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Quantifying the Impact of 936 

 

 

Foreword 
 

Clichés abound in the ten commandments of “impactable” implementable 
development strategy. How many times have the rural poor been the target, a 
target that has never been struck? Indeed, forever and a day pesticide has 
damaged the environment, and, yet, Monsanto shareholders still thrive. For 
Puerto Rico, the myth that the 936 tax incentive helped the commonwealth’s 
economy persists when this rhetoric has never added 1 dollar, or peso for that 
matter, to per capita income.  
 

The reverence with which the 936 provision of the IRS code is held 
epitomizes the belief in a false savior. The believers repeatedly declare that 
Puerto Rico is in such a mess because the 936 tax credit was repealed, and, if 
Congress reinstated 936, economic growth would resume. This could not be 
more wrong. 
 

In fact, the data indicate that since 1965 the 936 tax incentive did little for the 
people of Puerto Rico but lots for mainland U.S. corporations. Most eye-
opening is the mega difference between Puerto Rican GDP and GNP. The 
growth of GNP is a much better measure of the improvement of the Puerto 
Rican economy, but the economic gains of U.S. corporations have been 
confused with gains for the island. For example, GNP fell to 76% of GDP in 
1980, 68% in 1990, 67% in 2000, and 66% in 2010. To put these figures in 
some perspective, in 2004, for only 15 countries was GNP less than 90% of 
GDP, and for only 2 was the GNP-GDP ratio less than 70%--Puerto Rico at 
67% and Equatorial Guinea at 30%.  
 

The benefits of 936 flowed to shareholders and not Puerto Rican residents. 
For example, Pharmaceuticals, the most important of the 936 sectors, saw 
exports rise by 25% between 2005 and 2011, while employment on the island 
declined by 40%. Facts like these illustrate how corporate welfare flourished, 
and yet The Economist dubbed Puerto Rico a welfare island, pointing at the 
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poor people and not the Fortune 500 beneficiaries. 
 

For the students and practitioners of development economics the spin of 936 
will result in serious dizziness. The Heller school has had a long-standing 
interest in Puerto Rico and there are several reasons why this paper fits with 
issues of exclusion and inequality in the Heller School and in the Center for 
Global Development and Sustainability. First, in the winter of 2001 SID 
decided to offer a course on Puerto Rico as part of its Country Development 
Studies Program. The idea of the Country Development Studies Program was 
to examine a broad range of topics—social, political, cultural, economic—
that affected the development of a country or region. The current paper 
updates some of the findings from SID's early work on Puerto Rico. Second, 
though part of the USA, the commonwealth of Puerto Rico displays many of 
the attributes of a developing nation—low income, high unemployment, 
migration, brain drain, and linguistic and cultural barriers—that make it hard 
for Puerto Rico to achieve the quality of life that one might expect from a 
region in the USA. Like other excluded regions and groups of interest to the 
Center for Global Development and Sustainability, Puerto Rico is a region 
that has been excluded from development by its better-off neighbors. Puerto 
Rico illustrates in a microcosm many of the larger themes central to 
international economic development. Third, Puerto Rico has remained the 
poorest region of the United States since the Spanish-American War, 1898, 
with no signs that it is converging to the standard of living in the mainland of 
the USA. Exclusion tends to persist, unless these myths about what’s best for 
Puerto Rico’s economy are addressed. Last, the paper matters because it 
redresses the shortage of information about Puerto Rico in the media and in 
academia. 
 

Ricardo Godoy  
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1
 

 

Arthur MacEwan 
 

 
➢ Between 1970 and 2000, when 936 was in effect, the Puerto Rican economy expanded by 

2.7% annually, while the U.S. economy grew by 3.3% annually. That is, over this 30 year 
period, the U.S. economy grew 17% more than the Puerto Rican economy.  In the 936 era, 
then, Puerto Rico was falling further and further behind the states.  

 
➢ An even more dramatic comparison: In 1970, per capita gross national product (GNP) in 

South Korea was 65% less than in Puerto Rico. By 2000, per capita GNP in South Korea was 
9% larger than in Puerto Rico. (By 2010, with the Puerto Rican economy in deep recession, 
Korean per capita GNP was 62% above that in Puerto Rico.) 

 
➢ The termination of 936 did not bring about the severe recession that began in 2006. 

Employment in Puerto Rican manufacturing, where 936 firms are primarily located, did 
decline by 27.5% between 1995 and 2005, as 936 was being phased out. But employment 
declined by only 1.1% in those four sectors of manufacturing where 936 firms played a major 
role (pharmaceuticals and medicines, chemicals, computers and electronic goods, and 
medical equipment and supplies). These four sectors had accounted for 52% of 
manufacturing employment in 1995, but 72% in 2005. 
 

➢ Employment in 936 sectors (as well as the rest of manufacturing) did fall off sharply after 
2005, dropping by 31%. But this was accounted for largely by the Great Recession in the 
states (the major market for these sectors) and by technological change. Moreover, in the 
states, manufacturing employment fell by 19% in this same period, indicating the Puerto 
Rican decline was not explained simply by factors particular to Puerto Rico. 
 

➢ Furthermore, it was not the U.S. firms in Puerto Rico (the formally 936 firms) that were 
doing badly after 2005. They adopted Controlled Foreign Corporations (CFC) status and thus 
kept virtually all of the 936 tax advantages. But their employment declined because, unlike 
936, CFC status contained no employment credits, and the firms rapidly changed their 
technology. Pharmaceuticals, the most important of the 936 sectors, saw exports (the largest 
share of it sales) rise by 25% (in current dollars) between 2005 and 2011, while employment 
declined by 40%. Good times for the firms, but not so good for Puerto Ricans. 
 

                                                 
1  This paper may be accessed on-line at http://heller.brandeis.edu/gds/eLibrary/working-
papers/general-development-studies.html. 

http://heller.brandeis.edu/gds/eLibrary/working-papers/general-development-studies.html
http://heller.brandeis.edu/gds/eLibrary/working-papers/general-development-studies.html
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➢ While some production facilities of 936 firms have closed in recent years, the causes of these 
closures cannot be attributed to the termination of 936. Other causes—for example, the 
ending of important patents—appear to have been more important. 

 
These data show that Section 936 did not generate economic catch-up with the states, but rather 
this era in Puerto Rico was plagued with relatively slow economic growth. Also, the termination 
of Section 936 cannot account for the dismal condition of the economy in recent years. In the 
earlier era of the 1950s and 1960s, similar tax incentive programs were associated with rapid 
growth, but other conditions that were the foundations of that growth are long-gone. Today it is 
primarily highly capital intensive Fortune 500 companies that benefit from the tax incentives, not 
the Puerto Rican people.  
 

************** 
 

From the era when Rexford Tugwell governed Puerto Rico in the early 1940s, Puerto 
Rico has sought provisions in the U.S. tax code that provide special incentives for U.S.-based 
firms to operate on the island. These provisions, according to Tugwell and later Puerto Rican 
governments, would create a basis for Puerto Rico to catch up economically with the states. 
Special tax incentives have thus long been a central element in governments’ economic 
development programs, and they are touted as promoting economic growth and increased 
employment.2 
 

The principal such provision was Section 936 of the federal tax code, which allowed 
subsidiaries of U.S. firms operating in Puerto Rico to pay no federal taxes on their Puerto Rican 
profits, even if those profits were not returned to the United States (i.e., to the parent company in 
the states). However, the Puerto Rican government, with the concurrence of the federal 
government, established a 10% tax on profits that were returned to the states—a so-called 
“tollgate tax.” But the tollgate tax would be reduced substantially (to 4% or less) if the funds 
were held in Puerto Rican financial institutions for a specified period.3 In the early 1990s, when 
the federal government began to consider the termination of Section 936, there was a general 
outcry from Puerto Rican officials. This outcry continued when the ten year phase-out of 936 
was set in place to begin in 1996, and the severe recession that began in 2006 is often attributed, 
at least in large part, to the termination of this federal tax incentive. 
 

                                                 
2
 The exception was the government of Pedro Rosselló, who held the governorship from 1993 to 2001. 

Rosselló was in favor of statehood for Puerto Rico and opposed 936 because it treated Puerto Rico 
differently, and outside of, the states. 
 
3
 See James L. Dietz, Puerto Rico: Negotiating Development and Change, Lynne Reiner Publishers, 

Boulder and London, 2003, p. 60. Dietz provides data showing the substantial impact of the tollgate tax 
on Puerto Rican banks’ deposits. 
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Yet the story that 936 and similar provisions have been a favorable, driving force of the 
Puerto Rican economy is a myth with little connection to reality. Equally, the current recession 
cannot be attributed in any significant part to the termination of 936. 
 
The Era of 936: No Great Growth Impact 
 

In the 1950s and 1960s, the era of Operation Bootstrap, federal (as well as local) tax 
incentives may have played a role in the rapid growth of the Puerto Rican economy. While 936 
did not exist in those years, similar provisions were put in place, implementing Tugwell’s 
concept that Puerto Rico needed special tax treatment to attract investment to the island. In this 
early period, however, the major factors pushing the expansion of output and employment were 
low-wage labor and privileged access to the U.S. market. As wages rose and privileged access 
largely disappeared (as many lower-wage parts of the world obtained virtually equal access), the 
tax incentives remained but economic growth faltered. Since 1980, economic growth in Puerto 
Rico has lagged substantially behind that in the states.  

 
The association of 936 with years of relatively poor economic performance is often 

obscured by the fact that growth of gross domestic product (GDP) was fairly strong in the 1970 
to 2000 period. GDP growth, after all, is the standard by which a country’s or a region’s 
economic expansion is usually gauged, and between 1970 and 2000 GDP (inflation adjusted) 
grew at a 3.8% annual rate. Gross national product (GNP), however, expanded at an annual rate 
of only 2.7% in this period. By 2000, GDP was almost 50% greater than GNP. This difference 
was largely, if not entirely, accounted for by the profits of firms based outside of Puerto Rico—
mostly in the states. The growth of GNP is a much better measure of the improvement of the 
Puerto Rican economy—of the well-being of the Puerto Rican people and the condition of firms 
based in Puerto Rico—than is GDP. This is especially the case because much of the earnings of 
the firms based outside of Puerto Rico has been a result of the ownership of their patents being 
located in Puerto Rico and of transfer pricing, both designed to locate profits, but not real 
activity, in Puerto Rico. (For further discussion and a figure showing the GNP-GDP gap, see the 
Appendix.) 

 
By the GNP measure, during these decades when 936 was in force, the Puerto Rican 

economy grew relatively slowly. In particular, by comparison with the U.S. economy in this 30 
year period, Puerto Rican GNP was diverging downward, with its 2.7% annual growth rate well 
below the U.S. rate of 3.3%. The experience of these years is, then, hardly a brief for the success 
of 936 as driving the Puerto Rican economy forward. 
 
The Decline in Manufacturing Employment 
 

Yet manufacturing has played a large role in the Puerto Rican economy for many years, 
and this large role is usually attributed in large part to 936. When, from the mid-1990s onward, 
employment in manufacturing dropped off sharply, this was widely seen as evidence that the 
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impending termination of this favorable tax treatment was a cause of decline. (Section 936 was 
phased out over the ten year period from the end of 1995.) 

 

 
 

 
 The top line in Figure 1 shows the course of manufacturing employment from 1990 to 
2013. From its peak of 159.1 thousand employees in 1995, manufacturing fell off sharply. This 
sharp fall-off, however, cannot be readily attributed to the impending termination of 936. The 
bottom line in Figure 1 shows the course of combined employment in four sectors of 
manufacturing where 936 firms play a major role—pharmaceuticals and medicine, chemicals, 
computers and electrical goods, and medical equipment and supplies. In 1995, these four sectors 
accounted for 52% of employment in manufacturing. As the figure shows, combined 
employment in these sectors was stable in the 1995 to 2005 decade, at virtually the same level in 
2005 as in 1995. The data for Figure 1 are presented in Table 1.  
 

 
Table 1: 

Manufacturing Employment, Total and in Four 936 Sectors, 
1990 - 2013 (thousands) 

 
 

 All 
Manufactur-

ing 

Pharmaceut-

icals & 

Medicine 

Chemicals Computers & 

Elec. Goods 
Medical 

Equip. & 

Supplies 
1990 158.7 21.1 25.8 15.6 10.2 
1991 153.9 20.6 25.3 13.6 12.2 
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1992 154.6 22.1 26.7 12.6 12.6 
1993 155.4 23.5 28.0 11.8 13.3 
1994 155.6 24.5 29.2 14.3 12.0 
1995 159.1 25.1 29.8 16.1 12.3 
1996 157.7 24.5 29.1 16.2 12.4 
1997 154.7 23.6 28.3 19.2 10.3 
1998 147.6 23.4 28.6 16.9 10.4 
1999 144.1 23.8 29.0 15.5 10.3 
2000 142.7 24.6 29.6 14.7 10.3 
2001 131.8 25.2 29.9 13.0 11.0 
2002 121.1 27.1 31.8 11.8 11.3 
2003 118.2 28.1 32.4 11.1 11.3 
2004 118.3 28.4 32.6 10.3 10.6 
2005 115.3 28.3 32.7 11.1 10.5 
2006 109.8 27.4 31.6 10.4 10.9 
2007 106.5 25.2 29.1 9.5 11.7 
2008 100.9 22.8 26.5 7.8 11.4 
2009 91.6 20.2 23.6 6.2 11.3 
2010 86.8 18.3 21.6 5.9 11.2 
2011 84.3 17.0 20.4 5.6 11.2 
2012 81.5 16.1 19.4 5.0 11.2 
2013 75.4 15.5 18.7 5.0 11.4 

Source: U.S. Bureau of Labor Statistics 
 
It was only after the recession began in 2006 that employment in these four sectors 

followed the same downward path as did manufacturing overall. Furthermore, as can be seen 
from the data in Table 1, while employment in all manufacturing fell by 28% between 1995 and 
2005, employment in pharmaceuticals and medicines and in chemicals rose in that decade, by 
13% and 10%, respectively. These two sectors accounted for 36% of manufacturing employment 
in 1995 and 53% in 2005.  
 
  Also, it is useful to compare manufacturing employment in Puerto Rico to manufacturing 
employment in the states. Figure 2 shows indexes of employment in Puerto Rico and the United 
States, with 1990 equal to 100. Between 1990 and 2010, when recovery from the Great 
Recession began in the United States, manufacturing employment fell by 35%. In Puerto Rico, 
for this same period, manufacturing fell by 45%, and no recovery is yet apparent. While the 
decline in Puerto Rico is somewhat greater, the similar experience in the states suggests that the 
decline is not primarily explained by factors particular to Puerto Rico—i.e., by the termination of 
936. It is more likely that import competition from low-wage areas of the world and 
technological change account for most of the employment decline in both Puerto Rico and the 
United States. 
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After 2006 
 

One of the reasons that the termination of 936 is not accountable for Puerto Rico’s 
current economic difficulties is that the advantages that U.S.-based corporations obtained from 
936 did not end when this section of the federal tax could ended. By obtaining Controlled 
Foreign Corporation (CFC) status, firms were able to retain virtually all of the federal tax 
advantages they had had with 936. CFC status allowed the U.S.-based firms to continue to avoid 
U.S. taxes on their Puerto Rican operations as long as they did not return those profits to the 
parent corporation in the states. 
 

Nonetheless, employment in the group of four 936 sectors shown in Figure 1 and Table 1 
dropped off substantially from 2005 (except in medical supplies and equipment). Some of the 
employment decline can be attributed to the Great Recession in the United States, which is the 
principal market for the products of these firms. Something else, however, was going on, and 
here the switch from 936 to CFC status appears to have made a difference.  
 

Writing in Pharmaceutical Online in September 2006, Kevin C. Richards, Group Vice 
President Life Sciences, Reed Life Sciences/Reed Exhibitions, notes the following:4 
 

                                                 
4
 Available at http://www.pharmaceuticalonline.com/doc/puerto-ricos-pharmaceutical-industry-40-years-

0003. 
 

http://www.pharmaceuticalonline.com/doc/puerto-ricos-pharmaceutical-industry-40-years-0003
http://www.pharmaceuticalonline.com/doc/puerto-ricos-pharmaceutical-industry-40-years-0003
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“Most of the former Section 936 companies have converted to 901 CFC, which 
converts US companies operating in foreign countries into controlled foreign 
corporations, or CFCs. This strategy allows manufacturers to enjoy the benefits of 
operating within a U.S. jurisdiction, with the added tax benefits of operating 
under a foreign tax structure. It has also helped many facilities to become more 
productive with state-of-the–art automated systems. Under Section 936, which 
included wage credits, a typical packaging line was operated manually, by 35 or 
so employees. Now, under 901 CFC, it is not uncommon for automated lines to be 
operated by as few as ten employees.” 

 
That is, the particular structure of the 936 legislation gave employers credit for 

maintaining employment, but the CFC provisions did not. What happened in the pharmaceutical 
sector illustrates the results. Figure 3 shows indexes of employment and exports in the 
pharmaceutical industry from 2002 to 2011. (More recent export data are not available.)  In this 
period, exports rose substantially, by 37.5% (in current dollars), an especially favorable 
expansion in the context of the poor condition of the U.S. market in this period. Employment, 
however, was roughly stable until 2006 and then fell off sharply; by 2011 it was 62.7% of the 
2002 level. By 2011 exports per worker were roughly 2.2 times as great as in 2002. (The export 
figures are in current dollars. An adjustment for price changes would reduce the difference 
between the two indexes, but by no means eliminate that difference.) 
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These figures on the Puerto Rican pharmaceutical industry hardly portray an industry 

suffering major difficulties from the termination of 936, but they do suggest that the switch from 
936 to CFC status harmed employment and contributed to the decline following 2006. Thus, 
although there appears to be no basis to attribute the recession to the termination of 936, there 
does seem to be a modicum of truth to the assertion that this termination and the switch of firms 
to CFC status exacerbated the economic decline. 
 
Firms Leaving Puerto Rico 
 

In spite of the apparent positive export experience of the pharmaceutical industry, 
there have been numerous reports of firms, pharmaceutical firms in particular, departing 
Puerto Rico in recent years. These departures are sometimes attributed to the termination 
of 936. It seems, however, that other factors have been major problems for the 
pharmaceutical industry. According to a report in Caribbean Business:5 
 

“…the future of the pharmaceutical manufacturing industry in Puerto Rico faces 
many challenges as many companies have patents on their products that already 
have or will soon expire, and the number of new drugs in the pipeline are not 
enough to replace those with expired patents. One dynamic now at play in the 
industry is the consolidation and purchasing of companies with promising 
medicines and patents that will help strengthen a company’s overall product 
pipeline. In addition, local pharmaceutical companies are increasingly turning 
toward the outsourcing of certain products to India and China to help reduce 
costs.” 

 
And further: 
 

“The expiration of $91 billion in drug patents by 2013 will pose challenges for the 
pharmaceutical industry, particularly in Puerto Rico, where many of the 
blockbuster drugs used the world over are made.” 

 
A November 22, 2013, article at PharmaTech.com: Essential Insights for Pharma 

Manufacturing, “Pfizer to Close Manufacturing Plant in Puerto Rico by 2017,” explained 
the closing in the following terms:6 

                                                 
5
 The article, “Manufacturing at a crossroads,” is online at 

http://www.caribbeanbusinesspr.com/cbdirectory/cb_manufacturing.php?cat_id=11. While undated, it 
appears to be from late 2011 or 2012. 
 
6
 Available at http://www.pharmtech.com/pharmtech/News/Pfizer-to-Close-Manufacturing-Plant-in-Puerto-

Rico/ArticleStandard/Article/detail/829210?contextCategoryId=35097. 
 
 

http://www.caribbeanbusinesspr.com/cbdirectory/cb_manufacturing.php?cat_id=11
http://www.pharmtech.com/pharmtech/News/Pfizer-to-Close-Manufacturing-Plant-in-Puerto-Rico/ArticleStandard/Article/detail/829210?contextCategoryId=35097
http://www.pharmtech.com/pharmtech/News/Pfizer-to-Close-Manufacturing-Plant-in-Puerto-Rico/ArticleStandard/Article/detail/829210?contextCategoryId=35097
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“Pfizer will close one of its three manufacturing facilities in Puerto Rico by the 
end of 2017, the company announced in a Nov. 20, 2013 press release. Pfizer has 
determined that facility consolidation is necessary because of excess capacity in 
its manufacturing network created by the achievement of greater efficiencies in 
manufacturing processes and by changing global demand, which has resulted 
from the loss of patent exclusivity.”  [emphasis added] 
 
On January 30, 2014, Caribbean Business Online reported “Abbott closing one of its 

plants in PR.”7 According to the article, “The plant is the smallest of several that the drug and 
medical device maker operates in the north coastal town of Barceloneta…” And further: “The 
company announced in 2009 a planned expansion in its local operation estimated at $150 million 
in new investment. In 2007, Abbott inaugurated a $450 million, 330,000-square-foot biotech 
facility, Abbott Biotechnology Ltd. in Barceloneta, the largest-single capital investment for the 
company to date. It has another plant in Barceloneta, Abbott Pharmaceuticals P.R. Ltd.” 

 
 In neither of these examples of plant closings by Pfizer and Abbott is 936 mentioned. 
Moreover, the expansionary steps mentioned in the Abbott article took place after the 
termination of 936. It is of course possible that the situation with taxes may have been a factor, 
but it was at most one of several factors in these cases. While these examples of plant closings 
are only examples, they do suggest that the termination of 936 or other tax issues were not at the 
center of firms’ decisions to close plants in Puerto Rico. 
 
Conclusion 
 
 The evidence does not support the claim that Section 936 was an important foundation 
for favorable economic expansion in Puerto Rico when it was in force or that the termination of 
936 was an important factor bringing about the severe recession, which began in 2006. There is 
limited evidence that firms’ switch from Section 936 to CFC status contributed to some extent to 
the employment decline of the recession. The firms themselves, however, have remained in good 
condition, as indicated by their post-2006 exports, and plant closings in recent years do not 
appear to have any substantial relation to the termination of 936 or other tax factors. The 936 
myth should be abandoned.8 
 
 Although manufacturing has played a major role in the Puerto Rican economy for several 
decades, it has not driven the economy forward nearly to the extent that has been widely 

                                                 
7
 Available at http://www.caribbeanbusinesspr.com/news/abbott-closing-one-of-its-plants-in-pr-

93210.html. 
 
8
 The fact that the firms appear to continue in good condition means that their tax payments to the Puerto 

Rican government—the tax breaks they are given notwithstanding—have remained an important source 
of government revenue. 

http://www.caribbeanbusinesspr.com/news/abbott-closing-one-of-its-plants-in-pr-93210.html
http://www.caribbeanbusinesspr.com/news/abbott-closing-one-of-its-plants-in-pr-93210.html
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believed. The role that manufacturing has played can be explained by the favorable tax 
advantages that have been supplied by Section 936 and CFC status, but also by tax incentives 
provided by the Puerto Rican government. There is no reason to believe that, absent these tax 
factors, Puerto Rico would have a comparative advantage that would generate a substantial role 
for manufacturing. While labor costs are lower in Puerto Rico than in the states, other factors 
raise costs—e.g., energy prices, regulations, and transportation. Moreover, labor costs are 
probably partly offset by lower levels of productivity. Consequently, it would seem reasonable to 
view the heavy reliance on manufacturing—a reliance that has not produced very positive 
results—as an artificial distortion of the Puerto Rican economy. 
 
 Rather than yearning for the return of 936, Puerto Rico would do well to abandon of the 
936 myth. This recognition of reality could be one important step in laying the foundation for a 
new era of economic development for Puerto Rico. 
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Appendix: The Puerto Rican GNP-GDP Gap 
 

The usual measures of economic activity do not work so well for Puerto Rico. The 
standard gauge of economic activity, Gross Domestic Product (GDP), yields a very misleading 
picture of the economic well-being of the Puerto Rican people or how their conditions are 
changing over time.  
 

GDP measures all the production of goods and services that takes place in a country (or 
region) in a given period of time. Yet, in Puerto Rico a great deal—a very great deal—of the 
income from that production does not go to either Puerto Rican companies or Puerto Rican 
workers. It goes as the profits of companies that are based outside of Puerto Rico, mostly in the 
United States. The share of Puerto Rican GDP that is attributable to off-shore firms has grown 
substantially over the last several decades. 
 
The problems with the GDP measure for Puerto Rico can be understood in terms of the gap 
between GDP and Gross National Product (GNP). GNP is the amount of production that is 
attributable to the nationals of a country (or region). GDP will be larger than GNP insofar as 
foreign workers or businesses are obtaining income within the country (i.e., insofar as output in 
the country is attributable to foreign labor and capital). GDP will be smaller than GNP insofar as 
national labor and capital are obtaining income from abroad. (Both GDP and GNP include only 
production that is sold for final use—i.e., intermediate goods and services, sales of inputs from 
one firm to another, are not included.) 
 

Puerto Rican economic development for several decades has been organized around firms 
from the mainland United States operating on the island. The profits of these firms, while 
counting as part of Puerto Rican GDP, do not count as part of Puerto Rican GNP. In some 
cases—936 companies in particular—the income of the firms operating in Puerto Rico has been 
much larger than would normally be associated with the amount of activity they undertake on the 
island because, through such devices as locating the ownership of a lucrative patent with their 
Puerto Rican subsidiaries and transfer pricing, they are able to locate a large amount of their 
profits in Puerto Rico and thus take advantage of tax laws to increase their total after-tax profits.  

 
In 1950, before the major influx of U.S.-based firms, GNP actually exceeded GDP by 

about 4%, the difference accounted for by the incomes earned by Puerto Ricans working in the 
states, which counted as part of GNP but not part of GDP. In the next two decades, as rapid 
growth took place with a large role for U.S.-based firm, GNP fell off to 93% of GDP. Then, over 
the following three decades, as the performance of 
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the economy slowed while the U.S.-based firms were still central to the economy, GNP fell to 
76% of GDP in 1980, 68% in 1990, 67% in 2000, and 66% in 2010. (See Figure A1.) 
 

To put these figures in some perspective, in 2004, out of 188 countries or territories for 
which data are available in the Penn World Tables, for only 15 was GNP less than 90% of GDP, 
and for only 2 was the GNP-GDP ratio less than 70%--Puerto Rico at 67% in that year and 
Equatorial Guinea at 30%.  
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