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March 10, 1993

Ms. Carol Rasco

Assistant to the President for Domestic Pohcy
The White House

Washington, D.C. 20500

Dear Ms. Rasco:

It was a pleasure meeting with you to discuss President Clinton’s economic recovery
initiative and the possible negative impacts on Puerto Rico of limiting or rescinding
Section 936 — the cornerstone of the Island’s economy. I appreciate the opportunity
to convey our concerns and look forward to working with you to ensure Puerto Rico
is treated fairly and does not suffer a disproportionate negative impact.

As a mayor, I am very excited by President Clinton’s plan, as many facets will be of
great benefit to our cities, especially the additional funding for the Ryan White
Programs, the $2.5 billion increase for community development projects, the .
expanded Head Start program and the summer jobs program. Aside from our
concern with the Section 936 provision, I feel it is a balanced program, and want to
offer my endorsement and support.

I am confident you and other leaders in Washington will not let the plan have such
a negative impact on Puerto Rico once a full and thorough evaluation has been
realized. During my meetings here in Washington, I met much support and.
understanding of our position, and hope this will translate into concrete action to
ensure this issue is addressed.

Once again, thank you for meeting with us on this most important matter. I look
forward to working with you on this-issue.

With my best regards, I remain,

Sincerely yours,

@x 4355



José A. Ortiz-Daliot
Sendor Vice President

The Jefferson Group, Inc.
The Colorado Building
1341 G Street, NW.
Suite 1100
Washington, D.C. 20005
(202) 638-3535
Fax (202) 638-3536
- TJG Puerto Rico Office o
(809) 759-9955
Fax (809) 753-5181
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Section 936 — The Cornerstone of the

U.S




Section 936 — The Cormnerstone of the U.S-Puerto Rico
Economic Partnership

Possible impacts from removal of Section 936 incentives include:

It has been established that 300,000 jobs are directly and indirectly created
by Section 936. Tinkering with Section 936 could result in the loss of these
jobs.

Approximately one-third of the funds deposited in U.S. banks operating in
Puerto Rico are originated by companies operating under Section 936. The
amount of funds on dep051t has been estlmated to range from $6 to $10
billion.

Island banks are insured by the FDIC; any banks troubled by the possible
loss of deposits will cause the Federal Government to take them over,
thus adding to the strain on federal bank insurance funds.

The present unemployment level is around 15%; the elimination of
Section 936 would most likely cause this level to rise dramatically, thus
causing an unexpected increase in federal unemployment benefit costs.

‘Migration of islanders to the continental U.S. in search of jobs and better N

subsistence benefits would increase, since all Federal assistance applies to
U.S. citizens in Puerto Rico. For example, approximately 62% of the:
Island’s families would be eligible for food stamp benefits, but since Puerto
Rico’s Nutritional Assistance Program (NAP) is capped at a fixed level, the
larger the number of families, the lower the benefits, triggering the
migration of families. AFDC and Medicaid are other examples where
migration would enhance the benefit level for famlhes

The loss of competitiveness by U.S. industry in Puerto Rico may cause

them to relocate to foreign sites offering incentives greater than Puerto
Rico, such as Ireland, Mexico or the Far East. Relocations of this nature
produce a net loss of jobs in the U.S. economy.

Loss of the 936 tax credit may not result in enhanced revenues, since 936
companies could then resort to the use of foreign tax credit, thus limiting *

revenues to the U.S. Treasury.

The Jefferson Group, Inc. The Colorado Building

1341 G Street, N.W., Suite 1100, Washington, D.C. 20005 (202) 638-3535 Fax (202) 638-3536



The $10 to $13 billion that Puerto Ricans purchase in U.S. goods, making
them the 5th or 6th largest buyer of U.S. goods in the world, would also be
in peril. Unemployment usually leads to a diminishing capacity for the
acquisition of goods, U.S.-made or otherwise.

The decrease in manufacturing of goods in Puerto Rico would lead to a
substantial decrease in the shipping of goods to the continental U.S. by
U.S. vessels. Today, approximately 25% of the total value of shipments
handled by the U.S. merchant marine is trade with Puerto Rico, primarily
through ports in Louisiana, New Jersey, New York, Maryland, Florida and
others. This could be a major blow to the U.S. maritime industry.

The $2.3 billion purchased by just 50 corporations in supplies and services

from mainland suppliers in 46 states and the 46,000 jobs these purchases

. create would probably vanish, creating further burden on the U.S, public -
assistance system. :

Substitution of a wage credit for Section 936 would raise costs in the high-
wage, capital-intensive manufacturing industries responsible for Puerto
Rico’s recent employment gains.

With a wage credit instead of Section 936, annual economic growth would
decline by perhaps as much as 68%.

By 2015, output per capita would be as much as 32% lower with a wage
credit than it would be without such a policy.

A wage credit will not significantly reduce labor costs in Puerto Rico. Even
with a wage credit equal to 80% of the minimum wage and 30% of higher
wages, average compensation in Puerto Rico would remain at least 84%
higher than in other countries.

Substitution of a wage credit for Section 936 tax credits reduces U.S.

company investment in machinery and equipment in Puerto Rico and
slows the pace of economic growth. There is a strong relationship between
investment in machinery and equipment and economic growth.

Clearly, the substitution of a wage credit for Section 936 tax credits will
adversely affect the economy of Puerto Rico. Recent gains in high-wage,
capital-intensive industries will be lost, overwhelming the negligible and
short-term employment gain in low-wage, labor-intensive manufacturing
industries that might result from a wage credit. .
Loss of 936 economic benefits will bring instability to the Caribbean Basin-
region, where the U.S. pohcy is to use Section 936 to promote economic
development. :



* A total of 105 projects were promoted in 12 Caribbean Basin countries,
reportedly representing an investment of more than $600 million related
to Section 936. These investments, in keeping with U.S. policy for the
area, have promoted job creation in these countries.

* Economic development and job creation in these countries decreases the
desire of families in these countries to illegally immigrate to the U.S. to
seek an improved economic future.

e Furthermore, the North American Free Trade Agreement (NAFTA) will
cause further erosion of the region’s attractiveness for U.S. investment vis
a.vis Mexico. This, compounded with the loss of 936 incentives, may -
enhance the perception of U.S. abandonment of the region.
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_ Expertsagree
Joss of 936 would - -

~ prompt exodus
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pharmaceutieal snanufacturers in
pu%nm would leave Lhe jaland over

_ {he next several years if Section 936 tax
bresks are slashed, &s proposed by Presi-
dent Clinton and Sen. David Pryor, D-Ark. .

- 936

‘tat‘:tm'ieu have to bg upgraded eor
replaced” - - . T
Anajysts sald the number of firms tha

would leave lkely would depend on how .

deep the tax culs are. A trim of 936
beneflts — lar less severe than the
. Clinton or Pryor proposals — would not
© prompt an exodus, they, contend. -
" “You can haircut the industry a

L :

Drug comparies are the major inves- -

tors in Puerto Rlco's manufacturing sec-
tor today, and they pay the highesl

salaries on average of any indusiry here.

Also, ‘drug companies. account for
- slightly more than half the profits earned

by 936 companies. Thal means their

deposits account for a significant portion
of money.in the island’s financial system.
Relocation from Puerto Rico would
- accelerate a trend already underway.
Even with 936, Puerto Rico is starting
to lose some laciories to Ireland and
other siles. . .
That's perlly becauss those nations
- ofter & more sophisticated package of
incentives, including generous research

Lebman Brothem.

_ little
and not makedt leave,” sald Hiceardo,
‘But I don't know whal the breaking point

Friday. February 26, 1993 .

s: Drug firms w

That's ihe consensus from separate

interviews with drug indastry analysis at
m*-.g

e houses in New Yok
ke e b e Yok,
plan i3 spproved, drug firms would see

profitabitity bece tusnble.

Mot would phase out in Puerto Rico

and accelerate investment In other tax
havens, such as Lréland, mugapucep_r

Kong. - .
Bo‘?ﬁelncafiun out of Puerto Rico shoold

©” allow the effective tax rates of most drug
. companies

to remaln low.” sald Jerry

Brimeyer, pharmaceutical analyst at

litically charged debate ]
over e likely impart of the Washington

been downplaying a
. exodos, while warnings
pullotit by drug companies
scen as

u‘f'/ /’ 2.9% ga‘méﬁh seen
A~ improving. Page20 8.64 points
| e e | g s

» apinlons come amid po-
The analysts® opinions come ami e

Pro-statehood politicians have
1 potg,tlal Industrial’

af a possible
have been
posturing. ' . '

Analysts are generally considered (o be

. specialived, independent observers of
" trends in indostry.

They say the likely scenario under the

be a halt to
Pryor or Clinton plan would
new drug company expansions here; next,

flight by those companies with smaller

il bolt
ixed Invesimenls; and then a departure
;y (irms with larger fized mvesmi;nu}n
fittle as three years. ‘ .
an"lt‘s a problem for Puerto Rico in the
long term, not for the pharmaceutical
companies,” said Joseph Riceardo, senlor
managing director and pharmacentical r
soalyst st Bear Sterms & Co. “They Tl Just |
bolt the place.’ Ireland a'?d Singapore | -
" wonld love lo have them o
Added Steve Buermnann, 8 pham_javeu—. !
tical analyst with Mecrill Lynch: “Bven :
those companies that can’t leave today
may not be there in 2005. Byentually, all |

" Please see 838, Page 18 !

“It’s a problem for Puerto Rico in the tong term, not for
the pharmaceutical companies. They'll just bolt the

plqce. Ireland and Singap'q‘y‘g would love ;o have them.”

o Joseph Riccardo -
senior maneging deoctar sad phamaceutical analyst, Bear Slerns & Co,

and development support. Aleo, ibeir

benelits 2re more stable.

“The uncertalntPPover 936, year after
year, has companies looking elsewhere,”
sald Lehman's Brimeyer. *If the Puerto
Rico government and US, government
can't stabilize what will happen long-

term, it will encourage the companies to -

pack up and leave.” oo
. . SUtL, Puerto Rico remains the favored

locale for U.S. drug companics today - -

because of 936, the U.S, Internal Revenue
Code provision which lets the US. firms
send profits from the island {o the slstes
withoy! paying federal taxes.

Andlysts have estimated 935 benefils

contribiute about 5 percent 10 33 percent 8
year In earnings for beneficiaries.

In 1991, eight major US. firms gt

corporate tax rates on average by 7
percentage polots and boosted earsings
on average by 10 percent, said Brimeyer,

who tracked American Home. Prodicts,

Bristol-Myers, Eli Lilly, Merck, Pfizer,
Bechering-Plough, Upjobn and Warner
Lambert, . . .

* Congressional studles claim that drug .
companies here get tax breaks of about’
$70,000 a year for each manulacturing

employee under Section $36,

replace It with a wage-credit, with a tax
break up to maxlmum $8,090 per worker
per year._ . . . .

_.Clintoh bas proposed 1o limit 938 tax”
_ breaks-to 65 percent of compensation

pald. Pharmaceutical salarles now aver-
‘age belween $15,000 fo $30,000 & year.
Brimeyer used the example of Scher-

ing-Plough to show the proposals’ impaet.”

Schering was the first drog company o

~ anpounce [t would resasess its Puerto

Pryor has proposed to repeal 936 and

Rice presence If Pryor’s propdsal was
adopted. - o
Last year, under 936, Schering got $65 -

million in tax benefits here. Under Pry-

"or's plan, it would bave reccived $il
million aand under Clinton's pian, $3%
million, sald Brimeyer. :

17 "

Brimeyer sald Schering alresdy has |

" started reducing lts rellance .on Puerto

" tnost profitable products in.Ireland, with
Puerto Rico now making mostly older, |
* less profitable goods, N o
In 1989, Puerte Rico Welped cut Scher-
ing’s corporate {ax rales by 9 percent,
- -Last year, they lowered the tax rate by
63 percent, he said.. . o
" If the Pryor or Clinton plan goes :
through, the company would further di-

Rico and 936. It now makes i1s pew and . -

0 €6, 82 834"

—
-
<

1815 E5. 608 dNOY9 NOSEIAA3L 3HL WES:

minish ils exposure in Puerto Rico, he'

said. .

© An exodus of pharmaceutical plants
“would hit Puerto Rico hard, . .

The indusiry direclly accvounts for |
. about 18,000 dircet Jobs in Puerto Rice, !
and it creates thousands more indirect’

- Jobs in busiresses that preduce packaging
materials and other suppliea, transport
produets and offer suppeci services. - .

i
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Effects of CImton plan go beyond 936

. ton's economic packagn may be fell mo:st“, ‘

~ Economic lprc:»gram
will have a wide -

impact on i slanders‘ |

. : 1
By JOHN MARINO
‘Of The STAR Sl - -

The national eco

- to workers' compens:.tion wil have the
- largest impact, ripples from his delailed
" -spending program an¢ {ax lncmsw also
will be felt, -

His plam for 938 a.ide. however, Clln-

L.

¢ program that
President Clinton nnvailed last week will -
- affect the lsland we)) beyond its proposal

: to cut Section 936 acqordlng to economic
" experts, '

While Clintor's quest to tie 936 bemetits

in what it lacks .for Puerto Rleo.
One of the plan's ey components,
granting varlous incentives to small busi-

nesses deslgned to spur ‘thelr growth,.
comes In the form of federal tax credits

and, therefore, won’t apply bere.

The incentives almed at $mall compa-

nles, which are defined as those with total
capitalizatiob -of under §25 million, lo-
clude a 7 percent [ederal tax -credif for

purchasing equipment, which girope toal

percent ‘credit after 1994,

Investors holding stcck in these compa-
nles for five years ,will also escape

federal taxes on half of any galns made.
“It's a double whamamy,” said Elfas

* _Gutiérrez, an economist and vice presl
dent of Corplan Inc “Section 838 is

attacked and because Puerto Rlco is not

" covered by Iedera] tax Jaws, the iocen-
‘ tives wont apply ‘

Whlle the Commonweallh government
could, in theory, replicale some of the
federal incentives, most economic ex-
perts dop't see {hat happening.’

Sach Incentives would cost the govern-

" ment revenue, at a time when the public

purse faces chronic budget deficils.

Also, Gutiérrez noles that 85 percent of

the Coramonwea, th budget is commiltted
in salaries and fbxed costs, leaving little

room for (he administration to graotl
. more fiscal inceatives to business.

“The Commonwealth 'govemmeu( has
gotien itself in  a comer”

tion can do.”

Clinton's plan also gjvm the Rome]ld o

administration a= opportumty ‘to drop a

pledge to provide residents in the top tax -

bracket with some reliel. That .may-be

he said.-
“"There's very litfle that any admlnistra ;

 them.”
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Glinton

welcorne, wikh the fiscal pressure o
{ulflll costly campalgn promises. -
During his campaign, Gov. Rosse)lo

level. Clinton's plan, however, increases

Puerto Rican level,
“1 think Gov. Rosselld will be In need of

" _additional revenues,” sald Mohloder Bha-
tia, president of Puerio Rlco Manage-
~ ment and Economle Consultants, Inc, “In

the past, we have tried o retaln tax rales

that follow tle federal government, The.

: Pfeéld»ent Clinton ‘

o hnports mosl of its 01110 3ro&uce e

o

_ pledged to lower tbe top income-tax rate -
bl 36 percent ko even with the top federal .

* the top U.S. tax rate of 31 percent to the

“federal govemment expects us to follow .

Despite repcaled attempts, Common-

matter could po! be reached, however.
" Clinton’s broad-based energy tax pro-

" weallh officlals with knowledge of the -

434"
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tricity from Venezuela, so electric tm

" abould not go up.-

But Commerce De;artmént ﬂgu‘«'l
I'rom 1990 indicate that rmore thaxm

ptrcent of the island's ofl comes fromo . ¢
Jnited States, so ‘somme impact at th.

oumps should be felt. .
~ Liquified petroleum gas, ®hich s use

. as a substitule heal source, 153 also heavil

fraporled from the states, Gutiérrez sai

- Same 65 percent of island {amilies use th_
- fazl, and hospitals also use if for stenhz‘

Hen procedures, he added. :
Clinton’s plan holds out some goc

_mews for the island, bowever.

His economilc stimulus package - boos

- governmenl spending on transportatic

mifrastructure, and Puerio Rico is expec

ed Lo receive an additional $18.7 millle -

tbove what was previcuslr authariz
sa.d Dr. Carlos Pesquera. the secretary.

© Transportation and” Puldic Works.

posal could be more bad news for Island- . -
" ers. The tax, based on the amount of heal -

geoerated by an energy source, would be

levied on preducers of oil, natural gas,
- corl and otber fuels.’ )

' W}\ile federa] exrlse taxes not do not

That's on top of $83.3 mlllion previou

ly .authorlzed for highwiy and road cor

slruclion and public transporiation I
fiscal year 1993,

The construclion secicr slould recelh

ansther shot in the arm by Clioton
r.reposals to increase hoasing funds, pa

W
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: Glinton_

. welcorne, with' the [liseal pressure . o
fulfill costly campaign promises. -
‘During his dampaign, Gov. Rossell:i
"pledged te lower the top income-iax rate
of 36 peroent to even with the top federal
level, Clinton’s plan, however, Increases
“the top US. tax rate of 31 percent to the-

" . Puerto Rican level.
“I think Gov. Rossellé will be in need of -

. addiUona. revenues,” said Mohinder Bha-
" tia, president of Puertt Rico Manage--
ment and Economic Consultants, Inc. “In
the past, we have tried te retain tax-rates

- -United Stales, so some Impact at the .

‘Imports most oi its oll to pm&uce e!ec-

Licity from Venezuela, so electric bills
ahuuld not go .up..

But Commerce Department. ﬁgures N

fmm 1990 indicate that more than 3
percent of the island’s oll comes from the

pumps should be felt.

Liquified petroleum gas, which Is used -

as a substitute beat source, is also heavily

Imported from the states, Gutlérrez said.

Some 65 percent of island families use the
fuel, and hospitals also use it for steriliza-

" Uon procedures, he added.

that follow the federal government. The

;- federal governmenl expects us ta follow
. them) .
. Desplie repeated attempts Common-

. wealth officials with knowledge of. the

‘matter could not be reached, however.
Clintor’s broad-based energy tax pro-

Clinton’s plan holds oul some good

news [or the Island, however.

His_economic slimulus package boosls"
- government spending on transportlation

" Infrasiructure, and Puerto Ricols expect-

-~ above what was prewously authorized, S
said Dr.-Carlos Pesquera, the secretary of

posal could be more bad news for island- -

ers, The tax, based on the amount of heat
- generated by an epergy source, would be

levied on producers of oll, namral gas, ‘

coal and other fuels.
“While “ederal exclse taxes pot do not

ed to receive an additlonal $18.7 miilion

Transportation-and Public Works.

~ Thal’s on lop of $83.3 million previous-
1y authorized for highway and road con- -
struction and public transportatxon for .

_ fiscal year 1993.

- another shot In the arm by Clintan'’s

The construction sector should recewe

* proposals lo incréase housing funds, par-

.apply here, this lax, since it-ls being -

levied - 02 energy producers, will be
passed ot: to (he consumer in lhe rorm oi
blgher custs.

"Al this point, a US. Treasury offlctal

_said, exporis are not excluded from the

.. tax proposal, meaning that Puerts Rico

" would have to pay it on ail and other fuels -

. ‘purchase] stateside. !

" Gasoline prices are expected torise 7.5

. cents per gallop stateside.

" “The tax wiil get bullt [nto the prlcirg
structure, so we wlll be impacted like
anybody else,” Bhalla sald.

Most of - the Island's oll is lmported
from areas outslde the United Stales, so
many of the energy products here may
not go op In price. The Puerto Rico

E}ectrlc Power Auihorlty. ‘for example

~ tlcularly for low-cost housing. This could

transiate into $283 milllon more in feder-
al housing funds this year,

- And increased funds for the Coﬁunum- c
Ay Development. Block Grant program o
. should help Island construction even fur-" .

ther. Twenty-three island mounicipalities

are seeking $458 million to fund 150

Gonstruction projects, which could gencr-
ate 15,000 jobs. '

- Under Clinton's plan more of lhese e

projects should receive approval.

And the hoost lo the canstruction sec-
© tor will glve a-Xick to the island’s.

. ©conomy as a whole, said Aupusto Amalo,

un economist. Increased construction ac-
tivity bas a2 multipler  effect, spurring
plck-ups tn industries from cement manu-

B facturers to retall furniture outlets.

6, 62 934
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Thursday, February 18, 1093 CARIBBEAN BUSINESS

By MANUEL A. CASIANG JR.
President of Caslano Communications
end Editor In chief of CARIBBEAN SUSIHESS

The heavy-t barre!ed attack against Section 936 that is
now taking place in Washington needs a similarly pow-
erful defense. Yet one important group of beneficiaries
~ the Caribbean Basin Initiative (CBI) countries — has
been surprisingly silent. It behooves the Rossello
administration to move swiftly to inform CBI leaders of
the importance of their support.

Under the Tax Reform Act of 1986 Puerto Rxco was
committed to an annual investment of $100 million of
936 funds to eligible CBI countries — those that signed
Tax Information Exchange Agreements (TIEA) with the
United States. As of December 31, 1992, according to
information released by the Caribbean Development

Program, financial institutions in Puerto Rico have dis- -

bursed $678 million in 936 funds as loans for projects
in eight countries plus the (LS. Virgin Islands. '
Although the Tax Reform provision was enacted in
1986, the first loans were not disbursed until 1988,
because of the extended period of time it took for the
United States Treasury to write the CBI regulations and
-for individual CBIl-designated countries to complete
. their TIEA negotiations, To date, only 10 countries have
signed TIEAs so that Puerto Rico could lend them 936
funds.
From the time these technicalities were completed in
" 1988, Puerto Rico has moved quickly to make 936
loans to CBI countries. Loans of 3678 million have
“already been disbursed, an average of more than $135

milliop per year in five years (1988-1992). Puerto Rico '

has exceeded its 936 lending obligation by $178 million
in actual disbursements and, in addition to the loans,

has helped create thousands of jobs in our neighbor ~

CBI countries through promotion of twin plants.

The benefits of 936 were and are intended to stimu-
late investment in Puerto Rico and to generate
expanded employment on this island. As industries
have becomne more sophisticated in Puerto Rico and, in

' many cases, more capitabintensive, the number of jobs
created have been declining at the same time profits

_have'increased. This is what has led to the periodic
attacks on 936 in the U.S. Congress. The 936/CBI
Strategy was devised to deflect these attacks and
pacify Washington with support for {0.5. foreign policy
in the Caribbean and CBl — a pamcular concern of
then-president Ronald Reagan.

At the beginning of the program, twin plants created .
many jobs in Puerto Rico, In the last few years, very few .

Jobs have been created here with 936 monies loaned to
", Caribbean and Central American Countries. Yet, Puerto
Rico has not stopped lending its 936 funds. Hundreds
. of millions of dollars have gone to loans that have cre-
ated many jobs and have helped our CBI nelghbors to

" develop their economies.

“The $678 million already disbursed to countries such

as Jamaica, Trinidad and Tobago, Dominican
" Republic, Barbados, Honduras, Dominica, and Costa
Rica do not include another $300 million that have
been approved up to December 31,1992, but have not
yet been disbursed.

It does not include another $76 mitlion Ioan just
approved by Chase Bank for a telephone project in

" Honduras and another one for $88 million to Honduras
which 1s about to be approved by Citibank— a total of

. $160 million to that country alone.

The threat to 936

A critical issue‘ for Puerto Rico
and for all of the Caribbean Basin

"The country of Trinidad/Tobago is.the leader in’

receipt of 936 loans with over $275 million, followed
closely by Jamaica and then the Dominican Republic.

Considering that only 10 CBi countries out of 24 have
. signed TIEAs with the U.S., Puerto Rxco has really

come through. .

When you total all the loans, in just a litle over five

years Puerto Rico will have loaned these 10 CBI coun-

tries and the U.S. Virgin Islands almost $1.1 billion ~ an

average of $220 million dollars per year..
Puerto Rico has shown a major interest in helping its

"neighbors far above the commitment of $100 million

per year made to the U.S. Congress in 1986. The gov-
ernment of Puerto Rico has enthusiastically endorsed
the twin plant and 936 lending program throughout the
Canbbean and Central America and has pursued it with
the above described results. The economic stimulus to
our neighbors created with twin-plant jobs and 936

- loans has alsc helped to increase trade between CBl

- “countries and Puerto Rico."

Over the next few months, Puerto Rico will be facing
one of the toughest fights it has ever had in Washington
to save 936, There is no question it could use all the
help it can get. There is no doubt that the CBI coun-

tries, ‘either individually or as members of CARICOM . -

and other organizations, can help Puerto Rico influence
the Clinton administration and other key people in
Washmgton

The Rossello administration through ‘iecretary of
State Baltazar Corrada del Rio should contact each and

. every one of the CBl countries in the Caribbean and
- Central America and ask for their active support. These

countries in turn should do-everything within their
power to influence Washington not to make any
changes in 936. Section 936 is much too important for
Puerto Rico to be tampered with at this ime and it has
proven to be a very important source of funds to the
CBI countries, funds that will unlikely be available from
any other source if Puerto Rico's 936 program is

~ changed by Washington. »
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" Puerto Rwan Busmesses Are Temhed
Of Clinton Plan to End Tax Exemptwn

By Jose ce CrrooBA
Stuff Reporter of Tire Wate STREET JovhvaL

Prasizent BUI Clinton’s proposal to cut-
tail 2 53 billion-a-year federal tax exemp-
tion for companies doing Business in

Puerts Rico has tervified the busiress
community of that U.S. commonwealth
and created a politlcal dilemma lor its
newly elected government.

Last week, In defensa of his eccnamic
pian, President Cllnton signaled he wants
1o replace a federal tax provision that
exernpts from federal 1axes income eamed
by corparations based In Puerto Rico and
other U.S. territories. President Clinton
would replace the provision, Section 38 of
the [nternai Revenue Code, by 2 §5% tax
exerption cq wages paid by the corpara-
ticns o their employees.

TwO days eariler, Sen. David Pryor,
calling Section 926 ‘the most abusive of all
tax shelters — mayte of all Ume.” waizhed
Inwith 3 Senate bill that would replace the'.
tax exemption witha 40 tax exemplionon™
wages pald by corporaticns (@ their em-
pioyzes up to §20,000. Sen. Pryor, perhaps
President Clinton's closest friend In Con-
gress. said Sectioa 938 had tecame “a
gigantic tax wmd 1l for the pharmaceuti-
cal industry.” .
'Dispmporﬂona!e Share’

In a draft of its tax proposals, ihe
Treasury sald that while Section 925 was
eracted to foster economic development in
Pusrio Rico and other US. possesswns.
repeated studies Incicate that a “dispro-
porsionate share” of its funds go to indus- .
tries "that create telatively few jobs." The']
Treasury say$ that in 1559, for Instance,
U.5. taxpayers spent $66,081 for every jch

-that pharmaceutical companies —an indus””
try that reaged hall the benelils of Section’
915~ ¢reated In Puerto Rico.

Coing along with Treasury recommen- | .

dations, the Clinton pmposal would Hmit,
ihe tax breaks companies get to 83% of
employee wages subject to Socfal Security
taxes ~ and save the federal government
more than $¢ billion over the next six
years, aceording to Mr. Clinton’s defense
of his propasal, (Puerio Rican business
men say thal those projecied savings are
lilusery tecause many campanies would
rmove of{shore.}

Section 936 and prmous similar tzx
fegisiation have been the motor of Puerlo
Rico's modern development, pulling the
Island frerm 3 poverty that once was
worse than fn Haitl, to what for Latin

. America and the Caribbean Is relative
prosperity. (i, with a per capita Income
of $6,033, Puerio Ricans, who are US,
cltizens but don’t vote In U.S. elections,
have roughly hall the income of Mississip:

- .pians, the U.5.'s poorest state.)

. Ahout 320 so-called 326 cempanies em-

- ploy abeut 113,060 Puecto Ricans directly

. and, itis estimated, account for more than

< 200000 more indirect Jobs. All together,
about one-third of all the jsbson the island,

where unemp! cyr'e:‘t hsvers as ound 13%,

- gepend on Sm on 938.

A Key Part - :

Funds [rom. 936 companies gre 2 key

périinthe Isiand’s financial system. Tney

ipegount for abeut sne-third, or $§ billian of .

LA furdson t‘epf.»si! in Puar’o Rican finan:

<“eial Instititions” The 926 funds kee;) bor-

Trawing. Gosts low, sayi Temahte Wads
worth, - president - of :the “Puerto IRico

-Ba.}.ers Assoclation and geaeral manager

ol the "Chase Mznhattan Bank's ‘Puerio

Rico nnit. The 235 companles dlse Sunply

..about 8560 nitllon” Yo 3609 mll.lcn ‘in tax

_pTevenye lo the ‘Istafd’s government, ;5

- Funds (rom the program are also Im-

. portant for the Cacribbean reglon as a

* whole, Since 136, close to 5300 miliion of

. 925 funds has been Invesied [n ecoromic

deve’o;;ment grojects in 10 Caribbean ba-
DoE i cmmtd-s, eraxtling 120,07 Jobs 1 the .

reg'r)a “$iys Battasar Cerrada-del Rio”

Puerto Rico’s secretary of state.

Most Puerto Rican business leaders
belleve that 2 wage credit, on the lines of
those proposed by President Clintos or
Sen. Pryot: woulén'tworkTAs it is.-they
say, Puerto Ri%a %as refaliveiy high bust-

v&chedngvxough Carp

o Onin gne hana. 53ays Mrj{ewar\. the ,"
: pha"n; oal of Section 938 would “dissuade H

. Yz ‘W':l ston’ fnrwﬂ"i "

~  SUNNYYALE, Calil. = Calilornia M-

S .g’u ulathesSactn 438 i ]
‘2%@%‘ ?zh 0555, Bl make1t’ f
difficult for-Puerts Rico to atiract new
Investments or relain old ones. The busi-
ness leaders foresee an eccnomic calas-
trophe in the making for the island, which
Is already leeling squeezed by competition
for invesiment [rom lower wage countries,
especially Meaxico.

It would be a disaster for Puerio
-Rico,” says Daniel Lebron, the president
of the Puerto Rico Manulacturers Assoclia-
tion, the isiand’s chief business group. Mr.
Lebron, who is aiso gresident of the Puerts
Rico unit of pharmaceutical {irm Searle &
Co., says that !f Section 928 is replaced by a
wage credit, in 10 years the [sland’s
high- lechnoiogy mdusm:xl base will te
0% of what it is now.” :

Reassessing Its Presence ‘
,.,.é\lrwty oné pharrraceuu;ali'éompan ¥,
g ;cb., hasfoe ¢
with near!y‘!oe} -@arkérs on hg
53 Rowgild - be(orvd o .

wen

‘!ts presenct
Sectlon 934 fak tése 2 e xmm:ed “or
significantly vedufed "There are about 30
pharmaceutical cormpanies operating on
the Island. They account for about 13,600 of
Section 938°s direct jobs. R

“Jt wouldn't be a giant sucking sound
but | do see attrition,” says John Stewart,
an economist with Puerio Rico's develcp-
mant agency. The danger, says Mr. Stew-
art, is that Pyerto mg)nll be caught in 2

endsof ¢

vice, Josing jobs
8&‘& £l kb ,_S;

N

.

,.. ST

‘1 wage johs frem
spurred‘_

-giln the past Px.er.c i¢o :‘gosen‘neﬂt
allied with 936.ccmpanles have mounted |
massive lobbying efforts in delense of the ]
tax etmptwn. But this lime, the govern- §
ment’s response has been hesitant and »
confused. The reasons are both political §
and philesophical.

[ronically, while the platform of e
ruling pro-statehood parly calls for lhe
energetic support of Section 326 until the
Island’s economy reaches a level compara-
ble with the U.S., many In the party have 2
desp and ablding haired for the law, which
they see as a golden chaln resiraining the
{sland from the statehood siatus they de-
sire. {Cov. Pedro Rossello has called
for a)p‘eb.sc!te on t‘-e {ssue for la.e this

year
‘Faﬂs Short’

.Sa while Gav. Rosselio says thal Presi- |
dent Clinlon’s proposa[ concerning Secticn 4
933 now “falls short™ with rezard to the
Island’s needs for jobs and ca;ital invess-
me:it, he differs with Puerio Rico's Wash:
lxm a tegresentative, Carlos Ramero.Bar-
celo, who thinks the presi ident’s proposal ls .

| W MV 2

T ek R

PPy

b wii ssiend$ ‘emesentauve and tal-

son with Congress, Mr. Romero Barcelo,a |,
former goverzor, would rormally Le the | -
pointiman in the gavernmenat's elloris to
safzguard Section 93s>

Not this time. “Iis an inferiority com-
‘plex created hecause of Pusrio Rico's
status a3 & colony,” says Mr. Pomero
-Barceln, referting to the idga that the
Istand can’t make it econcmically without
Sectien 936, Good ricdance, Lz sailfs,

“A tot of vested int terests will have it
less easy, but that deesn’t mean Puerly
Rico will have it less easy.” he says.
“puarto Rico's Interasts are not pecessar-
lly ite same as those ccnpa..les vesied
interests.”

oot o me M

B e et

Ca}ifornia Microwave Oifering

crowave Inc, said 1t has made 2 public
offering of 2.2 million common shares at
$11.%5 z shara,

The wireless communications company
sald proceeds will be used to pay down
dent, As of Dec. 31, 1992, the company had

[N VO

9.4 mililon comman shares outsianding.
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By IYONNE GARCIA
Cf The STAR Zus

Executives {rom SmithKline Beecham
Pharmaceuticals s3id Wednesday they

. would consider leaving Puerte Rico for

woeme other Lax haven If Section 236 Is
ellminated.

José L. Rosado, president and gencral.,
macager of SmithKlive Beecham, was
the Lt to testify before the Senste
Labor Committes wnich, slong with the
Federal Affairs Commitiee, Is Investigat- |
ing tha Incal affacts of sliminating Sec-
tion 938, .

Representatives’ \'rem Brynw!—.%&yers»
Barcoloneta loc, also were. expected 'to
tppear Wednesday, but received an ex-
t:mloa until Monday.

SmithKline, maker of "Tagamet,
brisk-selling uleer treatment drug, dida't
submit the glex of documents requested
by committee chalrman Sen. Nicolds No-
gueras, NPP-st large, but go! 8 reprieve
The company now bas untd Friday fo
havd over locally Mtled docuspents, includ-
jog municipal cxclae taxes paid. It has
untlt Monday to submit other Informa-
tion, lncluding its federsl incorne tax
retarns for the past 10 years.

“Cempany o!ﬁcm.s are gatbering the
tnformation now,” sald Prestdent snd
General Managsr José L. Roxado, "l was
summoned yesterday (Tuesday), and get-
Ung together information dating back to
1982 Involves going into dead flles.”

SroithKline 1s the second 938 pbarma-
ceutical company te publicly admit that |
with the tax exemplion goue they would

. mull over a pullont, Last weck, Schering-
Plough said it would be “orced 1o reass
ses it presepce in Pucrto Rico™ undec .
such eircumstances.

With 93¢ gone, Rossdo sald Invest-
menty into the Puerto Rico plant woald
likely ccasc and jobs would be reduced,
The company would then evsiuate ity

" similar tax incentives.

. Squibh Caridbbean Corp.

. ceutical companies, sdded 1o the nine

. eral Aflairs counterpart appeared intent
on getting people to testify the efects

.recognize the need to defend the tex .

optiona, mciudmg moving to countries
-such as Singapore or Ireland which offer

“Puerto Rico lsn't the anly country
with tax benefits,” Romado sald.

Meanwhilc, Brystol-Myers officisls
took notes of what scnators asked and
zsid ey would be ready lo testily whan
thelr turn comes Other pharmaccutical
company officials 3lso were present
Wednesday cbecking out a procedure
they will soon go through.

"We want 10 make sure we :uhm!t all

the Aecerrrry dats 10 We 0an dalp lepisly. . W

tors wnderstand,” sald Brystol-Myers
spokeswoman

Carmen Judith Vélez, :

Alto Wednasday, the federal affairs

committee subpoensed H more pharma-

sudpoenacd the day before A total 53
drug makery will have W submit {urther
Iaformation to that commitiee. Including
lobbying 3nd pudlic relations expenses.

The schiym in the New Progresalve
Party with regards to 938 was evident in
the two legislative committees concur~
rently bolding hearings. The labor com-
mitiee bas consisteotly heard testimony
on the problems that wovld stise if the
program were elimlosted, while s feg.

would be minlmal,

“Golng to Washingtoa W say 936 can’t
be touched decause Puerto Rieo will aink
1s a barbarify,” said economic analynt
Ivar A. Pletrd, former Goverument De
veloprment Bank executive vice president.

The NPP Is split between tRese who

LUCAL NEWS

Sm:thKime officials
testify before Senate |

on abolishing 936

Drug firm may leave P.R. for another shelter

L SRAEI E § LD B P v -

examption for the time belng, and those
who want to do away with it 8od pave the
wsy lor statehood. Gov. Rosselld made a2
campalgn promise to fight for 34, but
resident commissioner Carles Romero
Bureelé has not risen to It6 defense.

. BTAR ptots by Fpo Oremies
Joaé L. Rossdo, Presldent and General Manager of SmithKiine Bescham
Pharmacevticals, tells members of the Senste Lebor and Feders! Aflalr
comminess Waoneaday that eliminating Sectlon 936 would torce the company
1o coase inveatments In Pusrto Rico and cut jobs. He said mo company would
consider moving to Singapore or ireland,
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P. R to ask

| Caribbean

nations to

| defend 936 -

" By DOREEN HEMLOCK
Of The STAR Statt

‘Puerto Rico plans to ask the Domin-

‘lean Republic and other Caribbean
- Basin countries for help in its lobby to

defend Section 936 tax breaks, Secre- |
tary of State Baltasar Corrada del Rio
said Tuesday. '

An appeal to the nexghbors will have
o walt, however, until Puerto Rico
figures out its st,rategy to save the tax
breaks, “so we're all speaking the
same language,” he told a seminar on

. Dominican trade and mvestment

trends. . .

. Corrada said a strategy linked mth'
the Caribbean Basin must be carefully
crafted, because members of Congress

- | are divided over the worthiness of

Puerto Rico's efforts to help economic

‘development in the region.

Some members of Congress strongly
support ‘Caribbean development and

-] Puerto Rico’s lending offshore, while |

others view the program as promoting
export of U.S. jobs overseas, he noted.

Corrada said he expected strong
Caribbean support, because Puerto Ri-
co’s 936-Caribbean program has

fhelped created more than 30,000 jobs

in Caribbean Basin ecountries.
Puerto Rico bas promoted more

" than %L1 billion in offshore luvest-

ments financed through 936 loans or |
with money froms other sources, Loans

Please see CORRADA, Page 23
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From Page 18

Corrada

"Puerto Rico's

-with 936 funds are "the largest single

source of project financing for some
countries, he said.”

Section 936 of the U.S. tax code lets U.S.

firms in Puerto Rlco send profits back to
the states without paying federal taxes.
vtits depaniiad In Pueriv nico, KNOWN
as 938 funds, are loaned at low interest
rates for economic development projects
in eligible Caribbean Basin countries.
An appeal for Caribbean Basin support
for Puerto Rico's 936 lobby would coin-
cide, however, with ‘efforts by the Ros-

* sellé administration to cut back on its §36

lending and dcvclopment cfiorts
regionwide.

Corrada has said he would prefer that
eommitment for lending
$100 million a year io 938 funds in the
Caribbean be a maximum, not minirmum.

And he has talked of plans for a “twin-

bed” policy, in which 938 loaps {or tour- -

iom projectas in osther rrgicual uallums
would be contingent on developers bulld-

(ing the same number of tourist beds in

tounsm pro;ecu here,

Secretary of State Baltasar Corrada del Rio said Tuesday
that Puerto Rico plans to ask the Dominican Republic and

- Corrada said he sees no contradictions
in asking for Caribbean support for 2 936 -
lobby and also revising the program,
“because no one ls going to try to shoot
themselves In the foot.”

He said if Puerto Rico had a2 “open -

faucet” policy on 938 lending abroad —

ﬁ‘nénciag say, $400 million to $500 milllon -

in 936 projects abroad a year — then the
program- might erode the funding that
Puerto Rico needs for its own.

-aeveiopment. _
Also, if San Juan 1oaned lndmcrmn-‘

nately for tourlsm projects abroad, It
could hurt Puerto Rico’s effort to double

.the weight of tourism in Puerto Rico’s

economy this decade, he said.
“We're not belng chauvinistic, but real-

- istie,” Corrada told more than 50 business

and govermdntot i epresentutlves— fourr
Puerto Rico and Santo Domingo.
Corporate attorney Luis Pellerano, of
Pellerano & Herrera, 3 leading Domini-
can law firm, said Dominican newspa-

- pers have .been carrying reports of

attacks on Puerto Rico’s 936 tax breaks.
Yet, business and government leaders

~bave wul inobillzed un $38, desplie wide-

spread support for the program that has
spurred twin plants and low-interest

‘lending for the Domlnican Repuhlie,

< st ST
o
o

S‘TAR ﬂ-lo photo

other Caribbean Basin countries for help in ns fobby. to
defend Sectton 836 tax breaks,

“Puerto Rico has not raised the level of - -

awareness in the Dominican Republic on
the issue, so that people are re:ﬂly aware
of the scope of the prablem Pellerano

© said.

- Puerto Rico’s 936 program is not the
only economic challenge on Sanic Domin-
go's plate these days, anyway.

Officials are worried that the North
American Free Trade Agreement could
dlverty irade 2oo investment 10 MEXICO. .

Also, a team: from the US. General
Accounting Office recently visited Santo
Domingo to investigate whether U.S. gov-
ernment funding through the Agency for
International Development was promot-
ing “export” of US. jobs overseas..

. Corradz said Puerto Rico has a role to

slay -23-part o5 dhe—United- Saler-in
ensuring that Washiogtoo's economic pol-
icy does not relegate the neighboring
Caribbean to a .back burner, while it
develops NAFTA and other trade agree-
ments with larger hemispheric markets,

The Dominican Republic and. other
Caribbean Basin countries have lobbied

- Washington by et past i favur uf Secllive

938. Their support was considered crucia!

_ in the mid-1980s to saving the tax break

from a proposed phase oyl
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Proposal to replace 936 faces opposmon

Corrada; P.R. would

"~ have to be treated
~ . as foreign country

By JORGE LUIS MEDINA

- Ot Tra STAH Sttt

A proposal to replace Sectlon ‘936 with
» scheme using the lax code en, foreign

Investments (aces fierce opposition ln'

Congress, Sccretacy of Slale Ballasar
Corrada del Rio sald Tuesday. .
The plan to use Sectlon §01, whih

" aliows US. companles 1o pay tawes

abroad and deducl them from their feder-
sl tax retorn, was made this week by

e Puerl.o Rlcan h}dependencc Parl.y presa-v

desl Sen. Rubén Berrios Martinez,
sorrada, a two-lerm former Resident

Canmissioner, sald any atlerrpt to have
‘Se=tlon 901 apply here would be asking

Cengress o treat Puerlo Rico as a

. foeign country instead of a U5,

territory.

“The problem Is that, apart from good B

in-entlons, the foreign tax credit is an

‘Instrument  Congress (radlibnally de-
signed (o deal with Its relations to forelgn -
cauntries, not with domesllc areas. It

wwild be like asking that Puetto Rico be

Arsated "like a foreign courtry, which

wanld be unusual,” Carrada iaid, -

“There's 2 great animosity fowards the
- feceign tax: credit in Congress ', .. be-

‘cause of the losl jobs that would go lo

» {orelgn countries.”

Corrada and other membﬂ-s of Gov.

. Rosselld’s 936 task lomc met 'l'uesday at

La Fortaleza.

While Corrada conceded that the PIP's

proposal “should be analyzed,” he pre-

 dicted it would face serious problems in
~ Congress, - ,
Corrada, La For{alcza Chief of stall-

Alvaro Ciluentes and Fomento chief CHf-

ford Myatt “will travel' Lo Washington .

today lo meet with key congressmen and
other groups lo lobby for Sectien 935,

- While he would not give specific de.”

tails, Cifuentes acknowledged he, Corra:

da, and Myatt would meet with the

Puerto Rico U.5.A. Foundation, the lobby-

* isl group that reprwents 938 companles
- in. Washingion.

. Cifuenles said’

- s

- studies, and the Bankers Association wili
also update its studies of 936 depos:ts it

_ the - administration’s *
strategy will be la present a ynified front
Cn Cong:ras. with the Commonweallh and

the other interest. groups )omlng in .s_.

common position.
The administration will emphasize baw

Section 936 benelits Puerlo Rico, saic

Cliuentés. :
Meanwhile, lhe Gavernment Develop
ment Bank is updating its Section 93

locat banks.
The updating is part nt the Section 936

. task lorce’s plan to delend lhe section in~
_ Congress. :
Cifuentes acknowledged lhal dewsmg a

plan of attack has been difficull hecause
the U.8. Treasury Depaclment has little

" information on how Président Clinton's
- proposal o substitute Sectlon 936 with a

65 percenl wage tax credll wnll be xmple
mented,

]

. [_.‘ . 4-_ ’ :
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N.Y mayoral hopeful

‘backs Section 936

By DOREEN HEMLOCK
Of Tho STAR Stalf

Puerto Rico’s Section 936 tax breaks
got a plug Tuesday in New York from
City Council President Andrew Stein, who
is running for mayor this year.

Stein said significant cuts in 936 tax
breaks for US. fitms in Puerto Rico
would hurt the island and therefore,

atrect Mew York -~ npome to aboul 1 .

-".million - Puerto Ricans.

He said slashing 936 would mean 2

major loss of jobs in Puerto Rico and

would prompt more migration to New

York City, at a time when the city faces a
13.4 percent unemployment rate.

- “Today, Puerto Ricans who might be
forced to come to this ¢ity will probably
have to join the ranks of the unemployed -

and will have to go on public assistance.”

| Stein said in 2 prepared.statement. ]
“They will be part of the frustrated

working poor struggling to survive in a
city, which in the words of councilman
José Rivera only provided ‘broken prom-
Isex,’ ™ Stein added, :

He also warned cuis & 936 could
reduce Puerto Rico’s 236 developmental

loans to Caribbean Basio countries, and.

“this too must be taken Into account when
deciding the future ol Seclion 936."

Caribbean Basin nations — especially
the Dominican Republic — are among the
major sources of unmigranots to the New
York City arca powadays.

Stein's remarks coincide with his cam-

paign to woo the Puerto Rican and Latino
vote for hls mayora! candldacy in New
"York. He recently sponsored an ‘Octavi-
.tas in New York' parly, complete with
bands from the island

The comments focused specifically to a
_bill by Sen. David Pryor, D-Ark., which

would repeal Section $38 and replace it -

with 8 slim wage credit.

- Pryor filed the bil] last week in an -
attempt to curd what he called "exces- -
sive™ profits by pharmaceutical compa-
" nles who benefit from 936 tax breaks but

charge “excessive prices” to consumers.

Section 936 of the U.S. Internal Reve-
nue Code allows U.S. manufacturing com-
panies in Puerto Rico to send profits back
tn the stales withent paying fedaral taxes

on them.

Stein suggested that the solution to the

" drug profit-price issue “is not to change,

or eliminate Section 936, but rather set up
a commission with the proper authorities

. In Puerto Rico io investigate the full

ramifications of the present effects and
proposed changes.”

“Forme,ltisa matter of principle that V
. any change in this, or any other law

which so deeply effects the life of Puerto

Ricans, mugt be done only after a thor- .
. ough consultation with the people of -

Puerto Rico,” he said.

Steln linked the §36 question with the
thorny issue of Puerto Rico’s political -

slalus, rullug tbal xny review of the tax

 breaks program “must be done taking

inlo account the direct implications this
would have on the status debate on the
island.” .

In addressing lhe Importance of Sec-
tion 936 for Puerto Rico, Stein noted that
936 bepeficlary firms directly employ

- about 115,000 people. Indirectly, they are

responsible for about 300,000 jobs, about
one-third of all island employment,

Stein sald be would communicate bis -

position to New York's congressional
delegation in Washington and “strongly
urge it Lo lend qualified support to Sec-

. tlon 936 in consultation with the Puerto

Rican leadership on the island and on the
mainland.”

-y
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A ,Sh0|"t HistOry of the A91‘~36 “Wage 'Cred'it_

‘Back in 1982, Sen. Robert Dole and Rep.
Dan Rostenkowski were the first to propose
- replacing Section 936 with a wage credit. The
proposal came during the eleventh hour of Con-
gressional consideration of the Tax Equity and

- Fiscal Responsibility Act (TEFRA). The final

version of the bill was to be hammered out in a

conference made up of representatives of the

- Senate Finance Committee, then chaired by

" Dole, and the House Ways and Means Commit-

tee, chaired, then as now, by Rostenkowski.
 The Finance Committee had already ap-

- proved a.provision to forbid the transfer of in-

tangible property to Section 936 companies, as

a means of curbing the total amount of credits a

company could take. Puerto Rico opposed the

‘change threatening to withhold its approval of

the Caribbean Basin Initiative, then before Con- .

gress, unless the mtanglbles provision was

dropped. .

Such was Ieglslatwe situation, when Dole

. and Rostenkowski proposed substituting Section -
~ 936 for a wage credit. It was only through the

- last minute intervention of Rep. Charles Ran-

o gel, D-NY, a high ranking Democrat on the

- Ways and Means Committee, that the wage
credit was dropped and replaced by a formula
that would permit companies to transfer
manufacturing, but not marketmg, intangibles
to Puerto Rico.’

In late 1983, with the Federal deficit growing

" in spite of TEFRA Peter Merrill, the ranking
economist on the Joint Tax Committee, '
delivered a policy paper, entitled Trains Pass-
ing in the Night: Legzslafmg Jor Puerto Rico,
where he argued in favor of substituting Sechon
936 with a wage credit. Wrote Merrill:

A wage credit or similar tax system

. would be far simpler to administer than

- the current Section 936 intangible in- -

~‘come provisions and would preventa
company from clanmng credits far in ex-
cess of its payroll in the possessions...
The main comparative advantage of the .
Puerto Rican economy is its ample labor
supply; yet the current tax incentive sys-’
tem encourages capital, relative to labor
utilization. - :

A year later, the wage credlt made its second
“official” appearanoe—mls time as part of Presi-

dent Reagan’s Tax Reform for Faimess,

- Simplicity and Economic Growth, the center-

piece of his second term. Reagan proposed a
wage credit set at 60 percent of the federal mini-
mum wage from 1987 through 1992, and then

it would be phased out in yearly, 10 percent, in-.
crements until it was eliminated in 1998. The

~ companies and Puerto Rico immediately and

strenuously opposed the plan. Reagan’s
proposal would mean a tax credit per employee

- of $2,801 versus the Section 936 credit per
- employee in the labor intensive apparel industry

of $3,030 and $20,656 per employee for the
average Section 936 company. :

Under intense lobbying by the indusiry and
Puerto Rico Government, six months later the

- Reagan Administration modified its proposal. It

- made the wage credit permanent and applicable
- to income from any source, not just to income

from Puerto Rico. “Now this new incentive had

to be taken seriously. The credit would be 60
percent of the minimum wage and 20 percent of
any wages paid above the minimum up to a
maximum of four times the minimum wage.
For companies with other profits against which

-~ they could apply the Puerto Rico credits it

would have amounted to a handsome new sub-
sidy for hiring workers in Puerto Rico,” wrote
Gary Martin, a Puerto Rico government

" economist, in a paper he wrote in 1989 for the

Journal of Hispanic Policy. o
However, Martin also pointed out that the

- new pohcy had two “important new.

bias. ..against local ownership in Puerto Rico
and against labor intensive manufacturing in

- competing U.S. locations.” That is, mainland-

based manufacturing and Puerto Rican manufac-

*. turers would not be able to quality for the wage |

credit subsidy.

The Reagan wage credit proposal was beaten
back through the lobbying efforts of the Puerto

- Rico Government and the companies. In its

place, the Congress opted to “share” Section
936 benefit with the Caribbean by allowing Sec-

. tion 936 funds to be invested tax free in Canb— ~
B bean development projects.

The wage credit is with us again with the in-
troduction this week of President Bill Clinton’s
economic plan and Sen. David Pyror’s bill.
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HECTOR LUIS ACEVEDO

Maynr of San ]uan,. Puerto RICO

Héctor Luis Acevedo was elected Mayor of San Juan, Puerto Rico in 1988. Mayor
Acevedo graduated from the University of Puerto Rico School of Law {n 1972, and
hag participated in the Education Prcgmm for Lawyers offered by Harvard Law
School.

Mayor Acevedo has served in a number of posts in his public service carcer. He
began in 1969, as a professor at the University of Puerto Ricu, and has also been a
professor at the Inter-American University and the Catholic University of Puerto

- Rico. In 1973, he was appointed Legal Advisor to the Washington Office for Puerto
Rico. From 1973 to 1975, he served as Assistant to the Secretary of Justce. In 1975,

he accepted an appolntment as Assistant fo the Governor. From 1976 fo 1984, he
served as a Commissioner on the Puerto Rico Electoral Commission. From 1985 to
1988, he served as Secretary of State of Pucrto Rico.

,\/Iayvor Acevedo was elected Premda\t of the Inter-American Foundation of Citles in
‘September, 1990, during the organization’s meeting held in Buenos Aires,
Argentina, Mayor Acevedo is also President of the Pan-Amerlcan AIDS Foundation
and Co-Chair of the AIDS Tesk Force of the U.S. Conference of Mayors.

Mayor Acevedo is a Major in t;he United States Army Reserve.
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