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INTRODUCTION

The purpose of this document is to provide information on the current situation of
the System of National Accounts (SNA) of Puerto Rico, currently produced by the
Puerto Rico Planning Board (PRPB). The present economic, fiscal, and political
context is understood to place serious limitations on major changes in the SNA at
this moment, as government priorities are directed at economic reconstruction
from hurricane Maria, the earthquakes, and COVID-19. Nonetheless, some
actionable initiatives are recommended that could improve Puerto Rico’s SNA
and make it more relevant for decision-making, in the government and the
private sector. Operational issues that can be improved while leaving the SNA as

is are differentiated from others that add components to the SNA.
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THE SYSTEM OF NATIONAL ACCOUNTS

The most important set of economic data available in Puerto Rico is that
contained in its system of economic accounts, similar (with important
differences) to that of national accounts. It is a system consisting of five main
accounts that describe the transactions of businesses, individuals (including
households), government, the rest of the world, and provides the estimates of

GNP and its components.

BACKGROUND

The development of Puerto Rico’s economic accounts responded to the needs
in the mid 1940’s of economic planning for information on the structure of the
Island’s economy. At the time, the availability of reliable, detailed, and accurate
economic information, needed for the purpose of economic planning, then in its
initial phases, and the development of economic policies was non-existent. The
Puerto Rico Planning Board was created in 1942 and given the responsibility of
developing the economic policy and direction of the Island’'s economic

development, although limited resources were an obstacle.

The first initiative was the estimation of national income and product, and
balance of payments in the mid-40's. At the time, at the Center for Social
Research of the University of Puerto there were several researchers from the US,
Harvey Perloff, Daniel Creamer and Robert Sammons, working on estimates of
net income, gross national product, and balance of payments for Puerto Rico.!
They were commissioned by the P.R. Planning Board to develop such estimates,
with the assistance of technicians from the Board and UPR. At the beginning the
estimates were for the period 1940-44. The results were subsequently published in

1946, 1948 and 1949.2 Using their research and their estimates, the P.R. Planning

! Junta de Planificacién de Puerto Rico (1975). Las Cuentas Sociales de Puerto Rico (October 1975), pp. 4 - 5. At:
https://estadisticas.pr/files/inventario/documentos-metodologicos/Cuentas%20Sociales%20en%20Puerto%20Rico.pdf.

2 Robert L. Sammons and Belén H. Cestero (1946), Balance of external payments of Puerto Rico. Rio Piedras, Editorial
Universitaria, 1946; Daniel Creamer (1948), The Net Income of the Puerto Rican economy, 1940-1944. University of Puerto
Rico, Social Science Research Center, 1948; Daniel Creamer and Henrietta Creamer, Gross Product of Puerto Rico 1940-
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Board created the Division of Economic Planning. The Puerto Rico Planning
Board (PRPB) was given the task of preparing an annual Economic Report to the
Governor, which it sfill continues to do and is the basic source of

macroeconomic data for Puerto Rico.

In 1950, the task of developing the estimates of net income, gross product and
balance of payments were fransferred to the then-existing Economic
Development Administration (Fomento Econdmico) from the Bureau of the
Budget. The estimates of income and product and balance of payments were
extended from 1947 to 1952. In 1952, these functions were transferred to the PRPB
to complement the preparation of the annual Economic Report to the
Governor. Experts from the US Bureau of Economic Analysis, the United Nations,
and the IMF were brought in to revise the methodologies and the estimates.3 In
1955, the results were published in two reports; Net Income and Gross Product
Puerto Rico, 1940, 1947-1955, and Balance of Payments Puerto Rico, 1947-1954.4

In 1967, based on 1960 estimates of input-output for Puerto Rico, the first input-
output table for Puerto Rico was developed at the Planning Board, with 1963 as
the base year, applying the Norwegian model adapted to Puerto Rico.® Later,
the model was changed, adopting a recommendation from Wassily Leontief
that it should include the same industrial sectors as those in the I-O table of the

US, and the I-O matrix became another task for the PRPB.

THE SYSTEM

Different from other US jurisdictions, Puerto Rico was the first to develop and

implement the system in 1950, providing a comprehensive and detailed level of

1944, University of Puerto Rico, Social Science Research Center, 1948; Harvey S. Perloff (1947). Puerto Rico's Economic Future.
University of Chicago Press, 1949.

3 Junta de Planificacién de Puerto Rico (1975), pp. 8-9.
4 Junta de Planificacién de Puerto Rico (1975), p. 11.

5 The first I-O exercise for Puerto Rico was developed in 1955 by Amor Gosfield, Input-Output Analysis of the Puerto Rican
Economy, in National Bureau of Economic Research, Input-Output Analysis: An Appraisal, 1955, pp. 321-367. At:
http://www.nber.org/chapters/c2871.pdf
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economic data not available even today in other states and territories. This, of
course, provides a major advantage for planning and decision-making

pUrposes.

The system estimates key macroeconomic aggregates such as gross national
product (which is the main macroeconomic aggregate used in Puerto Rico),
consumption (individuals and government), gross domestic investment (Private
and public), personal income, and exports and imports (Balance of Payments).
They are based on a system of debits and credits.¢ The current system is based
on the SNA of the United Nations of 1968. The estimates are provided on a fiscal
year basis (in the case of Puerto Rico from July through June the following year).

Table 1 below presents a summary of the estimates of nominal GNP.

Besides methodological differences, there are four key differences between the
estimates for states and territories of economic accounts using the US BEA (GDP

by State), and those of Puerto Rico.

The first is that they use GDP, versus GNP; secondly, their estimates are on a
quarterly (and annual) basis, whereas PR’s are only on a fiscal year basis; third;
the Federal government is considered as a “foreign” entity in the transactions of
Puerto Rico (see Table 2), and fourth; the series available from Puerto Rico’s
economic accounting are much more comprehensive than those of the states’
GDP estimates, as the latter estimates consist of a breakdown by industry sector,
personal consumpftion expenditures, and personal income, but not of GDP
components.” Puerto Rico also provides estimates of nominal GDP by industrial
sectors (NAICS-based) and, as in the states and territories, a breakdown of

personal consumption expenditures by type of goods and services.8

6 For a full description and estimates see the annual publication Income and Product 2018, Puerto Rico Planning Board (May
2019), pp. 57 — 72. At: http://jp.pr.gov/Econom%C3%ADa/Ingreso-y-Producto#.

7 See U.S. Bureau of Economic Analysis, GDP by State. At: https://www.bea.gov/data/gdp/gdp-state.  Another important
difference is that the U.S. BEA also estimate a GDP for regions, something not available in Puerto Rico.

8 See tables 5 and 10 of Income and Product 2018.
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Table 1
GROSS NABONAL PRODUCT-FECAL YEARS
in milions of dolars)
2010 2011 2012 2013 2014 2015 2018 2017r 2018r 2019p
GROSS PRODUCT 42945 857207 56,0857 567447 48,7975 &7,5020 49,9852 49,0475 A7 8247 70,7605
- qpendives 547838 58,1548 40,8970 &2 AT78 £1,899.4 &1,4490.5 40,9794 42,4538 FryriTy ABABE S
Durable goods 53685 56773 &.1073 LAPHS 58350 55588 577439 59703 L4555 73974
HNondurable goods 22,924 4 23,6556 24,7939 254770 24,6487 24,6632 23,7767 24,6393 26,557 8 27 6834
Servces 28,4507 288219 29,9958 30,5047 314154 313184 31,4279 31,844 318353 33,5758
10,8419 105088 10,7945 10,5674 1105245 21003 B8,5037F 70575 80528 21747
Cenkra government {1] 812958 FF992 7.963.1 FTFE9F 8.2165 4£,348.1 57745 62685 55045 646973
Muricipakies 2712 27074 28315 28197 28146 27521 28091 27984 25482 2ATTS
Gross domeslc invesiment, lofal 7.012.1 10,1051 104752 775630 7.159.9 88688 84255 60427 158560 15,2790
Change in invenlories 934 5000 1402 202 1284 84.5 1212 {193.5] 183] 159
Gress feed domesiic nvesiment 89185 2.605.1 10,3586.1 PEF2F 2.0313 58043 83043 8.256.1 158863 153149
Consrection 3,888.5 3IB503 4,556.5 39761 349054 32787 27253 24230 87163 75313
Privale enlerprees 18304 18017 20563 15208 18498 18548 17882 16344 30827 35419
Pubic enlerprees 1,204 2 11704 1464 8 12742 240.1 8584 85021 127 53652 343468
Covermment 6337 8882 1.037 4 7828 8154 5855 4380 3758 2705 3525
Ceniral govermmend (1] 3530 562.6 7072 4992 3B1s 3450 377 2700 2033 2863
Municipaliies 2807 3254 3302 28345 2338 240.5 1382 1057 &7 A4 663
machinery and ecuapmend 52500 57448 57975 56947 56259 550546 55780 58331 7.1680 77836
Privale enlerprees 50582 54587 55289 54823 54358 52829 53653 56127 £.9873 7.5800
Pubic: enlerprees 7oA 908 842 551 46 4 498 419 483 455 40.5
Government 1125 1954 1845 1872 1435 1729 1707 17148 1352 1630
Cenlral governmend {1] &4.1 1456.4 1335 107.1 P43 1244 123. 1245 929 1225
Municipallies 484 4920 510 501 492 483 475 471 422 405
Net sninsjo the et of the workl {12.3433) ([130458) (141021} ([138850) ([132744) ([10027.5) {(6.0235) [10.5244) (209445) ([223498)
saies o the rest of the world 743103 FE5758 7475458 FATH2E 74,5440 FIB7I39 803265 7268711 744004
Federd government 182558 17653 196156 19631 1.887 5 19725 2,017 22238 17087
Other nonresdenis 72,4845 748105 72,7932 727895 72,8562 755014 78,2248 70,4573 T2A9 7
Purchezes from the rest of the worlkd 86,6534 8946215 88,8569 884637 4 87,8384 87,2015 20,8509 93,6360 47502
Federd government 3450 3573 2671 2657 2585 267% 2637 72 2929
Other nonvescends 86,3085 892642 88,5898 883718 87,5798 87463346 70,587 2 93,3648 PEA573
Sourc e PR AamingBoard [2020] Sioilnic o Appenciy 20T# (Aprl 2020)_Table 1. r Revismdiigues p- Prefiminaryligmes. [ 1 Negoive Bgures.
m 1 n i e Stole ad o Y L i
Table 2
GEOSS DOMESTIC PRODUCT BY MAJOR INDUSEAL SECTOR:-FISCAL YEARS
{in millicns of dokar]
2010 20mM 2012 2013 2014 2015 2018 2017r 2018r 2017p
GROSS PRODUCT £4294.5 45,7207 48,0857 469449 487975 47 4020 49,9852 &9 D495 s7TB247 70,7805
Les=Resl ofthe workl B40867] B4.6310) B3.479.1] [33.5052] {33.4483] [337735) {34,351.5] {343%60] (331543 {34,208.1]
Federal govemment 115892 11542 120018 12034 11488 12014 12224 12810 14139 10429
Olher nonresidentz B52459) [B57859) [34,6809] [347085] 4797.] [B4.9751) {35.574.1] {356770) [34,568.1] {35.258.0]
GROSS DOMESEC PRODUCT 76,3613 1003517 101,554 8 1024500 102 445 6 1033755 1043357 103 4455 1007769 104.7686.56
Agiu.ltre 3220 7950 8164 8467 867.1 8549 84045 8469 7147 7157
Mg 337 254 345 358 200 262 2560 295 298 320
Uilles 198139 18675 20743 1,638.1 212838 2,044 1.9362 21689 20099 23990
Conslrucion 14844 13039 1.3350 1216 11302 10073 B&3F 7955 1.0553 1.094%
Manwiac g 46,5773 467600 469714 47 5809 47 B762 4951794 50,5437 48.956.1 A7 A782 493921
Wholesalers Traede 29931 2.90%.1 28191 24623 28189 27935 27804 24650 24729 27562
Rekil Trexde 44728 47872 48085 49633 5,030.4 492082 50738 54520 5A455.6 55763
e g 7410 8978 94465 F37.1 2128 10264 1.0887 1173 13827 13718
Informakon 24460 26102 24647 23307 26454 246990 29594 19848 19184 19648
Freace okl nmrance 52407 56112 517561 57583 44165 4,417 447459 43710 42308 43425
RedalEslale and Renkd 137854 143658 15,3833 154263 15793.5 153014 187572 15987 .4 164508 17.032.46
Professonal scenffic. andTechnica Services 15101 15503 16223 17553 18332 19247 2.064.1 2,183.6 22589 2A21.4
of i A b prEes 725 71 731 &89 &7.5 825 50 947 1120 118.5
Adminsralive services and Support 15004 146817 17648 18248 18204 17864 17375 18185 19846 19489
Fducational services N3 6839 7045 4580 7012 644 B 6287 586.0 5573 5599
Healh Care and SocolServices 32939 33940 33798 346062 37204 38284 38358 38939 37357 38665
Arl. Enlerkanment and Recrealion 738 859 712 1054 1479 1348 1447 152.1 13%.0 1583
Accommeddlion and Food Services 17658 17798 18492 19725 20224 20571 21214 21436 203946 21279
Other services 3895 3832 3954 4235 4328 4233 4262 4292 4046 4297
Govemment 834959 82159 BX7T 82375 78251 72640 7.236.1 71752 63431 6053.4
Cenkal{l] 68617 67031 67404 646649 62855 57408 56864 54261 49462 47893
Mulli::'pcﬂ'es 14882 15128 15373 15727 15396 15233 15497 1,54%.1 13970 12641
skitslcad ﬁuep:mc:y P‘M.d] 5589 5773 4050 2353 3anz [3]?]] 5287 177 .4 £16.46

r- Revimd Bgures P Preliminony Egres. (1 Netoulllow

Although the P.R. Planning Board estimates GDP for Puerto Rico (see table 2), the
indicator mostly used is that of GNP, since it is the income that accrues to
residents minus payments to factors of production in the rest of the world. The

reason is the huge gap between both, a gap that has been increasing



ECONOMIC MACRODATA OF PUERTO RICO
Page 6.

significantly since the early 1970's as a result of the huge outflows of net income

(profits) of the subsidiaries of U.S. companies in Puerto Rico, likely reflecting

transfer pricing, and interest payments on Puerto Rico’s externally held private

and public debt. Figures 1 and 2 illustrates the situation.

Figure 1
GNP/GDP Gap Puerto Rico
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Source: P.R. Planning Board. Statistical Appendix. Table 1, various years.

Figure 2
GNP/GDP Gap as a percentage of GNP

52.5% 49.7%

1970-79 1980-89 1990-99 2000-09 2010-19
Source: P.R. Planning Board. Statistical Appendix. Table 1, various years.

Between fiscal years 1970 and 2019, the gap as a percentage of nominal

GNP

increased from 15.3% to 53.0% in fiscal 2011, diminishing to 48.3% in fiscal 2019 as

manufacturing activity decreased. The proportion, though, is still extremely high.?

? lIreland is another economy with a similar situation for the same reasons. See Brad W. Setser (2019), “Ireland’s Statistical Cry

for Help” Council on Foreign Relations (November 1, 2019). At: https://www.cfr.org/blog/irelands-stafistical-cry-help.

T
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PROPOSALS FOR IMPROVEMENTS

Over the last few decades, a number of proposals have been made for
improvement in the economic accounts. Some have been implemented, others
not. They have centered on four areas: (1) revision of methodologies; (2) change
of the base year, which presently is set at 1954 prices; (3) develop estimates on a
quarterly basis, and; (4) develop new price indexes to deflate the components
of the rest of the world account (Purchases and Sales) and of the other
components of GNP/GDP. This represents a serious problem when estimating the
implicit price deflators for nominal GNP due to the importance that the frade
balance in the rest of the world account has on P.R.'s GNP, in particular when
deflated.™

Since 2000 there have been several proposals or initiative. The most

comprehensive one is that of 2009.

In 2009, by initiative of the Government Development Bank and the PRPB a
group of local experts were hired to evaluate the economic statistics generated
by the Area of Economic and Social Planning of the PRPB. At that time, staff from
the US BEA were brought in to evaluate P.R.’s SNA and make recommendations.
These recommendations were presented on September 2011 and, together with
those from the local experts, were used to prepare the Plan for the Restructuring
and Methodological Modernization of Puerto Rico’s SNA, adopted in 2016 by the
PRPB, to be completed during 2016-2020."

10 At constant prices, both exports and imports surpass actual GNP in value, which implies that percentage growth in these
items contributes far more to growth than other components of GNP. For example, in fiscal year 2014, exports (goods and
services) contributed with 2.0 pp. to real GNP growth, and imports (which subtract) 4.2 pp. A 1% reduction in exports would
reduce GNP by 2 percentage points (pp), and a 1% reduction in imports would increase GNP by 4.2 pp. This results in that
even relatively small changes in the tfrade balance exert a significant effect upon the GNP, counterbalancing the full effect
of the current fiscal crisis. This is important, as Puerto Rico's exports normally respond to the production of pharmaceuticals
by US corporations, and a sizable portion of the imports are raw materials used to make such exports. Foreign-made exports
respond far more o global economic demand than to local economic situations, and thus the trade balance may continue
to grow favorably in spite of the local economy conditions, such as the fiscal crisis at the time.

Junta de Planificacién de Puerto Rico. Resolucién JP-PPES-2016-001. Para Adoptar el Plan de Restructuraciéon y
Modernizacién Metodolégica del Sistema de Cuentas Nacionales de Puerto Rico (February 5, 2016). Af:
https://estadisticas.pr/files/BibliotecaVirtual/Resolucion_para_aprobar RoadMap_por_parte de la_Junta de Planificacion.
pdf.

T
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In 2016, the experts from the US BEA returned to provide advice on the part of
the plan related to the SNA and recommended that the United Nations SNA
approach of 2008 be adopted. Work on the Plan continued in 2017 but was
delayed subsequently.

In October of 2019, at the request of the government of Puerto Rico, and
following their 2011 recommendations, the U.S. BEA released a prototype of
statistics for personal consumption expenditures, private fixed investment, and
net exports of goods for Puerto Rico for the calendar years 2012 through 2017.12
These initial estimates were developed to make data on Puerto Rico
comparable to that of other territories and the states. The key indicator will be
GDP, not GNP. This first release follows previous reports, such as that of the
General Accounting Office of 2018, that emphasized the need for an

improvement of the economic statistics of Puerto Rico.'3

Several key issues have not been dealt with; for instance, how far back will the
estimates go, dealing with the gap between GDP and GNP, and the inclusion

and coverage of public constfruction investment.

The continuing support of the US BEA can be counted on in any effort toward an
improvement of the SNA (and the Input-Output Matrix). The issue is whether it will
be an improvement of the existing system, or does it imply discarding it and
instead, opt for what the US BEA is doing? In this sense, it is important to take note
of the final observation made by the US BEA in its report: “Because Puerto Rico is
not included in most of the major surveys used by the BEA to estimate U.S. GDP,
the support and assistance provided by the government of Puerto Rico will be
critical to the successful production of these estimates.” In other words, the

project and estimates would be contingent upon continuing financial support

12 U.S. Bureau of Economic Analysis. Economic Statistics for Puerto Rico (October 15, 2019). At:
https://www.bea.gov/data/gdp/gdp-puerto-rico.

13 General Accounting Office (2018). Puerto Rico — Limited Federal Data Hinder Analysis of Economic Condition and DOL's
2016 Overtime Rule. GAO-18-483 (June 2018). At: https://www.gao.gov/assets/700/692908.pdf.

14 U.S. Bureau of Economic Analysis. Prototype Economic Statistics for Puerto Rico, 2012-2017. News Release (October 15, 2019),
p. 4. At: https://www.bea.gov/system/files/2019-10/pr-econ-stats-10152019.pdf.

T
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from the government, different from the states and other territories whose
estimates are included in the US BEA budgetf. In the meantime, the

recommendations they made in 2016 should continue to be implemented.

OTHER CONCERNS

The above description of the evolution of the SNA in Puerto Rico highlights a
number of issues that have been discussed over the years with solutions that
basically maintain the same structure of the accounts. Included are the
following: the preparation of quarterly reports on GNP and other macro-
economic variables, changing the 1954 base for estimating real GNP and, of

course, providing additional resources to the PR Planning Board, among others.

There are other concerns that have to do with the relevance, completeness,

and accuracy of the SNA. These are discussed below.

A REGIONAL SNA

Puerto Rico’s SNA is based on that of the United States. In fact, some of those
responsible for it were also involved with Simon Kuznets in developing the U.S.
system of accounts. Puerto Rico’s SNA mirrors that of the U.S., except for the fact
that the Island never put together a flow of funds account that is part of the U.S.
SNA. One major issue that needs to be addressed is the fact that a national
economy differs substantially from a regional economy. The latter tend to be
more open and thus more dependent on external markets. In a mulfi-region

system, interregional flows assume great importance.

In Puerto Rico’s case, the Island’s economy behaves more like a regional than a
national economy precisely because of the free flow of factors of production
with the mainland economy. What this suggests is that Puerto Rico’s SNA should
be thought of differently from that of a national system. Compared to the states,
Puerto Rico’s SNA does have a major advantage in that it has a balance of

payments account.

T
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Major work on regional accounting systems has been done since the sixties by

Charles Leven, Richard Easterlin, Harvey Perloff, Walter Isard and others. Isard’s

Methods of Regional Analysis (1960) was an important contributor on the issue.

Interestingly, in the chapter on regional accounting, Isard utilized Puerto Rico’s

Balance of Payments numbers. Puerto Rico, a regional economy, was the only

one with such an account. James Ingram’s 1962 book on Regional Payments

Mechanisms likewise uses Puerto Rico Balance of Payments numbers.

The differences between regional accounting systems and those for a national

economy include:

a.

The Rest of the World Account is of much greater importance for a
region and thus deserves greater aftention to detall and

comprehensiveness.

At the national level, transactions that are completed within the nation
exceed those not completed internally. In a region the number of
transactions that are completed within the region is much less. Thus,
retained earnings accounted for as part of regionally generated
income when distributed, can be part of payments abroad. Ownership

then becomes a component of the accounting system.

Given the fact that exports are key, accounts should differentiate
between production for the local market and production for export
(Isard, p. 108).

Sectors in a region will not necessarily be the same as for the nation or
for other regions, thus a regional accounting system must highlight what
the key sectors are. Given the size of a regional economy the
importance of specific sectors is greater than in the national economy,

since the latter is typically more diversified.

The public sector must be incorporated in greater detail in regional

accounts because of its greater impact.

T
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f. Regional accounts must be constructed in such a way as to permit

estimating the impacts on the region of actions at the national level.

g. Since a characteristic of a regional economy is the free flow of factors
of production, a regional accounting system must incorporate these
flows. The Flow of Funds Account, described below, deals with the
financial flows. Schematically, the openness of a regional economy is

illustrated in the following graph:

Financial
capital flows

Technology Pogl‘;l‘::on
Internal

structures
THE FLOW OF FUNDS ACCOUNT

and
processes

Information
flows

As indicated previously, Puerto Rico does not have a flow of funds account. It is
an issue that has been discussed for many years. For a regional economy whose
financial sector is closely bound to that of the U.S., and in which external
financing is such an important component of its total investment, having a flow
of funds account would seem to be a necessary addition to the SNA. Puerto Rico

has the sources of information for many of its components through different
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channels: The Office of the Commissioner of Financial Institutions, Hacienda,
federal and local agencies that handle federal programs, the FDIC, the Federal

Reserve and the Office of the Commissioner of Insurance.

The rationale for creating a Flow of Funds account is that it provides a more
detailed picture of sources and uses of funds than presently available for specific
sectors. Thus, it would present in a coherent and systematic manner financial
information that may very well be available but in a fragmented manner. What
the Flow of Funds account would provide in detail are the financial transactions
between sectors and with the Rest of the World. The account can provide the
wherewithal for decision-making related to financial policies related to

promoting savings and investment.

One advantage, mentioned in the attached report, is that the account would
permit linking the financial and the real production activities and the
contribution of the former to the lafter. It would make possible more precise
information on the impact of financial variables (interest rates, for example) on
real economic activities across all sectors. One very major advantage would be
having a more precise information on how Rest of the World private financing
impacts different sectors. How much of investment comes from own sources,
from borrowing or from direct financial investment. This is, of course, valuable

information in policymaking related to promotional strategies.

Constructing a Flow of Funds account will not require a major investment and

can be done in a relatively short period.

THE INTANGIBLE ECONOMY

Intangible investments are considered to be crucial factors that determine the
competitiveness of an economy. They are strongly linked to knowledge-based
production and consist of interrelated activities: technological innovation,
marketing, information technology and training and education. Estimating total
infangible investments is hampered by differences of definitions, overlap

between the categories of intangibles, and coverage of the data.

T
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In a 2016 study for the DDEC, The Infangible Services Economy (ISE), a
methodology was developed to better account for the intangible economy. In
that study, ISE GDP represented $5,140 million, of which 37.3% is originated by the
telecommunications sector (NAICS 517), followed by the General medical and
surgical hospitals (NAICS 6221), with 31.6% and the management, scientific and
technological consulting sector, with 7.6%. These three sectors combined
represented 76.5% of ISEs GDP.

The businesses and companies in the ISE generate a significant amount in terms
of sales and revenues, about $8,213 million in 2012. This amount represented
11.5% of the Island’s GNP in that year. The telecommunications sector
accounted for 29.0% of the total sales/revenues, while general medical and
surgical hospitals generated 31.0%, and architectural, engineering, and related
services 8.2%, with those in management, scientific, and technical consulting

services generating 6.4%.

As of 2015-Q1, there were 2,523 firms in the ISE, the maijority of which were in
Medical and Diagnostic Laboratories (26.6%), followed by Management,
Scientific and Technical Consulting Services (24.9%), Architectural, Engineering
and Related Services (22.2%), and Computer Systems Design and Related
Services (12.6%).

In 2013, the gross domestic expenditures on R&D (GERD) in Puerto Rico
amounted to $450.0 million, according to the survey from the Institute of Statistics
of P.R., or 0.3% of the GDP. Of this amount, that for services (ISE) represented
68.9%, or $310.4 million. The GERD-performing institutions include firms in the ISE,
the government, non-profit organizations, and private and public higher-

education institutions.

The above numbers are from the 2016 study and were estimated for the project.
In effect, there have been no more recent estimates. Given the thrust towards a

knowledge-based economy in which Advanced Services will be key and in

T
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which R & D must play a leading role, having an accurate and continuing

accounting of these activities is essential.

THE INFORMAL ECONOMY

There have been a number of studies on the informal economy of Puerto Rico
that have resulted in a consensus that it is in the neighborhood of 25% of the
formal economy. It includes a broad array of activities that include drugs,
gambling, tax evasion, informal activities such as street vendors, barter, minor
construction activities and others. Although the underground economy s
partially accounted for in consumption figures, the income component is absent
from the accounts. In any case, not all informally generated income is
dedicated to reported consumption. Nevertheless, the very high rafio of
consumption to income in Puerto Rico for a number of decades can be partly

explained by the size of the informal economy.

Although COVID and, prior to that, the hurricanes and the earthquakes probably
changed the nature and size of the informal economy it remains a major
component of the economy and its existence has a direct impact on the fiscal
health of the government. Efforts have been made to reduce it, but with little
success. Access to federal aid will require certain changes such as having a
social security number, formal fitle to properties and, in some cases, a bank

account that will possibly improve reporting.

A number of approaches to measuring the informal economy have been used in
Puerto Rico in the various studies that can very well be incorporated in a
confinuing initiative by the PR Planning Board and incorporated in the SNA as an

appendix or a satellite account.

GOVERNMENT RESPONSE TO SECTION 205(A) RECOMMENDATIONS

On March 6, based on Section 205(a) of PROMESA, the FOMB made several
recommendations to the Governor of Puerto Rico on P.R.’s SNA and other key

indicators estimated by the PR Planning Board.

T
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In its response of June 274, the government indicated that it will not adopt or
implement the recommendations made, and initially adopted, by the PR
Planning Board of 2011 and 2016 (described above). Instead, it will concentrate
on implementing the recommendations made in the Congressional Task Force
Report on Economic Growth in Puerto Rico of 2016, to include Puerto Rico in the
statistical programs that are conducted by Federal agencies, including the U.S.
BEA, which relates to the new estimates of GDP for Puerto Rico, introduced last

year (as previously described).

Although the PRPB continues with its task of estimating the annual SNA, the
response re-states the commitment of the government to the U.S. BEA project,
which in its next stage will estimate the rest of the components of GDP. For 2018,
these will be estimated on a quarterly basis, and eventually for GNP. It is also
stated that the long-term goal is fo have Puerto Rico included in all the surveys
and data collection programs of the federal government on which U.S. BEA's
estimates depend on (p. 2). Since Act 141 of 2008, which re-organized the
Department of Economic Development and Commerce (DDEC), the PRPB is
now under the aegis of the DDEC, with the consequent integration of the
government’s statistical programs. It is logical to assume that eventually the
current detailed system of SNA and related accounts as estimated by the PRPB
will suffer significant changes, in general reducing the detailed information now
generated. > Indeed, this is clearly stated when the governor responds that
“Investing in modernizing the Puerto Rico Planning Board’s national accounting
system would be duplicative” (P. 3). That should be a matter for serious

consideration for the reasons described below.

As indicated previously, there are serious limitafions under the new scheme of
the U.S. BEA’s project that will have permanent negative impact on P.R.’s
availability of comprehensive macroeconomic data over time. Much valuable

economic data would be lost:

15 As published in the annual publications Statistical Appendix to the Governor, Balance of Payments, and Income and
Product.

T



ECONOMIC MACRODATA OF PUERTO RICO

Page 16.

1.

10.

11.

Detailed accounts of personal consumer expenditures (See Table 1 above,

and Table 5 of Income and Product);

The detailed information of the five accounts which comprise the SNA of

Puerto Rico (Income and Product and National Accounts publication);

The level of detail currently available for gross fixed domestic investment,
which distinguish between public and private investment in construction, and
by public entities, something that is very useful for government economic

policymaking;

No estimates of Balance of Payments, net returns (income) of non-resident
companies, flows of federal funds and fransfers, (The publication and Table

18 of the Statistical Appendix);
Consumer debt (Table 17 of the Statistical Appendix);
Financial assets of individuals (Table 16 of the Statistical Appendix);

Expenditures by federal agencies in Puerto Rico (Table 20 of the Statistical

Appendix);

Transfers between P.R., the federal and state governments, and other

nonresidents (Table 21 of the Statistical Appendix);

Federal grants to the government and municipalities (Table 23 of the

Statistical Appendix);

The fact that so far, the starting year is 2012, which when fully adopted will

preclude long-term economic growth forecasts for some time.

The update of Puerto Rico’s Input-Output matrix, currently estimated by the
P.R. Planning Board and available for the year 2007, will be eventually lost, as
according to the government response “the U.S. BEA does not have plans to

produce |-O Tables for Puerto Rico™ (P.4).
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RECOMMENDED ACTIONS

The present situation of the Island’s government makes it very difficult to

infroduce major changes in the SNA since priorities are on other more urgent

matters related to dealing with COVID, hurricane and earthquake recovery and

making sure that CDBG-DR funds are invested quickly and properly. Thus, the

recommendations below are of two types: those that are within the scope of

PRPB responsibilities and can be implemented relatively quickly with limited

needs for extra resources, and those that will require more effort and the

collaboration of other entities.

We believe that the SNA of Puerto Rico, with the following recommended

changes, should be maintained until a major overhaul is possible:

a.

g.

Revision of methodologies, possibly adding the segmentation of

production for export and for local consumption;
Change of the base year, which presently is set at 1954 prices;
Develop estimates on a quarterly basis, and;

Develop new price indexes to deflate the components of the rest of the
world account (Purchases and Sales) and of the other components of
GNP/GDP.

Improve timeliness of data publications (Fiscal 2019 aggregate numbers

took almost ten months to be made available).

Full implementation of the 2016 improvement plan of the PRPB, which

includes technical support from the U.S. BEA.

Efforts should be started to prepare the two satellite accounts described

below and a Flow of Funds Account.

The recommendations made here do not preclude counting on U.S. BEA's

technical support. DDEC's inclusion in this effort is essential since the Department,
under Act 141-2018, has direct responsibility for the SNA. It should be noted that,

T
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in its response to the FOMB the government indicated that the priorities of the
new Office of Economic Planning and Statistics created by that Act are “aligned

fo support the ongoing needs of the collaboration with the BEA.” (P. 3).

With respect to other changes that would involve agencies and private sector
entities, the PRPB would be involved but not as lead. What is being
recommended is the creation of satellite accounts for key sectors that are
currently not handled adequately in the SNA. In creating these accounts, the

PRPB would have a maijor role.

Satellite Accounts

Eurostat describes satellite accounts as follows:

“Satellite accounts as providing a framework linked to the central (national or
regional) accounts, allowing attention to be focused on a certain field or aspect
of economic and social life in the context of national accounts; common
examples are satellife accounts for the environment, or tourism, or unpaid
household work.

Satellite accounts are one way in which the SNA may be adapted to meet
differing circumstances and needs and are particularly useful for a regional
economy for reasons mentioned above. They are closely linked to the main
system but are not bound to employ exactly the same concepts or restrict
themselves to data expressed in monetary terms. Satellite accounts are intended
for special purposes such as monitoring the community's economic health or the
state of the environment. They may also be used to explore new methodologies
and to work out new accounting procedures that, when fully developed and
adopted, might become absorbed into the main system over time.

Saftellite accounts can meet specific data needs by providing more detail, by
rearranging concepts from the central framework or by providing supplementary
information. They can range from simple tables to an extended set of accounts
in special areas like for e.g. environment or education”.

What is being recommended is the initial creation of two satellite accounts for

the following:

The Advanced Services sector. As indicated above, activities related to
telecommunications, IT, R&D, engineering and design and other advanced
services are not adequately dealt with in the SNA. The possibility that
undercounting these services may intfroduce a downward bias in growth

estimates is a possibility. The SNA deals with the tangible economy adequately,
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but this is the segment of the economy that is not growing and, in fact, may very
well be contracting, not only in PR, but globally, with intangibles becoming more
important. As mentioned above, with PR moving towards a knowledge
economy, having better information on these activities in a continuing basis is

key. The Science, Technology and Research Trust would have a key role,

together with other entities such as the IT Cluster, the Engineers Association, and

others.

Tourism. Although tourism accounts for a relatively small share of GDP and GNP,
what could be called the visitor economy, that incorporates not just hotels but
the whole array of activities that are related to visitors to the Island, probably
makes a much greater contribution. Having this satellite account responds to the
need in a regional economy to highlight sectors such as advanced services and
tourism, that play a key role in the economy. An aftempt at gauging the size of
the visitor economy was made in 2016 for the Foundation for Puerto Rico, but this

effort was cut short because of funding issues. The PRPB would be the lead, but

the DMO, PR’'s Hotel and Tourism Association, the Paradores and other related

stakeholders would have to be involved in the effort.

Flow of Funds Account

Although at the moment it is not reasonable to expect that a major overhaul of
the SNA be commenced, it is felt that constructing a Flow of Funds account is a
possibility. AAFAF, OCIF, the PRPB and Hacienda can do so relatively quickly and
with little use of resources. As indicated, such an Account would provide major
benefits in better understanding not only the Island’s financial situation, but also
in gauging the impact of reconstruction and CARES funds coming into Puerto
Rico. AAFAF would most likely be the lead with the PRPB.

CONCLUSION

In sum, Puerto Rico’s SNA is outdated. Many of the problems have to do with the
fact that the PRPB’s budget has been reduced in a context where little priority or

aftention has been given to the SNA by the various Administrations. As indicated,
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given the post Maria, earthquakes, and COVID economic and reconstfruction
concerns, any efforts at a complete overhaul of the SNA would not be a priority
at this moment. Thus, the recommendations above should be seen as fransitional
and efforts begun to go deeply into what a new and more relevant SNA would

require.
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