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The Honorable J. Bennett Johnston

Chairman, Committee on Energy and
Natural Resources

United States Senate

Dear Mr. Chairman:

This report responds to your February 1989 request that we selectively
update descriptive information contained in our 1981 report, Puerto
Rico’s Political Future: A Divisive Issue With Many Dimensions
(GGD-81-48). That report examined the historical, political, and economic
evolution of Puerto Rico and assessed the potential effects of changes in
political status from the existing commonwealth to an enhanced com-
monwealth, statehood, or independence.

Puerto Rico was ceded to the United States by Spain in 1898 and admin-
istered as a territory. In 1952, the island became a commonwealth with
greater self-government but the issue of political status—statehood,
independence, or enhanced commonwealth—remains a central focus of
Puerto Rican politics.

Puerto Rico’s Status Before
the United Nations

Before 1952, the United States submitted information on Puerto Rico’s
economic, social, and educational conditions to the United Nations,
which required nations to submit this information if they administered
territories where people had not yet attained self-government. In 1953,
however, the United States informed the United Nations that it would
cease reporting such information on the grounds that the Puerto Rican
government was largely autonomous as a result of its commonwealth
status. Since that time, however, the United Nations Decolonization
Committee has urged the United States to take all necessary measures to
transfer total sovereignty to Puerto Rico.

The United States, however, has maintained that a 1953 U.N. resolution,
which recognized that Puerto Rico had exercised its right to sovereignty,
leaves the United Nations with no jurisdiction in the matter. Recently, a
resolution was passed in the United Nations calling for decolonization of
all territories by the year 2000. Puerto Rico was not mentioned specifi-
cally in the resolution. The United States voted against it.
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Political Growth During the 1950s and 1960s, Puerto Rico began a transformation from
an d.g[‘ arian to an lIlUUbLI' ldl‘Ua.SQQ SOCleLy, UUL eCOIioﬂllL Lﬂdﬂge came
quicker than political change. Several attempts were made during the
period to expand the commonwealth’s political powers. For example, in
1959, the Commonwealth legislature submitted a bill for consideration

by the Congress to transfer some important powers to Puerto Rico, such
ag the right to fix its own dutv on certain imnorts, but no action was
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taken, After a 1963 bill introduced in the Congress to draft a new com-
pact to give Puerto Rico greater autonomy failed, the Congress created
the U.S.-Puerto Rico Commission on the Status of Puerto Rico. The com-
mission recommended that the relationship be based on the principle of
mutual consent and self-determination through a referendum.

The 1967 Referendum In July 1967, pursuant to recommendations formulated by the status
commission, a referendum was heid in Puerto Rico on three political sta-
tus alternatives: statehood, independence, or continued commonwealth
status, Commonwealth status was supported by 60.4 percent of the vot-
ers, 39.0 percent favored statehood, and 0.6 percent supported

independence.

Voo 2 TOYPZOY o DLl s adanacdmel o d e e Ak T L

rendum Duunequcuuy, Lll nﬂo all dUVIBUI)( RrIoup, appumu:u Uy I’! esiaent nicn-
ard Nixon and Governor Rafael Hernandez-Colon, explored ways to fur-
ther develop the commonwealth status. The group recommended that
Puerto Rico be able to

« particinate in international organizations
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foreign countries consistent with U.S. policy;
« set minimum wage rates and environmental protection regul
« take part in establishing immigration quotas;
« levy, change, or eliminate tariffs on goods imported into the island, con-
sistent with U.S. laws and international obligations;

« have representation in the U.S. Senate as well as the House of Repre-
sentatives; and

These features were embodied in the “Compact of Permanent Union
Between Puerto Rico and the United States,” a bill introduced in the
Congress in 1975. This proposal also called for establishing a U.S.-

Puerto Rico commission to study the possibility of fraanprrmg faderal
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functions to the island and instituting a system of contributory pay-
ments to the federal Treasury. After several hearings and amendments,
the bill died in committee.

In December 1975, both a slightly modified version of the proposed com-
pact that was introduced in the House of Representatives and a Senate
version of the compact were not acted on.

Other initiatives included a statehood proposal made unilaterally by
President Gerald Ford in December 1976. The proposed legislation called
for hearings and studies on statehood’s effects, a status referendum, and
a constitutional convention. In January 1977, a Puerto Rican statehood
bill was introduced in the House of Representatives and was referred to
the Committee on Interior and Insular Affairs. Though a longtime propo-
nent of statehood, Governor Carlos Romero-Barcelo did not mention the
Ford proposal in his inaugural address on January 2, 1977. Instead, he
concentrated primarily on the economic problems facing the island,
including high unemployment, which was 21 percent in 1976.

In March 1977, President Jimmy Carter appointed an Interagency Study
Group on Puerto Rico to study its economic problems but the report did
not discuss status issues. In 1979, the House of Representatives passed a
concurrent resolution reaffirming its commitment to respect and support
the right of the people of Puerto Rico to self-determination.

In 1982, President Ronald Reagan reaffirmed the right of the Puerto
Rican people to self-determination, and indicated his preference for
statehood. During the 100th Congress, several bills were introduced to
provide for Puerto Rico’s self-determination but no action was taken.

Current Activities

In the November 1988 general election, all three of the major Puerto
Rican political parties, which represent the three alternatives for the
ultimate status of Puerto Rico, advocated a resolution of the status issue
in the platforms they presented to the electorate. In 1988, Rafael
Hernandez-Colon was reelected governor.

In accordance with the platform of his pro-commonwealth Popular Dem-
ocratic Party, Governor Hernandez-Colon announced in his inaugural
address the intention of the government of Puerto Rico to hold a refer-
endum on Puerto Rico’s political status. President George Bush, in his
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Objectives, Scope, and
Methodology

Socioeconomic
Conditions

state of the union address in February 1989, reaffirmed the right of self-
determination for the 3.3 million residents of Puerto Rico.

In April 1989, as Chairman of the Senate Committee on Energy and Nat-
ural Resources, you introduced legislation that would lay the ground-
work for referendums on Puerto Rico’s political future. This legislation
would allow the Puerto Rican people to make a choice between three
options: statehood, independence, or an enhanced commonwealth status.

In discussions with your office, we agreed to update information on
Puerto Rico’s government finances and its socioeconomic conditions. We
also agreed to analyze significant federal legislation that applies to
Puerto Rico in selected programs and areas, summarize federal court
cases since 1980 that discuss the legal status of Puerto Rico, and pre-
pare a bibliography of selected studies on Puerto Rican politics and the
self-determination processes of U.S. territories and other nations.

We obtained readily available information from recently published
reports and studies prepared by federal agencies, Commonwealth gov-
ernment agencies, and universities. We noted some differences in the
information in published reports, particularly for socioeconomic data.
We used information from the most recently published reports we could
obtain, and dates are given for data cited in this report. We recognize,
however, that there are other sources that may have different or more
recent information for the same category of data. The details of our
results are presented in appendixes I through V. A brief summary is pre-
sented below.

Our work was performed between February and April 1989, in accord-
ance with generally accepted government auditing standards.

Puerto Rico’s economy grew at an average annual rate of 5.2 percent per
year between 1950 and 1979, after accounting for inflation. From 1979
to 1983, the economy declined at an average annual rate of about 1 per-
cent. It recovered to a 3.9 percent annual growth rate from 1983 to
1988. Over this period, Puerto Rico's economy was transformed from an
agricultural to a manufacturing base, but some problems, such as high
unemployment and poverty rates, remained.

The Commonwealth’s economic development strategy promotes manu-
facturing, which has accounted for much of the growth in its economy
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since 1950. Manufacturing provided 62 percent of the island’s net
income in 1988. However, the manufacturing sector’s share of total
employment dropped from about 20 to 18 percent between 1979 and
1988. This occurred because of more rapid growth in some nonmanufac-
turing sectors of the economy. For example, since 1980, employment
increased rapidly in finances (which includes real estate and insurance)
and services (which includes hotels). Government, however, remained

the largest employer on the island (23 percent of the workforce).

Despite an improved standard of living since 1950 in areas such as life
expectancy, housing and education, other socioeconomic indicators sug-
gest large differences when compared to the United States:

In 1979, nearly two-thirds of the island’s population had incomes below
the poverty level, compared to one-eighth of the total U.S. population

Lo P i, LUt al il iic LIt vl Ul LUlal U PUODUIALIULL,

Per capita income in 1988 was $5, 157 but this was still 47 percent of

Miggigginni’s $10 9992 the ctate with the lawest nor canita income
MISSISSIPP1 S 1U,994, The state with The lowest per caplta income.

The unemployment rate was 17.5 percent in fiscal year 1979, increased

+n DA B fiq 1 vaaor 10Q92 nA Anrrancnd h thind +~ 1K Q
W o9 pc1 cent ul 11S5Cau YCal 1909, ana aecreasea u_y one-third to 156.9

percent in fiscal year 1988. However this was still much higher than
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est unemployment rate.

Much like a decade ago, new jobs will need to be created in the future to
improve the standard of living and the employment rate. Fifty-one per-
cent of the island’s population was under age 25 in 1980, compared to a
U.S. average of 41 percent. Projections indicate that 41 percent of
Puerto Rico’s population will be under age 25 by the year 2000. As a
result, future growth in job opportunities will be necessary to continue
the improvement in Puerto Rico’s standard of living although the pres-
sure for new jobs may be reduced somewhat (see app. I).

We analyzed the Commonwealth’s 1989 revenue and

terns and contrasted them with thos of th
ties. Unlike most states, the great maiorit
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are provided and flnanced by the central government and li mlted
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wealth also operates 52 public corporations, such as a maritime shipping
company, the island’s telephone system, and a sugar company. Such
activities are not traditionally part of state governmental services. As a
percent of total revenues and excluding the sales of goods and services

from the public corporations, the Commonwealth and its municipalities
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Significant Federal
Legislation That
Applies to Puerto Rico

Recent Federal Court
Cases That Discuss
Legal Status

rely more heavily on corporate and individual income taxes and less on
property taxes than the average of all state and local governments.
Spending patterns of the Commonwealth were also roughly comparable
(excluding the municipalities and the commercial activities of public cor-
porations) to those of state and local governments, though spending for
education was proportionately less in Puerto Rico.

We also examined governmental debt. Puerto Rico’s estimated per capita
debt ($2,971) in 1989 was about the same as the states ($3,175) in 1987.
However, Puerto Rico’s borrowing is used mostly to support its many
public corporations. After accounting for this, per capita debt levels are
about one-third the size of the states and their localities.

Puerto Rico’s 1989 budget projects revenues of about $10.5 billion, of
which the sales of goods and services of public corporations comprised
36 percent. Budget expenses for 1989 are projected at about $9.8 billion,
of which education accounts for 16 percent.

We examined significant legislation affecting Puerto Rico in seven major
areas: income support, health care, taxes, immigration, labor, environ-
ment, and trade. Federal laws in the last four areas generally apply to
Puerto Rico in the same manner as they do to the states. About one-half
of the income support programs are more limited for Puerto Rico, either
in funding or eligibility, than they are for the states. Funding for health
care under Medicaid is capped for Puerto Rico. For Medicare, the pro-
spective payment rates for inpatient hospital services are based on the
cost of Puerto Rican hospitals rather than the national average cost as it
is in the states. With regard to both individual and corporate income
taxes, federal laws generally do not apply (see app. III).

During the 1980s, federal courts have rendered a number of decisions on
issues where the legal status of Puerto Rico was relevant to the decision.
In all but one case, the federal courts treated Puerto Rico as a state. In
this one case, the Supreme Court upheld a lower reimbursement rate
than that for the states under the Aid to Families with Dependent Chil-
dren program (see app. IV).

As agreed with your office, we obtained oral comments from the Puerto
Rican government and key political party officials on a draft of this
report. These officials said that we did not (1) adequately address the
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historical and cultural dimensions of the status issue, (2) assess the
effects of the various status options, and (3) describe the significance of
some of the descriptive information. We agree that these dimensions are
important. However, we were not requested to assess the effects of the
various status options. Further, given the time available to meet the
needs of the Committee, we were not able to fully address the other con-
cerns. We did, however, revise this report to provide additional informa-
tion pertaining to Puerto Rico’s historical and cultural dimensions.
Puerto Rican officials also provided technical comments and updated
information, which we incorporated where appropriate in this report.

We are sending copies of this report to other interested congressional
committees and members; the Governor, Commonwealth of Puerto Rico;
the Resident Commissioner; the Director, Puerto Rico Federal Affairs
Administration; representatives of the three major political parties; and
the leaders of Puerto Rico’s Legislative Assembly.

The major contributors to this report are listed in appendix V.

Sincerely yours,

.k

J. William Gadsby
Director of Intergovernmental
and Management Issues

Page 7 GAO/HRD-89-104FS Update on Puerto Rico



Contents

Letter 1

Appendix I 12

Socioeconomic PuerItodRicto‘.s Fcotr}omy Was Transformed Through 13

e . ndustrialization
CQHdlthHS in Puerto Major Indicators Show Continued Economic Expansion 14
Rico Manufacturing Remains the Driving Economic Force but 17
Its Structure Has Changed

Government Remains a Major Sector of the Economy 18
Other Economic Sectors Also Grew Substantially 20
Gains in Social Conditions Realized, but Problems Remain 20
Chronic Poverty and Unemployment Persist 22

Appendix II 25

Governmental Revenue Sources 26

. . Expenditures 28

Finances in Puerto Puerto Rico’s Debt 30

Rico

Appendix III 33

Federal Legislation glcolrtlileguppgrt;mgrams ig

. ea are Programs

Applying to Puerto Tax Laws 42

Rico Immigration 43
Labor Laws 43
Environmental Laws 44
Trade Laws 46

Appendix IV 49

Federal Court Cases Cases Treat?ng Puerto R?co as a State . 49

Since 1980 That Cases Treating Puerto Rico in a Manner Different From a 54

State

Discuss the Legal Another Relevant Case 55

Status of Puerto Rico

Appendix V 56

Major Contributors to

This Report

Page 8 GAO/HRD-89-104FS Update on Puerto Rico



Pnnfnnte
------

j-4od
an (9 N}
Annotated Bibliography 57
Unannotated Bibliography 62
|
Tables Table 1.1: Distribution of Employment in Puerto Rican 18
Manufacturing Industries (1980-88)
Table 1.2: Increase in Number of Persons Employed and 20
Income in Selected Puerto Rican Economic Sectors
(1980-88)
Table I1.1: Total and Per Capita Revenues by Source— 26

o oc hy !
1+ 3 A UJ
Puerto Rico Contrasted With State and Local

v A

() ey
UOVerniments

Table I1.2: Total and Per Capita Revenues by Source— - 28
t’uerw IU(,O L/UIlLI'ElStEd ‘V‘V’lth State d.ll(l hULdl
Governments (Excludes Commercial and Public
Utilities)

Table I1.3: Total and Per Capita Expenditures by 29
Function—Puerto Rico Contrasted With State and
Local Governments

Table I1.4: Total and Per Capita Expenditures by 30
Function—Puerto Rico Contrasted With State and

Local Governments (Excludes Commercial and Public

Utilities)

Table IL.5: Puerto Rico’s Debt and Annual Growth Rate 31
(1975-87)

Table I1.6: Percent of Debt to Gross Product and Debt Per 32

Capita—Puerto Rico Contrasted With State and
Local Governments (1975-87)

Table I11.1: Comparison of the Applicability of Selected 35
Federal Laws in Puerto Rico and the 50 States
A
Flgures Figure I.1: Puerto Rico Gross Product (1979-88) 14
Figure 1.2: Puerto Rico Gross Product (1979-88) 15
Figure 1.3: Puerto Rico Trade Data (1978-88) 16
Figure 1.4: Puerto Rico Gross Domestic Product by Sector 17
(1988)
Figure 1.5: Employment in Puerto Rico by Economic 19
Sector (Fiscal Year 1988)
Figure 1.6: Puerto Rico and U.S. Unemployment Rates 23
(1979-88)

Page 9 GAO/HRD-89-104FS Update on Puerto Rico



Contents

Abbreviations

AFDC Aid to Families with Dependent Children

EPA Environmental Protection Agency

GAO General Accounting Office

HHS Department of Health and Human Services
NLRB National Labor Relations Board

SsI Supplemental Security Income

UN. United Nations

US. United States

Page 10 GAO/HRD-89-104FS Update on Puerto Rico



Page 11 GAO/HRD-89-104FS Update on Puerto Rico



Appendix I

Socioeconomic Conditions in Puerto Rico

The economy of the Commonwealth of Puerto Rico grew significantly
between 1950 and 1979. In those years, inflation adjusted gross product
grew at an average annual rate of 5.2 percent.! Gross product declined
at an annual rate of about 1 percent from 1979 to 1983, but grew at a
rate of 3.9 percent from 1983 to 1988. While Puerto Rico’s economy was
transformed during the past four decades from an agricultural to a man-
ufacturing base, some problems, such as relatively low incomes and high
unemployment, still persist.

The Commonwealth’s economic development strategy promotes manu-
facturing, which accounted for much of the growth in the island’s econ-
omy since 1950. In 1988, manufacturing provided 18 percent of total
employment and 56 percent of gross product.?

There has been a substantial shift in the manufacturing sector from
labor- to capital-intensive industries. For example, textile and apparel
employment has remained steady but employment in electrical machin-
ery manufacturing has increased. Since 1980, employment increased the
most rapidly in finances (including real estate and insurance) and ser-
vices (which includes hotels). Federal, Commonwealth, and local govern-
ments employed 23 percent of the workforce in 1988, the largest
employment sector in Puerto Rico.

Puerto Rico has experienced an improved standard of living since 1950
in areas such as life expectancy, housing, and education. However, sev-
eral other socioeconomic indicators show less progress. For example,
similar to conditions a decade ago, new jobs will need to be created in
the future to improve the standard of living and the employment rate.
Fifty-one percent of the island's population was under age 25 in 1980,
compared with a U.S. average of 41 percent. As a result, the future
growth in job opportunities will be critical to continuing the improve-
ment in Puerto Rico’s standard of living.

'All figures reported for Puerto Rico are based on its July 1-June 30 fiscal year, unless noted
otherwise.

“However. manufacturing provided 40 percent of gross domestic product in 1988. Gross product
includes income earned only by residents of Puerto Rico. Gross product was $18.4 billion in 1988. In
contrast, gross domestic product includes all income earned in Puerto Rico, and it was $25.6 billion in
1988.
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Puerto Rico’s Economy
Was Transformed
Through
Industrialization

Appendix I
Socioeconomic Conditions in Puerto Rico

Puerto Rico’s economy was based on agriculture until the 1940s. Then
the island government recognized that agriculture alone could not sus-
tain its economy and growing population. As a result, it decided to seek
economic growth through industrialization. Early attempts to industrial-
ize through government-owned and government-operated enterprises,
however, proved unsuccessful. Puerto Rico’s leaders concluded that a
substantial infusion of external capital would be required to attain full
employment and equalize the standard of living between the states and
the island.

Consequently, in 1948, Puerto Rico initiated a program, known as Oper-
ation Bootstrap, to attract U.S. manufacturing investment. A compre-
hensive set of incentives was devised, highlighted by U.S. corporations’
total exemption from Puerto Rican corporate income and property
taxes. Also, U.S. laws in effect at that time exempted Puerto Rican sub-
sidiaries of U.S. firms from federal corporate taxes and allowed duty-
free shipments between the states and Puerto Rico.
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Figure 1.1: Puerto Rico Gross Product
(1979-88)

Major Indicators Show
Continued Economic
Expansion
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Source: Puerto Rico Planning Board, Economic Report to the Governor (1988)

Puerto Rico’s economic growth accelerated rapidly after 1950. The
island’s gross product—the total income available to residents—
increased 13-fold between 1950 and 1979. And Puerto Rico’s gross prod-
uct nearly doubled between 1979 and 1988 from $10 billion to over $18
billion as shown in figure 1.1.

The gross product grew at an annual rate of 5.2 percent from 1950 to
1979, after accounting for inflation. As shown in figure 1.2, Puerto Rican
real gross product declined from 1979 to 1983 at a rate of less than 1
percent and increased from 1983 to 1988 at a rate of 3.9 percent.
Growth in the U.S. gross national product during these two periods was
1.0 percent and 4.0 percent, respectively.
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Figure 1.2: Puerto Rico Gross Product
(1979-88; (In Constant 1954 Dollars)
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As the economy grew, personal income and employment increased con-
siderably. Personal income rose from $653 million in 1950 to nearly $17
billion in 1988. From 1950 to 1988, employment grew from 596,000 to
873,000. Per capita personal income in Puerto Rico grew from $296 in
1950 to $3,149 in 1979, one of the highest in the Caribbean. However,
Puerto Rico’s per capita income was less than half that of the lowest
state at that time. In 1988, its per capita personal income reached
$5,157, which was 47 percent of Mississippi’s $10,992, the state with
the lowest per capita income. Nevertheless, this is an improvement over
1950, when the island’s per capita income was 39 percent of that of the
lowest state.

Puerto Rico’s economic growth was accompanied by substantial trade
expansion. Merchandise exports increased from $235 million in 1950 to
$13.2 billion in 1988, while imports rose from $345 million to $11.9 bil-
lion. Until 1982, imports usually exceeded exports because most raw

vl dliGQaiiatliid Ay STLUWUL

were imported as were most consumer goods, including agricultural
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Figure 1.3: Puerto Rico Trade Data (1978-88)
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Source: Puerto Rico Planning Board, Socioeconomic Statistics (1988).

products. Figure 1.3 shows Puerto Rico experienced a trade surplus in
1982, and annual surpluses beginning in 1985.

Puerto Rico’s economy is fully integrated with that of the United States.
As aresult, the states have been its primary trading partner. The per-
centage of Puerto Rico’s exports to the states has remained relatively
constant over the past four decades. It was 89 percent in 1950 and 88
percent in 1988. However, goods shipped from the states have decreased
from 92 percent of Puerto Rico’s imports in 1950 to 67 percent in 1988.

Page 16 GAO/HRD-89-104FS Update on Puerto Rico



Appendix 1
Socioeconomic Conditions in Puerto Rico

Figure 1.4: Puerto Rico Gross Domestic
Product by Sector (1988)
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Spurred almost entirely by investments of U.S. firms, manufacturing
has become the most important sector in Puerto Rico’s economy. Manu-
facturing net income increased from $89 million (current dollars) in
1950 to $9.4 billion in 1988, or 62 percent of total net income. Figure 1.4
illustrates the manufacturing sector’s role as the dominant contributor
to the island’s gross product.

From 1950 to 1979, manufacturing jobs grew from 9 to 20 percent of
total employment. But between 1980 and 1988, manufacturing’s share
of total employment declined to 18 percent, in part because of more
rapid growth in other sectors of the economy. In 1988, manufacturing
employment stood at about 157,000 jobs. However, there was an
employment shift from labor- to capital-intensive manufacturing indus-
tries. For example, employment in the apparel industry stayed constant
at about 33,600 jobs between 1980 and 1988, while electrical machinery
increased from 18,000 to nearly 23,000 jobs during the same period as
shown in table I.1.
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Table 1.1: Distribution of Employment in Puerto Rican Manufacturing Industries (1980-88)

Empioyment in thousands Percentage
Industry group 1980 1988 Absolute change change
Electrical equipment 18.0 228 48 26.7
Chemicals 15.6 19.1 35 224
Paper and aliied products and printing and pubiishing 5.1 54 03 59
Textile mill products 34 36 0.2 59
Scientific instruments 13.6 13.8 0.2 15
Food and kindred products 234 23.6 02 09
Apparel 336 336 0.0 0.0
Wood and furniture products 36 35 —0.1 -28
Stone, ciay, and glass items 48 46 -0.2 —-42
Petroleum and ailied products 77 7.2 -05 -65
Primary metal and allied products 53 49 —0.4 -75
Leather and leather products 6.6 59 -07 —10.6
Miscellaneous 39 31 -0.8 -20.5
Nonelectrical machinery and transportation
equipment 79 47 -32 —-405
Tobacco products 2.1 1.2 -0.9 —429
Total 154.6 157.0 2.4 1.6

Sources: Commonwealth of Puerto Rico, Department of Labor and Human Resources, Census of Manu-
facturing Industries of Puerto Rico, 1980 and 1988.

Government Remains
a Major Sector of the
Economy

While manufacturing is the largest contributor to Puerto Rico’s gross
product, government has become the leading sector in terms of employ-
ment as shown in figure 1.5. By 1988, the government employed 201,000
people at all levels—federal, commonwealth, and municipal-——which
comprised 23 percent of the total workforce. In addition, spending by
the federal, commonwealth, and municipal governments contributed

24.1 percent of the island’s gross domestic product in 1988.

Federal disbursements to Puerto Rico increased from $2.9 billion in 1979
to $4.2 billion in 1988. Transfer payments to individuals, such as earned
pensions and welfare and social security entitlements, comprised 21.4
percent of Puerto Rico’s personal income in 1988 (it was 21.2 percent in
1979). In the states, transfers to individuals were about 13.7 percent of

personal income in 1988.

Federal income support expenditures in Puerto Rico include earned ben-
efits for veterans, such as pensions, medical services, and related sup-
port. For example, about 68,000 veterans of the conflicts in Korea and
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Figure 1.5: Employment in Puerto Rico by
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Vietnam were residing in Puerto Rico in March 1988. The Department of
Veterans Affairs had fiscal year 1988 spending in Puerto Rico of $384.8
million. Compensation and pension payments to veterans represent
about 67.3 percent of that figure.

Puerto Rico’s central and municipal government employment has grown
at roughly the same rate as the Puerto Rican economy. From 1979 to
1988, government employment increased at an average annual rate of
1.8 percent compared with 1.9 percent for the overall Puerto Rican
economy and 0.8 percent for the manufacturing sector. By 1988, all gov-
ernment sector employment comprised 201,000 persons or 23 percent of
the total workforce.

The Commonwealth provides many public services that are typically
local government functions in the states, including public education and
police and fire services. In addition, the Commonwealth provides public
utility services and owns proprietary-type companies, which are typi-
cally private sector functions in the states. These include public owner-
ship and operation of the Puerto Rico Telephone Company, Electric
Company, Sugar Corporation, and a maritime freight shipping company.
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Other Economic
Sectors Also Grew
Substantially

Appendix I
Socioeconomic Conditions in Puerto Rico

In addition to manufacturing and government, other economic sectors
achieved substantial growth. As shown in table 1.2, net income and
employment between 1980 and 1988 increased markedly in services
(including hotels) and finances (including insurance and real estate).

|
Table 1.2: Increase in Number of Persons Employed and Income in Selected Puerto Rican Economic Sectors (1980-88)

Employment Net income
1980 1988 Increase 1980 1988 Increase
(thousands) (thousands) (percent) (millions) (millions) (percent)
Finance insurance, and real
estate 21 30 43 $1,346 $2,806 108
Manufacturning 143 157 10 4,809 9,433 96
Serjwces (including hotels) 135 182 35 1,130 2,074 84
Transportation and other
public utilities 47 50 6 1,003 1,634 63
Trrrgide {wholesale and retaif) 138 173 25 1,621 2,590 60
Construction 44 48 9 339 447 32

Gains in Social
Conditions Realized,
but Problems Remain

Source: Puerto Rico Pianning Board, Economic Report to the Governor (1988)

The hotel industry, which is an essential component of the tourism sec-
tor, experienced serious financial problems during the 1970s. In 1977,
for example, the net consolidated loss for hotels was $6.6 million. There
had been rapid construction in the 1960s, and the number of hotel rooms
peaked at 8,806 in 1975. The number of rooms decreased about 37 per-
cent from 1975 to 1988. Despite the decline in hotel rooms, the number
of hotel visitors increased 10.2 percent from 1975 to 1988. The increase
in the number of hotel registrations coupled with a decline in hotel
rooms has increased the percent of rooms rented from 58.8 in 1983 to
74.5 in 1988.

The island’s economic growth was accompanied by significant improve-
ments in social conditions. Despite gains in the adequacy of health care,
housing, and education, however, problems remain.

Better medical and sanitation services, among other factors, contributed
greatly to controlling infectious diseases and reducing infant mortality
rates in Puerto Rico. As a result, the island’s life expectancy was 74
years in 1986, slightly higher than the U.S. average and one of the high-
est in the world.
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The island’s housing stock and quality also increased greatly. While in
1940, 80 percent of Puerto Rico’s housing was considered inadequate,
this number was reduced to 18.2 percent by 1980, according to the latest
U.S. census of housing. Various factors, including island land reform and
federal assistance and mortgage insurance, have continued to contribute
to improved housing. However, in 1980, 12.4 percent of occupied hous-
ing in Puerto Rico lacked complete private plumbing facilities compared
with 2.2 percent in the United States.

Educational opportunities also have improved markedly. While only
one-half of the eligible children attended school in 1940, four of five
were enrolled in 1976, and significant progress has been made in reduc-
ing illiteracy, which was 80 percent at the turn of the century. While the
population is predominantly Spanish-speaking, about 42 percent has
some English proficiency, according to the 1980 census. Despite this
educational progress, severe problems exist. The island’s illiteracy rate
was about 11 percent in 1988. In the United States as a whole, the illiter-
acy rate has been estimated at 1 percent. Furthermore, elementary and
secondary educational expenditures are estimated at nearly $1,400 per
pupil in fiscal year 1988 in Puerto Rico. In fiscal year 1985, the lowest
state expenditure was $1,594 per pupil. Nevertheless, higher education
is increasingly in demand in Puerto Rico. From 1970 to 1987, the per-
centage of persons aged 18-24 attending college more than doubled from
17 percent to 40 percent. While 48 percent of the 18-24 population
attended college in the United States, the rate of increase has been much
faster in Puerto Rico. Enrollment in public and private colleges totaled
about 155,800 in 1988.

Despite progress on a number of fronts, Puerto Rico faces various urban
ills, such as crime, alcoholism, drug addiction, and mental health prob-
lems. According to the Federal Bureau of Investigation, 46 states
(including the District of Columbia) had higher crime rates than Puerto
Rico. Puerto Rico’s crime rate was 3,358.8 per 100,000 population in
1987, compared with 5,550 per 100,000 in the United States. However,
in terms of violent crime, only seven states had a higher violent crime
rate than Puerto Rico. Also, the island’s 1985 infant mortality rate was
14.9 per thousand live births, compared with 10.6 per thousand in the
United States. Only the District of Columbia had a higher infant mortal-
ity rate in 1985.
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Chronic high poverty rates persist in Puerto Rico despite an improving
economy. In 1979, the Census Bureau reported 62.4 percent of Puerto
Rico’s population had incomes below the federal poverty level, com-
pared with 12.4 percent of the U.S. population.

Although total employment in Puerto Rico grew from 1950 to 1979, pop-
ulation growth exceeded job creation by more than 15 percent. From
1979 to 1988, the reverse has been true as job creation has increased at
a rate nearly three times that of population growth. But island unem-
ployment continues to be two to three times greater than the national
average and incomes remain relatively low. In calendar year 1988, the
unemployment rate was 15.0 percent compared with the U.S. average of
5.5 percent (Louisiana had the highest unemployment rate, 10.9 percent
in 1988). This has been partially responsible for the high levels of par-
ticipation in public assistance programs. For example, in 1988, 43.5 per-
cent of the population was eligible for the Nutrition Assistance program,
a more restrictive version of Food Stamps, which operates only in
Puerto Rico.

Finding employment for an expanding population has been a problem in
Puerto Rico. As shown in figure 1.6, unemployment was about 17.5 per-
cent in fiscal year 1979, and increased to 23.5 percent in 1983 before
declining to 15.9 percent in 1988.

The island’s industrialization created a net increase of 102,000 manufac-
turing jobs from 1950 to 1988, along with 19,000 jobs in other
nongovernment sectors. During the same period, however, the agricul-
tural sector lost 179,000 jobs while 50,000 home needlework jobs also
were eliminated between 1950 and 1979. Moreover, because the manu-
facturing sector became increasingly capital intensive, the island’s
industrialization did not absorb the labor force growth from 1950 to
1979.

Two factors, however, have served to stabilize employment and popula-
tion trends in Puerto Rico—government employment and out-migration.
Government employment (federal, Commonwealth, and municipal)
increased from 106,000 in 1970 to 201,000 in 1988, an increase of 89.6
percent. Additionally, migration to the states totaled about 700,000 per-
sons from 1947 to 1972. Net out-migration is estimated at 280,000 from
1980 to 1988: About 2.3 million Puerto Ricans now reside in the states.

Puerto Rico’s population has grown from 2.9 million in 1975, to 3.3 mil-
lion in 1988, according to the Economic Report to the Governor (1988).
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Figure 1.6: Puerto Rico and U.S.
Unemployment Rates (1979-88)
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Source: Puerto Rico Planning Board, Preliminary Report of the Economy of Puerto Rico (1988); Depart-
ment of Labor. Bureau of Labor Statistics, Employment and Earnings (May 1989).

Puerto Rico’s population density was 947 persons per square mile in
1986; this is 14 times greater than that of the United States as a whole
and comparable with Rhode Island, which has a population density of
924 persons per square mile.

Average family size has been declining in Puerto Rico. Average family
size was 5.2 persons in 1940 and declined to 3.7 persons in 1979. From
1980 to 1988, Puerto Rico had a population increase of nearly 3.6 per-
cent, compared with 8.1 percent in the United States.

Moreover, the island’s population has become predominately urban. In
1980, 67 percent of the population was classified as urban, compared
with 30 percent in 1940 (in 1980, 74 percent of the U.S. population was
classified as urban). As of 1980, about one-third of the island’s popula-
tion lived in the San Juan metropolitan area. Further, 51 percent of
Puerto Rico’s population was under 25 years old in 1980, whereas 41
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percent was under 25 years old in the states. But the Puerto Rico Plan-
ning Board estimated that the percentage of the population under 25
will decline to 41 percent by the year 2000. Having an increasingly older
population may somewhat reduce the pressure for new job creation.
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Government in Puerto Rico includes the Commonwealth central govern-

ment (with its 52 public corporations) and 78 municipalities. Unlike

most cfnfnc the great malnrlrv of o‘nvnmmonfc\l functions are adminis
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tered and fmanced by the central government and its public corpora-
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municipalities.

We analyzed the Commonwealth’s 1989 revenue and expenditure pat-
terns and contrasted them with the averages for state and local govern-
ments in the 50 states and the District of Columbia. We also examined
trends in governmental debt.

As a percent of total revenues, and excluding the sales of goods and
services, the Commonwealth and its municipalities rely more heavily on

corporate and individual income taxes and less on property taxes than
the average of all state and local governments Alqn as a nercent of tota
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expenditures, spending patterns of the Commonwealth were roughly
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of public corporations) with those of state and local governments,
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The level of total debt per capita is about that of state and local govern-
ments, but excluding the debt of public corporations it is less than state
and local borrowing. The debt of these public corporations is generally
financed by the revenues of these corporations, similar to private corpo-
rate borrowing. However, since they are governmental entities, interest
on their bonds is tax-exempt.

While comparisons with state and local revenues, expenditures, and
debt levels provide a useful context for describing Puerto Rico’s govern-

ment f'lnannpq the nnmparlqnn isa rnno‘h one at hest for a number of
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reasons. First, some financial cla551f1cat10ns of revenues by source and
expenditures by purpose were not comparable because such data were
not readily available. Second, the Commonwealth’s governmental activi-
ties in some respects, such as supplying agriculture credit, correspond
more closely to those of the federal government than those of state and
local governments. And finally, differences in the pattern of Common-
wealth revenues and expenditures and the averages for state and local
governments may not necessarily be significant, because wide variations
exist among the states.

We have not calculated the burden of taxes and debt on residents of
Puerto Rico to compare them to those in states and localities because a
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Revenue Sources

very large proportion of taxes collected are ultimately paid by foreign
owners and customers of Puerto Rican businesses. Consequently,
expressing taxes as a percent of residents’ personal income would sub-
stantially overstate resident tax burdens. We have computed tax and
debt amounts per capita, but these should not be interpreted as resident
tax and debt burdens.

We analyzed Puerto Rico’s revenues in two ways, first by including its
public corporations, and then without. When the public corporations are
included, Puerto Rico’s most important revenue sources are sales of
goods and services (36 percent), individual and corporate income taxes
(19 percent), federal funds (17 percent), and excise taxes (10 percent).
Table II.1 summarizes revenues by source for Puerto Rico (1989) and
state and local governments (1987).

]
Table 11.1: Total and Per Capita Revenues by Source—Puerto Rico Contrasted With State and Local Governments

Doilars in millions

Puerto Rico (1989 estimated)® States (1987)°
Revenue source Amount Per capita Percent of total Amount Per capita Percent of totai
Sales of goods and services $3,747 $1,135 36 $49,810 $205 6
Individual income tax 923 280 9 83,681 344 10
Corporate income tax 1,038 315 10 22,672 93 3
Sales tax 1,072 325 10 144,293 593 17
Property tax 282 85 3 121,227 498 14
Federal funds' 1,770 536 17 114 996 472 14
All other revenue sources 1,624 492 16 305,911 1,257 36
Total $10,456 $3,168 100 $842,590 $3,462 100

gincludes public corporations and municipalities
PIncludes local governments and the District of Columbia

“includes federai grants and intergovernmental transfers

Source: Puerto Rico figures were prepared by the Governor's Economic Advisory Council. State figures
are from the Census Bureau's Government Finances in 1986-87

The sales of various goods and services, at 36 percent of the total, com-
prise the largest share of Puerto Rico’s revenues. This is high compared
with the states and localities (6 percent) because of the many public cor-
porations owned by the Commonwealth, such as electric power, tele-
phone service, various credit corporations, and sugar marketing. For
state and local governments, *‘sales of goods and services’” consists of
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five categories of revenues: government-owned and government-
operated water, electric, gas, transit systems, and liquor store receipts.
While on average this is a relatively small source of revenue, there is
wide variation among the states, ranging from as much as $894 per cap-
ita (24 percent of total revenue) in Nebraska to as little as $50 per cap-
ita (1 percent of total revenue) in Rhode Island.

In contrast, the category of ‘“‘all other revenue sources” for state and
local governments is 36 percent and 16 percent for Puerto Rico. For
states and localities, this includes a significant amount of revenues gen-
erated by commercial activities that Puerto Rico categorizes as the sales
of goods and services.

We were unable to sort out the differences to make these two categories
comparable between Puerto Rico and states and localities. Furthermore,
revenues from the sales of goods and services may not be available for
general government expenses because (1) they may be restricted for the
use of a particular enterprise or fund, and (2) the revenues generated
are partly offset by the cost of producing or delivering the goods and
services sold. Such costs are not shown in table II.1 and no information
was readily available about restrictions on the use of revenues from
sales. Therefore, we recomputed table II.1 to exclude the sales of goods
and services, as shown in table I1.2.
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]
Table 11.2: Total and Per Capita Revenues by Source—Puerto Rico Contrasted With State and Local Governments? (Excludes

Commercial and Public Utilities)

Dollars in millions

Puerto Rico (1989 estimated)® States (1987)°
Revenue source Amount Per capita Percent of total Amount Per capita Percent of total
individual income tax $923 $280 19 $83,681 344 11
Corporate income tax 1,038 315 22 22,672 93 3
Sales tax 1,072 325 22 144,293 593 18
Property tax 282 85 6 121,227 498 15
Federal funds 1,126° 341 24 114,996 472 14
All other revenue sources 434 101 7 305,911 1,257 39
Total $4,775 $1,447 100 $792,780 $3,257 100

2Excludes sales of goods and services.
Pinciudes municipalities.
“Includes local governments and the District of Columbia.

YIncludes federal grants and intergovernmental transfers, but excludes $644 million in federal aid to the
public corporations.

Source: Puerto Rico figures were prepared by the Governor’'s Economic Advisory Council. State figures
are from the Census Bureau's Government Finances in 1986-87

Table 11.2 shows that Puerto Rico relies more heavily on individual and
corporate income taxes (41 percent), compared with an average of 14
percent for states and localities. Also, Puerto Rico relies less on the use
of the property tax than states and localities do on average (6 percent
versus 15 percent).

Total revenues, including public corporation revenues, as a percent of
gross product for Puerto Rico was 57 percent (it was 26 percent when
corporation revenues are excluded). For the states, total revenue was 19
percent of gross national product when the revenues of utilities and
liquor stores are included, and 18 percent when they are not.

Expenditures

We also analyzed Puerto Rico’s expenditures, both with and without the
commercial activities and public utilities. Taken together, commercial
activities and utilities are Puerto Rico’s largest expenditures. Also, the
Commonwealth spends in total about the same per capita as other state
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and local governments. Table I1.3 compares expenditures by function for

Puerto Rico (1989 estimated) and the states and localities (1987).!

Table 11.3: Total and Per Capita Expenditures by Function—Puerto Rico Contrasted With State and Local Governments?

Dollars in millions

Puerto Rico (1989 estimated)*

States (1987)°

Expenditure category Amount Per capita Percent of total Amount Per capita Percent of total
Education $1,552 $470 16 $229,932 $945 30
Miscellaneous commercial 1,496 453 15 3,228 13

Public utilities 1,326 402 13 65,509 269 8
Health/hospitals 732 222 7 56,972 234 7
Transportation 592 179 6 59,820 246 8
Housing and community

development 574 174 6 11,766 48 2
Public safety 570 173 6 56,651 233 7
Government administration 419 127 4 34,896 143 5
Interest on general debt? 368 112 4 1,816 172 5
Natural resources 367 111 4 9,738 40 1
Public welfare 357 108 4 80,090 329 10
Sewerage 287 87 3 14,862 61 2
Parks and recreation 103 31 1 10,978 45 1
Social insurance

administration 81 25 1 2,752 11

Other and unallocable® 981 297 10 93,854 386 12
Total $9,804 $2,971 100 $772,864 $3,175 100

ginciudes Commonwealth's expenditures but not municipalities’ expenditures.

PIncludes state and local governments' expenditures.

Less than 1 percent

YIncludes agriculture ($171 million in Puerto Rico).

€Includes interest of miscellaneous commercial activities ($194 million in Puerto Rico).

Source: Puerto Rico figures were prepared by the Governor's Economic Advisory Council. State figures

are from the Census Bureau's Government Finances in 1986-87.

When commercial activities and utilities are excluded, we find that

although the spending patterns in Puerto Rico and the states are roughly

"1 The expenditures shown for Puerto Rico include only those of the central government and public

corporations while those shown for the states include local government expenditures. Puerto Rico
municipal expenditures were not readily available for 1989. In 1982, the year for which the latest
Census Bureau data were available, municipal expenditures were $291 million compared with the

Commonwealth’s expenditures of $5.7 billion (about 5 percent). The expenditures for public corpora-

tions and other central government agencies have been reclassified in order to correspond more

closely to the Census Bureau's classification scheme.
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comparable in many categories, there are several exceptions. For exam-
ple, spending on education in Puerto Rico is 23 percent of total expendi-
tures, compared with 33 percent in the states, and 5 percent on welfare,
compared with 11 percent in the states (see table I1.4).

]
Table il.4: Total and Per Capita Expenditures by Function—Puerto Rico Contrasted With State and Local Governments? (Excludes

Commercial and Public Utilities)

Dollars in millions

Puerto Rico (1989 estimated)® States (1987)°

Expenditure category Amount Per capita Percent of total Amount Per capita Percent of total
Education $1,552 $470 23 $229,932 $945 33
Health/nosprtals 732 222 11 56,972 234 8
Transportation 592 179 9 59,820 246 8
Housing and community
development 574 174 8 11,766 48 2
Public safety 570 173 8 56,651 233 8
Government administration 419 127 6 34 896 143 5
Interest on general debt 368 112 5 41816 172 6
Natural resources® 366 111 6 9,738 40 1
Public welfare 357 108 6 80,090 329 11
Sewerage 287 87 4 14,862 61 2
Parks and recreation 103 31 2 10,978 45 2
Social insurance
administration 81 25 1 2,752 11 ¢
Other 787 238 12 93,854 386 13
Total $6,788 $2,057 100 $704,127 $2,893 100

4ncludes Commonwealth's expenditures but not municipalities’ expenditures. it also excludes commer-

cial activities and utilities.

Pincludes state and local government's expenditures.

Less than 1 percent

Yncludes agriculture ($171 million in Puerto Rico)

Source: Puerto Rico figures were prepared by the Governor's Economic Advisory Council. State figures

are from the Census Bureau's Government Finances in 1986-87
Puerto Ri CO’S Debt Puerto Rico’s debt, including that of the Commonwealth, its municipali-

ties, and its public corporations, totaled about $10.1 billion in 1987. On a
per capita basis, Puerto Rico’s debt was estimated at $2,971 in 1989, and
that of state and local governments was $3,175 in 1987. Puerto Rico’s
debt is equivalent to 60 percent of its gross product. However, as noted
earlier, a comparison with state and local governments’ debt is not
exact, because some of Puerto Rico’s credit activities may be considered
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similar to some of those of the federal government and private
corporations.

Puerto Rico’s average annual debt growth rate since 1975 has been
fairly constant, ranging from about 5 to 7 percent. For state and local
governments, it has averaged about 10 percent. Puerto Rico’s debt for
selected years between 1975 and 1987, along with the average annual
growth rate, is shown in table I1.5 below.

Table 11.5; Puerto Rico’s Debt and Annual
Growth Rate (1975-87)

Average annual

Public debt growth rate
Year (millions) (percent)
1975 $5,089.7
1978 6,076.5 6.1
1981 7,805.0 73
1984 8,692.6 50
1987 10,142.6 53

Source: Planning Board of Puerto Rico, Economic Report to the Governor 1988.

The proportion of Puerto Rico’s debt among the Commonwealth, munici-
palities, and public corporations has been fairly constant between 1976
and 1987. In 1987, the Commonwealth's portion was 25 percent, the
municipalities’ portion 4 percent, and the public corporations’ portion 71
percent. The public corporations’ portion peaked in 1981 at 76 percent
and has been declining since, while the Commonwealth’s portion bot-
tomed out in 1979 and 1981, and has been rising since. The Common-
wealth generally uses general obligation bonds, which are guaranteed by
the taxing power of the government, while its public corporations use
revenue bonds, which pledge the corporations’ future revenues for debt
repayment.

Puerto Rico’s total public debt as a percent of its gross product has
declined since 1975. In 1975, it was 71 percent and dropped to 60 per-
cent in 1987. By comparison, state and local government debt as a per-
cent of the U.S. gross national product was 14 percent in 1975, and rose
to 16 percent in 1987.

Excluding Puerto Rico’s debt attributable to public corporations, the
percent of the Commonwealth’s and municipalities’ debt in relation to its
gross product is comparable with that of state and local governments.
Table I1.6 shows Puerto Rico’s debt, excluding that of the public corpo-
rations, compared with that of state and local governments for selected
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years between 1975 and 1987. It also compares them as a percent of
gross product and on a per capita basis.

]
Table 11.6: Percent of Debt to Gross Product and Debt Per Capita-——Puerto Rico Contrasted With State and Local Governments
(1975-87)

Puerto Rico State and local governments
Debt to Debt to gross
Public debt® gross product Debt Public debt® national product Debt
Year (millions) (percent) per capita (millions) (percent) per capita
1975 $1,433 20 $493 $191,269 12 $886
1978 1,539 17 496 238,032 11 1,069
1981 1,784 15 552 303,767 10 1320
1984 2,283 16 699 423,757 11 1,788
1987 ) 2,911 17 882 602,795 13 2,471

aDoes not include debt of public corporations

®Does not include debt of states’ utilities.

Source: For Puerto Rico: Planning Board of Puerto Rico, Economic Report of the Governor (1988). For
the states: Economic Report of the President (January 1989), and the Census Bureau's Government
Finances. 1975-1987.
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The civil government of Puerto Rico was established under the Organic
Act of 1900 (the Foraker Act).! In 1917, a new Organic Act was passed
(the Jones Act) granting Puerto Rico greater self-government and citi-
zenship.? In 1950, legislation was enacted that authorized Puerto Rico to
adopt a constitution.’ The constitution became effective in 1952. The
1950 legislation also modified the 1917 Organic Act to conform it to
Puerto Rico’s new relationship with the United States and renamed the
Organic Act as the Puerto Rican Federal Relations Act.

Other federal legislation enacted since the Organic Act also affects
Puerto Rico in many ways. In fact, a search of a database of federal laws
mentioning Puerto Rico showed more than 1,019 references.

To narrow our review of federal laws applying to Puerto Rico, we
worked with the staff of the Senate Committee on Energy and Natural
Resources and others to identify those laws that were seen as the most
significant. We conducted our review in seven major areas: income sup-
port, health care, taxes, immigration, labor, environment, and trade. In
these areas, we identified about 30 major laws. We have briefly summa-
rized these statutes and described how they apply to Puerto Rico. We
have not assessed their economic impact or the background behind their
enactment. This was done selectively in our March 1981 report, which
examined various self-determination issues.

With some exceptions, federal laws in the seven areas we examined
apply to Puerto Rico in the same manner as they do to the states. The
major exceptions are income support and health care programs and
income taxes. Three of the six income support programs we examined
are more limited for Puerto Rico, either in funding or eligibility, than
they are for the states. Funding for health care under Medicaid is
capped for Puerto Rico. For Medicare, the prospective payment rates for
inpatient hospital services are based on the cost of Puerto Rican hospi-
tals rather than the national average cost as it is in the states. With
regard to both individual and corporate income taxes, federal laws gen-
erally do not apply and the operations of U.S. corporations located in
Puerto Rico are likewise exempt.

131 Stat. 77.
°P.L. No. 64-368, 39 Stat. 951.

3P.L. No. 81-600, 64 Stat. 319, currently found at 48 U.S.C. sect. 731 et seq.
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Table III.1 summarizes these laws and shows Puerto Rico is not always
treated as a state under federal law.
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Table ill.1: Comparison of the |
Applicability of Selected Federal Laws in Federal law applies in the
Puerto Rico and the 50 States same way to Puerto Rico

Law or program

and the states

Income support programs:

Adult Assistance Program

No (See p. 36)

Aid to Families with Dependent Children

No (See p. 37)

Child Nutrition Act

Yes

Nutrition Assistance (Food Stamps) No (See p. 38)
Old Age Survivors and Disability Program (Social Security)  Yes
Unemployment insurance Yes

Health care programs:

Medicare No (See p. 40)
Medicaid No (See p. 40)
Tax laws No (See p. 42)
Immigration Yes
Labor laws:

Fair Labor Standards Act

Yes

Minimum Wage Act

No (See p. 43)

National Labor Reiations Act

Yes

Job Training Partnership Act Yes
Occupational Safety and Health Act Yes
Employee Retirement Income Security Act Yes
Migrant and Seasonal Agricultural Worker Protection Act Yes
Environmental laws:
Water Resources Development Act of 1986 Yes
Abandoned Shipwreck Act of 1987 Yes
Superfund legislation Yes
Clean Water Act Yes
Clean Air Act Yes
Solid Waste Disposal Act Yes
Toxic Substances Act Yes
Safety of Public Water Systems Act Yes
Noise Control Act Yes
Navigation and Navigable Waters Act Yes
Emergency Planning and Community Right-to-Know Act Yes
Trade laws:
Tariff Act of 1930 Yes
Trade Act of 1974 Yes
Agricultural Adjustment Act Yes
Export Administration Act Yes

Caribbean Basin Economic Recovery Act

No (See p. 48)
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Puerto Rico participates in some federal income support programs or
programs that have similar objectives, but is generally not treated as a
state. The federal funding for these programs is capped so that (1)
Puerto Rican residents might receive lower levels of assistance than
individuals residing in a state or (2) the Commonwealth must bear a
higher share of the costs. Some programs are unique to Puerto Rico, and
Puerto Rico has set different eligibility requirements and provides a dif-
ferent set of benefits than do many of the states in other programs.

Adult Assistance Program

Puerto Rico does not participate in the Supplemental Security Income
(ss1) program, which is open-ended and completely federally funded and
administered. Instead, Puerto Rico continues the Adult Assistance pro-
gram, which was superseded by ssi. The Adult Assistance program (42
U.S.C. sect. 1381, note) provides cash assistance to needy, aged, blind, or
disabled individuals. The program is jointly funded by the federal and
Puerto Rican governments and is administered by Puerto Rico. The fed-
eral government pays 75 percent of the costs of Puerto Rico’s Adult
Assistance benefit and training programs, and 50 percent of other
administrative costs. Total expenditures for Adult Assistance, Aid to
Families with Dependent Children (AFDC), and foster care (title IV-E
assistance) is capped at $82 million for fiscal year 1989 and thereafter.
In 1989, $11.9 million will be used for adult assistance programs. The
average monthly adult assistance payment is $32 and the U.S. average
under ssi is $362 a month.

The Commonwealth establishes eligibility criteria and benefit levels
within the limits of federal law and in accordance with a plan approved
by the Department of Health and Human Services (HHS). Federal law
requires that Adult Assistance recipients meet eligibility criteria similar
to those for ssi—they must be 65 years old, blind, or disabled. The fed-
eral government requires the Commonwealth to consider, with some
exceptions, all income and resources in determining eligibility. The
income standards have different exceptions for the aged, disabled, and
blind. These exceptions are as follows:

For the aged and disabled: Of the first $80 a month of earned income,
the first $20 plus one-half of the remainder is disregarded.

For the blind: (a) The first $85 a month of earned income plus one-half
of that in excess of $85, and (b) for a minimum of 12 but no more than
36 months, other income and resources needed to fulfill an approved
plan for self-support are disregarded.
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Through federal regulations, HHS sets forth basic resource standards for
potential participants. The value of a home, automobile, personal
effects, and income-producing property of a potential participant (up to
certain limits) may be excluded when determining compliance with
resource limitations. Excluding these items, assets cannot exceed $2,000
per individual in order to qualify for benefits.

Aid to Families With
Dependent Children

AFDC does not treat Puerto Rico as a state. AFDC provides cash payments
for needy children (and their caretaker relatives) through state-
operated programs that are in accordance with a plan approved by HHS.
The federal government shares part of total program costs through a
formula grant to the states, Puerto Rico, and other jurisdictions. Federal
AFDC funding to states is open-ended, while federal funding is capped for
Puerto Rico at $82 million for fiscal year 1989. The states and Puerto
Rico can choose between two federal cost-sharing arrangements. They
can use either a prescribed formula or the federal matching rates used
for Medicaid. Currently, all states and Puerto Rico use the Medicaid rate,
which ranges from 50 to 83 percent depending on per capita income.
However, for AFDC, Puerto Rico’s Medicaid rate is fixed at 75 percent by
federal law, up to the funding cap. The reimbursement rate for the
states’ and Puerto Rico’s administrative costs is 50 percent except for
planning, design development, and installation of certain mechanized
claims processing and information retrieval systems, which are shared
at 90 percent. AFDC is authorized as title IV-A of the Social Security Act,
as amended (42 U.S.C. sect. 601 et seq.). It was recently amended by the
Family Support Act of 1988 (42 U.S.C. sect. 1305 note).

Puerto Rico, like the states, defines need, establishes income and
resource requirements, and sets benefit levels within federal limits. Fed-
eral regulations require each state and Puerto Rico to establish a need
standard and payment amounts. A need standard is the amount of funds
needed to meet daily living requirements. A payment standard is the
amount a state or Puerto Rico will pay to a family that has no other
countable income. Both the need standard and payment amounts in
Puerto Rico are lower than any state or territory.

AFDC assistance is provided to needy children, generally under 18,
deprived of support because of their parents’ continued absence from
home, incapacity, death, or—at state and Puerto Rico’s option—unem-
ployment of the principal wage earners. Unlike a number of states,
Puerto Rico does not provide assistance to two-parent families in which
the primary wage earner is unemployed. But under the Family Support
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Act (42 U.S.C. sect. 607 note (1988)), these states and the Common-
wealth will be required to provide such assistance as of October 1, 1992,
for 6 months a year. The act also allows emergency services to be
funded, and coverage may be extended to “essential persons’’—individ-
uals determined essential to a recipient’s well-being. Puerto Rico already
provides emergency services.

In addition, countable income—gross income minus disregards for
earned and unearned income—must be below the applicable need stand-
ard. Federal law mandates a number of income disregards. In addition,
Puerto Rico disregards certain other income of a dependent child,
including up to 6 months of income from the Job Training Partnership
Act.? Unearned income is disregarded completely.

In addition to income criteria, AFDC applicants are not allowed to have
assets exceeding a specific dollar amount. For example, resources are
limited to $1,000, excluding (1) a home, (2) an automobile with equity
value up to $1,600, and (3) burial plots and funeral agreements valued
up to $1,600 per person. Generally, the gross income of any child or rela-
tive claiming AFDC, including certain income of stepparents and the
income of an alien’s sponsor deemed available to the applicant, must be
below 185 percent of the applicable ‘“need standards’ established by the
state or area in which the applicant resides.

Child Nutrition Act

The Child Nutrition Act of 1966 (42 U.S.C. sect. 1771 et seq.) treats
Puerto Rico as a state. Its purpose is to safeguard the health and well-
being of the nation’s children and to encourage domestic consumption of
agricultural and other foods. The act sets up a special program to
encourage milk consumption by children, the school lunch program, and
a supplemental food program for women, infants, and children.

Nutrition Assistance
(Food Stamps)

Puerto Rico is excluded from participation in the Food Stamp program.
It has a separate federal Nutrition Assistance program (7 U.S.C. sect.
2028), which is a block grant through which cash is provided to needy
households to purchase food. In addition, a small portion of the funds is
used to stimulate food production and distribution. The program is
administered by Puerto Rico within funding and other limits established

1The Job Training Partnership Act of 1982 (P.L. 97-300) provides grants for job training and related
assistance to economically disadvantaged individuals and others who face significant employment
barriers.
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by federal law and under a plan reviewed and approved annually by the
Department of Agriculture.

Unlike federal funding for the Food Stamp program, which is open-
ended, federal funding for administrative and benefit costs of food
assistance in Puerto Rico was capped at $825 million per year in 1981.
Beginning in 1987, the Congress legislated annual increases to the autho-
rized amount. A funding ceiling of $937 million is authorized for fiscal
year 1990. One hundred percent of benefit costs are paid by the federal
government under Puerto Rico’s program. Administrative costs are
shared on a 50/50 basis between the federal government and Puerto
Rico.

The method of calculating Nutrition Assistance benefits is similar to
that for the Food Stamp program. The allowable disregards are
deducted from gross income to determine countable income and assis-
tance is provided using adjusted Food Stamp tables from 1982.

Puerto Rico allows a standard deduction of $40 per month plus 20 per-
cent of earned income except in self-employment cases. A combined
maximum of up to $40 per month for shelter, child care, and/or disabled
care may also be deducted. In the case of households with elderly or
disabled persons, shelter expenses in excess of 50 percent of monthly
adjusted income may be deducted. In addition, up to $100 per month of
monthly medical expenses may be deducted for households with elderly
or disabled persons.

Benefits are paid in cash and vary monthly. Because the program is
capped, total monthly available funds are divided by total monthly
required funds to establish an adjustment factor for recipients’ benefits.
Monthly benefits are adjusted up or down depending on the previous
month’s factor.

Old Age Survivors and
Disability Program
(Social Security)

Puerto Ricans are treated the same as residents of states under the Old
Age Survivors and Disability Program, title II of the Social Security Act
(42 U.S.C. sect. 301 et seq.). It is a national program of contributory
social insurance in which employees, employers, and the self-employed
pay taxes that are pooled in special trust funds. When earnings stop or
are reduced because the worker retires, dies, or becomes disabled,
monthly cash benefits are paid to partially replace the earnings the fam-
ily has lost.
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Unemployment Insurance
Program

Puerto Rico is treated as a state under the Unemployment Insurance
program, title III of the Social Security Act (42 U.S.C. sects. 502 and
503). The program is a federal-state effort to provide temporary and
partial wage replacement to workers unemployed through no fauit of
their own. Within broad federal guidelines, states establish their own
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imposed employer payroll taxes fund the benefits and federally impose
employer payroll taxes fund program administration.

Health Care Programs

Puerto Rico is generally treated as a state under Medicare, with one
exception as discussed below. Puerto Rico is not treated as a state under
Medicaid. Funding for Medicaid is capped in Puerto Rico and this results
in differerces in the services Puerto Rico offers and its eligibility
requirements.

Medicare

The Medicare program is generally administered in Puerto Rico in the
same way it is administered in the states. Medicare (42 U.S.C. sect. 1395
et seq.) is a federal program that pays much of the health care costs of
almost all people aged 65 and over and certain disabled people. The one
difference in Puerto Rico’s treatment under the Medicare program is
that Puerto Rico’s prospective payment rate is based on the cost of hos-
pitalization on the island. In the states these costs are based on a
national average.

Medicaid

The Medicaid program is different in Puerto Rico than it is in the states.
Medicaid (42 U.S.C. sect. 1396 et seq.) provides funding for medical
assistance to low-income persons who are aged, blind, disabled, or mem-
bers of families with dependent children. The federal government shares
part of total program costs through a formula grant available to the
states and other jurisdictions, including Puerto Rico. The program is
essentially designed and administered by the states and Puerto Rico
within federal limits and in accordance with plans approved by HHS.
Federal funding for the Medicaid program in the states is open-ended; in
Puerto Rico it is capped. A funding ceiling of $79 million is authorized
for fiscal year 1990. The federal financing participation rates for states’
Medicaid benefits (except for family planning, which is reimbursed at 90
percent) is based on a formula that takes into account states’ per capita
income, with limits that may be no lower than 50 percent and no higher
than 83 percent. The rate for Puerto Rico is fixed at 50 percent by fed-
eral law, up to the funding cap. The sharing rates for administrative

Page 40 GAO/HRD-89-104FS Update on Puerto Rico



Appendix ITI
Federal Legislation Applying to Puerto Rico

expenses are 75 percent for training, conducting utilization reviews,
operating mechanized claims processing, information retrieval, fraud
control, and hospital costs-determination systems; 90 percent for estab-
lishing the mechanized claims processing and fraud control systems; and
50 percent for the remaining administrative costs.

The states and Puerto Rico must serve the “categorically needy,” which
includes recipients of cash assistance through programs such as AFDC
and ss1 (Adult Assistance in the case of Puerto Rico.) In addition, states
and Puerto Rico may opt to serve ‘“medically needy’” individuals—those
who do not qualify as categorically needy but who cannot afford neces-
sary health care. Puerto Rico has opted to serve

persons eligible for but not receiving Adult Assistance or AFDC;

persons in a medical facility who, if they left the facility, would be eligi-
ble for cash assistance;

the spouse of an Adult Assistance recipient who is living with the recipi-
ent and who has been determined to be essential to the recipient’s well-
being;

all individuais under age 21 who would be eligible for AFDC except that
they do not qualify as dependent children; and

individuals who would be eligible for Adult Assistance or AFDC if Puerto
Rico’s coverage were as broad as allowed under federal law, including
families with unemployed parents.

Puerto Rico also extends coverage to (1) pregnant women; (2) medically
needy individuals under 21; (3) caretaker relatives; (4) the aged; (5) the
blind; (6) the disabled; and (7) eligible spouses of aged, blind, or disabled
individuals.

Income eligibility limits for the medically needy differ between states
and Puerto Rico (42 C.F.R. 436.811-436.814). For states, the medically
needy are limited by regulation to those with income no greater than
133 1/3 percent of the AFDC payment standard for a family of the same
size. For Puerto Rico, federal regulations set minimum income limits; the
Health Care Financing Administration must approve limits greater than
this minimum. For fiscal years 1985-89, Puerto Rico’s approved income
limit per month for a family of two was $400, while 133 1/3 percent of
its AFDC payment standard was $74. Thus, some Medicaid participants in
Puerto Rico would not be eligible if the more stringent eligibility limits
used in the states were applied.
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Puerto Rico is not subject to federal individual or corporate income tax
laws. Since 1919, with the passage of the Revenue Act of 19187 Puerto
Rico has adopted its own tax law. In this respect, Puerto Rico is similar
to a foreign country having a separate taxing authority.

Two provisions in federal tax law are designed to encourage industry
and improve the Puerto Rican economy. A federal tax credit for corpo-
rations earning income in Puerto Rico has been in effect since the enact-
ment of the Revenue Act of 1921, although the nature of the tax benefit
has undergone many changes. One of the most significant tax provisions
affecting Puerto Rico is section 936 of the Internal Revenue Code (26
U.S.C. sect. 936)." It is designed to encourage U.S. businesses to invest in
Puerto Rico and U.S. possessions. The section 936 tax credit has the
effect of exempting the income U.S. firms earn from business operations
and certain financial investments in Puerto Rico from the federal corpo-
rate income tax. The tax credit is equal to the amount of U.S. tax
imposed upon that share of its income a corporation derives from its
business in Puerto Rico.

Another important tax provision is section 7652(a) of the Internal Reve-
nue Code (26 U.S.C. sect. 7652(a)) governing shipments to the United
States. Taxes collected under the internal revenue laws on items pro-
duced in Puerto Rico and sold on the U.S. mainland or consumed on the
island are to be paid into the Treasury of Puerto Rico. The rate of tax
under this provision is the same as that imposed on the 50 states for
articles of like nature. There are some limits to this provision. Manufac-
tured items, although actually imported from Puerto Rico, are not
treated as Puerto Rican products unless the sum of the cost or value of
the materials produced in Puerto Rico, plus the direct cost of processing
operations performed in Puerto Rico, equals or exceeds 50 percent of the
value of the item at the time it is brought into the United States. Simi-
larly, distilled products are not treated as if they were produced in
Puerto Rico unless 92 percent of their alcoholic content is attributable to
rum.

SP.L. No. 65-254, 40 Stat. 1057.
SP.L. No. 67-98, 42 Stat. 227,

“See Puerto Rico's Political Future: A Divisive Issue With Many Dimensions, (GAO/GGD-81-48,
March 2, 1981), pp. 69-77. and Welfare and Taxes: Extending Benefits and Taxes to Puerto Rico.
Virgin Islands, Guam, and American Samoa, (GAO/HRD-87-60, September 15, 1987), pp. 124-137,
for a more detailed discussion of the background of this provision and its significance.
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Immigration

In 1917, Puerto Ricans were granted U.S. citizenship (8 U.S.C. sect.

1402). Immigration into Puerto Rico is subject to the same provisions as
in the states.

Labor Laws

Under the seven acts we examined, Puerto Rico is treated the same as a
state with the exception of the Minimum Wage Act.

Fair Labor Standards Act

Puerto Rico is treated as a state under the Fair Labor Standards Act (29
U.S.C. sect. 201 et seq.). The act provides federal standards concerning
minimum wage, overtime pay, child labor, and employer record keeping,
among other standards, in order to prevent labor conditions in the
United States detrimental to the maintenance of a minimum standard of
living necessary for the health, efficiency, and general well-being of
workers.

Minimum Wage Act

Under the Minimum Wage Act (29 U.S.C. sect. 206), which is part of the
Fair Labor Standards Act, special industry committees in Puerto Rico
were empowered to gradually increase minimum wages until they
reached the federal minimum wage level. When that level was reached,
the industry committees became inactive. Currently, Puerto Rico has the
same $3.35 an hour minimum wage as the states.

National Labor
Relations Act

The National Labor Relations Act, as amended by the Labor Manage-
ment Relations Act (29 U.S.C. sect. 151 et seq.), treats Puerto Rico as a
state. It prescribes certain rights for management and labor with respect
to each other and establishes a framework for settling labor-
management disputes. The act established the National Labor Relations
Board (NLRB), which has a regional office in Puerto Rico, to carry out its
provisions. Although the law itself is silent on the question of how and if
it applies to Puerto Rico, case law has established that it does apply.
(See NLRB v. Security National Life Insurance Company, 494 F. 2d 336
(1st Cir. 1974)).

Job Training
Partnership Act

The Job Training Partnership Act (29 U.S. C. sect. 1501 et seq.) treats
Puerto Rico as a state. The purpose of the act is to establish programs to
prepare youth and unskilled adults for entry into the labor force and to
afford job training to those economically disadvantaged individuals and
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Occupational Safety and

Health Act
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treats Puerto Rico asa state. It is des1gned to ensure safe and healthful
working conditions in the United States. The act authorizes the Secre-
tary of Labor to set mandatory occupational safety and health stan-
dards and enforce compliance with those standards. The act also
encourages the states to operate, with the Secretary’s approval, their
own safety and health programs. The Secretary has authorized Puerto

Rico to operate such programs.

Employee Retirement
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The Employee Retirement Income Security Act (29 U.S.C. sect. 1001 et
seq.) treats Puerto Rico as a state. It authorizes the Secretary of Labor
to monitor and regulate employees’ pension benefit programs by requir-
ing disclosure; setting standards for pension plan administrators; and
providing remedies, sanctions, and ready access to federal courts for
participants. The act also requires plans to vest the accrued benefits of

employees with significant periods of service, sets minimum plan fund-

ing standards, and requires termination insurance
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Migrant and Seasonal
Agricultural Worker
Protection Act

Environmental Laws

The Migrant and Seasonal Agricultural Worker Protection Act (29 U.S.C.
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Secretary of Labor to require farm labor contractors to register and to

comply with disclosure requlremems to thp activities detrimental to
migrant and seasonal workers.

Generally, federal environmental legislation treats Puerto Rico as a
state. However, certain laws also target Puerto Rico for special projects.

Water Resources
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The Water Resources Development Act of 1986 (33 U.S.C. sect. 2201 et
seq.) allots funds for the study and improvement of public waterways.
Several projects under this act were intended to improve Puerto Rico’s
waterways. Specifically, it includes projects to improve the navigation in
San Juan Harbor, Fajardo Harbor, and Guayanes Harbor; a project to
improve flood control in Rio Puerto Nuevo and a flood control feasibility
study in Guayanilla River basin; and the removal of the abandoned ves-

gel “A. Regina’ from the waters off Mona Island.
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Abandoned Shipwreck Act

The Abandoned Shipwreck Act of 1987 (43 U.S.C. sect. 2101 et seq.)
gives the states (including Puerto Rico) title to any abandoned vessels
embedded in state-owned submerged lands. Puerto Rico gained title to
submerged lands around the island, extending out 3 Spanish leagues
(10.9 miles) as part of the Organic Act of 1917. (See 48 U.S.C. sect. 749).

Superfund Legislation

The Comprehensive Environmental Response, Compensation, and Liabil-
ity Act of 1980, commonly referred to as the Superfund legislation (42
U.S.C. sect. 9601 et seq.), treats Puerto Rico as a state. The act sets
guidelines for reporting and responding to the release of hazardous pol-
lutants into the environment.

Clean Water Act

Puerto Rico is treated as a state under the Water Pollution Prevention
and Control Act (33 U.S.C. sect. 1251 et seq.), commonly known as the
Clean Water Act. The objective of the act is to restore and maintain the
chemical, physical, and biological integrity of the nation’s waters. Fed-
eral agencies are directed to cooperate with state and local agencies to
develop comprehensive solutions to prevent, reduce, and eliminate pol-
lution in concert with programs to manage water resources.

Clean Air Act

Puerto Rico is treated as a state under the Air Pollution Prevention and
Control Act (42 U.S.C. sect. 87401 et seq.), commonly known as the
Clean Air Act. The purpose of the act is to protect and enhance the qual-
ity of the nation’s air resources so as to promote the public health and
welfare and the productive capacity of its population. This is accom-
plished by providing for the establishment of minimum air quality stan-
dards, initiating national research and development to prevent and
control air pollution, and by providing technical and financial assistance
to states to facilitate air pollution prevention and control programs.

Solid Waste Disposal Act

The Solid Waste Disposal Act (42 U.S.C. sect. 6901 et seq.) treats Puerto
Rico as a state. The act is designed primarily to aid state and local gov-
ernments through technical and financial assistance in reprocessing or
disposing of used oil, garbage, sludge, etc. This is accomplished through
training grants involving the design, operation, and maintenance of solid
waste disposal systems; by setting guidelines and regulating treatment,
storage, and disposal of hazardous wastes; and by prohibiting future
open dumping of solid waste on land.
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Toxic Substances Act

The Toxic Substances Act (15 U.S.C. sect. 2601 et seq.) treats Puerto
Rico as a state. The act authorizes the Administrator of the Environmen-
tal Protection Agency (EPA) to require the testing of certain potentially
environmentally hazardous substances or mixtures in order to develop
data on health and environment effects.

Safety of Public Water
Svstems Act

The Safety of Public Water Systems Act (42 U.S.C. sect. 300f et seq.)
treats Puerto Rico as a state. It authorizes the EPA Administrator to issue
drinking water regulations that specify the maximum allowable contam-
inant levels in water.

Noise Control Act

The Noise Control Act (42 U.S.C. sect. 4901 et seq.) treats Puerto Rico as
a state. The act requires the EPA Administrator to issue federal noise
emission standards to help promote an environment free from noise that
jeopardizes people’s health and welfare.

Navigation and Navigable
Waters Act

The Navigation and Navigable Waters Act (33 U.S.C. sect. 1401 et seq.)
treats Puerto Rico as a state. It authorizes the EPA Administrator to regu-
late the dumping of all types of materials into ocean waters and to pre-
vent or strictly limit the dumping into ocean waters of any material that
would adversely affect human health, the marine environment, ecologi-
cal systems, or economic opportunities.

Emergency Planning and
Community Right-to-
Know Act

Trade Laws

The Emergency Planning and Community Right-to-Know Act (42 U.S.C.
sect. 11001 et seq.) treats Puerto Rico as a state. The act authorizes the
EPA Administrator to prescribe regulations to enforce the reporting and
disclosure requirements for substances that he or she has classified or
defined in the Code of Federal Regulations as extremely hazardous sub-
stances or as hazardous chemicals. It also includes toxic chemicals listed
in Committee Print 99-169 of the Senate Committee on Environment and
Public Works. The act directs the governor of each state to appoint a
State Emergency Response Commission that will develop an emergency
plan for the state.

Puerto Rico is treated as a state in each of the five pieces of legislation
we examined. The various trade acts are administered by different agen-
cies throughout the government. For example, the Departments of the
Treasury (Customs), Commerce, and Agriculture all administer various
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aspects of federal trade laws. In addition to trade legislation are numer-
ous trade agreements between the United States and other countries
regarding a broad spectrum of American manufacturing and produce.
These agreements are often item-specific (for example an agreement
regarding the export of steel or textiles to the United States). These
trade agreements were beyond the scope of our review.

Tariff Act of 1930

The Tariff Act of 1930, as amended (19 U.S.C. sect. 1202 et seq.) treats
Puerto Rico as a state. This act has been amended to include several
important trade provisions designed to protect American industry by
regulating imports and exports, and prohibiting ‘“‘unfair methods of com-
petition and unfair acts in the importation of articles into the United
States. .. .” (19 U.S.C. sect. 1337b).

The General Tariff Schedule (19 U.S.C. sect. 1202) is one of the primary
sections of the Tariff Act of 1930. Puerto Rico is within the general cus-
toms territory of the United States. This means that Puerto Rico is
treated the same as a state under Customs authority.

Antidumping (19 U.S.C. sect. 1673) and countervailing duties provisions
(19 U.S.C. sect. 1671) are two other sections of the Tariff Act of 1930. In
both provisions, Puerto Rico is treated as a state. Duties are imposed on
imports into the United States to correct unfair practices that benefit
imports over domestically produced goods. Antidumping duties are
placed on imports that are sold in the United States at a price lower than
in the country where they are produced (dumping). Countervailing
duties are levied to counteract export or other subsidies provided by the
producing country for goods that are imported into the United States.
Generally, antidumping or countervailing duties are applied only if an
import materially injures or threatens to materially injure a U.S. indus-
try or materially retards the establishment of an industry in the United
States.

Two other provisions of the Tariff Act of 1930 treat Puerto Rico differ-
ent than a state. These provisions authorize Puerto Rico’s legislature to
impose a duty on coffee imported into Puerto Rico (19 U.S.C. sects. 1319
and 1319a).

Trade Act of 1974

The Trade Act of 1974 (19 U.S.C. sect. 2101 et seq.) treats Puerto Rico
as a state. It sets out goals and standards for trade agreements between
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the United States and foreign countries. The act also attempts to elimi-
nate trade barriers and protect American industry from unfair and inju-
rious import competition.

Agricultural Adjustment
Act

The Agricultural Adjustment Act (7 U.S.C. sect. 601 et seq.) treats
Puerto Rico as a state. The act authorizes the President to impose fees or
quotas on imported products that undermine any Department of Agri-
culture domestic commodity program. The act is designed to prevent
imports from interfering with Agriculture’s efforts to stabilize or raise
domestic agricultural commodity prices.

Export Administration Act

The Export Administration Act (650 App. U.S.C. sect. 2401 et seq.)
includes Puerto Rico in its definition of the United States. The act regu-
lates the export of goods and technology that would prove detrimental
to the security of the United States. The act grants the President author-
ity to limit or suspend exports of U.S. commodities and technical data to
foreign destinations for any of three specified purposes: to protect the
national security, to ensure against an excessive drain of scarce goods,
and to further foreign policy objectives.

Caribbean Basin Economic
Recovery Act

The Caribbean Basin Economic Recovery Act (19 U.S.C. sect. 2701 et
seq.), commonly known as the Caribbean Basin Initiative, has special
provisions applying to Puerto Rico. It authorizes certain U.S. unilateral
and preferential trade and tax measures for Caribbean Basin countries
and territories. The act benefits Puerto Rico by allowing duty-free treat-
ment of products, a percentage of which was produced or processed in
Puerto Rico but sold by one of the Caribbean beneficiary nations. For
the purpose of determining whether the foreign product referred to
qualifies for duty-free treatment, the Commonwealth of Puerto Rico is
defined as a “‘beneficiary country.”
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Before attaining commonwealth status in 1952, Puerto Rico was consid-
ered an unincorporated territory of the United States. Since that time
there has been much debate, study, and speculation on whether Puerto
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been precisely defined, federal courts have discussed the nature and
consequences of Puerto Rico’s status.

Our 1981 report included a synopsis of the history of Puerto Rico’s sta-
tus in the U.S. courts in the pre-commonwealth period and the post-
cornmonwealth period through 1979.' This section focuses on court cases
during the 1980s that discuss the legal status of Puerto Rico. It is pre-
sented as an update of, and should be read in conjunction with, the dis-
cussion in our 1981 report.

During the 1980s, federal courts have rendered a number of decisions on
issues where the legal status of Puerto Rico was relevant to the decision.
In all but one case, the federal courts treated Puerto Rico as a state. In
that case, the Supreme Court upheld a lower reimbursement rate than
that for the states under the Aid to Families with Dependent Children
program.

The U.S. Supreme Court, Court of Appeals, and District Court all had

Cases Treatlng Puerto cases in the 1980s in which they treated Puerto Rico as a state.

Rico as a State

Supreme Court Cases The United States Supreme Court decided several cases in the 1980s in
which it treated Puerto Rico as a state. In a 1982 decision,* the Court
applied the already well-established rule that the fundamental protec-
tions of the United States Constitution extended to the citizens of Puerto
Rico.” The Court applied this rule to the specific issue of the right to

'See Puerto Rico’s Political Future: A Divisive Issue with Many Dimensions, (GGD 81-48, March 2,
1981) pp. 108-118.

“Rodriquez v. Popular Democratic Party. 457 1.S. 1 (1982).

4See Torres v. Puerto Rico. 442 U.S. 465, 469-70 (1979).
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vote, and found voting rights of Puerto Rican citizens to be constitution-
ally protected to the same extent as those of all other United States citi-
zens.* This case involved a statute that gave a political party the right to
fill an interim vacancy in the Puerto Rico legislature until the next elec-
tion. The statute, which was similar to those adopted by several states
to deal with untimely and unexpected vacancies in the legislature, was
challenged on the grounds that it violated the right of members of the
other parties to vote for a replacement. The Court found that the mecha-
nism served to “‘preserve the ‘legislative balance’ until the next general
election could be held.” Quoting in part from one of its earlier decisions,"
the Court made the point that ‘‘Puerto Rico, like a state, is an autono-
mous political entity, ‘sovereign over matters not ruled by the
Constitution.””’”

In another 1982 case, the Court found that Puerto Rico’s sovereignty
was analogous to that of a state for purposes of its right to bring a law-
suit on behalf of some of its citizens.® The Court allowed Puerto Rico to
maintain a suit on behalf of Puerto Rican migrant farm workers against
Virginia apple growers for violations of federal law protecting United
States workers, including Puerto Ricans, against discriminatory employ-
ment practices. The Court applied the same test it would have applied to
a state, and concluded that Puerto Rico had a sufficient interest of its
own (“‘quasi-sovereign’’ interest), beyond the private interest of the
aggrieved workers, to allow it to sue on their behalf. This interest con-
sisted of protecting its residents from the harmful effects of discrimina-
tion and, alternatively, of pursuing its residents’ interest in the
Commonwealth’s participation in the federal statutory employment ser-
vice scheme.

In a 1986 case, the Court reviewed the constitutionality of a Puerto Rico
statute and treated Puerto Rico as a state in applying a rule that gives

See also Lopez Lopez v. Aran, discussed below, in which the United States Court of Appeals for the
First Circuit reiterated that Fourth Amendment rights are fundamental constitutional rights, and
added that the right to travel was similarly protected.

"457 U.S. at 13.

“"Calero-Toledo v. Pearson Yacht Leasing Co., 416 U.S. 663, 673 (1974), which in turn had quoted
from a lower court decision, Mora v. Mejias, 115 F. Supp. 610 (D.P.R. 1973).

457 US. at 9.

SSnapp & Son, Inc. v. Puerto Rico, 458 U.S. 592 (1982).
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binding effect to the construction of Puerto Rico law by Puerto Rico
courts.’ The Court said:

“This would certainly be the rule in a case originating in one of the 50 States. [Cita-
tions omitted.] And we believe that Puerto Rico's status as a Commonwealth dictates
application of the same rule.”!"

In a 1987 case, the State of lowa asserted that the Extradition Clause of
the Constitution did not require Iowa to extradite an individual because
the Clause applied only to states, and Puerto Rico was not a state.!!' The
court concluded that it did not have to decide whether the Extradition
Clause applied to Puerto Rico because the Extradition Act, a federal
statute implementing the Clause, did apply to Puerto Rico and required
Iowa to extradite the individual. The court held that the Extradition
Act, which requires extradition of fugitives at the request of a *““Terri-
tory,” as well as a *‘State,” applied to Puerto Rico as a commonwealth.
The court reasoned that when Puerto Rico’s status was changed from
that of territory to that of commonwealth, the legislation that accom-
plished the change “did not remove from the Government of the Com-
monwealth any power to demand extradition which it had possessed as
a Territory, for the intention of that legislation was ‘to accord Puerto
Rico the degree of autonomy and independence normally associated
with States of the Union.””2

In a 1988 Supreme Court decision, the Court treated Puerto Rico as a
state in holding that no federal law preempted Puerto Rico’s power to
regulate oil prices.!” The Court said:

**Although Puerto Rico has a unique status in our federal system . . . the test for
federal pre-emption of the laws of Puerto Rico at issue here is the same as the
test . .. for pre-emption of the law of a state.”!*

“Posadas De Puerto Rico Assoc. v. Tourism Co., 478 U.S. 328 (1986).

'Id. at 339.

"Puerto Rico v. Branstad. 483 U.S. , 107 S. Ct. 2802 (1987).

12483 U.S. at |, 107 S, Ct. at 2809.

1“Puerto Rico Department of Consumer Affairs v. Isla Petroleum Corp.. 485 U.S. . 56 U.S.L.W. 4307
(1988).

56 U.S.L.W. at 4308.
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Appellate Court Cases

The U.S. Court of Appeals for the First Circuit decided several cases in
the 1980s in which it treated Puerto Rico as a state. In most of these
cases, the court had to determine whether particular federal statutes
applied in the same way as they would have applied to states, and found
that they did.

In a 1981 case, the court found no reason to treat Puerto Rico in a man-
ner different from the way it would treat a state. The court held that
section 3 of the Sherman Antitrust Act,”® which prohibits restraints of
trade “in any Territory of the United States,” applied to Puerto Rico in
its commonwealth status.!® The court said:

“It is fair to assume that the framers of the Sherman Act, had they been aware of
the FRA [Federal Relations Act] and subsegquent Constitutional developments, would
have intended that Puerto Rico be treated as a ‘state’ under the Act, once Common-
wealth status was achieved.”'”

In a 1985 case involving evidence obtained by wiretapping, the court
found that the federal law that allowed evidence of recorded telephone
conversations meeting statutory standards,'® was the controlling law for
federal prosecutions in Puerto Rico.'* The court held that the Constitu-
tion of Puerto Rico, which prohibits wiretapping and the use of wiretap-
ped evidence in court, did not apply. In comparing Puerto Rico to a state,
the court said:

“While the creation of the Commonwealth granted Puerto Rico authority over its
own local affairs, Congress maintains similar powers over Puerto Rico as it pos-
sesses over the federal states. [Citation omitted.] The congressional intent behind
the approval of the Puerto Rico Constitution was that the Constitution would oper-
ate to organize a local government and its adoption would in no way alter the appli-
cability of United States laws and federal jurisdiction in Puerto Rico. [Citations
omitted.] When Congress approved the Constitution of Puerto Rico it was simultane-
ously enacted: ‘The statutory laws of the United States not locally inapplicable,
except as hereinbefore or hereinafter otherwise provided, shall have the same force
and effect in Puerto Rico as in the United States. . . .’ 48 U.S.C. sect. 734.”%"

1515 U.S.C. sect. 3.

1iCordova v. Chase Manhattan Bank N.A., 649 F.2d 36 (1st Cir. 1981).

1"649 F. 2d at 42.
"18 U.S.C. sect. 2510 et seq.

¥United States v. Quinones, 758 F.2d 40 (1st Cir. 1985).

=758 F.2d at 43.
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In a civil rights case in 1985,2' the court viewed Puerto Rico as a state in
determining that certain residency rules of the Amateur Sports Council
of Puerto Rico did not constitute ‘‘state’” action that violated the Four-
teenth Amendment and a federal statute.2 The court found that Com-
monwealth actions are to be treated as state actions when applying
federal civil rights law.

In another civil rights case in 1987, in which two Puerto Rican police
officers were convicted of assaulting and beating three men, the court
held that federal statutes® making it a crime under certain conditions to
deprive someone of their civil rights applied to Puerto Rico.2* The court
went on to hold that, just as would be the case with a state, the defend-
ants could be prosecuted under both federal and local law, without vio-
lating the constitutional prohibition against trying a person twice for the
same crime (double jeopardy), because Puerto Rico and the United
States were separate sovereign entities.

“Although the legal relationship between Puerto Rico and the United States is far
from clear and fraught with controversy, it is established that Puerto Rico is to be
treated as a state for purposes of the double jeopardy clause.”

Finally, in a 1988 case, the court concluded that the Immigration and
Naturalization Service’s policy of seizing airline passengers’ tickets as a
matter of course, before completing an initial inspection and without
any articulable suspicion that the ticket holder was an illegal alien, vio-
lated the Fourth Amendment, which prohibits unreasonable searches
and seizures.” The case involved a passenger at a Puerto Rico airport,
and the court found that both the Fourth Amendment and the right to
travel freely applied to Puerto Rico. In a partially concurring opinion,
one judge said:

““Puerto Rico’s constitutional status is irrelevant to the validity of the challenged
process because the requirements of the Fourth Amendment are as fully applicable
in Puerto Rico as in the States.”

2118 U.S.C. sect. 241, 242 (1982).
2242 U.S.C. sect. 1983.
318 U.S.C. sect. 241, 242 (1982).

*4United States v. Lopez Andino, 831 F.2d 1164 (1st Cir. 1987).

>"Lopez Lopez v. Aran. 844 F.2d 898 (1st Cir. 1988).

6831 F.2D at 1168.
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District Court Cases

In a 1980 decision of the United States District Court for the District of
Puerto Rico, Puerto Rico received the same treatment a state would
have received. The court did not, however, compare Puerto Rico with a
state. The court found that the Commerce Clause of the Constitution,
which gives the Congress authority to regulate commerce with foreign
nations and among the states, applied to Puerto Rico no matter what its
technical status.” Citing a Supreme Court decision,* the court said that
it was settled that:

“[Rlegardless of the nature of the particular constitutional relationship between
Puerto Rico and the United States, the Territorial Clause [which empowers Congress
to regulate territories], is a source of congressional power over the island.”>"

Cases Treating Puerto

Rico in a Manner

Niffarant W A a Qtata
1731 1TI1ITI1LL LULLL A vua Ly

We found only one case during the 1980s in which a federal court
treated Puerto Rico different from the way it would have treated a
state. The case was a Supreme Court case in which Puerto Rico chal-
lenged its rate of reimbursement under AFDC.™ Puerto Rico argued that

the relmbursement rate violated the Fifth Amendment’s equal protec-

narantee because it was lower for Puerto Rico than for the states
arantee pec an

Le AV v ALY i AR7L LilT SuautaS.

ritory Claus
tions respecting a t “lu‘)I‘y 3 could treat Puerto Rico differently from
states. Citing an earlier Supreme Court decision,* the Court reiterated:
“Congress . . . may treat Puerto Rico differently from States so iong as
there is a rational basis for its actions.”” The court cited three rational
bases for the statutory classification of Puerto Rico under AFDC:

2

“Puerto Rican residents do not contribute to the federal treasury; the cost of treat-
ing Puerto Rico as a state under the statute would be high; and greater benefits
could disrupt the Puerto Rican economy.”?*

“*Sea-Land Service, Inc. v. Municipality of San Juan, 505 F. Supp. 533, 539 (D.P.R. 1980).

““Harris v. Rosario, discussed below.
29505 F. Supp. at 544.

*'"Harris v. Rosario, 446 U.S. 651 (1980).

Sl g TV anne 0O
Ul 1v, 5€Ct.

et At PRI ]
OMiSL., ATL. . CL. &.

|40)
®]

S Califano v. Torres. 435 U.S. 1 (1978).
13446 11 S, at 651-52.

Hd. at 652.
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In a 1981 case, the First Circuit Court of Appeals found that a statute

that annliad tn “danandanciag and inenlar nnecoccinne nf tha TTnitad
vitau ayyllcu v uCpCllUCll\,lCO QLU Lilouial WDDCWIUIIQ UVl uilT Uldlivcu

States” continued to apply to Puerto Rico after it became a common-
wealth.” The statute was 12 U.S.C. sect. 632, which gives federal dis-
trict courts jurisdiction over certain banking transactions in
“*dependencies or insular possessions of the United States.” In holding
that the statute applied to Puerto Rico, the court said:

“Puerto Rico’s territorial status ended, of course, in 1952. Thereafter it has been a
Commonwealth with a particular status as framed in the Puerto Rican Federal Rela-
tions Act. Act of July 13, 1950, P.L. 600, sect. 4, 64 Stat. 319; see also Act of July 3,
1952, P.L. 447, 66 Stat. 327. However, nothing in this legislation expressly or by
necessary implication removed Puerto Rico from the reach of section 632. While
Puerto Rico's new status rendered the words ‘dependency or insular possession’
somewhat obsolete as to it, the language was nonetheless still sufficient, given the
historical context, to encompass the reorganized Commonwealth.” "

“First Federal Savings and Loan Association of Puerto Rico v. Ruiz de Jesus, 644 F.2d 910 (1st Cir.
1981).

“Id. at 911.
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We developed a selected bibliography based on a variety of sources. Fol-
lowing is a synopsis of several books and reports as well as listings of
publications prepared by others.

Carr, Raymond. Puerto Rico: A Colonial Experiment. New York: Vintage
Annotated Books, 1984.
Bibliography

Raymond Carr presents a historical discussion of the relations between
the United States and Puerto Rico. It begins with a description of the

colonial period and the evolution of Puerto Rico’s nresent rplnfmnq}-nn

MAVAVLAGL PR iU QAR VAT LV VA ua A VA L RTaA v Al e wialy A Valvavaidan,

with the Umted States. Subsequent sections deal with contemporary

icanac eninh ac tha Dnartn Risan nnlitinal nartiae and o atatiig rafaran
1S5UCS, SUCH aS une rucito nifaiil pOiltial palils alll a Staitus raieren-

dum. The last chapter treats events and issues between the election cam-
paign of 1880 and mid-1882. This last ulupwx illustrates attitudes
during an uneasy period in the relationship between the United States
and Puerto Rico. In part, this chapter is concerned with the party politi-
cians’ behavior in Puerto Rico and also with the way that these politi-
cians and the establishment in general perceived the impact of changes
in national policies under the Reagan administration upon the well-being

of the island.

Curet Cuevas, Eliezer. Puerto Rico: Development by Integration to the
U.S. Rio Piedras, Puerto Rico: Editorial Cultural, 1986.

This study explains (1) the economic development of Puerto Rico, (2)
the nature and causal relations of the rapid rate of economic growth
experienced from 1950 to 1974, and (3) the slowdown that has been
observed since then. It examines the factors that have shaped that
growth to test the hypothesis that the results were determined by the
nature of the development strategy: (1) the industrial specialization for
export markets, (2) the reliance on external sources for capital, technol-
ogy, raw materials, and energy, and (3) the integration with the U.S.
economy with respect to financial, labor, and goods markets. It describes
the testing of the hypothesis by using an econometric model. This model
disclosed other factors that are important determinants of economic
growth patterns, such as: (1) the inputs of labor and capital, (2) tax
exemption, (3) the government fiscal and economic policies, (4) demo-
graphic changes, and (5) the value of imported oil.
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The author discusses the events since 1973, which have been inter-
preted to represent a very low net long-term growth trend. It was
argued that these trends cannot be reversed without substantial changes
in the economic and political structure. The author concludes that politi-
cal stability and generally sound economic policies and management in
Puerto Rico up to 1968 contributed effectively to economic growth. On
the other hand, he concludes that political instability and mismanage-
ment of the economy since then have been an important determinant of
Puerto Rico’s economic stagnation.

Dietz, James L. Economic History of Puerto Rico: Institutional Change
and Capitalist Development. Princeton: Princeton University Press,
1986.

James Dietz contributes to interpretations of Puerto Rico’s political eco-
nomic history. In particular, he examines the evolution of the island’s
industrialization strategy from the early 1950s to the mid-1980s. The
author discusses Puerto Rico’s rapid economic growth as a result of
Operation Bootstrap, which was designed to attract capital-intensive
industries through tax exemption. In addition, the author describes how
employment generation, the expansion of public debt to finance social
welfare programs, and unimpeded migration of surplus workers to the
mainland contributed to Puerto Rico’s economic history.

Morales Carrion, Arturo. Puerto Rico: A Political and Cultural History.
New York: W. W. Norton and Company, Inc., 1983.

This book discusses the social, political and cultural factors that have
shaped Puerto Rico and given it a distinctive character. A prime consid-
eration of this book is to establish a more balanced perspective of the
United States’ relationship with the island and of what Puerto Rico con-
stitutes as a people (its Hispanic heritage) and as a separate and distinct
Caribbean entity. This book is divided into three parts. The first deals
with the formative centuries, the arrival of Spanish civilization, and the
Puerto Rican struggle for self-determination. The second deals with the
twentieth century—ocolonial or dependent relationship with the United
States and the evolution of Puerto Rico’s cultural profile, including liter-
ary and artistic traditions. And the third deals entirely with Puerto
Rico’s cultural expression, its folk traditions, its art and literature from
its Indian heritage to the present.
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Puerto Rico Federal Affairs Administration. Documents on the Constitu-
tional Relationship of Puerto Rico and the United States, edited by
Marcos Ramirez Lavandero, Washington, D.C.: 1988.

These documents are an updated compilation of the historical judicial
decisions and legislative changes on Puerto Rico’s constitutional devel-
opment and its relationship with the United States. Bibliographies of
books and articles, Supreme Court cases, and some First Circuit Court
cases related to Puerto Rico are included. This reference book provides
information on the leading cases that deal with the legal implications of
the Commonwealth status and the territorial status of Puerto Rico. In
addition, it contains a section on the amendments to the Federal Rela-
tions Act and documents related to proposed modifications or clarifica-
tions of Commonwealth status. It also contains United Nations
documents on Puerto Rico as well.

Thomas, Arnold Norman. Associated Statehood in the Leeward and
Windward Islands: A Phase in the Transition to Independence (1967-
1983). New York: City University of New York, 1987.

Arnold Norman Thomas applies the principle of self-determination to
the Caribbean mini-states of Antigua, St. Kitts-Nevis-Anguilla, Domi-
nica, Grenada, St. Lucia, and St. Vincent. The smaller islands, following
independence of the larger West Indian territories, were not considered
to be economically viable for independence. The mini-state dilemma was
solved through the constitutional device of ‘‘associated statehood,”
which provided the islands with full control over internal affairs while
the United Kingdom retained responsibility for defense and external
affairs. As a phase in the transition to independence, associated state-
hood was also regarded as a strategy for creating the conditions prereq-
uisite to independence.

There are six main themes: (1) the role of the international system in
determining the status of territories, (2) plans to devise schemes for the
decolonization of the West Indies, (3) the status of associated statehood
in the international system, (4) the debate over economic viability, (5)
associated statehood as a transitional phenomenon, and (6) the place of
small states within international systems.

The study is divided into four parts. The first part provides a back-

ground to the choice of associated statehood. The second part, analyzes
the experience of statehood in the Caribbean (1967-83). The third part
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lays out the debate on economic viability in the transition to indepen-
dence for these islands. And the fourth part assesses the place of small
states within the international system.

Several conclusions are offered on the statehood phenomenon:

The associated statehood was designed more to slow down the pace of
decolonization at a time when the United Kingdom was hard-pressed in
the United Nations, and less over the presumed economic nonviability of
the associated states.

The associated statehood failed to create economic viability but pro-
vided the islands with experience in international affairs through par-
ticipation as members of the Caribbean Community and Common
Market.

The transition to independence was not based on presumed economic
viability but on the more pragmatic premise that independent status
offered more opportunities and greater access to international aid.

The islands’ small size and economic viability are no longer impediments
to independence because the criteria for viability had been eroded
within a short space of time.

U.S. General Accounting Office. Experiences of Past Territories Can
Assist Puerto Rico Status Deliberations. GGD-80-26. Washington, D.C.:
March 7, 1980.

Procedures and terms established by the Congress in admitting states
and granting independence are historically analyzed. Historically, the
Congress has been guided by tradition, but it has also been adaptable
when considering and legislating changes to the status of territories. The
Congress’ broad authority and the diversity of each applicant have pro-
duced some patterns and many variations in admitting the 37 states
beyond the original 13 and granting independence to the Philippines.

U.S. General Accounting Office. The Challenge of Enhancing Microne-
sian Self-Sufficiency. 1D-83-1. Washington, D.C.: January 25, 1983.

Our report discusses the problems that the governments of Palau, Micro-
nesia, and the Marshall Islands face in becoming more self-sufficient and
the substantial technical assistance these governments need to enhance
their capabilities to overcome these problems.
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We found that their economies are dependent upon the transfer of U.S.
funds. Geographic, social, and public policy constraints and other fac-
tors limit the growth of private-sector economy. Resources to meet
increasing demands on health and education services are limited. Micro-
nesia is experiencing public administration problems in financial and
personnel management and human resource development.

Because the United States will have a continuing interest in the long-
term development of Micronesia, we made recommendations to the Sec-
retary of the Interior to help accomplish this objective, such as con-
ducting assessments of technical assistance requirements of the
Micronesian governments and developing an action plan to guide the
provision of all United States and other technical assistance to the
governments.

U.S. General Accounting Office. Issues Affecting U.S. Territory and
Insular Policy. GAO/NSIAD-85-44. Washington, D.C.: February 7, 1985.

Information and views are provided on the current state of affairs in
federal-territorial relations in terms of federal policies, laws, programs,
and organization.

We found the issues involving federal-territorial relations, such as
appropriate levels of representation, treatment under federal laws and
programs, and economic and social development strategies, are becom-
ing increasingly complex with no simple solutions. We believe these
issues are likely to require greater congressional attention and to stimu-
late debate on whether further policy guidance is needed to clarify and
strengthen federal-territorial relations. Many territorial leaders support
the concept of a high-level, interagency group to handle policy-related
matters and address major territorial concerns.

U.S. General Accounting Office. U.S. Territory and Insular Policy. State-
ment of Joseph E. Kelley, Associate Director, National Security and
International Affairs Division. Washington, D.C.: April 10, 1986.

We testified on several aspects of U.S.-territorial relations, specifically:
(1) the background and history of U.S. territorial policy, (2) the extent
to which U.S. foreign and domestic policies consider the potential impact
on the territories, and (3) whether federal policies are meeting U.S. pol-
icy objectives and territorial needs.

Page 61 GAO/HRD-89-104FS Update on Puerto Rico



Bibliography

Unannotated
Bibliography

We found that: (1) while some of the territories are currently reexamin-
ing their relationship with the United States, the federal government
has adopted a flexible approach in dealing with the political aspirations
of territorial inhabitants, and, as a result, each territory has freely cho-
sen different types of political status based on its unique characteristics
and needs; (2) although the United States has consistently encouraged
economic independence in the territories and has provided financial and
technical assistance amounting to millions of dollars, most of the territo-
ries have made limited progress toward economic self-reliance; and (3)
significant increases in economic self-reliance remain unlikely in the
foreseeable future because many indigenous constraints limit access to
outside investment.

U.S. General Accounting Office. Welfare and Taxes: Extending Benefits
and Taxes to Puerto Rico, Virgin Islands, Guam, and American Samoa.
GAO/HRD-87-60. Washington, D.C.: September 15, 1987.

Our report analyzes the potential effects of fully extending Supplemen-
tal Security Income, Aid to Families with Dependent Children, Medicaid,
foster care, Child Support Enforcement, and Food Stamp benefits and
federal income taxes, to Puerto Rico, the Virgin Islands, Guam, and
American Samoa for 1984.

We found that, for Puerto Rico: (1) federal costs would more than dou-
ble—increasing an estimated $1 billion—due to higher benefits, more
recipients, and greater cost-sharing; (2) the Commonwealth’s share of
program costs would decrease about 38 percent; and (3) federal tax rev-
enues would have increased in the short term by an estimated $2.4 bil-
lion, but might decrease over time because of lost business tax
incentives. Puerto Rican officials generally supported extending most
program benefits, but opposed extending federal income taxes.

Axtmayer, J. A. “Non-Self-Governing Territories and the Constitutive
Process of the United Nations: A General Analysis and the Case Study of
Puerto Rico.” 45 Rev. Jur. U.P.R. 211, 1976.

Bell, Roger. Last Among Equals: Hawaiian Statehood and American Poli-
tics. Honolulu: University of Hawaii Press, 1984.

Beresford, Spencer M. “Commonwealth Status and the Federal District
Court of Puerto Rico.” 19 Rev. Col. Abog. P.R. 19, Nov. 1958.
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Bhana, Surendra. The United States and the Development of the Puerto
Rican Status Question 1936-1968. Wichita, Kansas: University Press of
Kansas, 1975.

Borg, C. Arthur. “The Problem of Puerto Rico’s Political Status.” 37 Rev.
Col. Abog. P.R. 481, 1976.

Breakthrough from Colonialism: An Interdisciplinary Study on State-
hood, 2 vols., Grupo de Investigadores Puertorriquenos, Ed. Univ., 1984.

Davila-Colon, Luis. ‘‘Equal Citizenship, Self-Determination and the U.S.
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