Puerto Rican Problema 
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Eyes Right

San Juan, Puerto Rico -  OK, you are Governor of a state, any state, such as Virginia.  You think that you have it bad in the present economic climate??   Perhaps you should talk to Luis Fortuña, the newly elected Governor of Puerto Rico.  He will call your “bad” and raise you to whatever the table stakes are.  Let me explain.

Fortuña was elected this past November with 53% of the vote, and took office less than two weeks ago.  Based on his swift actions to acknowledge problems and implement solutions, he already has the support of over 2/3 of the electorate.  As his counterpart to the north, Barack Obama, Fortuña campaigned on a platform promising “change.”   Immediately following his election, Fortuña put together an “Economic and Fiscal Reconstruction Advisory Council” (referred to as “Caref” based on its Spanish acronym) with the charge to determine the exact condition of the Puerto Rican economy and to recommend steps to improve the situation.  Its report was issued this week.
Puerto Rico has been in recession for at least the past four years.  By all accounts, it has not been served well by its political leaders who have generally been regarded as incompetent and/or crooked.  Its deficit of $3.2 billion does not seem that high (by current U.S. Federal government standards) until you realize that the entire Puerto Rican budget is just over $8 billion.  So the fiscal situation here is extremely critical.  The government chronically has spent far more than it takes in, resulting in a current deficit which is over 39% of its annual budget.  Compare this to Virginia, where the deficit is 11% of the budget.  The situation is so bleak that there is doubt that without immediate government action, it will not be able to meet payroll at the end of this month, nor will it be able to pay more than $750 million in past-due accounts to local suppliers and small businesses.  

As a result of this near-bankruptcy scenario, the credit rating of Puerto Rico (which directly affects its ability to borrow) is approaching “junk bond” status, meaning that any attempt to float bonds under the current climate will require paying extremely high interest rates to lenders.  It is an extremely precarious situation.
Since taking office on January 2, Fortuña has moved rapidly and decisively to improve the fiscal mess he has inherited.  As he puts it, “To do nothing is not an option.”  This straightforward talk has won admiration from even his political opponents.  There seems to be near-unanimous agreement that something must be done.  

The recommendations of the 14-member Caref include some very difficult measures, such as increasing revenue (political speak for raising taxes) by increasing the excise tax on gasoline by 24 cents a gallon, dramatically increasing “sin” taxes on cigarettes and alcoholic beverages and removing tax credits on income taxes for the next two years.   There will also be a 5% surcharge on corporate taxes and on individuals making over $100,000.  Because property taxes in Puerto Rico are based on 1957 house values, there will be a complete overhaul of the system.  Ironically the most controversial recommendation centers around a tax of one cent per minute for voice cell phone use.  I suspect that this one may not make the cut, since everyone I have seen here has at least one cell phone at all times.  Maybe the plan is to buy off the younger voters by exempting texting from the taxation!
There are also recommendations to reduce government spending by at least $1.2 billion this year by such challenging measures as placing a moratorium on collective bargaining agreements.  The unions are already saying NO WAY to this one, but since over $200 million can be saved, they may lose.  A hiring freeze has already been implemented by Executive Order, and the intention is to fire the 11,000 government workers who were hired after July 1 last year.  This may, of course, face serious legal challenges.
On the financial side, the plan is iffy at best, as it presumes that the $700 million in annual debt service (a.k.a., interest payments) can be “re-structured.”  Good luck on that one, but in view of the current world economic climate, lenders may be willing to re-structure rather than lose all via default.  There is another suspect component in the recovery plan which calls for generating an extra $500 million annually from new lottery games.  Since citizens will have less discretionary money to spend, I would guess that the $500 million estimate is pure fantasy.
The one source of additional funds which the committee did not recommend was raising the IVU (the state sales tax) from 7% to 8% - apparently a sweetener to help the public digest the rest of the austerity measures.  

Although the economic woes of Puerto Rico may seem thousands of miles away from those of us on the mainland, their problems are based on the same faulty premise as many of the 50 states, namely that you can indefinitely spend more than you take in.  It may be instructive to watch Governor Fortuña to see how well he can handle this challenge.  If Puerto Rico can emerge from this mess, there is hope for all of us.
I thought you might like to know.
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