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By Sonia Colón and Jorge l. San Miguel1

Puerto Rico’s Real Crisis Is Credibility
Editor’s Note: For the latest news coverage on the 
island’s financial crisis, visit ABI’s “Puerto Rico in 
Distress” website at abi.org/PR-crisis.

The Puerto Rico government’s narrative over 
the past months — and that of some outsid-
ers — has been narrow and seemingly con-

venient: Puerto Rico needs access to chapter 9 to 
address its debt crisis. The reasons stated include 
the island’s economic contraction since 2006, its 
declining population due to migration, too large 
and nonpayable debt, and the fact that its govern-
ment has cut costs severely and must continue to 
provide essential services, lest there be a more acute 
humanitarian crisis. 
 Unfortunately, this narrative is not sustained 
or justified by the available evidence and has led 
to local government inaction — beyond apply-
ing pressure on the federal government. It is also 
a myopic view that ignores the true and tested 
alternatives that Puerto Rico has readily available, 
regardless of federal action. Furthermore, it erro-
neously focuses on the symptoms instead of the 
root causes that led to the territory’s current fiscal, 
economic and debt crisis. 

Actions Speak Louder Than Words 
 The Puerto Rican government has been incon-
sistent in what it says and does. On Nov. 4, 2013, 
Gov. García Padilla stated that Puerto Rico had 
no liquidity problem, the public debt was pay-
able, the Puerto Rico Constitution prohibits 
default and the government was not requesting 
aid from Congress.2 On June 22, 2014, the gov-
ernor indicated that his administration approved 
the territory’s first balanced budget in 22 years.3 
On June 28, 2015, however, the governor back-

tracked and announced that the $72 billion in 
public debt was not payable.4 

Transparency, Redefined
 Transparency is also lacking. Puerto Rico has 
always had a history of disclosing public financial 
data. Until fiscal year 2012-13, the government had 
published audited Comprehensive Annual Financial 
Reports uninterruptedly. Since then, however, for 
fiscal years 2013-14 and 2014-15, however, the 
government has not published any such reports.5 
The current administration has not provided the 
general public, nor the investor community, with the 
minimum required financial information regarding 
the government’s public finances and debt. The lim-
ited reports that have been produced are laden with 
qualifiers and disclaimers6 worthy of sound legal 
strategies, but that are poor and unacceptable for 
sound policy-making. Any discussions or request 
for public information by creditors with the island’s 
Government Development Bank (GDB) or any of 
the government-controlled public corporations is 
subject to nondisclosure agreements and channeled 
through outside restructuring consultants. 

Expense Cuts Have Been Legislated, but Not Realized
 The local government legislated “cuts” in pub-
lic expenses in 2014.7 The government claims to 
have cut costs severely and that it would be unable 
to make further reductions. Yet, an analysis from 
the Puerto Rico Office of Management and Budget 
revealed that one year following the enactment 
of this legislation, a total of 31 government agen-
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cies increased their trust positions payroll, while another 
27 dependencies did not comply with the reductions in 
purchases of goods and services.8 During FY 2015 (2014-
15), Puerto Rico spent more than $13 billion through its 
Government Services Administration (GSA) in the pro-
curement of goods and services for the government. This 
includes 39,000 contracts at the central-government level 
and 75,000 contracts at the municipal level (78 municipali-
ties).9 Interestingly, the Puerto Rico legislature had enacted 
a law in 2011 intended to reach efficiencies at the GSA, but 
that law has not been implemented.10 

International Experts Now Call for Pro-Growth Policies to 
Foster Needed Economic Growth
 Recent economic reports (“Puerto Rico a Way Forward” 
and “Puerto Rico Recovery Plan”) call for economic growth 
as an essential ingredient to address the debt issue. Further, 
these reports state that no economic growth is possible 
without addressing structural obstacles. Ironically, begin-
ning in 2009, Puerto Rico had embarked successfully — as 
evidenced by the Index of Economic Activity (IEA) issued 
by the Puerto Rico GDB11 — in pro-growth economic poli-
cies. During that time period, Puerto Rico implemented tax 
reform12 and permit reform,13 legislated a world-leading 
public-private partnership (P3)14 act,15 reduced government 
expenses, and paid its suppliers, among other things. It closed 
its first P3 transaction (PR Highways 22 and 5), which yield-
ed a $1.2 billion cash payment at closing and a $600 million 
CAPEX commitment over 40 years — allowing for reduc-
tions in public debt and the transfer of operation and mainte-
nance costs to a private operator for decades to come.16 
 Likewise, the San Juan International Airport success-
fully entered into a P3 agreement, yielding $615 million at 
closing, a total of $552 million in annual payments during 
the contract period, a CAPEX commitment of $1.4 billion, 
and the transfer of long-term operation and maintenance 
costs and responsibilities to a world-class private opera-
tor.17 Puerto Rico’s world ranking on government efficiency 
gained from 88/140 to 38/140 between 2009 and 2012.18 
There was a growing sense of cautious positivism, and the 
discussion focused on how to continue growing and meeting 
the island’s commitments.  

 Following the elections of November 2012, with a newly 
elected government, Fitch Ratings issued a press release on 
Dec. 18, 2012, warning the new administration to continue 
implementing policy decisions set forth by the outgoing admin-
istration.19 However, the mentioned pro-growth policies were 
reverted beginning in 2013, and the consequences became 
evident soon thereafter. For example, Act 40-201320 and Act 
77-201421 increased taxes and tax brackets. Act 151-201322 
reversed most of the permit reform established in 2009. The 
government increased its operating budget, did not undertake 
any P3 transactions, and stopped paying government suppliers.23 
 As a consequence, Puerto Rico’s multiple credits have 
been suffering nonstop credit downgrades from all three 
credit agencies.24 Moreover, international competitive stud-
ies done by the World Bank Group and the World Economic 
Forum demonstrate the deterioration on Puerto Rico’s clas-
sification in all major competitive ranges. Puerto Rico’s ease 
of doing business classification by the World Bank Group 
went from 41/189 in 2014 to 57/187 in 2016.25 Similarly, 
Puerto Rico’s government efficiency classification descended 
from 38/148 in 2014 to 58/144 in 2015.26 Now the island 
faces a large debt load, a stifling governmental structure,27 
and a heavily burdened and shrinking private sector, all of 
which has accelerated a worrisome migration trend. 

Bankruptcy: No Solution
 The U.S. Congress has held a total of nine congressio-
nal hearings to discuss Puerto Rico’s challenges, including 
its energy infrastructure crisis and its fiscal and economic 
challenges, and whether and how access to chapter 9 of the 
Bankruptcy Code could be material in helping fix the island’s 
ailments. Among the findings are that it is evident that Puerto 
Rico faces a difficult crisis, but its true scope and depth is not 
clear, since Puerto Rico suffers from significant and ongoing 
transparency issues.28 Further, such hearings have demonstrat-
ed the inaccuracies of certain government-sponsored reports,29 
as well as the limitations of any chapter 9 or similar relief. 
 One point is eminently clear: Chapter 9 or similar bank-
ruptcy relief is but a tool, rather than a solution. Puerto 
Rico’s debt is not the problem, but a symptom resulting from 
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its fiscal and economic policies. Furthermore, under chapter 
9, most of Puerto Rico’s challenges would remain untouched 
and unsolved, thus kicking the can on necessary reforms that, 
to the detriment of its 3.4 million residents, cannot wait. 
Chapter 9 will not deliver the benefits that are needed as the 
majority of the debt will not qualify, it will cause unneces-
sary and expensive litigation, and it will delay the inevitable 
fiscal and economic restructuring that now seems to have a 
consensus of support. In Chapter 9 Municipal Bankruptcy: 
Utilization, Avoidance and Impact, Michael De Angelis and 
Xiaowi Tian concluded: 

If the primary objective of a financial distress mecha-
nism is to provide a process to develop a solution to 
the financial difficulties of a municipality that can be 
sustained over time, the effectiveness of a Chapter 9 
may depend on the underlying causes of the finan-
cial distress.... Without addressing the cities’ core 
problems, the Chapter 9 process seems to have lit-
tle impact on reversing the structural fiscal decline 
without debtors undertaking sustained fiscal consoli-
dation. Many of the potential remedies for systemic 
fiscal distress relate to the political and governmental 
management of municipalities that a court in Chapter 
9 procedures is restricted from interfering with.30 

Given the fiscal and the structural problems that Puerto 
Rico faces, the benefits of chapter 9 or similar relief are 
highly questionable.

A True Path Forward
 Today, Puerto Rico does not have the luxury of time. It 
must tackle its fiscal, economic and debt structures — all at 
the same time. It must begin with re-establishing transparen-
cy and credibility with the general public, the capital markets 
and Washington, D.C. Strict internal controls and clear and 
effective reforms need to be properly implemented and main-
tained to guarantee transparency and encourage confidence 
from creditors and federal policymakers, as well as to agree 
to, or help foster, consensual negotiations and related agree-
ments. Also, the government needs to cut spending intelli-
gently. Any federal support, in the way of a federal oversight 
or control board, would ideally take all these components 
into consideration and support their respective restructuring. 
 Briefly, Puerto Rico can immediately implement four 
initiatives that do not require legislation, restructuring or 
chapter 9 or political risk, while having an aggregate value 
between $5 billion to $10 billion in annual revenue, cost-
savings and economic investment in the short term: 

1. Improve tax collections, which have been historically 
low (56 percent vs. average mainland rate of 83 per-
cent). Improvement to a 65-70 percent collection rate 
would provide $400 million to $600 million in addi-
tional annual revenues.
2. Implement efficient permit reform.31 Reform can be 
achieved through executive orders from the governor. 

This mechanism helped significantly in the development 
of multiple renewable energy projects between 2009-11, 
resulting in $1.2 billion in direct investments.32 There 
remain many public infrastructure emergencies to 
address, including sewage, bridges, ports and solid waste. 
Such permitting reform can conservatively unleash 
between $2 billion and $3 billion in new investment. 
3. Reactivate P3s. Puerto Rico has readily available 
public assets that can enter into P3 alliances, includ-
ing the Puerto Rico Electric Power Authority (e.g., 
LNG Supply and Infrastructure Project of the North 
and Power generation facilities), Puerto Rico Aqueduct 
and Sewer Authority; Public Buildings and Puerto Rico 
Industrial Development Company real estate; Puerto 
Rico Highway and Transportation Authority’s non-tax 
operations; Ports Authority facilities (e.g., Roosevelt 
Roads Port and the Rafael Hernandez International 
Airport); and Public Insurance Corporations (e.g., State 
Insurance Fund). These P3 transactions can yield $2 bil-
lion to $4 billion in revenues, in addition to displaced 
CAPEX investment and operation and maintenance 
costs over the long term.
4. Implement government procurement reform. Existing 
2011 legislation would ensure that these procurements 
are centralized, transparent and leveraged in volume, thus 
realizing significant efficiencies. A mere 10-20 percent 
efficiency would save between $1.3 billion and $2.6 bil-
lion per year, based on the most recent procurement data.

 Proper implementation and execution of these four initia-
tives will result in more revenues without increasing taxes, 
less government expenses, upfront liquidity, and improve-
ment in the quality of infrastructure and services provided. 
 This will evidence traction, credibility and commence 
the path to sustainable recovery. Implementing practical and 
proven solutions will always trump policies that, by design or 
default, delay or avoid government decisions that otherwise 
benefit the people that it is supposed to serve.  abi

Reprinted with permission from the ABI Journal, Vol. XXXV, 
No. 5, May 2016.
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30 Michael De Angelis and Xiaowi Tian, “U.S.: Chapter 9 Mun. Bankr. — Utilization, Avoidance and Impact,” 
Until Debt Do As Apart: Subnational Debt, Insolvency & Markets, 311, at 334-35 (World Bank 2013). 

31 Projects that create the greatest number of jobs (both direct and indirect) and most benefit the economy 
are those projects for which it takes it longest to obtain building permits (from the site consultation stage 
to the use permit stage) under the present system: (1) tourism projects take an average of 7.8 years; 
(2) commercial projects average 5.3 years; (3) affordable housing developments average 5.2 years; 
(4) private housing developments take 5.1 years; and (5) industrial projects average 3.3 years. See 
Statement of Motives of P.R. Act 161 (2009). 

32 In 2010, the governor issued executive order No. OE-2010-034 of July 19, 2010, declaring a state of 
emergency in connection with the infrastructure of the Puerto Rico Electric Power Authority, the island’s 
sole electric power utility. Unexplainably, the new administration terminated the designated emergency 
in May 2013 and with it, the expedited permitting process. See Executive Order No. OE-2013-038 of 
May 14, 2013.


