impact of Law 154 [which levies
a 4% excise tax on major multinational manufacturing operations and
makes changes to the source rule] is
still uncertain, and a resurgent Republican Party in the U.S. Congress
makes certain that there will be little
in the way of new federal government programs.”
Lara noted that the local sectors
that rebound the fastest are likely
to be those most closely linked to a
recovering U.S. economy.
“In fact, the local tourism industry
already left the recession behind and
is enjoying the beginning of a recovery,” he said. “The same will soon
be happening in nonpharmaceutical
manufacturing, which will naturally
react to growing demand in the U.S.
and the world economy.”
Villamil cautioned that any projection, even a conservative one, must
take into account that there are always wild cards, events that are “beyond our local control.”
“An increase in petroleum prices,
the curtailment of the U.S. health
reform, interest-rate hikes and a
weaker-than-expected recovery in
the U.S. would all have a negative
Continued on page 18
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impact,” he said. “Our 2.2% projected contraction assumes low interest rates, stable petroleum prices
and a moderate recovery of the U.S.
economy.”
As a rule of thumb, each $10 hike
in the price of a barrel of oil negatively affects the local economy by
approximately -0.6%, and a 1% reduction in the U.S. gross domestic
product (GDP) has the equivalent
impact on the local economy.
Federal funds will continue to
help reduce the rate of shrinkage of
the local economy. The projections
for 2011 are that net federal expenditures on the island will be some
“$26 billion, including $2.2 billion
in American Recovery & Reinvestment Act (ARRA) funds.
Nevertheless, the availability of
$4.6 billion in ARRA funds and
$500 million from the local stimulus package during the last two years
were not sufficient to ignite the local
economy.
While the ARRA funds will surely
continue to provide support to the
economy, the federal stimulus alone
won’t spur rapid growth before running out in December. As helpful as
ARRA funds are, economic observers are more than a little concerned
about what is going to happen after
ARRA.

Leslie J. Hernández Crespo,
interim president of
Puerto Rico Planning Board

José ‘Joaco’ Villamil,
chairman
of Estudios Técnicos

“We have done
most of what
we have to on
the fiscal side.
Now, we are
concentrating on
economic growth.”
—GDB President
Carlos M. García

UNEMPLOYMENT WILL CONTINUE
TO BE A CHALLENGE THIS YEAR

Unemployment and a very low
labor-force participation rate will
continue to be major areas of concern and challenge in 2011. Like in
the mainland U.S., improvement in
economic conditions will not necessarily mean significant gains in
employment.
Unemployment hovered above
16% in Puerto Rico for much of 2010.
That is up from the 11% range at the
onset of the local recession. The jobless rate, which measures people actively looking for work, was kept in
check as frustrated job seekers gave
up their searches, which pulled the
labor participation rate below 42%.
The good news is that in December
the local unemployment rate went
down to 14.7%.
“In 2011 we will continue implementing the strategies contained
in the Strategic Model for a New
Economy Plan [MENE by its Spanish acronym], which is undoubtedly

the best designed and most comprehensive economic-development
plan that Puerto Rico has had in
decades,” said Economic Development & Commerce Secretary José
Ramón Pérez-Riera. “Last year was
full of achievements and challenges,
but we are confident we have established the baseline that will enable
us to reverse the process of decline
and make 2011 a defining year in the
process of reviving our economy.
“We are ensuring that we continue
restoring growth both in the short
and long term, and across all sectors of the economy, investing in the
development of our infrastructure—
including the participation of the private sector through public-private
partnerships—and in meeting the
challenges of cost, efficiency and
functionality that, if left unaddressed,
would undermine competitiveness to
our economy and limit our ability to

attract investment to the island.
“Working closely with the Legislature, already six major reforms for
competitiveness have been adopted,
including reforms to the public-private partnerships, permits reform,
reorganization and modernization
of the executive branch, energy reform and tax reform. By 2011, we
have an aggressive plan of promotions to promote internationally the
incentives offered by the government of Puerto Rico to attract foreign
investment, and have a full agenda
of events designed to help our local
entrepreneurs increase their export
markets such as Spain, Panamá,
Chile and China, among others.
“Promotional activities we have
planned for 2011 include activities to
attract investment in different sectors
such as cinema and creative services
to the newly approved incentives to
continue promoting the industry of

cinema in Puerto Rico. With the
adoption of the new law, we take
this industry to the next level, further improving our competitiveness
with a new incentive structure for
film-production projects on par with
other jurisdictions competing with
us to attract projects, and the economic activity associated with them.
We will continue to attract investment in renewable-energy projects,
large-scale tourism projects in general and investment in the purchase
of ‘second homes’ and investment
properties. We are confident that the
competitiveness reforms and these
additional projects create an environment unparalleled in the Caribbean
and one that is extremely competitive for investment throughout the
world.
“We continue to work with programs to diversify energy sources,
ensuring that the generation of electricity on the island is affordable, viable and sustainable. This continued
injection of local and foreign money,
along with many projects already
in advanced stages, will be a reality during 2011. Air capacity, hotel
occupancy and average hotel tariff
growth trends continue.
During 2010 we managed to increase air access to Puerto Rico with
new Jet Blue and AirTran flights between other airlines, and continue
with our efforts to position Puerto
Rico as the most important air destination in the Caribbean, helping not
only tourism but also trade. Along
these lines, the establishment of
new ‘charter-flight’ routes to Madrid and Barcelona and the arrival
of new cruise lines this year have already been announced,” Pérez-Riera
stated.

PPPS AND STRATEGIC PROJECTS
TO HELP DRIVE THE ECONOMY
AFTER ARRA

The administration of Gov. Luis
Fortuño is counting on several of
its initiatives for reviving the island
economy to begin taking effect in
2011.
“We have done most of what we
have to on the fiscal side,” GDB
President García said. “Now, we
are concentrating on economic
growth.”
After the ARRA funds are used up,
the government is looking to PPPs,
Continued on next page
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fixing system glitches that hobbled
its 4G launching last year, AT&T
is expected to finally inaugurate
the service “full-blast” this month,
Torres said.
While Claro Puerto Rico President Enrique Ortiz Montellanos
reportedly said last week the company was investing $240 million to
launch its 4G service by year’s end,
Torres said she had no information
that other carriers plan to introduce
4G this year. Calls to Claro were not
returned last week.
She also said 4G service—which
provides peak download speeds of
100 megabits for mobile users—will
allow consumers maximum access
to multimedia and social-networking applications in new smartphone
and tablet-computer models to be
introduced in the island market this
year. AT&T plans to offer Motorola’s Atrix smartphone, recognized at

43
last month’s International Consumer Electronics Show (CES) in Las
Vegas as the best new smartphone,
locally this month. The Atrix works
with a one-gigahertz dual-core processor that allows it to open webpage applications twice as fast as
the competition.
AT&T is also expected to offer
Motorola’s Xoom tablet computer, the first to be powered by the
Android 3.0 Honeycomb software
made exclusively for tablets, and
which was also recognized at CES
as the best gadget and tablet competitor in a market dominated by
Apple iPads. AT&T also plans to
launch two 4G tablets, including its
first Long-Term-Evolution (LTE)
tablet, by mid-summer.
Samsung, which last year launched
the successful Galaxy Tab, plans
to unveil another tablet computer
called the Sliding PC 7, with a
Windows 7 operating system.
Not to be left behind, Apple plans

CARIBBEAN BUSINESS THURSDAY, FEBRUARY 3, 2011

Motorola’s Xoom
tablet computer will
be available locally
later this year.

to introduce the second-generation
iPad tablet computer and a 4G
version of the iPhone later this year,
with features that experts say should
once again overtake the competition,
including a higher-resolution screen

and integrated frontand-back cameras
for the iPad 2.0.
And Toshiba plans
to introduce to the island market in May a
3-D television model
that can produce images with the illusion
of depth but doesn’t require the user
to wear glasses. Sony’s VAIO computer division also plans to launch a
laptop computer with a 3-D screen
this year. 䡲

New rules seek to address poor telecom customer service
BY JOSÉ ALVARADO VEGA

josea@caribbeanbusinesspr.com

T

he Puerto Rico Telecommunications Regulatory Board
(TRB) plans to approve by June
a new set of regulations governing the quality of customer service
rendered to subscribers of mobile
and landline telephony as well as
cable television.
TRB Chairwoman Sandra Torres said the rules seek to address
a progressive deterioration in such
customer services, including excessively long waits for hotline operators, line repairs and installation of
new services, as well as for unjustified charges.
“Many telephony customers filing complaints with the board have
gone without service for an average of 30 to 45 days, and they have
to wait an additional 30 days for
the complaint process to conclude.
That’s unacceptable,” Torres told
CARIBBEAN BUSINESS.
She said the board is evaluating
a draft of the new regulations that
would require telecommunications
companies to address complaints
within a week, or 10 days if a

Puerto Rico Telecommunications Regulatory Board Chairwoman Sandra Torres

customer “lives in a remote town.”
Companies that violate the rules
would face fines assessed according
to 52 areas into which the island will
be divided for this purpose.
Torres said the draft regulations,
which are being revised by TRB
engineers, should soon be submitted to a board vote, but the date for
such a vote hasn’t been set. After
getting the board’s approval, the
regulations will be submitted to the
commonwealth State Department,

which will open a 30-day publiccomment period. The board will
then discuss any suggested amendments to the regulations and vote on
whether to include each one of them
or not, she said.
“The whole process should take
about 90 days,” Torres said. “These
regulations should take effect in the
first week of June.”
The board received a total of 866
complaints last year concerning
poor telephony and cable-television

services, said Torres, who noted that
509 complaints, or 59% of the total,
were lodged against PRT-Claro. She
said many elderly people are filing
complaints against this carrier alleging they were hoodwinked into
subscribing to DMAX cable television service and telephony services
bundled with unwanted Internet
service.
Other complaints involve alleged
undue charges, including “the famous penalty for canceling service
before the end of a contract’s term,”
said Torres, noting that “it is not
reasonable for carriers to charge
the totality of a penalty for canceling just two or three months before
a contract expires.” Such contracts
are normally for two years. Most of
these complaints are lodged against
AT&T and Claro, she said.
Torres said customers should only
be charged for the time left on the
contract.
She said 88% of complaints filed
with the board are eventually resolved, although she didn’t have information as of press time regarding
in whose favor the board ruled in
these cases and what actions were
taken. 䡲
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Island broadband to get a boost from new FCC rules
and ARRA-financed fiber-optic link
BY JOSÉ ALVARADO VEGA

josea@caribbeanbusinesspr.com

T

he quality and reach of Puerto Rico’s broadband Internet service is
expected to improve substantially in
2011 with the Federal Communications Commission’s (FCC) recent redefinition of broadband as a telecommunications service, and the start-up
of a recently completed fiber-optic
line between Florida and the island that will be
open to all carriers.
Faster broadband Internet service will meet
ballooning demand for wireless data in Puerto
Rico as more consumers use ever-evolving
smartphones and tablet computers that continue
to merge telecommunications and computing, and
rely on increasingly sophisticated applications.
The FCC finally approved in December socalled Net Neutrality or Open Internet rules that
seek to ensure the web remains a “level playing
field” and promotes competition enabling “a selfreinforcing cycle of investment and innovation in
which new uses of the network lead to increased
adoption of broadband.” To this end, the new
rules say that “advanced telecommunications
capability,” which the Telecommunications Act
of 1996 calls on the FCC to promote, includes
broadband Internet access, which had been
considered just an information service.
This redefinition of broadband removes an
obstacle to President Barack Obama’s National
Broadband Plan goal of “ubiquitous and fast”
broadband access by allowing federal universalservice funding to subsidize this service. Such
funding has been limited to subsidizing landline
and cellphone services for low-income families
and residents of remote areas.
The U.S.—and even more so Puerto Rico—is
behind other industrialized nations in broadband
access and quality, considered a key factor in
global economic competitiveness. A Connect
Puerto Rico survey published last year found that
many islanders were unwilling to subscribe to
broadband Internet service due to its high cost.
Puerto Rico Telecommunications Regulatory
Board (TRB) Chairwoman Sandra Torres said she
has requested such funding for the commonwealth
Universal Service Fund, although she noted that
the amount the island would get has yet to be
determined.
“This will allow more people to have access to
broadband-backed services such as triple-play
[telephony and Internet packages that include
cable television] and applications that require
speeds that are not even available in the United
States,” she said.
Critical Hub Networks plans to inaugurate

will not be interrupted if a major hurricane hits
Miami, the region’s Internet hub.
Marazzi said the second component of the
program calls for making low-cost broadband
service available, through licensed Wi-Fi, to
“disadvantaged” communities and “anchor
institutions” such as schools, health clinics and
emergency-management agencies.
“We will be offering this service as a nonprofit,
and any earnings will be reinvested in the
program,” he said, noting the cables are now
being tested.
Torres said the TRB will launch a similar program
this year involving the opening of Internet centers
with Wi-Fi connection in underserved areas in
each one of the island’s 78 municipalities. Last
year’s Law 101 created
the program, which was
assigned $1 million in
TRB fees charged to
telephony
customers.
These centers would
have a minimum of six
computer terminals with
printers and fax machines,
to be used by citizens to
order birth certificates
and certificates of good
conduct as well as by
students to do their
homework, she said.
Filters will be installed
to ban Internet access to
pornography and other
noneducational
use,
Torres said.
Municipal governments
must provide a structure
Local broadband customers should see a dramatic improvement in service
for the center and commit
after a new Puerto Rico-to-Miami fiber-optic submarine cable
to its upkeep, including
starts operating this month.
picking up the tab for
Internet service after the
sent within the island. These carriers usually first year of operation, Torres said. TRB awarded
subcontract international connection services.
a contract to Hato Rey-based Neptuno Networks
“Right now these emails must travel first to to provide broadband service to the first center
Florida before reaching their destinations on the in Moca, which she said should be open by
island. The new link should cut transmission May. The board is evaluating applications from
time from between 35 to 45 milliseconds to another 13 municipalities. The program is also
between three and five milliseconds, when considering providing Wi-Fi service on ferries to
using Voice-Over-Internet-Protocol,” Marazzi Vieques and Culebra, she said.
told CARIBBEAN BUSINESS. “This means
“This seeks to revitalize businesses in those
better response time and quality when calling towns and encourage the opening of cyber cafes,”
up Internet and Google pages. This will also she said.
Mobile broadband service is also set to expand
facilitate Internet-protocol television.”
He said this should lead to “substantial savings” this year as wireless carriers such as AT&T and
for carriers, which will have more resources to Claro plan to join T-Mobile in offering fourthfocus on improving last-mile connections to generation (4G) mobile-broadband service. After
homes and businesses. Moreover, he said, local
Continued on next page
emergency-response call services such as 9-1-1
service Feb. 22 on a Puerto Rico-toMiami fiber-optic submarine cable the
company built with a $26 million grant
awarded last year through the American
Recovery & Reinvestment Act (ARRA)
to expand broadband service throughout
the island.
The new cable link will boost the
quality and speed of local broadband
Internet service as well as make it
cheaper, said Carlos Marazzi, Critical
Hub Networks’ president, adding that the project,
called the Puerto Rico Bridge Initiative, includes
local interconnection between carriers on the
island that will dramatically cut the transmission
time for emails and other Internet messaging
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as well as strategic projects, to drive
the economy in 2011 and beyond.
It estimates PPP investment could
reach $4.5 billion by 2013. The
administration expects to have at
least five projects committed during
2011.
“As we look toward the future
of Puerto Rico’s economy, and as
we strive to turn the tide, the most
important problem we face, and
our utmost challenge, is to promote
growth in the economy,” said Carlos
Colón De Armas, an economist and
finance professor at the University of
Puerto Rico. “For growth to occur,
however, productive investments
from both the public and the private
sectors must also occur.
“To promote public investments,
we need to strengthen the finances
of the government’s public corporations, which have been languishing
while all the attention was directed
to the central government. Returning these public corporations to their
financial health should be at the top
of the agenda for 2011.”

PPP PROJECTS TO BE
AGGRESSIVELY PURSUED IN 2011
The Fortuño administration has
vowed to aggressively pursue PPPs,
and some projects will take shape
in 2011, such as islandwide school
modernization, concessions for the
existing PR-22 and PR-5 toll highways, the management concession
for Luis Muñoz Marín International
Airport (LMMIA), and the Puerto
Rico Aqueduct & Sewer Authority
(Prasa) project of implementing remote technology for reading water
meters.
Other PPP projects are expected to
take longer, such as the toll concession for existing PR-52 and PR-66
and the construction of the PR-22,
PR-53 and PR-66 extensions.
“Some analysts have expressed
criticism concerning the implementation of the PPPs,” Villamil said.
“They forget that putting in place a
PPP is a complex and time-consuming process, and that in Puerto Rico’s
case, the process is well within the
parameters of other jurisdictions in
terms of the time taken for implementation. PPPs will make a positive contribution to development,
but no one should underestimate the
complexities involved and the time
required.”

Vicente ‘Chenti’ Feliciano,
president of Advantage
Business Consulting

Juan Lara,
chief economist at Advantage
Business Consulting

SCHOOL-MODERNIZATION PROJECT (Ports) will continue to actively pursue the full concession at LMMIA,
TO REACH TOP GEAR IN 2011
The school-modernization project,
which involves the modernization of
100 schools, should be at full speed
during 2011. Construction activity is
expected throughout the year, with
an investment of approximately $756
million financed through Qualified
School Construction Bonds (QSCB),
an ARRA-related stimulus program
that offers 15-year, interest-free
qualified school-construction bonds
for school modernization and construction that are expected to be issued during 2011. Interim financing
is being provided by the GDB.

the island’s principal airport. A cycle
of meetings with the airlines that operate at the airport is underway as the
approval of 65% of them is required
by the Federal Aviation Administration (FAA) for the airport to enter
into a concession agreement with a
private operator.
Once the airlines give their approval,
a Request for Proposals (RFP) will be
issued and an agreement is expected
before the end of the year.

Carlos Colón De Armas,
economist and finance professor
at the University of Puerto Rico
Graduate School of Business

REDEVELOPMENT OF THE
SAN JUAN WATERFRONT
The redevelopment of the San Juan
waterfront area, known as “Bahía
Urbana,” is expected to start in a
few months. The initial construction
project, to be completed by the end
of 2012, will consist of an investment
of $25 million for improvements
to piers 6, 7, and 8. The money is
coming from the $500 million local
stimulus plan.

PORT OF THE AMERICAS TO GET
AN ADDITIONAL $40 MILLION

PRASA TO ENTER INTO CONTRACTS
After a government investment of
WITH 3 PRIVATE OPERATORS
$210 million, the Port of the AmeriDuring the first half of the year, cas in Ponce (PofA) is expected to

Prasa will enter into contracts with receive another government investCONCESSION FOR TOLL ROADS
PR-22 AND PR-5 TO BE AWARDED three private companies to reduce the ment of $40 million. An additional
current amount of so-called nonrev- $750 million investment is required
BEFORE APRIL
The Puerto Rico Highways &
Transportation Authority (PRHTA)
is expected to enter into a long-term
concession agreement for existing toll
roads PR-22 and PR-5 by March 21.
Four consortia have been short-listed.
Any or all money paid upfront by the
concessionaire will go to the defeasance of the outstanding debt to bondholders guaranteed by revenue from
the toll roads. No major investment
that would produce new economic
activity is anticipated in 2011.
PR-22 is the most-traveled toll
road on the island and generates approximately $85 million a year in
revenue.

LMMIA CONCESSION TO BE
AWARDED BEFORE YEAR’S END
The Puerto Rico Ports Authority

enue water (NRW) through the implementation of advanced technologies, including remote meter-reading
technology and geo-referencing of
customer accounts.
The three companies are expected
to invest $600 million during the
terms of the contracts and create
1,200 new jobs.

from the private sector.
The Fortuño administration considers the PofA a strategic project that
will become the economic engine of
the island’s southern region. Nevertheless, three different government
administrations have been unsuccessful in securing an operator.

STRATEGIC PROJECTS

The GDB granted a $116 million
loan for the construction of the M.D.
Anderson Comprehensive Cancer Center, which will form one of
the bookends for the Science City
complex. The GDB is also financing a science boulevard to connect
the cancer center, and other properties that will be established inside

SCIENCE CITY
The administration is also expected
to concentrate on various strategic
infrastructure projects in 2011 to
promote growth, among them the
redevelopment of the San Juan waterfront; the Port of the Americas
in Ponce; Science City; Vía Verde,
the natural-gas project of the Puerto
Rico Electric Power Authority (Prepa); and Roosevelt Roads.

Continued on page 20
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officials say, and will also include an
increasing earned-income tax credit
(EITC), tax-rate reductions and expanding tax brackets that will be financed through enhanced tax-compliance measures, reduction of tax
incentives and credits, and an excise
tax on multinational affiliates.
There is also a special window, in
effect until April 15, for declaring
nonreported revenue.

Continued from page 19

Science City, to the Medical Center
(Centro Médico), which will form
the other bookend.

EFFORTS TO REDUCE OIL
DEPENDENCE WILL
ACCELERATE IN 2011

Prepa will continue its aggressive
energy-diversification strategy in
2011. Some power-generating units
of the Costa Sur Power Plant will be
using natural gas this year and the
administration will relentlessly pursue the construction of Vía Verde, a
91-mile natural-gas pipeline that will
run from the south to the north coast
at Arecibo and then eastward to the
power plants in the San Juan metro
area.
Vía Verde, which has received
nearly 70% of required permits, will
begin delivering annual energy savings of $1 billion starting in 2012, officials say. Construction of the $450
million pipeline should start this year
and is expected to create between
4,000 and 5,000 construction jobs.
In addition, there are seven other
renewable-energy projects approved
and under development that will provide 273 megawatts of electricity to
the island power grid, but those will
take time, officials say.

SPECIAL EXCISE TAX ON
MULTINATIONALS

Starting this year, there is an expansion of the source-income rule
to determine the adequate amount
of the income derived from multinational companies that should be allocated to Puerto Rico. A temporary
excise tax of 4% will apply to certain
multinational corporations in 2011.
The special excise tax is expected
to collect $700 million during what
remains of the current fiscal year,
meaning from Jan. 1 to June 30.
continue government fiscal reconstruction, the administration will
implement a series of reforms during 2011, including the tax, permit
and government reforms.

investment in several sectors of the
economy,” Feliciano said.
GDB President García said the “fiscally responsible, revenue-positive”
reform focuses on four central objectives to spur economic growth.
“The first one is to be able to proTAX REFORM DESIGNED TO
PROMOTE ECONOMIC GROWTH
vide tax relief for individuals and
A new Internal Revenue Code corporations,” he said. “Second, is
(IRC) to reduce the tax burden on to foster economic development and
BANK-CONSOLIDATION
corporations and individuals was job creation. Third, is to achieve simADJUSTMENTS TO BE
approved last week and signed into plification of the tax system. Last but
COMPLETED IN 2011
The balance-sheet adjustments law by Gov. Fortuño on Monday. not least, is to be able to reduce the
in the island’s banks following the Technical amendments could come tax burden.
“It is the most comprehensive and
Federal Deposit Insurance Corp. later during the current legislative
aggressive tax reform in our history.
(FDIC)-assisted consolidation last session.
Fortuño emphasized that the Tax Over a six-year period, it will lower
year are slated to be completed by
the second half of 2011. The credit Reform is still required to push the taxes on individuals by almost 50%
environment is expected to improve island’s economy toward a sustained and on corporations by at least 30%.
The tax system will be flatter and
significantly as a result, industry ob- growth pattern.
“There is no doubt that when you much simpler.”
servers say.
The most dramatic item in the Tax
“As this process draws to a conclu- leave more money in the pockets of
sion, regular lending can resume,” taxpayers, including individuals and Reform is the reduction of the effecsmall and medium-sized businesses, tive income-tax rate to corporations.
Feliciano said.
Lara added that this, in turn, would it stimulates the economy. People The effective corporate tax rate for
loosen the financial stranglehold have more money to consume, save 2010 is estimated to be 34%, and it
on housing developers and other or invest,” the governor said. “All will be reduced to 26%.
To assist the corporations that
key players in the construction these options—consumption, savings and investment—generating have been experiencing losses from
industry.
“The adjustment in the banking more economic activity, in turn 2005 to 2011, the reform extends the
system and the construction in- translates into more income and jobs carry-over period for net operating
losses from seven to 10 years.
dustry is still ongoing,” Lara said. for all.”
Economic experts seem to agree
that the new tax code is integral to
PAYING FOR THE TAX REFORM
GOVERNMENT REFORMS
the island’s economic recovery.
The Tax Reform will be paid for
EXPECTED TO PROMOTE GROWTH
“Tax cuts will have a positive by stimulating economic growth
AND INVESTMENT IN 2011
To promote economic growth and impact on consumer spending and and creating new jobs, government

MEASURES TO CURTAIL
TAX EVASION

The administration will continue
to take steps to avoid tax evasion,
and implement tax compliance, by
requiring financial institutions to
submit financial information to the
Treasury Department for clients
that apply for loans over $250,000
or residential loans over $500,000;
personal and criminal liability will
be imposed on corporate executives
that withhold taxes but do not remit
such taxes to the Treasury Department, and a limit has been imposed
on the amount of the deduction for
home-mortgage interest reduction.

SALES & USE TAX [IVU]
COLLECTIONS TO INCREASE
IN 2011 WITH A STATEWIDE
IVU-LOTO

The Treasury Department is well
along in implementing technology to
further enhance the IVU collections
through a lottery system. An islandwide implementation of the system
is slated for the first quarter of 2011.
A pilot program was launched Nov.
15, 2010 in Ponce.
“The IVU-Loto is expected to
capture an additional $400 million
in transactions, of which $100 million will be in FY 2011 and another
$200 million in FY 2012, and by FY
Continued on next page

TOURISM

41

CARIBBEAN BUSINESS THURSDAY, FEBRUARY 3, 2011

Continued from previous page

“We continue to address those areas that hurt the
profitability of our industry. As we drive demand,
our local hotel industry is able to improve its
room rates and move away from price-driven
strategies that only drain profitability margins.
And we need to look at ways to continue growing
our destination while underscoring the tremendous diversity we already have.”
Although the Tourism chief didn’t venture to
forecast short-term results for the current “Just
Think Puerto Rico” campaign, he is confident its
evolution will help the Tourism Co. advance its
strategic plan to increase overnight international
visitors from 353,000 to more than 800,000 in
five years.
“Add to this high-impact multi-sector initiatives
that also help us leverage our return of investment
in the area of marketing and promotions,” said
González Lafuente, referring to upcoming events
endorsed by the Tourism Co. Chief among them
are the $20 million U.S. mainland “Just Think
Puerto Rico” marketing campaign; this year’s
edition of the Puerto Rico Golf Open presented
by puertorico.com; Saborea, the island’s premier gastronomic festival; and the International
Destination Expo of the American Society of
Travel Agents (ASTA), which combined will
have an estimated economic impact on the local
economy of more than $20 million plus significant international media exposure.

GATEWAY TO THE CARIBBEAN
Although Puerto Rico still enjoys the best airlift
in the region, it is not as good as it used to be, Ian
Carter, president of global operations for Hilton
Worldwide, told CARIBBEAN BUSINESS.
In fact, as the Gateway to the Caribbean, Puerto
Rico enjoys the best airline-accessible location
in the region, with 63 daily flights from 20 major
U.S. cities. Internationally, Puerto Rico has the
most nonstop flights to top international destinations within the Caribbean, with direct access to
Madrid, Toronto, London, Caracas and Panamá.
A mature yet ever-growing cruiseship sector supports close to 5,000 jobs and pours over $240
million into the local economy every year.
“Top-notch airlift coupled with ease of access
from the moment the visitor arrives at the airport
to the minute he steps into the hotel room, making that overall experience as easy and accessible as possible, is the most critical factor in
the success of any world-class destination,”
Carter said, not ruling out future hotel developments, particularly within the high-end luxury
segment. “[Hilton’s] experience in Puerto Rico
is rich with tremendous success, but the world
is changing and the island needs to get in touch
with what is happening out there in order not
only to compete, but also to thrive.”
As a result of its integrated air-maritime access
efforts, Puerto Rico will increase flight frequency

this year by adding 12 U.S. & international markets through such airlines as Avianca, Aeroméxico
and Lufthansa, all of which are mulling over
Puerto Rico routes. Stateside carriers including
JetBlue and AirTran continue to expand their
flight frequency to and from stateside feeder markets. As for the cruiseship segment, Economic
Development & Commerce Secretary José R.
Pérez-Riera noted some of the world’s largest
mega-cruiseships, namely Oasis of the Seas and
Allure of the Seas, loom on the horizon with new
Puerto Rico stops on their Caribbean schedules.
“Make no mistake about it, improving and
expanding our air and maritime access is one
of our top strategic priorities,” explained PérezRiera, adding it is essential not only as a means
to continue improving the island’s overall hotel
occupancy, but also to make Puerto Rico more
accessible as a viable investment destination.
One of the success stories out of this year’s
Fitur tourism conference and Puerto Rico Trade
Mission to Madrid was the announcement of
two charter flights from Madrid and Barcelona
to Aguadilla, which will begin flying later this
year along with British Airways’ new scheduled
flight from London, which begins in April.
“We had a very successful meeting with Sir
Richard Branson of Virgin Atlantic, who is interested in expanding the airline’s presence on the
island,” Pérez-Riera said. “Over the next few
months, Puerto Rico will receive a visit from his
business-development team to explore opportunities within the destination, particularly prospects
for our Riviera del Caribe [slated for development
on the former U.S. Naval base Roosevelt Roads
in Ceiba].”

WE MEAN BUSINESS
For Ramón Sánchez, executive vice president &
chief operating officer (COO) of the Puerto Rico
Convention Bureau (PRCB), fiscal year 20102011 is showing a slight improvement over last
year at this same time, but is still not where it
could be for an island where two-thirds of the
annual visitors are business travelers.
“We estimate that as of today, we will reach
85% of our room-nights goal, translating into
an estimated economic impact of $116 million,”
Sánchez said. “Yet we remain cautiously optimistic as we turn into the second semester of our
fiscal year. We do have important groups, among
them several citywide conventions and groups
such as Ironman 70.3, the International Society of
Physical Rehabilitation and the American Baptist
Churches USA Biennial Meeting scheduled to
take place this year.” The PRCB executive said
there are some additional groups whose meetings will take place in 2011, but those will be
accounted for in PRCB’s next fiscal year 20112012, among them the International Union of
Pure and Applied Chemistry (IUPAC), the World
Library and Information Congress (IFLA) and the
Asociación Intern Americana de CPAs. 䡲

y
te invitan a celebrar la
REGLAS DEL SORTEO
1. JCPenney y Clinique te invitan a celebrar la buenavida … está sujeto a
todas las leyes y reglamentos aplicables del Estado Libre Asociado y es
válido únicamente en Puerto Rico.
2. JCPenney y Clinique te invitan a celebrar la buenavida ... es auspiciado por
la revista buenavida, una publicación de CASIANO COMMUNICATIONS INC.,
P. O. Box 12130, San Juan, Puerto Rico 00914-0130, teléfono 787-7283000, extensión 2251 y correo electrónico labuenavida@casiano.com.
3. No hay nada que comprar para participar en el sorteo.
4. Son elegibles para participar en el Sorteo todas las personas mayores de
veinte (20) años, residentes legales de Puerto Rico. No podrán participar
empleados, familiares y personas que convivan con empleados de
CASIANO COMMUNICATIONS y/o las subsidiarias y afiliadas de CASIANO
COMMUNICATIONS, que incluye su revista buenavida y suplidores en
Puerto Rico, sus agencias de publicidad o relaciones públicas y entidades
relacionadas con el desarrollo, agencia de producción o distribución de
los materiales del Sorteo. Tampoco son elegibles para participar en este
sorteo empleados, familiares y personas que convivan con empleados de
JCPenney y Clinique.
5. El Sorteo comienza el 2 de febrero de 2011 y termina el 3 de marzo de
2011. Las participaciones se hecharán en una tómbola y se seleccionará de
la misma el ganador. En adición al ganador, se sacarán dos (2) ganadores
alternos, en caso de que el ganador principal no se pueda conseguir o
no cumpla con las reglas y, por ende quede descalificado o descalificada.
Así se podrá otorgar el premio a otro ganador o ganadora, en orden de
selección. Esto se llevará a cabo ante un Notario Público. La última fecha
en que se aceptarán participaciones para el Sorteo será el 3 de marzo de
2011 a las 9:00 p.m. en todos los JC Penney. El sorteo se llevará a cabo el
viernes 11 de marzo de 2011 y las probabilidades de ganar dependen del
número de participaciones recibidas.
6. El premio consistirá de lo siguiente:
i. Una (1) Estadía para dos personas de tres días y dos noches en el
Hotel Juluca_de la Isla de Anguilla.
ii. Desayuno continental
iii. Un “round” de golf para dos.
iv. Transportación aérea, ida y vuelta a Anguila por
Anguilla Air Express.
7. Ciertas restricciones aplican como parte del paquete del premio,
incidentales como “room service” a la habitación del hotel, servicio
de lavandería, bebidas alcohólicas, mercancía, souvenirs, llamadas
telefónicas locales y de large distancia, propinas, entre otros. Tampoco
incluye almuerzos y cenas. Por lo tanto cualquier impuesto o arbitrio
sobre el premio, efectivo con posterioridad a la entrega del mismo, será
responsabilidad exclusiva del ganador o la ganadora.
8. Para participar, llena el cupón de participación que estará disponible en
los mostradores de Clinique, y lo puedes echar en las urnas que estarán en
todas las tiendas JCPenney
9. Todas las participaciones pasarán a ser propiedad de CASIANO
COMMUNICATIONS y su revista buenavida y no serán devueltas.
10. El Premio es intransferible y le será entregado solamente a la persona
cuyo nombre aparezca como remitente en las participaciones
seleccionada como ganador o ganadora.
11. El ganador o la ganadora será notificado (a) el mismo día del sorteo, en
cualquier momento, por vía telefónica. De no conseguirse, se le notificará
por correo certificado la cual tendrá los próximos treinta días laborables
para contestar. De no contestar dentro de los treinta días laborables, se
procederá a escoger el ganador o la ganadora alterno (a).
12. Para reclamar el premio, el ganador o ganadora deberá presentar una
identificación oficial con su foto, nombre, dirección y firma en las oficinas
CASIANO COMMUNICATIONS y su revista buenavida ubicadas en la Ave.
Fernández Juncos #1700, Santurce, Puerto Rico. De ser necesario, la
persona ganadora aceptará una demora razonable en relación con la
entrega de los Premios.
13. La responsabilidad de CASIANO COMMUNICATIONS y su revista buenavida
se limita a la selección ante notario público del ganador o la ganadora del
sorteo y la otorgación del premio JCPenney y Clinique te invitan a celebrar
la buenavida.. Toda obligación de CASIANO COMMUNICATIONS y su revista
buenavida, de JCPenney y Clinique cesarán con la otorgación del premio
a la persona agraciada.
14. CASIANO COMMUNICATIONS, su revista buenavida, sus agencias de
publicidad, promoción y/o relaciones públicas, JCPenney y Clinique no
se hacen responsables por accidentes, querellas, daños, pérdidas, ni
perjuicios de clase alguna ocurridos como resultado del disfrute de los
premios otorgados. La persona ganadora deberá firmar un relevo de
responsabilidad al momento de reclamar el Premio como condición
indispensable para la entrega del mismo. No se entregará el Premio si la
persona ganadora no firma dicho relevo.
15. La persona ganadora del sorteo JCPenney y Clinique te invitan a celebrar
la buenavida… le concederá a buenavida el derecho de publicar y
anunciar su nombre, voz e imágen en cualquier medio publicitario en
la Isla sin compensación alguna y por tiempo indefinido. La persona
ganadora deberá firmar una autorización a tales efectos al momento de
reclamar su premio como condición indispensable para recibir el mismo.
No se le entregará el Premio si la persona ganadora no firma dicha
autorización.
16. Reglas del concurso disponibles en Casiano Communications,
1700 Ave. Fernández Juncos en Santurce.
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Sunny with mixed clouds is the 2011 forecast
for island’s tourism industry
BY FRANCES RYAN

frances@caribbeanbusinesspr.com

A

s stateside residents try to
escape one of the coldest
winter seasons on record, island
tourism executives hope mainland travelers will “Just Think
Puerto Rico” when booking
their sunny getaway. A long,
cold winter for the mainland—where
nearly 80% of visitors to Puerto
Rico come from—has definitely
helped jumpstart the new year for
the local tourism industry.
The industry contributes roughly
6% to the island’s gross domestic product, or $3.6 billion, and
supports about 62,000 direct and
indirect jobs, a 27% increase since
1990.
With the winter season well underway, hotel executives now aim
to turn up the heat on what they
deem will be one of the toughest
summer seasons in recent years.
Overall, executives interviewed by
CARIBBEAN BUSINESS describe
with a mix of uncertainty and cautious optimism the economic prospects for the remainder of the year.
Hotel executives warn immediate
attention must be paid to the upcoming summer season, which depends
almost entirely on local tourism to
make it count in the books. However,
as the local economy is not yet showing solid signs of recovery, hotel
owners fear Puerto Rican families
won’t have the means to afford their
annual local summer escape, which
would hurt local hotels.

NEW PRODUCT
SPARKS EXCITEMENT
On the other hand,
driving some of the
excitement among
industry executives is
the new beginning of
the island’s high-end
luxury segment with
the recent arrival of
five-star quality St. Regis Bahía
Beach in Río Grande and W Retreat
Spa Vieques Island, both exclusive
Starwood Hotels properties that
have put Puerto Rico on the global
map.
Also in the pipeline is the construction of the Vanderbilt in Condado,
moving full speed ahead to meet
its early-fall opening deadline, and
rounding out the cluster of new
high-end properties on the island
is the Ritz Carlton Reserve, scheduled to open next year. In addition
to high-end hotels, there are several
paradors, or country inns, slated to
open this year in the western Porta
del Sol region.
Also, preliminary figures from the
Puerto Rico Tourism Co. (PRTC)
show hotel occupancy for the
November-December period could
reach 77%, which would represent
a solid increase over the 71% registered during the same period in
2010. The average daily rate (ADR)
during the latter part of 2010 showed
a modest improvement over the previous year. However, RevPar (revenue per average room) hasn’t yet
reached the competitive level local
hoteliers would like to see.

Still, several hotel-industry insiders interviewed by CARIBBEAN
BUSINESS confirmed that there is
great skepticism about the future of
three of the island’s hotels that may
not survive yet another difficult year
with the lowest RevPar average on
record for the past 10 years.
“This is something the hotel industry is closely monitoring, because
if overall industry conditions don’t
improve, namely hotel occupancy,
room rates as a direct result of
increased demand and RevPar,
there are two, perhaps three, local
hotels that may not survive the year
2011,” said the legal counsel of one
of the hotel properties in dire financial straits. “Also, we can’t forget
about the proliferation of illegal slot
machines, which continues rampant
in neighborhoods adjacent to some
of these hotels, draining their profitability further. That is why the summer campaign will be sort of the
litmus test for many of these hotels
that are on shaky ground.”

AS U.S. GOES, SO GOES
OUR TOURISM

“We also continue to benefit from
signs of recovery in the mainland
economy. As U.S. travelers feel
more comfortable, they renew their
travel plans,” said Ismael Vega,
chairman of the board of the Puerto
Rico Hotel & Tourism Association
(PRHTA). He added that 2011 will
likely be yet another difficult year
for the local hotel industry, with
modest growth and continued dwindling casino revenue.
PRHTA President Clarisa Jiménez
agreed, but added that it is our focus
on “smart tourism” that is helping
us leverage the economic recovery in our favor through targeted
initiatives—ranging from advertising, promotions and events to hotel
developments. Particularly, the fact
that PRTC launched the current winter season campaign (entitled “Just
Think Puerto Rico”) at a recordearly September date has helped
build the reservations pipeline.
Atop PRHTA’s strategic priorities
for 2011 are: finalizing the association’s five-year strategic plan
through 2016, continuing efforts

to eliminate illegal slot machines,
expanding the association’s continuing-education efforts, announcing
strategic alliances to enhance collaboration with other industry sectors and proactively participating in
the marketing and promotion of the
island as the premier destination in
the Caribbean.
“The underlying economic conditions of the U.S. mainland economy
are so important, we need to continue
our efforts to capitalize more on our
main tourism market,” said Jiménez,
adding that regardless of what some
deem insurmountable challenges,
Puerto Rico still has significant competitive advantages in the region.
“Puerto Rico is uniquely located
within a three-hour flight to most
East Coast markets and without
passport requirements for U.S. citizens, making it more attractive for
mainland visitors,” the PRHTA president said. “In addition, due to high
currency-exchange rates and in some
instances security concerns, many
U.S. travelers are cutting back on
their European locations and choosing the Caribbean instead. We just
have to work harder at differentiating ourselves from the rest of the
region to maintain and increase our
leadership. We can’t emphasize this
enough.”

AN INTEGRATED EFFORT
While Mario González Lafuente,
PRTC’s executive director, agrees
that 2011 will be yet another tough
year for the local economy as well
as for the tourism industry, he feels
optimistic about the prospects for
sustained improvement.
“I am confident that if we keep
a steady pace with the implementation of our strategic initiatives,
some of which have already helped
drive positive momentum and yield
higher occupancy rates, we will
see hotel rates gradually go up and
spark higher demand for our destination,” he said. “We just need to
remain steadfast in our effort and
not despair. It is a complicated economic situation, but Puerto Rico
has all the attributes necessary to
solidify its regional leadership.
Continued on next page

2013 we will be able to capture the
full base of $400 million, or the target amount for this program,” García
said.

GOVERNMENT REORGANIZATION
WILL CONTINUE

The reorganization of the executive branch of the central government
will continue in 2011 and will almost
certainly see a large number of agencies restructured under the government reform plan. Obviously, these
laws will take time to implement and
won’t have an immediate impact.
The government reform aims to
eliminate 30% of the island’s 134
government agencies.
“We need to devote more resources to the growth of our economy,”
García said. “If you have a government that pays 70% of its revenue
to payroll, you don’t have enough to
invest in economic development.”
It is reasonable to expect approval
of the Tax Reform and the start of
the process to revamp the government retirement system this year.
Progress on labor and legislative reform is not likely to be significant,
however.

GOVERNMENT REVENUE, CASH
FLOW AND FURTHER REDUCTION
OF EXPENSES IN 2011
“Revenue to the government’s general fund has stabilized and is gradually beginning to make modest but
sustained gains,” Lara said. “These
are encouraging indicators that a
turnaround is in the offing.”
García said that the central government has reduced expenses by $935
million or 17% of total payroll and
this trend will continue through 2011.
It will continue to strictly monitor
all services retained by the government to maintain tight controls on
the expenses, because “there is no
alternative,” he said.
“We continue to operate under very
challenging circumstances, but I’m
convinced that we are ahead of the
curve as compared to most states in
doing what needs to happen to bring
back economic recovery and fiscal
responsibility,” García said. “We
have established strong and predictable cash-flow management and we
have ended in a positive cash benefit
for every quarter of fiscal 2010 and
the first quarter of FY 2011. Expect
further reductions in the budget gap
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[revenue vs. expenses]. The gap is
approximately 11% down from 44%
two years ago.
“We will continue containing costs
and strengthening our collection efforts as well.”
The GDB will continue monitoring
the expenses of major agencies such
as the Health and Education departments. Government financial statements for FY 2010 are slated to be
ready by March 31.

IMPLEMENTATION OF NEW
PERMITTING PROCESS

In December 2010, a total overhaul
of the permitting process took hold
and is expected to commence full operation this year. Permitting agencies
have been merged and 26 regulations
have been done away with. To facilitate business and job creation, there
will be only one regulation that will
cover this area, considered a fundamental obstacle to investment in the
past.
While the new permits system provides a 90-day deadline for permits,
it will take time for it to achieve full (which late in 2010 replaced the
and effective operation.
17-year-old island Health Reform
system) in 2011. Funding for the next
GOVERNMENT-EMPLOYEES
fiscal year will be $372 million above
PENSION SYSTEM
the $492 million in current funding.
The legislative process to fix the
government-pension-system’s unHOUSING-SECTOR STIMULUS
funded liabilities will start in 2011.
WILL BE EXPANDED IN 2011
The government retirement system
In order to stimulate the economy,
has available assets to cover obliga- an additional stimulus package for
tions only until FY 2019, making the housing sector will be put in
it an item that will be handled with place in 2011 to reduce banks’ housurgency this year.
ing inventory as well as stimulate the
Consensus legislation will be pre- construction of new housing.
pared to tackle the unfunded liability
Last year, the administration imfocused on three areas: implement- plemented a program that included
ing an additional employer/employ- closing-cost bonus programs as well
ee contribution needed to reach the as second-mortgage programs that
annual required contribution and im- allowed participants to buy second
prove the funding ratio, the impact homes at a reduced rate.
of the different special laws, and the
For 2011, the program has been
impact of personal-loan portfolios on expanded into the areas of enhanced
the system’s cash flow.
mortgage insurance, rental-market
stimulus and housing stimulus. In the
INCREASED FUNDING FOR
enhanced-mortgage-insurance area,
HEALTHCARE
the government will offer 105% loanLast year, the administration em- to-value, which provides for loans to
barked on refurbishing the local be made without a down payment.
healthcare plan and was successful In the rental-market stimulus area,
in securing additional funding from the program provides for a 100% tax
the federal Medicaid program.
exemption on net rental income for
Although Puerto Rico doesn’t fully a 10-year period.
participate in the federal program,
In addition, it provides for a 100%
with additional Medicaid funding exemption on capital-gains tax at the
it has been able to cover additional time of the resale of new properties,
participants in the Mi Salud program as well as a 100% exemption on fees,

stamps and vouchers, a 100% exemption on temporary property tax and
a five-year exemption on property
taxes.
“There is a 50% exemption on the
capital gains for properties that are
resold, but if you are the seller you
still get 100% exemption in order to
stimulate the sale of these properties,” García said. “You get a 50%
exemption for fees, stamps and
vouchers on a second home. We
also have increased the deduction
of up to $5,000 for up to 15 years
against ordinary income for capital
loss on sales of existing homes if the
transaction is conducted during this
window [which closes April 15].”
The GDB president said 2011 will
be a pivotal year in turning the island economy around, as policies
designed to go to the root of the island’s structural economic deficiencies begin to take effect.
“There is still a lot to get done,
but there is no doubt that we have
changed the course of Puerto Rico’s
future,” García said. “We are forging ahead and are staying the course,
both on the fiscal side and on the
economic-development side.
“We took unprecedented steps
that needed to be taken so that we
could bring Puerto Rico back to solvency and avoid a deeper economic
depression.” 䡲
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Private sector cautiously optimistic about 2011

RETAIL/COMMERCE
BY FRANCES RYAN

Rico, said: “We firmly believe our ‘save more,
live better’ philosophy is making a difference
to thousands of Puerto Rican families. We have
s the island’s economic recession
seen how they have adjusted their budgets, and
enters its sixth-consecutive year,
we have done the same, to deliver the kinds of
a resilient retail & commerce sector
savings that truly make a difference in their
shows no signs of slowing. In fact,
overall quality of life.”
contrary to most economic sectors,
Walmart, the island’s leading retailer with an
members of the local retail/commerce
estimated $2.5 billion in combined sales from
industry are looking ahead with modWalmart, Sam’s Club and Amigo supermarkets,
est optimism.
posted positive sales growth in 2010 and expects
Executives interviewed by CARIBBEAN
to see further growth this year, mostly from
BUSINESS agree a combination of factors
organic growth as the new Sam’s Club on
is keeping the industry’s upswing momentum
Kennedy Avenue opens later this year.
going. If retail sales maintain their steady
Walgreens’ market President Nivia
pace, the industry will see its $35 billion in
Santiago, said: “As all retailers, we are
total annual sales prevail, or slightly improve,
working for the better. We are eternally
by the end of the year.
optimistic, and I expect some level of recovery
Chief among the factors driving an upward
in our economy this year. Meanwhile, we
retail/commerce trend are: positive 2010
are very intensively applying technology to
year-end holiday sales; expansion and/
our pharmacy practice and still working for
or remodeling of existing store chains like
the best across all our operations.”
Walmart and Walgreens; top shopping
Santiago is first to admit that economic
centers’ continued reinvestment in their
challenges continue to be out there, but
properties; the arrival of new retailers; and
said the company has an excellent team for
prospects for the development of two new
all its lines, from the front of the store, at
shopping centers, the first construction of its
the pharmacy counter, in its distribution
kind on the island in more than a decade.
team to its office. Talent and attitude will
“We already are seeing pockets of improvebe essential to take us out of the crisis, the
ment in reported retail sales, with a consisWalgreens executive concluded.
tent upward trend,” said José R. Pérez-Riera,
Performance by sectors offers a clearer
secretary of Economic Development & Comindustry picture. For example, strong
merce. “Many of the economic-development
grocery- and apparel-store performances
reforms that have gone into effect give Puerto
were offset by the softness in the electronics,
Rico the right kind of economic infrastructure
toys and some home categories. Foodthat enables us to go out to our U.S. mainland
industry leaders, such as Econo, Sam’s
counterparts, as well as global markets, to proClub and Costco, Ralph’s Food Warehouse
mote the advantages of investing and doing
and Mr. Special (in the island’s western
business on the island,” he added.
region) last year carried the lion’s share
“Internally, we continue to strive for ways
of the island’s $6 billion supermarket
to streamline our government and make it
industry.
Discount stores and apparel were among the top performing
more agile for businesses—especially through
Discount stores overall posted a less
retail categories last year. Industry executives expect 2011 to
an easier and more transparent permitting
than 1% increase in sales, according to
improve for island retailers.
system. This revalidates our commitment,
preliminary industry reports, considered a
from day one, to let everyone know that Puerto signs of economic recovery in 2011. “The indus- good performance during a shrinking economy,
Rico is open for business. We see it in successful try had a good December/holiday season, posting CCM’s Fournier explained. We need to focus on
promotions in tourism, biotechnology and the annual sales growth. Despite the island’s difficult job and income growth next to keep consumer
film industry,” Pérez-Riera said.
economic situation, as the U.S. mainland economy confidence on the rise, he added.
Secretary Pérez-Riera explained that the first continues to recover, it gives consumers a boost of
In addition, arrival of stores like PetSmart,
two years of Gov. Luis Fortuño’s administration confidence and encourages them to go shopping T.J. Maxx and CVS followed announcements
were largely dedicated to making the tough again,” he said.
that Target and P.F. Chang’s, among others,
decisions that give Puerto Rico a viable economicVeteran retail-industry consultant Mike Nolla have plans to establish operations on the island,
development platform. Changes included agrees: “Besides a strong shopping culture, the sparking consumer interest.
the approval of five of six major economic- strength of our industry is our people, from
Meanwhile, proposed shopping developments
development reforms—public-private alliances, shopping-center owners, retailers and developers by the stateside Taubman (Plaza Internacional)
permits, reorganization and modernization of the to small mom & pop stores, which make the island and Venezuela’s Sambil conglomerate for a
executive branch, and energy and tax reforms.
one of the strongest retail industries around.”
regional mall for Guaynabo, promise to shake
things up for Plaza Las Américas, the island’s
NEW SHOPPING AND RETAIL ACTIVITY
WE ARE BULLISH ON THE PUERTO RICO
top regional mall, which has remained the
“Overall, it hasn’t been easy but business has
indisputable lone star in the fashion-driven
MARKET
been good. There is no disappointment for us,”
Iván Báez, spokesman for Walmart Puerto megamall arena. 䡲
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fter enduring a five-year recession, the consensus among
private-sector executives in Puerto
Rico’s most important industries
interviewed by CARIBBEAN
BUSINESS is one of cautious optimism for 2011.

ADVERTISING
In 2011, the numbers look even
brighter than last year, when
advertising investments increased
to $1.2 billion. This year, they are
expected to reach $1.3 billion.
Brands are thrown at consumers
every day. This is why it is essential
for companies to not only create
awareness of their brands, but also
to build a relationship between
the brand and the consumer. For
businesses to grab the attention of
potential buyers, they must market
to their target audience in an
effective way. Currently, marketing
decisions are being made carefully
and with more attention to budget
and to what the consumer wants
and needs. In 2011, the advertising
industry is not only offering great
campaign ideas, but more longterm business-marketing solutions
as well.

AUTOS
After facing its most challenging
year on record in 2009—as the local economy experienced its thirdstraight year of economic downturn—the Puerto Rico auto industry
bounced back in remarkable fashion
in 2010, selling nearly 90,000 units,
up 16%.
The dozens of auto-sale fairs
the top automotive brands held
collectively and individually at
local stadiums, dealerships, parking
lots, and inside malls throughout
the island, plus an upswing in fleet
sales, generated a new level of
excitement among customers and
dealer showrooms not seen in a very
long time.
Most industry observers agree
there is still room for growth in the
local automotive market, as many
vehicle owners and companies that

replaced their personal cars or fleets
in 2004, 2005 and 2006 are on track
to replace them again this year.
“We estimate the industry is going
to sell approximately 98,000 units
this year, with Toyota, Scion and
Lexus selling a combined 26,500
units,” said Mario Dávila, president
of local distributor Toyota de Puerto
Rico.
For Carlos López-Lay, president
of the United Group of Automotive
Importers (GUIA by its Spanish acronym), the market’s 2010 showing was still below the industry’s
potential, estimated to be 123,000
new units a year.
“2010 was better than 2009, and
we expect 2011 to be even better
than last year,” López-Lay said. “I
don’t think we will reach the record
numbers of 2005, when the industry
sold 140,400 units, for a long while.
Nevertheless, we see the banks’
credit issues being resolved, and
financial institutions are now more
aggressive and actively participating
in the auto industry. Ultimately, that
is what sells cars.”
Ray Lugo, general manager of local
Chrysler Group (Chrysler, Dodge,
Jeep & Ram) distributor Chrysler
Group International Services LLC
(CGIS) noted the U.S. automaker
closed 2010 with a bang, registering
a whopping 70.2% increase during

December with 1,120 units sold— property values in their balance
its best month since 2005.
sheets, we should see those values
entering a stabilization stage,” said
BANKING
FirstBank Puerto Rico President
As the banking industry begins & CEO Aurelio Alemán. “We
2011, it continues to face the expect the reduction in the price of
same challenging environment housing units, combined with the
it encountered throughout 2010: government’s housing-stimulus
a weak local economy in its fifth program, should continue to help
year of negative growth, a decline move the island’s inventory of
in real-estate values and an excess existing and new housing units.”
inventory of new unsold homes, and
For Alfredo Padilla, the Puerto
the effects of the consolidation in Rico Financial Institutions Comthe local banking industry.
missioner, nonperforming construcOn April 30, 2010, the Federal tion and commercial real-estate
Deposit Insurance Corp. (FDIC) loans will continue to impact the
failed local banks Westernbank balance sheet of local financial inPuerto Rico, R-G Premier Bank stitutions during this year, as over
and Eurobank, which were acquired 50% of construction-project loans
by Banco Popular, Scotiabank de are nonperforming.
Puerto Rico and Oriental Financial
“This is complicated and will take
Group, respectively, through an time, but you are already noticing
FDIC-assisted transaction.
that it has gone past being a decision
Nonetheless, industry observers process and banks are becoming
point out there are important eco- more aggressive when addressing
nomic indicators in the mainland these problems,” Padilla said.
U.S. that suggest 2011 should be bet- “You see more legal actions being
ter than 2010 for the banking sector, taken, so in 2011 this will have to
both locally and nationally. Such is be defined and banks will have to
the case of interest rates, which re- take the losses that need to be taken,
main at historically low levels.
because the system can’t take any
“In addition, banks last year more.”
recognized a considerable amount
of loan losses and the devaluation
CONSTRUCTION
of their assets. When you look at
Local chapter members of the
the adjustments banks made to
Continued on next page
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There are signs of recovery for the retail industry
frances@caribbeanbusinesspr.com

BY CB STAFF
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assured Jorge Fournier, executive
vice president of Commercial Centers
Management (CCM), one of the island’s
top shopping-center companies. “Last
year was the best for our operations,
as well as for many local shopping
centers since 2006.” CCM has 14
shopping centers, self-storage facilities,
office buildings and other commercial
locations.
Fournier, bullish about the state of the local and
national retail sector, is looking forward to more

CONSTRUCTION
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Contractors, developers remain cautiously optimistic
Government projects have revived dormant industry; housing developers remain focused on reducing inventory
BY JOSÉ L. CARMONA

josec@caribbeanbusinesspr.com

L

ocal chapter members of the Associated General Contractors of
America (AGC) expect 2011 to be a
more active year for construction projects compared with the previous two
years, as the government tries to reactivate the sector with a number of key
infrastructure projects headed by the $796 million
“Schools for the 21st Century” modernization
program.
“We are already feeling the sector’s reactivation with the school-modernization program.
The Infrastructure Finance Authority has already
awarded $130 million in contracts and work has
already begun on 27 schools throughout the island,” local AGC chapter president José Nolla
said. “They have a hectic schedule and the goal is
to impact 100 schools. We will be recommending
the government allocate more funds to this program, because it has really revived a construction
industry that was depressed.”

Other infrastructure projects being
pushed by the government this year
include the $115 million expansion of
PR-66; a $64 million Bus Rapid Transit
(BRT) project between Toa Baja and
the Urban Train station in Bayamón; a
$100 million plan to upgrade roads in
the island’s interior; a new $35 million
gateway between Old San Juan, Miramar and Condado; and a $35 million
project by the Puerto Rico Aqueduct & Sewer
Authority to improve drinking-water distribution
and sewer services in Vieques, Camuy, Coamo,
Humacao, Cabo Rojo, Aguadilla and Jayuya.
Nolla also noted the $400 million Vía Verde
gas-pipeline project is important for local contractors and for the island’s economy, as it will
not only require a large number of human resources in many fields, but will also cut greenhouse emissions and reduce the island’s petroleum dependence.
“It is vital that we stand behind this project once
it gets all the necessary state and federal permits,”
Nolla said.

The Infrastructure Finance Authority has already
awarded $130 million in contracts and work has
already begun on 27 schools throughout the island.

Meanwhile, housing developers remain focused
on reducing their excess inventory of unsold
new dwellings by promoting their development
projects and the government’s housing-stimulus
program.
During the last four months of 2010, the housing-stimulus program moved $900 million in
mortgage closings, or 6,000 units, on new and
existing homes, up $200 million from the same
period in 2009. In addition, the Housing Finance
Authority’s COMBO Program originated $1.56
billion in housing sales, or 11,620 units with an
average price of $134,000.
“Last year there was a lot of movement of existing homes, which was good, because it needed to
happen to promote the move-up market,” said Hans
Moll, president of the Puerto Rico Homebuilders
Association. “We are aware there has to be growth
in employment and we can help the [island] population grow [again] through job growth.”
Developers, Moll added, are looking for opportunities in assisted-living and retirement housing
for the Baby Boomer generation, which is now
reaching retirement age.
“But what I am mostly concerned about right
now is whether Generations X and Y will be able
to find a job in Puerto Rico and purchase their
own home,” Moll said.
Generation X usually refers to those born between the early 1960s and early 1980s, whereas
Generation Y tends to refer to those born after
the early ’80s.
Another concern is that while local real-estate
values have slipped over the past few years, construction costs have continued to go up. The issue
is further compounded by a newly enacted energy-construction code that will drive the cost to
build the next generation of housing even higher,
Moll warned. 䡲
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Associated General Contractors of
America (AGC) expect 2011 to be
more active in terms of construction
projects than the previous two
years, as the government tries to
reactivate the sector with a slew of
infrastructure projects headed by the
$796 million Schools for the 21st
Century modernization program.
“We are already feeling the
sector’s reactivation with the
school-modernization program,”
local AGC chapter President José
Nolla said. “The Infrastructure
Finance Authority has already
awarded $130 million in contracts
and work has already begun on
27 schools throughout the island.
They have a hectic schedule and
the goal is to impact 100 schools.
We will be recommending the
government allocate more funds to
this program, because it has really
revived a construction industry that
was depressed.”
Nolla also noted the $400 million
Vía Verde natural-gas pipeline
project is important for contractors
and for the island’s economy, as it
will not only require many human
resources in many fields, but will
also cut greenhouse emissions and
reduce our petroleum dependence.
“It is vital that we stand behind
and back this project once it gets
all the necessary state and federal
permits,” Nolla added.
Meanwhile, housing developers
remain focused on reducing their
excess inventory of unsold new
dwellings by promoting their development projects and the government’s housing-stimulus program.
During the last four months of
2010, the housing-stimulus program moved $900 million worth of
mortgage closings, or 6,000 units,
of new and existing homes, up
$200 million from the same period
in 2009. In addition, the Housing
Finance Authority’s COMBO Program originated $1.56 billion in
housing sales or 11,620 units with
an average price of $134,000.
“Last year, there was a lot of
movement of existing homes,
which was good, because it needed
to happen to promote the move-up
market,” said Hans Moll, president
of the Puerto Rico Homebuilders
Association. “We are aware there

has to be growth in employment,
and we can help the population
grow through job growth.”
Another concern is that while
real-estate values have gone down,
construction costs continue to go up.
The issue is further compounded by
a newly enacted energy-construction
code that will drive up the costs
of building the next generation of
housing even more.

HEALTHCARE
Government statistics have shown
Washington currently spends $7 per
senior citizen, while it spends only
$1 per child.
Louis Sullivan, who served as
U.S. Health Secretary under former
President George H.W. Bush Sr.
said, during a recent visit to the
island, “We are living in an age
in which we are witnessing the
changing face of the United States
due to demographic changes that
are reshaping this nation in relation
to racial diversity.”
The population in Puerto Rico,
as well as in the mainland U.S., is
living longer, reproducing less and
developing chronic conditions that
are costing the government millions
of dollars.
Approved this past March, the
Affordable Care Act (ACA),
puts in place comprehensive
health-insurance reforms that will
hold insurance companies more
accountable, lower healthcare

costs, guarantee more healthcare
choices and enhance the quality of
healthcare for all Americans.
Through Medicaid and ACA,
Puerto Rico will be receiving
$6 billion dollars through 2019
via the federal health reform,
which will support changes in the
local healthcare system.

INSURANCE
Ramón M. Ruiz-Comas, President
& CEO of Triple-S Management
Corp., said the local insurance
industry’s main challenges this
year will have to do with the slow
economic recovery.
“This will obligate companies to
innovate and look for new ways to
grow,” Ruiz-Comas said.
In addition, Juan Terrassa,
chairman of the board & CEO
of Puerto Rico Medical Defense
Insurance Co. said the tendency
of the insurance industry will
be to continue reacting to the
excess of capital capacity of
reinsurance companies on a global
level.
“This will benefit consumers,
because there will be increased
supply and a reduced demand due
to the contraction of the global
economy,” he said, adding that
Puerto Rico will profit because
the cost of property insurance, the
principal component of subscribed
premiums in the market, is highly
competitive.

MANUFACTURING
It is still uncertain how manufacturers, particularly multinational
pharmaceutical and medical-device
operations on the island, will change
their business practices in reaction
to Law 154’s excise tax on production sold to offshore affiliated
companies. While executives from
drug- and medical-device makers
have remained quiet, U.S. and local trade organizations representing
these corporations say several have
put their island expansion plans on
hold to evaluate the excise tax’s
costs. They are also waiting for a
U.S. Internal Revenue Service ruling on whether the excise tax qualifies as a creditable foreign tax for
U.S. federal income-tax purposes,
which had not been issued as of
press time.
Nevertheless, the Treasury Department has reported that several
corporations are applying for commonwealth tax credits included in
Law 154 regulations that can be applied against the excise tax if such
corporations meet certain conditions
involving gross-sales receipts, taxable acquisitions, purchases from
local suppliers and investments in
research & development. Trade
groups have acknowledged that the
credits mitigate the impact of the tax
somewhat, but they maintain that
the commonwealth’s credibility has
been damaged by the backhanded
Continued on page 24
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Continued from page 23

way the tax was approved and that
will weigh on investment decisions
in 2011 and beyond.

TRANSPORTATION
Despite a fairly positive 2010
for the transportation industry in
terms of volume, which reflected
a small increase, opinions differ in
the industry about what to expect
in 2011.
“We are expecting a small increase
next year over 2010,” Hernán
Ayala, president of the Puerto Rico
Shippers Association (PRSA) said.
“We are waiting to include the
volume numbers of the last three
months of this year to our economic
model, and will have a better picture
by February.”
Many in the industry are under
the impression that last year’s small
volume increase was the result of
inventories going too low because
companies stopped purchasing
during 2009 and had to replenish
during 2010. Most don’t see those
circumstances applying this year.

RETAIL
Unlike some economic sectors,
executives from the island’s retail
and commerce industry are looking
ahead with cautious optimism. Such
guarded optimism is attributed to
the recent arrival of stores like Pet
Smart, TJ Maxx and CVS, soon
to be followed by the opening of
Target and P.F. Chang’s, among
others. Economic Development
& Commerce Secretary José R.
Pérez-Riera said this speaks to the
administration’s tough economic
decisions made during the past two
years, which have put the island’s
retail and commerce sector on the
right track for economic recovery.
Existing top retailers including
Walmart, Walgreens and Puerto
Rico’s own Pitusa, as well as the
island’s top shopping centers like
Plaza Las Américas, Plaza del Sol
and Barceloneta’s Premium Outlets,
are confident they will remain at last
year’s levels or slightly improve in
2011. If their projections materialize,
Puerto Rico’s retail industry will
remain at the $35 billion mark
despite the fact that the economy
is not yet showing the degree of
improvement they’d like to see.

as telecommunications for the
purpose of receiving universalaccess funding to subsidize service
to low-income customers and those
living in remote areas. Much faster
broadband will be available locally
as carriers hook up to a new fiberoptic cable link to Miami that was
recently completed by island-based
Critical Hub Networks, which
last year received a $25.7-million
grant from the American Recovery
& Reinvestment Act (ARRA)
broadband-access program for this
project.
Improvement in broadband service
will support new smartphone
and tablet technologies expected
to arrive to the local market this
year, as wireless carriers continue
to target new and old customers
for upgrades to the increasingly
sophisticated devices merging
telecommunications and personal
computing. AT&T plans to follow
T-Mobile’s lead and launch fourthgeneration (4G) service with the
introduction of Motorola’s Atrix,
touted as the world’s most powerful
smartphone. Motorola’s AndroidTECHNOLOGY AND
powered Xoom tablet computer will
TELECOMMUNICATIONS
also arrive early this year, along
The quality and reach of broadband with several other tablets that seek
Internet service on the island will to dethrone Apple’s iPad.
get a big boost this year with the
recent Federal Communications
TOURISM
Commission ruling allowing
A long, cold winter for the U.S.
broadband service to be defined mainland—where nearly 80% of

Meanwhile, proposed shopping
developments from stateside developer Taubman (Plaza Internacional) and Venezuela’s Sambil
conglomerate, with a regional mall
slated for the Guaynabo market,
promise to shake things up for the
island’s top regional mall, Plaza Las
Américas.
“We are already seeing pockets of
improvement in reported retail sales
with a consistent upward trend,”
Pérez-Riera said. “Also, many of the
economic-development reforms that
have been accomplished—from tax
reform to economic-development
incentives—give Puerto Rico the
right kind of economic infrastructure
that enables us to go out to our
mainland U.S. counterpart, as well
as global markets, to promote the
advantages of investing and doing
business on the island.”
The Economic Development
& Commerce secretary is the
first to admit that Puerto Rico’s
economy, while showing signs of
improvement, faces another difficult
year.

visitors to Puerto Rico come from—
has helped jumpstart the year for the
local tourism industry. The industry,
which roughly accounts for 6% of
the island’s GDP, is positioned to
benefit from the Tourism Co.’s
strategic initiatives geared to
spark demand and increase room
occupancy, said Mario González
Lafuente, executive director of the
Puerto Rico Tourism Co. (PRTC),
who said he feels optimistic about
the direction in which the industry
is moving.
“In addition to an early jumpstart
with the winter season, ongoing
efforts in boosting our airlift and
overall access to our destination are
beginning to pay off as we expand
not only the number and frequency
of flights from the mainland to
Puerto Rico, but also attract new
international airlines interested in
Puerto Rico’s strategic location as
an important entry point into the
U.S. market,” he said. “Overall,
the Tourism Co. expects 12 new
flights will begin operating this
year between the island and core
mainland U.S. markets, along
with new airlines from Colombia,
México and Germany, as well
as expansion from Puerto Rico’s
top European market, Spain, with
two flights from Barcelona to the
Aguadilla airport.
Moreover, the tourism chief
said that from a development
standpoint, the island’s highend luxury segment is officially
underway with the opening of such
prestigious new properties as the St.
Regis Bahía Beach, the W Retreat
Vieques Island, the Vanderbilt in
Condado, slated to open this fall,
and the 2012 opening of the Ritz
Carlton Reserve, the first of its kind
in the Americas.
“All of this comes at a time
when new hotel construction is at
a near standstill in most Caribbean
destinations,” González Lafuente
said, while acknowledging that 2011
will be another challenging year for
tourism, as it will be for all the other
island economic sectors. “However,
our marketing and promotional
efforts are beginning to pay off by
sparking market demand, which
in turn helps local hotels increase
room rates and move away from a
price-driven position, which usually
causes profit drain.” 
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Energy projects to help drive economy this year
Vía Verde and other projects will help bring down power costs over long term
BY JOHN MARINO

marino@caribbeanbusinesspr.com

W

ith a local energy reform in place
and the federal government still
pushing for increased renewable energy,
the energy sector will continue to be one
of the most active areas of the economy
in 2011.
The sector is taking on increased economic importance because a wave of
new projects slated to break ground this year will
help kick-start the island economy, and those projects will help bring down the high cost of electric
power, which government and private-sector officials say has become perhaps the biggest obstacle
to investment and economic development.
Of the many projects, the largest is the Puerto
Rico Electric Power Authority’s (Prepa) $450
million Vía Verde natural-gas pipeline, which
promises the largest and most immediate benefits. It has gotten nearly 70% of required permits
and other approvals, but still faces opposition by
some groups and is still in the process of winning
federal-government approvals.
Prepa officials now say the project will break

This 4.5 megawatt solar project in Ponce is one of
several being developed on the island.

ground in April and be completed in a year.
“Vía Verde is the only hope for Puerto Rico’s
economy,” Prepa Executive Director Miguel
Cordero said last week. “It’s the only immediate
alternative for substantially reducing energy costs
in Puerto Rico.
“We have to keep up with the rest of the world.
If we want to lift the economy of Puerto Rico, we
must lower the cost of energy, create jobs and lure
industries.”
The project, a 91-mile pipeline from Peñuelas to
San Juan via Arecibo, will allow Prepa to convert
four of its oil-fired plants to natural gas, cutting
reliance on imported oil for power generation to
12% from the current 70% in 2012. It also will
boost the use of cleaner and cheaper natural gas
to 70% from its current 15%.
The project is expected to deliver annual energy
savings of $1 billion and cut pollution by 64%.

Those savings will likely increase, with
analysts forecasting the price of oil to
surpass $100 a barrel this year, and with
a surplus of natural-gas production at
the national and international levels
which means low costs for the next 15
to 20 years, Cordero said.
While the project still awaits U.S.
Army Corps of Engineers approval,
Cordero reiterated that there are no
“legal or technical reasons” why the
proposed pipeline should not be built, and he said
the plans surpass all local and federal safety requirements and guidelines.
The project is expected to create between 4,000
and 5,000 jobs during its construction phase.
In addition to Vía Verde, several energy projects
should enter the development phase this year. The
increased development activity in the energy sector comes after the enactment of energy-reform
legislation that lays out incentives for development
and commits the government to energy diversification, setting a goal of 12% of its power through
renewable sources by 2015, 15% by 2020 and 20%
by 2035.
Pattern Energy is developing the $215 million
Santa Isabel Wind Project on the south coast with
an aim of being operational by next year. The project recently won a key approval of its environmental impact statement (EIS) and construction
is slated to get underway early this year. Pattern
signed a 20-year power-purchase agreement for
the sale of 75 megawatts to Prepa. Company officials say the construction of the wind farm will
create up to 300 jobs this year.
Meanwhile, local firm WindMar Renewable
Energy is developing a 30-megawatt wind farm
in Guayanilla that finally won Planning Board
clearance last year. The project, expected to break
ground this year, could increase to 45 megawatts
and add a solar component as well. Some $7

Puerto Rico is finally embracing wind power with
the two large wind farms being developed this year,
and private businesses, such as Bacardi Corp.
shown here, building their own turbines to lower
power costs.

Puerto Rico Electric Power Authority Executive
Director Miguel Cordero discusses the benefits of
the Vía Verde project.

million has already been invested, and total project costs are $80 million. WindMar is already at
work on a smaller facility in Ponce.
Go Green Puerto Rico announced last week it
has landed a pledge from Spanish multinational
Gestamp Eólica to invest between $75 million and
$80 million in a proposed 40-megawatt wind-farm
project in Naguabo. The local firm has already
signed a power-purchase agreement with Prepa
for the project. Plans call for construction to start
by September.
Prepa has signed a deal with AES Illumina,
which is developing a $70 million, 20-megawatt
solar project in Guayama that will use polycrystalline photovoltaic panels, which are among the
most cost-effective being produced today. Prepa
pledged in a 20-year contract to buy the power at
the rate of 13 cents per kilowatt-hour. The project
will take advantage of both federal and Puerto
Rico government incentives.
Western Wind Energy Corp. announced this
month it expects to complete financial closing
and begin construction by the end of 2011 on a
30-megawatt solar project in Yabucoa.
New York-based firm Energy Answers is proposing a $500 million waste-to-energy plant, which is
slated to operate in Arecibo’s Barrio Cambalache
by 2013. The plant will burn and separate 2,000
tons of garbage a day to generate 80 megawatts
of electricity to be sold to Prepa, and to recover
recyclable materials. The plant has earned local
approval of its EIS, and now must get federal
permits.
There are several other wind and solar deals in
the negotiation phase, with developers looking
to use government-owned land and win powerpurchase commitments from Prepa. Many of these
deals are expected to be approved this year. 

