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were without such facilities. These are now all operated by the Sewer and Aqueduct
Authority, a Commonweslth Govermment agency, es a result of which a plentiful
supply of potable water exists in almost every town in the Island. Similarly, not
only hes the supply of electricity kept pace with consumer and industrial demend
but, partly with the aid of Federal loans, a substantial degree of progress in
rural electrification has been achieved. While it may have been argued that this
result has been achieved primarily because it has been relatively easy to raise
capital for expansion in the meinland market, this ability is due at least in

part to the efficient menegement of the enterprises conoerned and the fact that
Puerto Rico hes never defaulted on eny of its public obligetions. It should be
noted that the obligations of the electric and water authorities are payable only
out of their own revenues end are not guaranteed by the Goverrment of Puerto Rico,
The success of these enterprises therefore owes much to the zeal and ability of the
people who have been in charge of thom,

Human resources--Recognizing that the operation of a modern sconomy re-
quires a well educated snd healthy population, as well as for obvious social and
humenitarien reasons, the Govermment of Puerto Rico has devoted an unusually large
part of its resources to public educetion and public health, In 1956, 18 per cent
nf the total ourrent budget was for these two purposes. The growth in school
population has already been mentioned. While the ratio of doctors to population
is still relatively low, public health and hospitel facilities are available for
practically all of the population that cannot afford privete services, as well eas,

.of course, those who can. In addition the Govermment provides scholarships for
higher education both in and outside of the Island, and its technical and vocational
sohools are so adequate that they attrect students from all over the Caribbean areea .

There is no class or race discriminetion in the operation of these publie
facilitles; as a matter of fact, they are utilized relatively more by the so=ocalled
lower classes thean the others. This is obviously the case with public health
faolllities, which are not designed for persons who can afford private services,
However, the democratization of the public educationel system seems to have re-
sulted in some deterioration of the level of instruction offered. Although this
may be more imagined than reel, it has hed the effect of driving e large mumber of
people of the middle and upper classes into private schools, thus increasing the
public facilities available to working class people,

Private enterprise--After relatively umsuccessful attempts at govermment
operation of industrial plants, the whole attitude has turned towsrd one of frank
receptivity toward and dependence upon private enterprise, with no diserimination
against external capitel. On the contrary the complaint is frequently heard that
the Government tends to Pavor externel over local cepitael., This is not the cases
it is simply thet mainland entrepreneurs have shown more initiative in teking ad-
vantage of the incentives being offered. This will undoubtedly continue until a
tradition of locel industrial entrepreneurship has been esteblished. The begine
nings of this are already evident, notably in the enterprises of the Ferre family,
whioh inolude an iron works, two cement plents, a clay tile factory, a bottle
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faotory and others.

, ’ This does not mean, of course, that the Govermment welcomes any and all
industry under any and all circumstances, To secure s tax exemption certificate
frequently takes many months; in eddition one has to run the gauntlet of loecal
zoning and building regulations, to comply with reasonably liberal (from the
employees! point of view) labor laws, end to be subjeoted to investigation to see
that the terms of the tax exemption are rigorously complied with. However, compared
to the overt or hidden hostility toward foreign capital that exists in many parts

of the world, Puerto Rico is a paredise as far as outside private enterprise is
concerned,

Tax exemptione-The most important menifestetion of this desire to let
private capital, local or external, do the job is the industriel tex exemption pro~
gram. In lts present form this law provides ten years of complete exemption from
Insular income and property taxes on qualifying enterprises, which consist essen-
tielly of menufacturing firms producing items vhich were not in commercial produc=-
tion in Puerto Rico on Jenuary 1, 1947. Under this program by the end of 1954
- there were 382 factories in operation employing 27,000 people (average for the year)
end with a value added by menufacture in that yeer of $72,6 million. The progrem
hags been gathering momentum, and within the last two or three years has begun to
attract lerger and more nationally known enterprises. The establishment of two
oil refineries promises to induce investments in petro-chemical industries; two
important plants have elready been started or committed,

Industrial romotion--However, reliance is not placed solely on the
passive incentive of %ax exemption--the Government conducts e very active promotion
program, seeking out firms to interest them in establishing factcories in Puerto
Ricos This work, which is carried on by the Economic Development Administration,
is accompanied by tengible incentives in the fom of government-constructed factory
buildings for lease or purchase en favorable terms, technical assistance, and
treining of prospective employees at govermment expenses The EDA has established
brench offices on the mainlend and recently entered into arrangements with a firm
in Germeny to represent it in Furope. An extensive advertising progrem emphasiz-
ing the edventages of Puerto Riso in general and of the tax exemption program in
particular is oarried out in netional periodicals and local newspapers throughout
the U,.S.

Coneclusions

It will be apparent from the foregoing that Puerto Rico's economie
development in recent years owes much to the peculiar economic and political re=-
lationship of the Island to the United States. However, especially in its economic
aspects, this status is not basioally different from the one that has existed from
the beginning of the American occupation, whereas rapid economic growth is a
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phenomenon of only the last few years. Thus while basic institutional factors
existed which made the present progrem possible, it was due to the initiative of
the present leadership that the opportunities were seized and a program actually
inaugurated. Many of the factors involved in the success of this progrem can be
employed, although perheps in lesser degree, by independent countries. In conclud~
ing this paper, therefore, I should like to point out which, emong the elements
desoribed above, are the most important and which at the same time are capable of

being adopted by other underdeveloped areas=-~in some case with appropriate modifica-
tions,

1, Perheps the most important, and at the same time the most elusive,
influence is the "climate"--that conglomeration of factors which mekes the Islend
attractive to private investment both domestic end foreign. Private oapital is
not only eligible but welcoms to engage in any legitimate business activity. No
special spheres are reserved for local capital and the only field in which the
Government has taken a monopoly is that of electric power. There is no significant
govermment competition in any sector of the private economy, with the possible
exception of the growing and canning of pineepple, This firm belief in the ability
of private enterprise to do the Job, without any direct government intervention be-
yond the usuel types of controls related to minimum wages, labor conditions, build-
ing and goning regulations, otcs, is one that might well bs emulated abroad,

£+ The tax exemption program is extremely important. It should be
noted that in the mein it is limited to manufacturing enterprise, and to those
producing items which were not in commercial production in Puerto Rico prior to
the beginning of the progrem. Beyond this there is no attempt to soreen the in-
dustries except to weed out those that appear to be financiaelly weak or which are
not bona fide menufacturing enterprises (e.ge packing, sorting, etc.). There is
no attempt to favor industries producing products "essential" for the Fuerto Rican
market; as already indioated most of the plants are producing for export. No
strings are attached to the exemption once given excopt the obligation to begin
production within & certain length of time and to produce the items for which the
exemption was granted. The judicious use of tax exemption for & limited period of
time may well be effective in underdeveloped countries whers the other conditions
are also favorable. It should be noted that with respect to the U.S. income tax
laws Puerto Rico is in essentially the seme position as a foreign country.,

3. Puerto Rico has not, as have many other ocountries, just sat bask and
waited for foreign capitel to oome in and then complained bitterly when it did not.
On the contrary the Govermment has actively promoted the establishment of mainland-
owned plents in the Island through a costly publicity campaign. As slready indi-
cated, it also offers a large variety of ssrvices to prospective investors. As
far as I know there is no comparable effort by any foreign country in the United
States, although it is & common practice of various state governments, publioc
utilities serving particular areas, chembers of commerce, and the like,
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I L By virtue of its being part of the United States, Puerto Rico ‘enjoys
finenciel and monetary stability. . Exchange controls are impossible. While ad-
mittedly this situation is more difficult of echievement im an independent country,
it is not impossible, Other things being equal there is every evidence to believe
that investors prefer e country where there are no exchange restrictions and where
the external value of the ocurrendy vis-a=-vis the dollar remains constant.

5+ The attempt of the Puerto Ricoan Govermment to bring education to the
masses is another phase of the program that deserves serious consideration, ,
especially in those countries where class or racial differences have resulted in
leaving large masses of the population virtually without access to public educa=
tional facilities. Sooial divisions in Puerto Rico are at least as fluid as in
the United Stetes; in one respect they are even more so in that racisl origin has
little effect on economic status. This undoubtedly has the effect of making
relatively more humen talent availeble for use in industry and govermment then
would be the case in some of the underdeveloped areas of the world.,

6. Finally one should point out the extreme importance of political
stability and the protection given to personal end property rights. These are
protected not only by the Puerto Rican but by the United States Constitution.
There need be no fear of unjust seizure of person or property as a result of polit-
fcal or other extraneous motives. There can be no expropriation of private prop-
erty without effeotive, just, end immediate compensation. This egain is a situa-
tion which, if emuleted elsewhere, would undoubtedly prove to be one of the most
significent factors attracting foreign capital. Unfortunately, it is not only the
present existence of these rights which counts, but confidence in their continued
existence for their future. In view of past history in many countries, it may
take time to engender this confidence.

NOT FOR PUBLICATION






