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Two main perils loom over Puerto Ricoôs credit

An Economy 

in Need for 

Investment

ÅWe have experienced five consecutive years of economic slowdown.

ÅWe are facing the third year of recession.

ÅWe need to create jobs and make strategic investments.

ÅWe are experiencing a gradual slide in global competitiveness.

ÅThe financial sector is devalued and in crisis.

Fiscal

Deficit 

ÅOverestimations of the economy and revenue have caused deficits.

ÅGovernment unable to take on visionary projects.

ÅPuerto Rico, at risk of losing its credit.
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Puerto Rico faces important challenges that 
have placed our credit at risk

CREDIT WEAKENED AND AT POTENTIAL RISK
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We must  turn back this trend and turn it into sustainable recovery

Forecast of Real GNP ïFiscal Years
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Three years in recession*

Source: Puerto Rico Planning Board.  

* Economic forecasts based on base scenarios.  

Our economy requires immediate attention 
through stimulus and strategic investment 
that will allow growth

5 consecutive years of reduction in economic activity



Fiscal & 

Budget 

Balance 

Economic Development

Enhanced 

Government 

Financial 

Role 

Greater

Private Sector

Participation

Strategic investments: 

entrepreneurship, 

export sector, 

innovation

Key reforms: 

tax, health, 

energy, labor 

transportation, 

pensions

Solving the fiscal problem is key to being able to 
provide our economy with the sustained stimulus 
support and investment it needs and to get out of 
the recession
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General Fund Budget

Real Net Revenue

$3,293 million, total
2005 ï2008: Gap between budget and final revenues

(2009, estimated)

$1,884 million*
2009: Gap between budget 

and estimated revenues
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Revenue overestimations allowed for inflated 
budgets and caused a continuous fiscal 
imbalance

Source: Puerto Rico Budgets, Office of Management and Budget  and PR Treasury Dept.

* FY 2009 proposed budget included the sale of $1.0 billion  of accounts receivables from the Treasury Department. 

Adverse market conditions have not allowed for the sale of such account payables portfolio. 
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The General Fund since Fiscal Year 2000 
(recurring revenues and expenditures)

$ millions

Deficit

$3,233

ÅExpenditure growth accelerates in Fiscal 2004

ÅTemporary measures to postpone expenditures in FYs 2007 and 2008 

explode in 2009

ÅReported deficits have been covered with non recurring revenues or 

measures that have run out

FISCAL EMERGENCY: The result is a 
gap between revenues and expenses

Expenses not 

considered in 

budgets

Fuente: PR Planning Board, Government Transition Reports 2008, 

* Certified deficit as of Apr-29-09. 6
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Source: Government Transition Report, Office of Management and Budget.

$ Billions

Fiscal Years

Increase of $2.3 billion or 6% annual rate during the last 10 years

ÅThe Government payroll expenses increased at an average annual rate of  6% during the 

last 10 years, in comparison to 1% in revenue growth.

ÅBetween 2000 and 2005, the payroll grew at 10% annually. 

Average annual 

increase of 10%
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The growth in payroll expenses of the Central 
Government has been disproportionate in relation 
to revenue growth



Protecting and strengthening our credit is 
critical, given our weakened economy
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ÅPuerto Ricoôs credit has been downgraded regularly during recent years, to the point that it 

is close to ñjunkò. 

ÅA balanced budget together with fiscal discipline and an economic growth program are the 

only factors that can stop this negative trend. 

Trend in Credit Ratings of General Obligation Bonds
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Down 3 notches 
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Catastrophic

for 

Puerto Rico



Moodyôs Investors Service, March 2009:

These measuresé support plans to reestablish fiscal solvency for the 

commonwealth... it [is] a significant achievement that the administration 

and legislature have worked together to quickly produce a plan for 

recoveryé

E. Raimes, E. Behr and B. Kurtter

Standard & Poor's (en Bloomberg News), March 9, 2009:

Puerto Rico is taking the right steps to preserve its investment-grade 

credit rating with a deficit-reduction plané

Horacio Aldrete

The approval of the Reconstruction Plan has been 
seen as a favorable step by the credit rating 
agencies 
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Goals of the Reconstruction Plan

1. Stabilizing Puerto Ricoôs fiscal situation

2. Protecting and strengthening the credit rating

3. Rebuilding the economy

Coordinated effort ensured the approval of 
the Reconstruction Plan and allowed us to 
begin its implementation

Legislation Approved on 14-Jan-09

Act # 1: 1% additional allocation to COFINA

Act # 2: Temporary use of deficit financing

Act # 3: Restructuring of PRIFAôs Corpus Account

Act # 4: Temporary increase to loan limits from GDB

Legislation Approved on 09-mar-09

Act # 7: Fiscal Emergency Act

Act # 8: PRIFA to administer ARRA* funds

Act # 9: Local Stimulus Plan
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* ARRA = American Recovery and Reinvestment Act 11


