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Contributions to the Study of Economic Development in Puerto Rico 

Board (ADL, CARANA, Estudios Tecnicos, Inc., McConnell Valdes and 
Price Waterhouse, 1995) lays down a strategy for external trade 
emphasizing exports by local capital firms, and another study, this one 
commissioned by the Department of Economic Development and Trade, 
outlines a strategy for science-and-technology based industrial promotion 
(ADL, 1999). The latter study stresses the development of clusters of 
industrial and related activities in high-tech manufacturing and services. 
The idea is that such clusters will become attractors for research and 
development operations that have thus far proved difficult to bring to 
Puerto Rico. 

A different tack was taken by Michael Pio re ( 1978), a 
distinguished MIT economist. He recommended focusing on the 
promotion of small and medium size firms and suggested that such firms 
should be linked to larger entities through subcontracting arrangements. 
Piore emphasized culture as a factor in development, and argued that 
Puerto Rican culture favored self-employment and small business units. 

The Role of Government 

Besides industrial promotion, there are many government activities 
that influence the course of economic development. Many of the studies, 
especially those of Tobin and Kreps, pay special attention to fiscal policies 
and public finances. Tobin's charge was precisely to evaluate Puerto 
Rico's public finances at a time of crisis (those were the days of New 
York City's default), and he proposed a fiscal austerity program 
reminiscent of stabilization arrangements designed by the International 
Monetary Fund. But many of his recommendations are quite sensible 
even in the absence of a crisis, like pricing public services (e.g. electric 
power) so as to generate operating surpluses, improving the coverage and 
enforcement of the property tax, and keeping the growth of government 
debt within the limits set by law. 

The Kreps Report noted that public spending and employment had 
grown very rapidly for several years and questioned whether public-sector 
demand could continue to be a growth leader in the local economy. It 
warned that the growth of federal government support for Puerto Rico 
programs could not be expected to continue at the high rates of the second 
half of the 1970s, while recognizing that it was up to the Puerto Rican 
people to decide how much of their GNP should be allocated to 
government functions. The report also recommended that the government 
budget process should focus explicitly on economic policy goals. such as 
increased sa\'ings and capital formation. 

In the Carrion Report. which presents a pri\'ate-sector ,·iewpoint. 
the government"s role and the fiscal system are seen as obstacles to 
de\'elopment. in particular the tax system. The report recommended an 
immediate reduction in marginal tax rates for indi\'iduals and suggested 
the introduction of a modified flat tax rate later on (this was before the tax 
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