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Por Estudios Técnicos, Inc.

A

Introduction

s of quarter Q3-19, the economy, on balance, recuperated
after Hurricane María. The performance of key indicators
(Table 1), such as private employment, unemployment rate,
construction employment, retail sales, commercial banks assets,
net income and deposits, new residential mortgage originations,
net revenues to the General Fund, inflation, point in that direction,
albeit at a slower pace in some cases.
The key issue, in terms of economic impacts, continues to be
the federal funds for recovery and the pace of disbursements.
Since the first semester of the year it became obvious that the
expected inflows of disbursed funds was not proceeding as
expected, tempering optimistic estimates, such as those of the
FOMB in their Certified Fiscal Plan of May 2019 (Exhibit 8), which
maintained that optimism from previous certified fiscal plans.
The reduction to half of received and expected federal funds
for reconstruction to $44.0 billion (FEMA Public and Individual
Assistance, and CDBG-DR), from the $69.0 billion estimated by
the Fiscal Board in their certified fiscal plan of May 2019, is a key

factor in our revised forecast. As of September 30th, a total of
$14.4 billion were outlayed/disbursed, that is, only 34.0% of the total
funds allocated for Puerto Rico, of which 87% came from FEMA.
Those under the CDBG-DR funding, which account for 46.4% of
the total funds allocated, have had the slowest pace, which helps
to explain the lower amount of funds disbursed (Table 2 and 3).¹
Based on more recent information, we revised the previous
estimates of federal funds for recovery from those of the FOMB’s
Certified Fiscal Plan of May, and our assumptions as to the level
of disbursements. They are presented in Table 4.
Continúa en la página 2
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Key assumptions

It should be pointed out that for the forecast, as before, we
assumed that only a certain proportion of the funds goes to
the local economy, mostly to construction activity, personal
consumption, and government expenditures.

It is important to stress the ahistorical nature of the current fiscal
period (2019-2022). There are no observed years that serve as
a historical precedent to what happened since fiscal 2018. As
such, our baseline forecasts represent an outlier with respect to
the overall distribution of historical data. Even with the aboveaverage growth rates of 2.0% (2020 – 2022), it will not be until
fiscal 2032 that real GNP growth would achieve the level of fiscal
2006 (Figure 2).

Forecasts
The forecast period is that from fiscal year 2019 through 2022. The
estimates incorporate revised GNP data for fiscal years 2017 and
2018, and several key assumptions which are described in Figure 1.

Table 1: Quarterly Economic Indicators: Puerto Rico

Table 2: Disaster Funds Allocated, Obligated, and Outlayed for Puerto Rico (as of September 30, 2019)*
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Description of forecast scenarios

•

Compared to the previous forecasting exercise, the revised
estimates now follows in terms of the assumptions regarding
federal funding as described before, and the approved budget
and fiscal plan guidelines. This is due to better availability of
information regarding federal funding, economic indicators
and impacts produced by federal funding, particularly upon
investment and consumption.

•

Some uncertainty remains due to the high risk of bureaucratic
complications in the enactment of said funds.

•

Plus, there are still shortcomings, and structural and
underlining economic challenges remain, or will arise in
the coming months and years, that will influence economic
growth and the medium and long-term outlook for the
economy.

Table 3: Disaster Funds Allocated, Obligated, and Outlayed for Puerto Rico (As of September 30, 2019)*

Continúa en la página 4
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Table 4: Estimates of Federal Funds for Recovery Fiscal Years

Forecasts

Figure 1: Key assumptions

Figure 2: How Long it Will take the Economy to Achieve Real GNP Level
of 2006

•

Forecasts assume positive growth for the period (as of end
of 2019). Real GNP growth now move further starting in fiscal
year 2021, as the flows of federal recovery funds, in particular
the CDBG-DR funds, are expected to be disbursed at a slower
pace. Real growth will move from 1.9% in fiscal 2020 to 2.1%
in fiscal 2022, averaging 1.9%, up from the historic low of -3.1%
in 2016-2018. Fiscal year 2019 is unchanged from previous
forecast, 2020 down from 2.6% before, and 2021 and 2022
up from previous forecast.

•

Economic growth prospects, in the short and medium terms,
will be determined to a significant extent by the pace of
disbursements of federal reconstruction funds (e.g. CDBGDR). Thus, the forecasts are subject to change as updated
information becomes available in the coming months.

•

Increased construction investment, mainly public investment,
is the key inductor of real growth in the period, reflecting
the federal recovery funds, mostly from CDBG-DR that are
expected to flow into public (and private) investment under
current assumptions.

•

Personal consumption increases, but at a slower pace, as
the inflows of recovery-related funds ebbs and disappear,
and private employment stabilizes. Construction-related
employment, though, should increase.

•

Government spending increases, but also at a slower pace,
as the impacts of the FOMB’s structural reforms enter after
fiscal 2021, and public employment continues to decrease,
and constrained by limited increases in fiscal revenues, which
are expected to slow further after fiscal 2022.

(Assuming an average anual growth rate of 1.8% from 2023 to 2026)

Impact of the trade balance on the GNP

Even though the fiscal crisis is a highly significant factor, it may
not fully reflect upon the GNP due to the trade balance, given the
importance that exports have on P.R.’s GNP, in particular when
deflated. At constant prices, both exports and imports surpass
actual GNP in value, which implies that percentage growth in these
items contributes far more to growth than other components of
4
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Table 5: Real GNP Growth: Historic and Forecasts

GNP. For example, in fiscal year 2014 exports (goods and services)
contributed with 2.0 pp. to real GNP growth, and imports (which
subtract) 4.2 pp. A 1% reduction in exports would reduce GNP by
2 percentage points (pp), and a 1% reduction in imports would
increase GNP by 4.2 pp. This results in that even relatively small
changes in the trade balance exert a significant effect upon the
GNP, counterbalancing the full effect of the current fiscal crisis.

stop doing so by early next year. In May, the Fiscal Board
estimated that these revenues will decrease to $850.0 million
by fiscal year 2025.
3. The improvement in fiscal revenues is temporary, as it has
been tied to the expenditures related to reconstruction
activities and local consumption, to which the future of Law
154 revenues is an added constraint.

This is important, as Puerto Rico’s exports normally respond to
the production of pharmaceuticals by foreign corporations, and
a sizable portion of the imports are raw materials used to make
such exports. Foreign-made exports respond far more to global
economic demand than to local economic situations, and thus
the trade balance may continue to grow favorably in spite of
the local economy, dampening the real effect of the fiscal crisis.

4. Will debt restructuring under the proposed Debt Adjustment
Plan eliminate the fiscal deficits after 2021?
5. Past 2021 P.R.’s credit rating will still be grade Ca with a
negative outlook, according to a recent report from Moody’s
(November 4, 2019), diming the possibility of public borrowing.

Our forecasts take this dampening effect into consideration, and
thus do not decline as significantly as would be expected in a
crisis of this magnitude. In the consumption-side GNP, imports are
subtracted from exports in order to establish the trade balance
(exports minus imports). A decrease in imports implies a more
favorable trade balance in the economy, which produces an
increase in GNP.

6. Manufacturing activity, judging by its PMI, has been on a
slowdown, with the index below its threshold level of 50
(suggesting a contraction in activity) since April. Accumulated
to October, the index averaged 48.3 and its key component,
that of New Orders, 46.6. These levels are just slightly above
those in the same period in 2017.
7.

Downside Risks
1.

The reduction to half of received and expected federal
funds for reconstruction to $39.0 billion (FEMA Public and
Individual Assistance, and CDBG-DR), from the $69.0 billion
estimated by the Fiscal Board in their certified fiscal plan of
May 2019 (Exhibit 8). There is the potential risk that the pace
of disbursement will continue to be slow, thus diminishing
the estimated impacts in real GNP growth in the period
forecasted, in particular for fiscal years 2020 and 2021.

Plus, one will have to consider the effects the above factors
will have on increasing emigration.

8. Serious weaknesses in key components of the physical
production infrastructure, specifically that of electricity,
which continues to represent uncertainty and constraints to
production due to its instability and poor quality.
9. Undoubtedly, the recent events related to the earthquake on
the South, add, on the one hand, another risk of uncertainty to
the economy, and on the other hand, there is its effects on the
economy, much more concentrated on the impact areas. The
recuperation afterwards could be a long one. Thus, current
forecasts will change accordingly.

2. The elimination of the credit for the 4.0% excise tax on nonlocal companies and the substitution of its revenues, which
in fiscal year 2019 amounted to $2.1 billion and represented
18.3% of total net revenues of the General Fund. Currently
the tax is credited to the companies by the US IRS, but it will

Note:
1.

5

As of November 30th, the total amount of outlayed/disbursed funds increased
to $15.0 billion.
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Future Proofing Caribbean Tourism
por David Jessop

The statistics vary, but reliable Caribbean and international entities
suggest that the region’s tourism sector is now delivering on
average directly and indirectly about 40.6% of the Caribbean’s
GDP, although in Aruba, Antigua, Barbados, The Bahamas, the
OECS states and most overseas territories tourism the figure is
much higher.

will respond to travellers from nations with different cultural
norms and expectations who will come to represent the bulk of
international travellers.
They also suggest that unregulated tourism growth will
increasingly impact on host communities and the natural
environment. This they say will require governments to deliver
policies that ensure a low-impact low-carbon future for the
industry and a require a political response to ‘overtourism’. The
report’s authors argue that technology will radically reshape the
industry causing it and governments to have to think carefully
about how a destination trades off cost savings and efficiencies
against the value of customer experience.

Detailed country by country analysis and statistics produced
by the IMF suggest that sustaining the contribution tourism
makes has become critical to the long-term economic stability
of almost every Caribbean nation other than Trinidad, Suriname
and Guyana.
Despite this, little thought has been given to how to future proof
the industry as disruptive technologies take their toll, the region’s
largely sun, sea and sand high-volume offering becomes subject
to multiple global pressures likely to affect traveller sentiment, and
international competition increases.

The OECD’s analysts explore, too, how newer generations will
exert growing influence over international norms, modes of
transport, security, free movement across borders, and the
environmental impact of travel, such issues will become the
subject of intense international debate and behavioural change.

Industry analysts say that the megatrends that determine what
visitors want, expect, and where they will go, are changing and
that macro developments affecting travel and tourism globally
may damage those industries that fail to understand how these
will change every destination’s prospects. Demographics, new
ways of thinking about vacations among a globally expanding
middle class, and the ability of large numbers of citizens of China,
India, Latin America, and Russia to travel widely will, they believe,
mean that tomorrow’s tourism is likely to be very different.

What is surprising is that the Caribbean, ‘the most tourism
dependent region in the world’, has no well thought through
long-term analysis or strategy of this kind.
This suggests that not only should the OECD document be read
in a Caribbean context by those who lead tourism in the region
and by anyone with an interest in sustainability, but also that
industry professionals should be asking why the region has no
tourism related vehicle able to analyse future change in this way
in order to prepare it for the visitor of tomorrow.

Recognising this, the Paris based OECD, which brings together 36
of the world’s like-minded wealthy nations, has for several years
been focussing on long-term trends affecting tourism and the
reforms needed to ensure sustainability.

One obvious way to achieve this would be to reinvent the
Caribbean Tourism Organisation (CTO) as a body able to
undertake long-term strategic research, but this would require
significant long-term funding and a consistent approach. Another
would be to have its private sector counterpart, the Caribbean
Hotel and Tourism Association (CHTA) convene a meeting that
looks far over the horizon involving governments.

This has resulted in the production of detailed assessments of
the structural changes it believes will shape the future of tourism
globally.
What the OECD concludes in its recent publication ‘Analysing
Megatrends to Better Shape the Future of Tourism’, is that
tourism policy makers need to develop a better understanding
of trends and develop a strategic approach which sees regulatory
frameworks and industry governance updated. It also proposes
the adoption of policy responses to disruptive developments
such as growing consumer concern about levels of aviation and
maritime carbon emissions, the use of artificial intelligence, data
gathering, and the use new monetary instruments, all of which
it believes will become potent issues for visitors.

However, neither approach is likely to be enough. The issues
involved require ‘whole of government’ thinking and policy
solutions that can be delivered by the public and private sectors
at both a national and regional level.
While some tourism ministers, most notably Jamaica’s, are
engaged in thinking about how to ensure that the industry
spreads its benefits in a socially and environmentally sustainable
manner, what is also required is longer-term holistic thinking about
the mega-trends identified by the OECD that could upend the
industry internationally.

What the OECD’s analysts indicate is that global demographic
change will see the nature of visitor demand change and that
industries around the world will have to adapt. They recommend
that states begin to prepare for tech-oriented newer generations
of visitors with different aspirations, an increase in ageing
travellers who will have special needs, and determine how they

Note:
David Jessop is a consultant to the Caribbean Council and can be contacted at
david.jessop@caribbean-council.org. Previous columns can be found at www.
caribbean-council.org. We are very grateful to Mr. Jessop for permission to
reproduce his columns.
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Citas para comenzar el 2020
por Estudios Técnicos, Inc.

Los Editores seleccionaron algunas citas que entendimos
relevantes para el Puerto Rico del 2020. Algunas son de
personalidades que no requieren presentación. Otras son de
pensadores no menos importantes, pero no tan conocidos.
Veamos: W. Arthur Lewis, economista, Premio Nobel; Alice H.
Amsden (q.e.p.d.), Profesora de MIT y reconocida experta en temas
de desarrollo; Friedrich Hayek, uno de los grandes economistas
del siglo XX; Samuel P. Huntington (q.e.p.d.), distinguido historiador,
profesor de Harvard; Dani Rodrick, economista, profesor de
Harvard; H. L. Mencken (q.e.p.d.), periodista y crítico cultural
norteamericano de la primera mitad del Siglo XX; Theodore
Levitt, escribió el artículo en el Harvard Business Review en 1983,
que impulsó el tema de globalización y John H. Miller, expert en
sistemas complejos, profesor en Carnegie Mellon e investigador
en el Santa Fe Institute.
En política

“One day Alice came to a fork in the road and saw a Cheshire cat
in a tree. ‘Which road do I take?’ she asked. ‘Where do you want to
go?’ was his response. ‘I don’t know,’ Alice answered. ‘Then,’ said
the cat, ‘it doesn’t matter.”
Lewis Carroll, Alice in Wonderland

“As democracy is perfected, the office of president represents
more and more closely, the inner soul of the people. On some
great and glorious day the plain folks of the land will reach their
heart’s desire at last and the White House will be adorned by a
downright moron.”
H.L. Mencken

“The difficulty lies not so much in developing new ideas as in
escaping from old ones.”
John Maynard Keynes

“… it is the political institutions that determine the ability of citizens
to control politicians and influence how they behave. This in turn
determines whether politicians are agents of the citizens, albeit
imperfect, or are able to abuse the power entrusted to them…to
amass their own fortunes and to pursue their own agendas, ones
detrimental to those of the citizens.”
Daron Acemoglu & James A. Robinson

“… once an area has been left behind, technically and economically,
the effort to improve levels of living… involves the greatest
difficulties.”
Harvey Perloff, 1951
“La razón no grita, la razón convence”.

“The problem with any ideology is that it gives the answer before
you look at the evidence. So you have to mold the evidence to
get the answer that you’ve already decided you’ve got to have.
It doesn’t work that way. Building an economy; rebuilding an
economy is hard, practical nuts and bolts work.
Bill Clinton

Luis A. Ferré

“La vitalidad de un pueblo es la vitalidad de su propósito colectivo.
Un pueblo vital tendrá un propósito vital. Un pueblo endeble
tendrá un propósito endeble o carecerá de propósito. En ese caso
no será pueblo, será aglomeraciónde apetitos y ambiciones de
individuos y de grupos. Puerto Rico no quiere eso, y con la ayuda
de Dios. Puerto Rico no será eso.”
Luis Muñoz Marín

“The habit of disguising ideology as expertise has created a deficit
of legitimacy.”
Paul Krugman

“El Propósito Puertorriqueño no puede ser el mero progreso
económico, porque Puerto Rico si va a ser el Puerto Rico que
queremos y respetamos, no ha de tener sólo hambre de consumo,
sino también de sed de justicia, arte, ciencia, comprensión y buena
convivencia humana”.
Luis Muñoz Marín

Sobre nuestro futuro
“All nations have opportunities which they may grasp if only they
can summon up the courage and the will... It is possible for a nation
to take a new turn if it is fortunate to have the right leadership at
the right time”.
W. Arthur Lewis
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Sobre como manejamos la economía

cheaply accessible to the world’s most isolated places and
impoverished multitudes.”
Theodore Levitt

“There is always a well-known solution to every human problem
— neat, plausible and wrong.”
HL Mencken

“The social pressures unleashed by global economic integration
will likely result in bad economics and bad governance.... because
globalization highlights and exacerbates tensions among groups....
owners of internationally mobile factors become disengaged from
their local communities and disinterested in their development
and prosperity....”
Dani Rodrik

“Knowledge is possibly the most precious of all assets…It is the
key to economic development, which involves a transformation
from wealth-creation centered on primary product-based assets
to wealth-creation centered on knowledge-based assets”.
Alice H. Amsden

“Gobalization is a complex issue, partly because economic
globalizarion is only one part of it. Globalization is greater global
closeness, and that is cultural social, political, as well as economic.”

“There are very interesting points in this connection, which have
considerable bearing on our professional position as economists,
such as the special difficulty in our field, of distinguishing between
the expert and the quack – and the equally important fact of the
traditional unpopularity of the economists.”
Friedrich Hayek

Amartya K. Sen
“The opening up of new markets, foreign or domestic, and the
organizational development from the craft shop and factory…
illustrate the same process … that incessantly revolutionizes the
economic structure from within, incessantly destroying the old
one, incessantly creating a new one. This process of Creative
Destruction is the essential fact about capitalism”.
Joseph Schumpeter

“Knowing the parts is not equivalent to knowing the whole.
Reduction does not tell us about construction…. When systems are
simple, we can easily trace their behavior from step to step, and
in so doing make accurate predictions about the overall system’s
behavior. When systems are complex, such tracing becomes far
more difficult”.
John H. Miller

Nuestros recursos
“The first essential for economists …is … to combat, not foster, the
ideology which pretends that values than can be measured in
terms of money are the only ones that ought to count.”

“The Nation behaves well if it treats the natural resources as assets
which it must turn over to the next generation increased and not
impaired in value.”
Theodore Roosevelt

Joan Robinson
“If you still say that we are wasting valuable lesson time, then let
me remind you that our political leaders have wasted decades
through denial and inaction”
Greta Thunberg

Globalización
“All old-established national industries have been destroyed or
are daily being destroyed... In place of the old wants, satisfied
by the production of the country, we find new wants, requiring
for their satisfaction the products of distant lands and climes. In
place of the old local and national seclusion and self-sufficiency,
we have intercourse in every direction, universal interdependence
of nations”.
Karl Marx and Friedrich Engels, 1848

“The climate crisis has already been solved. We already have the
facts ansd solutions. All we have to do is to wake up and change.”
Greta Thunberg
“… el Mar de Puerto Rico, cuerpo que se encuentra amenazado
… por la contaminación y la sobreexplotación de sus recursos.
En peligro también por los cambios globales asociados al
crecimiento población. Pero toda esta riqueza, todos estos
beneficios, dependen hoy por hoy de nuestras actitudes y
acciones. No hay que olvidar que nosotros dependemos y
dependeremos de esa maravilla que es el Mar de Puerto Rico”.

“The West won the world not by the superiority of its ideas
or values or religion but rather by its superiority in applying
organized violence. Westerners often forget this fact, nonWesterners never do”.
Samuel P. Huntington
“A powerful force now drives the world toward a single converging
commonality, and that force is technology. It has proletarianized
communication, transport, and travel, making them easily and
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Jorge Bauza-Ortega

Puede acceder las ediciones anteriores de Perspectivas escaneando el
código desde su dispositivo móvil o a través de la siguiente dirección:
http://www.estudiostecnicos.com/es/publicaciones/perspectivas.html
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