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Puerto Rico’s Economic Deterioration of Recent Years


Economic growth in Puerto Rico has been slow for decades.  In recent years, however, the economy has deteriorated especially sharply.  A useful measure of the economic decline is provided by the Government Development Bank’s Economic Activity Index, shown in Figure 1 for the 2003-2013 period.  In the fiscal year that has just ended, the Index had fallen by 15.6% from its peak in 2006.  Furthermore, although the Index for 2012 and 2013 was slightly higher than for 2011, it has been falling steadily since November 2012, and the May 2013 figure of 126.7 was 3.4% below the May 2012 figure.  Also, the May 2013 figure was lower than in any month since July of 1994.[endnoteRef:1] [1:  Government Development Bank, http://www.gdb-pur.com/economy/gdb-economic-activity-index.html.
] 





The Government Development Bank’s Index is especially useful because the official Puerto Rican aggregate economic data are so very poor and unreliable.[endnoteRef:2]  The official data do, however, provide a similar picture of economic conditions on the island.  Figures 2 and 3 show in two different ways how per capita GNP in Puerto Rico moved in the 2000 to 2012 period relative to GNP per capita in the United States.  During a period when the U.S. economy performed relatively poorly, the Puerto Rican economy performed much worse.  Puerto Rico’s per capital GNP in 2012 was down 2.7% from 2000 and 9.3% from the 2006 peak—and was down by more than 12% relative to U.S. per capita GNP.[footnoteRef:1] [2:  For discussion of this data problem, see Box 1 in J. Tomas Hexner and Arthur MacEwan, Puerto Rico: Continuing Socio-Economic Deterioration and the Need for Change, October 2012.


]  [1:  Two comments are necessary.  First, U.S. GNP figures for recent years are not readily available.  So the 2011 and 2012 figures here have been obtained by applying the GDP growth rate for those years.  Second, personal income per capita in Puerto Rico has not declined as much as has GNP per capita because of various transfer payments from the federal government.] 







Corresponding to the data presented in Figures 1, 2, and 3, two crucial aspects of conditions in the Puerto Rican economy for the 2001-2012 period are shown in Figure 4—the unemployment rate and the investment rate.  In 2010, the investment rate fell below the unemployment rate, an extremely unusual occurrence for any economy, and a reflection of the extremely dismal conditions in Puerto Rico. (While Figure 4 shows a very slight improvement in both measures between 2010 and 2012, the investment rate remained below the unemployment rate.)




The rise of the unemployment rate reflects an even greater problem than is immediately apparent because the Puerto Rican labor force participation rate has declined substantially in recent years, as shown in Figure 5 for the 2003-2012 period.  The generally low labor force participation rate in Puerto Rico is often attributed to a high level of social support programs not connected to work (e.g., “food stamps”).  However, the decline in recent years, along with the data on the general decline of the Puerto Rican economy, suggests that to a large extent the problem is explained by the lack of jobs.[footnoteRef:2] [2:  It is possible that part of the decline in the labor force participation rate is explained by the people’s shift from work in the formal economy to work in the informal economy.  Estimates suggest that the informal, or underground, economy accounts for as much as 25% of Puerto Rico’s GNP.  However, there is not information available that would show whether or not there has been an increase in the relative importance of the informal economy in recent years.] 





Taken together, the data presented in the figures in this brief memo provide a very negative picture of economic conditions in Puerto Rico.  Any analysis of the impact of changes—for example, changes in federal programs such as SSI and Medicare—on the Puerto Rican economy should be placed in this context.








Figure 2: Index of US GNP Per Capita and Index of Puerto Rican GNP Per Capita, 2001-20012, 
2001 = 1000*
US	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	100	100.8	102.6	105.5	107.7	109.3	110.7	110.1	106	108.4	109.6	111.1	PR	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	100	99.5	101.4	104.1	106.2	107	106.2	103.8	100.4	97.3	96.3	97.1	* US GDP growth rate used to calculate 2011 and 2012.  Source: For Puerto Rico, www.gdb-put.com/economy/statistical-appendix.html; for U.S., www.bea.gov/scb/pdf/2011/06%20June/%pages/0611dpg_c/pdf and Economic Report of the President 2013.
Figure 3: Index of Puerto Rican GNP Per Capita Relative to Index of U.S. GNP Per Capita, 
2001-2012, 2001 = 100*
PR/US	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	100	98.710317460317469	98.830409356725156	98.672985781990519	98.607242339832865	97.895699908508689	95.934959349593498	94.277929155313359	94.716981132075475	89.760147601476007	87.864963503649633	87.39873987398741	* See note to Figure 3.  
Source: See Figure 3.
Figure 4: Puerto Rico Investment Rate and Unemployment Rate, FY2001-FY2012*
Investment Rate	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	25.9	24.7	23.4	23.1	21.7	20.5	19.3	17.5	15.2	13.9	14.6	14.6	Unemployment Rate	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	11.4	12.2	12.1	11.4	10.6	11	10.6	11.2	13.7	16.3	16.2	15.2	* Investment rate is gross fixed investment as a percent of GNP.  
Source: Government Development Bank, www.gdb-pur.com/economy/statistical-appendix.html
Percentage
Figure 5: The Labor Force Participation Rate in Puerto Rico, 2003-2012
Labor Force Participation Rate	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	0.46600000000000003	0.46400000000000002	0.47	0.48599999999999999	0.48599999999999999	0.46600000000000003	0.45500000000000002	0.441	0.42799999999999999	0.41799999999999998	Source: Government Development Bank, www.gdb-pur.com/economy.statistical-appendix.html.
Figure 1: Puerto Rico Economic Activity Index of the Government Development Bank, FY2003-FY2013
Economic Activity Index	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013*	149.1	152.19999999999999	154.6	154.9	152.80000000000001	149	141.6	134.5	130.6	130.80000000000001	130.69999999999999	* Eleven months for FY2013. 
Source: PR Government Development Bank, http://www.bgfpr.com/economy/documents/13.EAI-2012-04-24.xls and www.gdb-pur.com/economy/gdb-economic-activity-index.html.
Index, 1980 = 100
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