
BY RAFAEL HERNÁNDEZ COLÓN

I don’t think Puerto Rico is 
aware of all that is at stake 

in this election.
For the fi rst time, a pro-

statehood government could 
be elected to seek that partic-
ular status. In this case, they 
will take steps that go beyond 
those taken before. If the gov-
ernment is elected again, and 

statehood wins the plebiscite, it will initiate a pro-
cess for admission of Puerto Rico as a state of the 
Union, which will place on the horizon a change 
in our fi scal environment.

This process will be controversial because the 
plebiscite isn’t adjusted to the report from the 
White House Task Force. 

The statehood petition requires our government 
demonstrate to Congress how we will produce 
the resources to support our government and also 
contribute our share to the federal government. 
This is a huge challenge.

Puerto Rico has a structural defi cit that this gov-
ernment has been reducing and will try to resolve 
in the coming years. The problem is that some of 
that defi cit has been covered through long-term 
debt. As a result, our debt has risen to the highest 
level ever, and is estimated at 102% of the gross 
domestic product (GDP) for fi scal 2011, which 
ended June 30, 2011.

All taxable resources—income, property, excise 
and IVU (the sales & use tax)—are now commit-
ted to our budget, including service of this monu-
mental public debt.

The budget cuts needed to phase in federal taxes 
would lead to drastic reductions in all services, 
including education, health, safety and investment 
in infrastructure. Our economy would stagnate 
because of the lack of these services and invest-
ments; interest rates on our bonds would rise, los-
ing the triple-tax exemption (federal, state and 
municipal) they enjoy now.

On the other hand, there would be a marked re-
duction in the infl ux of foreign investment that 
creates jobs, if we eliminate Puerto Rico’s tax 
advantages, which tips the balance in favor of pro-
ducing or doing bussiness on the island.

At present, Puerto Rico’s nonexempt individu-
als and businesses bear a tax burden that is as 
heavy as in the states of the Union, which bear 
the heaviest burden of federal, state and municipal 
taxes. It doesn’t take an economist to fi gure out the 
effect on our economy of having to carry such a 
triple-tax burden. The island not only would lose 
hundreds of thousands of jobs, but it also would 
prevent the creation of new jobs.

This situation wouldn’t be resolved by the po-
tential fl ow of about $2 billion in new transfer 

payments, in addition to the $22 billion already 
received by individuals and the government in 
Puerto Rico. Most of these funds, such as the Sup-
plemental Security Income, wouldn’t be sent for 
economic development or productive investments. 
They would strengthen the protective social net-
work, but the generation of jobs wouldn’t compare 
to the employment that would be lost due to the 
new tax burdens our economy would suffer.

Political rights—the vote for president and rep-
resentation in Congress—that would be achieved 
through statehood (if it is ever achieved), wouldn’t 
translate into a more just and healthier society 
with a sustainable local economy. Instead, it 
would create a less productive and more depen-
dent society.

The power gained through statehood would be 
exercised within a federal system predicated on 
uniformity in dealing with the population of the 
states. Puerto Rico’s dissimilar level of develop-
ment to the States requires different policies to 
create the society we aspire to, that Puerto Rico 
deserves and the U.S. must encourage.

This is the reason for the commonwealth. This 
status will be reaffi rmed if the people determine 
in the Nov. 6 plebiscite that they want to continue 
our current relationship and also choose a Popular 
Democratic Party government. It would also reaf-
fi rm that the fl exibility in the application of federal 
laws—and tax rules that exempt us from federal 
taxes—won’t include changes that may affect our 
economy. This posture is essential to  revitalize 
our economy in order to create a more just and 
healthier society. It also requires a series of dif-
fi cult, but necessary changes. These include:

Targeting and restructuring federal social pro-
grams so they can effectively contribute to create 
a more just and healthier society in Puerto Rico. 
Programs such as food stamps must be restruc-
tured to encourage, rather than discourage, work 
while assisting those in need. We partly used this 
approach during my administration through an 
initiative called “Pan y Trabajo” (Bread & Work). 
We have before us the challenge of turning fed-
eral transfers to individuals into agents of change 
instead of becoming negative incentives to work. 
We must restore the pride to be working and re-
duce the dependency of our people.

A federal incentive, such as Section 933A of the 
U.S. Internal Revenue Code, should be tied to sig-
nifi cant job creation. This incentive, for example, 
is essential for foreign capital investment. Grant-
ing it to Puerto Rico is necessary to compensate 
for our production costs within the world’s most 
powerful economy, which Congress imposes on 
us, namely: the federal minimum wage, environ-
mental protections, occupational safety, the high-
est maritime rates in the world, etc. Given the eco-
nomic conditions that result from our relationship 
with the U.S., the sustainability of our economy 

requires this type of incentive. This would also 
help expand Puerto Rico’s high-technology, bio-
technology and pharmaceutical plants and would 
stimulate local research & development (R&D) 
in these industries.

On the local level, we must support manufac-
turing in general, tourism, new agriculture, fi lm 
production, small business, exports and green en-
ergy. At the same time, we must make our labor 
market regulations more fl exible and achieve a 
high level of productivity in both the private and 
government sectors.

What once were dynamic agencies with a sense 
of mission, such as Fomento and Pridco (the Eco-
nomic Development Administration and Puerto 
Rico Industrial Development Co.) are now inef-
fective and bureaucratic. Prepa (the Puerto Rico 
Electric Power Authority), which once responded 
to the beat of a developing country, now imposes 
on us energy costs that are higher than any in the 
States, and is more responsive to the interests of 
union members than to the public interest. Others, 
such as the Education Department, consume most 
of the commonwealth’s budget, but are far from 
providing the skills required to place us on the level 
of competitiveness the country needs. You can’t 
revitalize the economy with “business as usual” 
in these agencies. The transformation or reinven-
tion of key agencies and a sense of mission with 
cutting-edge tools is a prerequisite for job creation 
and social consolidation in the 21st century.

The task ahead also requires the joint operation 
of all central government agencies, regional enti-
ties and autonomous municipalities so economic 
growth results in the orderly development of our 
towns and cities. Their services include provid-
ing housing and public spaces; recreational and 
cultural activities; improvement of marginalized 
communities; and the preservation of green spaces 
that promote quality of life for our people. 

Puerto Rico met the challenge of extreme pov-
erty in the past, and I have no doubt we can now 
meet the present challenge of economic stagna-
tion, social decomposition and dependency. I am 
sure we have within us the wherewithal to create 
a more just and healthier society through a sus-
tainable economy. To do this, we need VISION, 
WILL and COURAGE. The recognition of the 
serious crossroads we now face is just the begin-
ning for adopting bold solutions. That is my hope 
and conviction. �
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Rafael Hernández Colón is a three-term (12-year) 
former governor of Puerto Rico (1973-76 and 1985-92). 
He served as Justice secretary (1965-67) and Senate 
president (1969-72). He was president of the Popular 
Democratic Party for 19 years. Comments on this article 
are welcome at caribbeanbusiness.pr. Go to Sign in link 
on the homepage. Emails also may be sent to column@
caribbeanbusinesspr.com.
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