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The fragmentary data now available for the first éparter of 195k
indicate that, glthough inventory liquidation continued through the first
guarter, there was also a decline in the remainder of total demand which
also contributed to the decline in gross output during the period.

The movement of inventories has thus far been the main factor %n
the decline in outiut but other forces have also played a role. The move~
ment of inventories itself reflects an imbalance between produvetion and
sales which began in early 1953. The rate of increase in other sectors
of demand slowed down after the second quarter of 1953 and thereafter,
could not offset the decline in demand for inventories and its depressing
impact on gross output. Thus, personal consumption expenditures on goods,
both dursable and non-durable, declined by over $3 billiocn betwesn the
gecond and fourth Quarter of 1953. Government purchases of goods end
services which had been rising up to the second Quarter of 193Z, tepered
in the latter ﬁalf of the year-

Thers are some signs that the decline in economic activity slowed
dovm or perhaps stopped, during the first quarter of 1954. Industrial
production declined relatively little between January and March. Unem-
ployment increased rapidly through February 195&, but then declined only
slightly from February to March. Retail ssles, which fell from a season=-
2lly adjusted monthly rate of about %14.5 billion in July 1953 to about
©13.6 billion in January 1954 have been holding since then: the level in
March was about the sawe ss in January. Despite the lowerlevel of eco-
nemic activity in general, total expenditures for new construction wers
at a record high during the first gquarter of 1954, about lg5% above the

corresponiing period last year-
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The U. S ecdnomy is at present in an especially ﬁncertain state
and it is not easy to determine in vhich direction it is likely to move.

This depends on the answers to several questions. To what extent has
the inventory liquidation run its course? What are the present prospects
for the other main sectors of demand apart from inventories? To what
extent is the apparent stabilization of the decline in economic activity
during the first éuarter of this year due merely to seasonal factors?

To what extent is 1t anvindication of a more basic change in the economy?

The question whether inventory liquidation has run its course is
particularly dgifficult to assess at this time. There seems to be in=
creasing evidence that in some gectors liquidation has gone about as far
as it will go unless it is fed by further secondary factors. Thug, for
example, indications are that liéuidation of steel stocks by both pro-
ducers and consumers of steel has tapered, if not temporarily ceased.
Steel production, though at a relatively low level in relation to ca-
pacity, seems to have stabilized. On the other hand, the situation in
the strategic automobile industry seems to be different. Despite the
fact thet production thus far this year has been substentially lower than
during the same period last year, stocks of new cars'in'fhe heands of deal-
ers are at or near record levels. Since spring is the season of highest
eales and production in the auto industry, this portends further diffi-

" eulties in inventories and production later on. Teking into account the
situation in that industry and, in addition, the fact that National Secu-
rity expenditures are scheduled to decline during this year, it seems
unlikely that inventory liquidation in the duraple goods industry, teken

as a whole, nas run its rull courses
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Consumer densnd may alsc decliae somewaai further. Irellidnary
findings of the survey of consumer finances made in January and February
indicate that current consumer plans and expectations for purchases of
most durable goods are somewhat below last year. Consumers plamning to
buy new automobiles within the year were Tewer in early 1954 than in
early 1@53 and the same was true for most furniture and major household
gppliance items. Personal consumption erpenditures for non-durzble
goods have been showing greater strength than those for durable goods.
Moreover, through the first quarter of 1954, decllnes in expenditures
for goods have been largely counterbalanced by increased expenditures
for services and, thus, total personal consuuption expenditures declined
only moderately.

As 85 result of increased expernditures by state and local govern-
ments, total goverument expenditures increaged during the latter half

of 1053 despite the reduction in Ngtionsl Security expenditurss. Govern=
ment spending in 195Lk, however, is expected to be about $1 or 52 billion
below 1953, reflecting a decrease of about 52 to $3 billion in Federal
expenditures and a further increase of $1 to $2 billion in state and
local expenditures.

The most recent survey of business plans for capital expenditures
indicetes a gchedvled level of 1954 business investment about b percent,
or about 31 billion, below that of 1953. The rate of invesy ment sched-
uled during the first hal; of 195k is above that scheduled for the year
as a whole, and only about $.5 billion below the average rate for last

vear. This implies, if the indicated schedule for the year as 2 whole
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turns out to be accurste, that there will be a further decline in capital
investment during this year, and tha£ the level during the second half mﬁy
be more than U percent below the average of last year. The implied level
Por the latter half of this year is almost $1 billion below the first half
and about 1.5 billion below the average for 1953.

As was noted above, total construction expenditures were at a rece~
ord high during the first éuarter of this year. Part of construction ex-
penditures are reflected in government expenditures and business capital
expenditures, already considered above. Private expenditures for resi-
dential construction are not so reflected, however. It is therefore sig-
nificant that, despite a general expectation that residential construc-
tion would decline a little during 1954, it has been slightly higher
during the first guarter than it was in 1953. It is likely that govern-
ment messures for credit relaxation during the later half of 1953 sxe
having an important effect on private residential construction and it
may be that it will increase further during the course of the year.

Different observers viewing the slowing down in the decline in
economic activity during the first Qparter of this yeax havé dravn dif-
rerent conclusions as %o its significance. Some have said that it her-
alds the end of the recession; others consider 1t due to seasonal fac=-
tors. TIn one sector, namely construction, there can be little d9ubt
that the high level of actiﬁity is more than seasonal. Apart from this,
however, the judgment may be ventured, that it ig a little premature to
conclude from the relative stabilization this spring that the economy

has stabilized and is due shortly for an upturn. There is a seasonal
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_peak in industrial production in February and March, in particular in
durable‘gobds, vhich is where most of the difficulty lies. There is
also a seasonal increase in employment in agriculture and construction
furing these months. The fach that unemployment rose from February to
imcch, even though the rise was small, is very significant and indicates
+hat caution is warranted in conclusions as to stabilization or upturn.
Though there have been some heartening signs recently, that indi-
cete gome degree of at least temporary stabilization, it is too early to

conelule that the factors making for decline in the economy have fully

[

et thelr momentume
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Fffects on Puerto Rico of economic recession in the States

Although it is still too early to know whether the decline in
Tusiness activity in the States will be. comparatively short and mild
or long and severe, it is not too early to begin thinking gbout some
of its possible CQnseunHQGS‘fOT Puerto Rico. So far, there have been
few observable effects on the Puerto Rican economy. The sharpest has
teen in migration where the vate of increase began to taper last July,
+urned into a decreage in Jamuary, and in February reversed ifself with
o small net return flow from the mainland. Certainiy migration in 1954

will be much lower than 1t has been for the past three years. In tour-

5

am there was apparently also a taperi

=

ng in the Fall and 2 small de-

e

cline in January. These are the only cignificant effects shown by the

data
+hat the effects on Puerto Rico have, thus
far, + declines ip the States have been 1n larm

income and in the demand for durable goods, such as housing, subtomobiles,
and steel. These durable goods are not produced locally for sale in the
gistes and the decline in income in the Stafeg hss been too smzll up to
now to affect the market for other local 1 products.

1f, however, the mainland recession cshowld continue for some tims

and particularly if it should become more severe, it would have z marked

effert on the Pusrto Rican econdo] The most cerious effects would be on
ation, on the industrialization program, and on the saleg of some loca

menufectured and agricultural products. These unfavorable etfTects would

.
A




-8
be partislly offset by favorable changes in prices and interests rates
and by counter-cyclical measures undertaken by the Federal Govermment.

As shown in the last year's Economic Report to the Governor, there
is a close relation between migration from Puerto Rico and the level of
unemployment in the States. ILower fares, generally good employment corn-
ditions, the movement to more places outside New York 03 ity, and the in-
creasingly large numbers of friends snd relatives to help at the start
have been the major factors in enlarging the wovement from = level of
about 32,000 & year ia the early postwar yearg to 75,000 in fiscal 1953.
In the face of this powerful trend, however, a small rise in unemployment
in the States, from 2 million in 1948 to 3.b million in 1949, resulted in
& swall decline in migration. Similarly the sharpest rise in migration
came between 1950 and 1951 when unemployment in the States dropped from
3.1 million to 1.9 million.

It seems clear from this reccrd that even a comparatively small

rize in unemployment, say from 1.5 1o 2.5 wiliion, would check the in-

crease in migration and that o further rise to gay 3 million would proba-
bly cause migration to decline. It is impossible to say at vhat point

the flow would be reversed but, with the unemployment compensation and
reliel’ standards now prevailing, it seems likely that unemployment would
have to be quite high for a considerable reriod of time before morse
FPuerto Ricans would return than depart. However, the concentration of
Puertc Ricans in service and agricultural jobs that bscome highly com-

a.
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+0 Puerto Rico. Returning population would severely aggravate con-
ditions here which, under such éircumstances, would already be critical.
The decline in the States has not yet had any visible effect on

our industrialization program. The wigor of that promotion effortand

the new techniques being used are increasing the number of prospective
companies and the number of factories actually being established. There
is no doubt, however, that if a recession should be long-continued or
should become severe that the program would be affected. Mere'avail~
ability of labor would not be much of an inducement to come to Puerto
Rico if there were several million unemployed workers in the States.
Depresgion, moreover, characteris%ically turns business planning to re-
trenchment rather than expansion. Many plants are shut down, few are
operating at capacity levels, and only the exceptionsl firms in a few
1lines undertake new or expanded operations. Tax incentives, however,
might tend to become more effective as businessmen sought to keep a
lzrger part of a shrinking tolml profit. Even g0, it would take pin-
point direction of the industrial promotion program to induce any sub-
stantial number of such firms to do their expansion here.

The decline in the States doeg not yet seem to have affected the

production and sales of local factories nor of our agricultural exports.

Moreover, even if it should become severe or be prolonged, the effect on
current production and sales would probably be less here than on the
mainland. Recession has marked differenceé in its effect on different
industries. Generally'speaking durgble goéds, especially durable pro-

ducers! goods are hardest hit. With a smaller volume of business,
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manufacturers use their old machines and do not build maﬁy new factorf
ies. Consumers keep the 0ld car, double up with another family, and
postpone the purchase of a television set. But people have to eat every
day. What they eat changes to cheaper foods but even in 1933 the total
tormnage of food consumed in the States was only slightly less than it had
been in 1929. C(lothes soon wear out ahd replacement maintains the volume
of production even though there tends 4o be & shift to lower~pricad arti-
cles. Since most of Puerto Rico's output is of food, clothing, and cother
non-durable goods the total volume of its production and exports should
be fairly well maintained even in the face of a rather 1agge decline in
consumer incomes in the States. |

Sugar consumption would probably shrink comparatively 1ittle and
with the established quota system it seems likely that any decline in the
value of exports would be less than the shrinkage of consumer incomes.
Home needlework, alresdy hard hit by foreign competition, would feel the
fuil impact of cuts in consumer purchases of this semi-luxury character.
Factory needlework, however, producing comparative necessities, might guf-
fer from price cuts but probably not severely in production. Only a few
of cur new plants are linked to the highly volatile durable goods indus-
tries and even some of them may be relatively depression-proof. Bpt de=
pression, surely, and continued recession, probably, would bring soume
business failures. One of the tests that some local plants would face
is that of comparative profitability with & similar plant in the States
owned by the same company. If either must be shut down, it would be the

less profitable.
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From the standpoint of prices and terms of trade, Puerto Rican

buyers might benefit from a recession. Consumer prices fluctuate more
widely here than on the mainland so the local consumer is relatively
better off when prices are falling or low. The price of sugar, our
main export, should hold up better than the prices of the food and masnu-
factured products we buy. Some of our manufacturing plants, however,
would be badly hit by declining prices and markets if there should be
s severe depression. This would undoubtedly give rise to many requests
for working capital loans.

Ugually in the early phases of a recession there is some tighten=-

ing of the money market by lenders. However, the Federal Regerve System

ususlly acts promptly, as it has already done, to lower reserve require-
ments and make open-market purchases of Government bonds. This pumps
credit out and supports the market for flotations of bonds needed to fi-
nance the deficits incurred by the Federal Govermment. In spite of this,
equity capital tends to become more scarce but more fundg are made avail-
able for high grade industrial, government, and municipal bonds. Under
these conditions and with continued maintenance of Puerto Rico's good fi-
nancisl standing, People of Puerto Rico bonds can probably be issued at
very low rates of interest as long as a recessicn continues.

There might slso be considerable direct as well as indirect benefit

0 Puerto Rico from the financial and other measures undertaken by the

Federal Covernment to combat recession. The Republicans would have a dif-

ficult choice to make in initieting counter-cyclical measures but an in-
creaseddeficit might seem the lesser of two evils, at least in election

vears. Increased state aid for direct relief, roads, gchools, and
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hospitals would be the result and, in view of even the present concern
ebout agricultural prices, vigorous farm price supports would also seem
likely. President Eisenhower has already recommended a lowering of the
down payments required on houses financed by F. H. A. -guaranteed mort-
gages. This would be of particular value to Puerto Rico becauge it
would bring in a flow of one type of mainland capital at a time when cther
investments might be dwindling and because it would support the construc-
tion industry which is an important source of employment.

Although cuts in militery expenditure are expected this year and
next, they will probably be largely in procurement end stockpiling. The
strength of the armed forceg is planned to continue st sbout the present
level and it is reasonsble to suppose that expenditures at military in-
stallations here will remsin about the same. There might even be an in-
crease resulting from expanded Air Foree training activitieg.

Altogether, Puertc Rico has comparatively little to fesr from a
mild recession. Net income in Puerto Rico, for exazmple, rose sharply
in 1949, 2 year of mild recession in the Sﬁaﬁeso A long period of stag-
nation or a sevére depression in the States, however, would create great
hardship. Migration would slow down, perhzps stop, and possibly reverse
itself bringing back to Puerto Rico people who would be unemployed and,
to some extent, displaced. Industrialization would also slow down and
business failures might even bring it to s halt at & time when ggricul=-
tural exports and farm incomes were slso falling., Under these conditions

®
it would be extremely difficult to maintain the existing level of living

Sudc;
=

- Puerto Rico, and practically impossible to continue the advance which

!—jl:

the objective of the economic develcpment program.




Commonwealth Product and Incoms

e

Under *the continued stimulus of favorsble business conditlons in

the States, Commonwealth gross product and net income continued to risge
in 1952-53. As in earlier years, increaged prices accountad for a large
part of their rise but, after a rough adjustment for price changes DY
mesns of the consumers' price index, the increases in resl product and

in real incoms seem to have been in the neighborhood of L, about the

some rate of incresse as in the preceding year nut only about half the

pedeit

\)1

vate maintained during 1949-50 and 1950~
The slackening in the rate of expension of total preduct and iln-

come, however, has coincided in time with grestly incressed m migration of

workers from Puertce Rico and with largsr industions of voung men into the

armed forces. Poth real net ilncome Pe¥ crorker and real gross product per

e

0

worker have risen rapidly and fairly steadily throughou® the L-yezr pe-
riod at an everage annusl rate of about 8.5

Turing 1952-53 the average emploved worker pr Lduced about 39%
gore real goods snd services than in 1548-49, Some of the causes and
the implications of this phenomenal rise in worker output are dizcussed

nopence in real gross

[l
3
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fol
s
pete

in ister sections of thig report. The
product and in real net income has besn less, sbout 28%, becsuse migras
tion snd inductions in the armed forcess have left behind a relatively

larger dependent population. Tven so, the improvemsnt in the level of
1iving implicit in such a figure ‘e g marked economic advence and 1t is

further analyzed in a later sectlon dealing with family incomes.

gome of the major econsmic developments during fizcal 1952-3

O
38
Al
D)
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T

reflected in the following teble which shows in 2 swwmary way the
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disposition of all the goods and servicks imported or produced in Puerto

Rico.
DISPOSITION OF GROSS PRODUCT AND IMPORTS (in millions of dollars)
1951-52 1952-53

preliminary
PURCHASED BY PUERTO RICANS
Consumers 820.9 893.9
Commonwealth and municipal governments 132.8 139.4
Investors . 1h5.3 141.3
Change in business inventories 28.9 - 6.6

1,127.9 1,160.0

PURCHASED BY. NON RESIDENTS

Federal Covernment ' 6.2 177.8
Other non residents 318.8 38,7
HES.O 56205

Total domestic production and imports 1,592.9 1,730.5

Less: Imports of goods and services 560.7 606.2

GROSS COMMONWEALTH PRODUCT 1,032.3 1,12@.3

Consumers'® purchases during the past fiscal year increased at gbout

the same rate (8.9%) as gross Commonwealth product indicating thet con-

sumers as a group shared fully in the economic adwance made during the year.

Az 1s characteristic of a period of rising incomes, consumption of luxuries
roge more rapidly than did consumption of necessities. While this is to be
expected in a free economy, the degree of difference is & matter of some
concern. Although food still remains nearly half ofttotal consumer expern-
ditures, the increase in food consumption was only 6.8% while purchases of
privete passenger cars rose 32%. Similarly, clothing purchases rose 10.5%
while jewelry sales jumped 50%. In both cases expenditures on the compara-
tive luxuries rose about 5 times as fast as expenditures for the compara-
tive necessities. This had implications for Commonwealth tax policy that
are discussed in the final section of this report.

Commonwealth and municipal government expenditures for goods and

services have been increasing relatively less during recent years than
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has gross Commonwealth product. During the past 4 years they have declined
slowly but steadily from 1Lk.L% of the total to i2.4%. Had they remained at
the 1948-49 proportion they would have been $20 million more in 1952-53.
This relative decline in expenditures may be partly a reflection of a smsl-
ler decline in the proportion of the gross product received by the Govern-
ment in taxes. Since government services sre gtill urgently needed, this
report contains in its final section some general recommendations on tax
policy aimed both at increasing revenues and at greater equity in the inci-
dence of the tax structure.

Expenditures by investors include those made by publically-owned
corporations as well as by private business firmg and individuals. The
small decline in the total is not so unfavorable a development as it might

gt first appear because of the substantial improvement during the year in

s

the internal patiern of investment. There was a sharp rise in expendi-
tures for machinery and eguipment ($9 million) and for private factory
buildings ($1.2 million). The decline was caused mainly by a drop in

private heusing ($13 million) from the very high level of the two preced-

ing years and by a smaller decline ($1.8 millicn) in the investment ex-
penditures of the public enterprises which, nevertheless, still remain

at

4]

relatively high level. The shift of investment from housing to

<

nzchinery is a healthy development from the gtandpoint of future pro-

&

duction and incomes.

The decline in business inventories is also basically healthy

i

development since it reflects a reductiorn in sugar stocks that were in

surpius under existing quotas. As is explained in s later gection,

3

unuenally early shipments of 1952-53 suger alsc account for about
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$25 million of the increase in exports, (purchases by other non residents)
shovn in the table. A large part of the remaining increase in exports
reflects increased production from the 81 new factories that started to

operate during the year.

e

In 1952-53, increased Federal expenditures accounted for more than
a third of the rise in gross Commonwealth product. This is somewhat less
than in the two preceding years but the total increase since Kbreé, $116
million, has been a major factor in increasing gross Commonwealth product:
and also, as is shown in the following table, in the rise of Commonwealth
net income.

INDUSTRIAL ORIGIN OF NET INCOME

1951-52 1952-53

preliminary

A1l industries 890.6 955.8
Agriculture 176k 160.3
Manufacturing and mining 107.5 122.5
Contract construction 39.9 39.8
Transportation 37.2 1.8
Communication, power, and gas 2.7 2.7
Trade 161.5 180.2
Finance 12.7 1.5
Government:

Federal 123.1 153.6

Commonwealth 79.2 83.5

Business enterprises 3.3 32.3

Municipal 8.2 8.7
Services 75.8 81.0
Real Estate ho.k k3.5
Miscellaneous 11.0 1L.7
Net capital returns =19.0 =20.3

As was also the case during the two previous years, wages and sala-
ries paid by the Federal Government, which include the pay and subsistence
of service men inducted in Puerto Rico, was the largest single factor in

the increase of Commonwealth net income. Since 1949-50, the Federal
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payroll has nearly tripled. Following trade and agriculture, it is now
the third largest sector of the economy and, since Korea, by far the most
rapidly expanding.

Net income in both manufacturing and trade increased by about 13%
in fiscal 1953. More than half the increase in trade is a reflection of
higher consumer prices in Puerto Rico, while in manufacturing, where most
of the output was sold in the U. S. market, the gain mainly reflects higher
productiono The rise in total manufacturing was held back, moreover,;by a
&2,b million decline at sugar mills.

A drop in net income from sugar cane accounted for nearly all of
ihe decline in agricultural income. The amount of decline was about that
expected from the imposition of éuotas and, with the carry-over now reduced
{0 manageable proportions, there should be little, if any, further decline
from this source next year. '

Construction activity maintained the very high level achieved in
figeal 1951-52 and there were moderate advances during 1952-53 in trans-
portation, finance, and the service industries reflecting the increased

primary income generated by manufacturing and the Federal Goverrnment.
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Migration, labor force, and employment

Migration again set a record in 1952-53, reaching a total of nearly
75,000, Sample data on the age and sex composition of the people leaving
the Island were compiled this year by the Bureau of Labor Statistices. They
confirm earlier estimates of the predominance of men and, to a much lesser
extent, of women of labor force age in the total. They also show that
there has been practically no net migration of people over 39 years of
age and that the number of children in relation to adults aged 20 to 39

it
is roughly half what/is in the populiation as a whole.

NET OUTBOUND PASSENGER TRAFFIC, 1952-53

Both Sexes Males Females

Age Groups No. % No. % No. %

All groups 74,063  100.0 18,604 65.2 25,999 34,8
Under 15 26,888 36,0 13,663 18.3 13,225 17.7
15 - 19 11,212 15.0 6,386 8.6 4,826 6.4
20 - 29 31,478 he.2 22,069 29,6 9,409 12.6
30 - 39 L,977 6.7 5,854 7.8 - 877 -1.1
Lo « 59 -2,61k =3.5 -1,239 =1.6 =1,375 =1,8
60 and over 2,662 3.6 1,871 2.5 791 1.0

The general implications of this mass migration were quite fully
analyzed in the 1952 Economic Report to the Governor. The fact that the
movement is still increasing only underlines what was stated there. Dur-
ing the last three fiscal years about 110,000 men aged 20=Llt have migrated
or have been added to the armed forces. About 20,000 women in the same
age brackets left Puerto Rico during the same period. Total populsation

has been almost unchanged during the period but it is made up of many
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fewer workers, especially men workers, and many more dependents, espe-
cially children. It should bs pointed out, however, that, even though
there has been a large relative increase in the dependent population,
the total number of children is less than it would have been without
migration. The departure last year of 26,888 children under 15 years
of age has lightened substantially the overload on our school system.
Moreover, it seems likely that at a later datethere will be a substan-
tial movement of children and other dependents to join the men who es-
tablish themselves successfully in the States.

Although it is expected that increases in the number of Puerto
Ricans in the armed forces will be smaller during 195354, migration
may continue to take out about 36,000 men of prime working age compared
with about 9,000 women. If business activity continues to decline in
the States, however, this movement will probably slow down and, possibly,
if conditions become acute, it may be reversed bringing back to Puerto
Rico substantial numbers of young unattached men and others who have
left during recent years.

Because migration and withdrawals to the armed forces have been
largely male phenomena, there has been a great difference between men
and women in labor force and employment patterns. Civilian male popula-
tion 14 years of age and over has been declining since 1950 at the rate
of about 10,000 a year and the male labor force has been declining even
faster. Male employment, however, has declined much less and, as a re=-
sult, there have been declines in male unemployment of 3,000, 6,000,
and 7,000 during the last three years leaving a total of only 37,000

unemployed men in April 1953.
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Female population 14 years of age and over, however, has increased
13,000 since 1950 while female employment has dropped hl,OOOo The women
who lost their Jjobs, however, dropped out of the labor market and the
4,000 new entrants in the labor force expected from rising population did
not in fact enter. As a result, the figure for female unemployment of
27,000 in April 1953 is practically the same as it was three years earlier,
Tﬁese 27,000 women were "actually seeking work" which is the standard defi-
nition for unemployment. Most of the hlyOOO women who lost their Jobs had
been engaged in home needlework and they did not lock for other work be-
cause they believed no suitable Jobs were available. Most of them, and
perhaps others, would probably reenter the labor markst if work was avail-
able. Clearly, providing Jjobs for women, both those who are now unemployed
and those who would reenter the labor market, should be a major objective
of employment policy today. The other major objective is off-season Jjobs
for cane workers. This situation would change considerably, however, if
there were much of a decline in migration. It would change drastically if
men should start returning from the States,

While improved management and advancing technology within individual
industries has undoubtedly contributed to the phenomenal increases in pro-
ductivity during recent years, it is clear that the bulk of it has conme
from shifts in employment from low to higher productivity industries and
from decreases in part-time and increases in full-time Jjobg. Along with
some reduction in male unemployment and withdrawal of women from the lsbor
market, there has been a striking reduction of under-employment in all its

various forms.
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The following table shows that practically all the shifts in the
structure of employment during the past three years have been out of the
industries in which net income produced per worker is small into those
in which it is higher. Govermnment employment, which here includes the
number of Puerto Ricans in the armed forces, nearly doubled its relative
amount between 1950 and 1953 and, because of high Federal salaries and
servicemen's pay, government employment yields a "net income" per worker
about double that for all industries. Employment has also been shifting
from low-income agriculture and home needlework into higher-income manu-

facturing and construction.

INDUSTRIAL SHIFTS IN EMPLOYMENT

et income
per worker

| (1951-52,
Industrial group 1949-50 1950-51 1951-52 1952-53 in dollars)
A11 industries 100.0 100,0 100.0 100.0 1,482
Sugar cane 14,5 13.7 b1 13.6 1,009
Other agriculture 21,8 19.2 18.1 16.3 - 830
Home needlework 8.5 8.9 5.6 6.1 119
Other manufacturing 9.1 9.0 9.5 10,5 1,815
Construction b5 Lol 5.5 6ok 1,208
Trade 14.8 15.0 15.6 k.2 1,718
Transport, utilities 5.2 .5 L.3 5.1 1,533
Gov't. and armed forces 8.3 10.8 13.5 15.3 3,021
Domestic service b7 b7 L,3 3.7 Log
Other services, finance 8.6 9.8 9.5 8.8 2,227

These structural changes in the economy probably account for the bulk of
the increase in total net income produced per worker since 1950. Over
the period as a whole and particularly in fiscal 1953, however, a reduc-
tion in part-time employment has tended to reenforce these employment

shifte, as the following table indicates.
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Over the period as a whole, the reduction in part-time employment

in agriculture has been about the same as the reduction in full-time employ-

ment and in home needlework it also reflects no more than the reduction of

total employment in this traditionally part-time industry.

FULL-TIME AND PART-TIME EMPLOYMENT
(in thousands)

Avergge for month of April

Tndustrial Group 1950 1951 1952 1953
Agriculture
Worked 35 hours or more 126 96 99 112
Worked less than 35 hours 10k 1k 110 92
Home needlework
Worked 35 hours or more 5 6 3 3
Worked less than 35 hours Ly L7 2k 25
A1l other industries
Worked 35 hours or more 248 255 227 253
Worked less than 35 hours 95 88 102 88

Tn other industries, however, part-time Jobs have declined while full~
time jobs have increased. If this tendency can be maintained, it will
contribute substantially to worker incomes and tend to promote more ef-

ficient utilization of labor in future years.
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Agriculture

Agricultural production declined during 1952-53, according to pre-
liminary data compiled by the Department of Agriculture and Commerce.
Physical volume of production dropped 11% from last year's level and gross
income from agriculture decreased 9%, from $234 million in 1951-52 to $212
million in 1952-53, in spite of a small increase in the general level of
agricultural prices. A severe drought during the first part of the year
and Quota restrictions in the sugar cane industry were mainly responsible
for this dxrop.

As shown in the following table, the total loss of $22 million in
+he value of overall agricultural production was almost all accounted for
by the decline in gross income from sugar cane and molasses. Thus other
reductions were offset by gains made in a few branches such as dalrying,
t@baccé, pineapples, truck garden products, and some of the starchy

vegetahles.

Sugar cane. After several years of vnrestricted production, the
sugar cane industry was subject again in 1953 to production allotments.
Cvrop vestrictions came at a critical moment when there was a carryover
of 250,000 short tons resulting from a record crop of 1,372,000 tons in
1552, Plantings under normal weather conditions and agricultural prac=
+ices were expected to produce not less than 1,365,000 tons of sugar,
vaw value in 1953. However, weather conditions were unfaverable, there
were scattered shortages of labor during the cutting season, and many

formers discontinued cultivation.
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AGRICULTURAL PRODUCTION
(in thousands of dollars)

1953 as % of 1952

Crop 1951-52 1952-53 Production Value

Total gross income 233,549 211,828 88.9 90.7
Principal crops 149,135 12k ,499 81.3 83.5
Sugar cane 122,737 103,437 81.1 8.3
Molasses 3,209 1,197 85.8 37.4
Tobacco 8,&39 11,156 122.1 132.2
Coffee 14,750 8,709 58.0 59.0
Livestock products 55,472 59,818 99.8 107.8
Milk 23,902 31,403 119.2 13C.9
Eggs L,522 5,392 97.3 119.3
Meats 26,968 23,023 83.0 85.h
Fruits 4,618 3,753 90.3 81.2
Pineapples 1,586 1,61h 108.6 108.6
Citrus fruits 1,11k 639 67.3 57k
Coconuts 1,065 589 92.5 55.3
Other 953 911 86.0 95.5
Food crops 20,817 20,085 g1.6 96,5
Starchy vegetables 12,793 12,973 95.0 10L.4
Truck garden products 3,46k Loae7 106.5 110.1
Legumes 3,141 1,813 67.2 57.7
Cereals 1,419 1,172 79.5 32.6
Other farm products 3,417 3,673 109.8 107.5

As a result the 1953 crop of
znd dericit allotments. The

of salez in the world market

Carry-over from 1952
Production

Total available

Sgles in world market
Original mainlanc guota
Beet sugar deficit
Local guota

BEstimated carry-over, December 1953

1,181,000 tons was somevhat less tham total quota

effect on the carry-over of this reduced crop and

wvas as follows:

70

1,080

37
110

thousands of
short tons

250
1,161
T3
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The 134,000 ton surplus is about normal and will notvreduire further crop
reduction in 195k,

Since the present apota is fixed by law and will be in effect until
1956, the only chances of sugar expansion before then fest on saleg under
the Mutual Assistance Program or on larger participation in the reallotment
of deficits of other producing areas., Under these circumstances it is un-
likely that the sugar cane industry will regain its former level of income,
at least during the next two fiscal years. The Commonwealth Government
tried to work out a plan to avert this loss but no agreement could be
reached with U. S. Secretary of Agriculture.

Farm income from sugar cane was also affected adversely by a decline
in the price of blackstrap molasses from 23 cents a gallon in 1951 to an
average of 13 cents during 1952-53 and to less than 5 cents at present.
This represents a further reduction in income to farmers since their share
from blackstrap molasses is 65% of net proceeds in excess of 5 cents per
gallon. Conditional benefit payments which in 1951-52 amounted to $17.1
million are expected to decline to about $16.4 million. Also the sale of
70,000 tons of sugar in the world market at prices substantially lower than
the domestic level represented a loss of income to the industry.

Rasic wages of cane workers were increased 6% in 1953 but the num=-
bher employed was 131,000 in April, 9,000 below the April peak last year.
There was, however, a marked decline in part-time work and a corresponding
incregse in full-time employment.

Some of the more progressive farms have adopted improved cultiva-

tion, irrigation, and fertilizing practices with substantial savings in
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labor costs and increased productivity in these operations. Also, sucrose
content of sugar increased from 10.8 per cent last year to about 11.5 this
year which tended to increase productivity in terms of tons of sugar per

man~day. These factors were not sufficient, however, to offset the dimine

ishing effect of a restricted crop on productivity.

The Guaranteed Minimum Price Progream, the egtablishment of new
processing plants, and éuota allotments of sugar have stimulated a few
cane farmers to devote some of their lands to other crops. Central Aguirre,
for example, started planting cotton and sweet potatoes in 1952 and the re-

sults of their first year's experience led them to increase greatly the

acreage devoted to both crops. In the long run, agricultural diversifica-
tion in the large sugar estates to provide year~round jobs will be the most
effective check to out-migration from the farms. Increased mechanization
will also tend to raise productivity and wages. The present unemployment
compensation program for‘workers engaged in this industry is not an ade-

éua%a substitute for steady jobs at good pay.

Coffee. Consistent with the production patiern of recént years,
there was a lean coffee crop in 1952-53 of only 17%,000 hundredweights
Tollowing the very good one of 300,000 hundredweights in 1951-52. TITn the
same pattern, the 1953-54 harvest is expected to be up again, reaching
gbout 315,000 hundredweights, roughly 65,000 hundredweights above pressatl
consumption.

The world price of coffee has been increasing and, because of an
expected reduction in Brazilian production, it may rise above the present

quotation of 58 cents per pound. The present ceiling in Puertc Rico is
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50 cents. In view of this market situation and the expected large crop
in 1953-54, an appropriation of $500,000 was made in November 1953 to
the Economic Stabilization Administration for purchase of a coffee re-
serve, This will tend to hold up prices for farmers in a year of heavy
production and protect the interests of consumers if there should be a

small crop next year.

Tobacco. The 1952-~53 tobacco crop amounted to 343,000 hundred-
weights, 62,000 hundredweights above the 1951-52 crop and, although
tobacco prices declined from 100% of parity last year to 92% of‘parity
this vear, the 1952-53 crop was sold at a higher average price because
of improved quality. Thus, volume of production increased 20% while

farm value increased 32%, from $8.4 million to $11.2 million.

Livestock Products. The dairy industry continued its upward trend

atarted a decade ago and milk production went up 19%, from 157 million

Quarts in 1951-52 to 187 million in 1952-53. Milk and eggs accounted for

23171 the increase in the farm value of livestock products since there were

declines in the value of meat products.

Tn gpite of a larger than usual milk surplus during the flush sea-~
son (April and May), milk prices maintained their official level and farm
velve of milk increased 31%, from $24 million in 1951-52 to $31.k million
in 1952-53, TIncreased local surpluses in the face cof increased imports
veveal the weaknesses of the present pricing and marketing system. The
fact that imports of milk and milk products increased fromw $9.3 million

to $10.1 million during the past year in spite of the increase in local
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production suggests that consumer incomes have greatly increased and that
there is ample room for subsequent expansion in this industry, even with-
out the additional demand that might be generated through a decrease in

the price of this basic commodity.

Fruits. Among the fruits, pineapple was the only one whose pro-
duction and value increased over the previous year. Private interest in
the pinespple industry has been waning but the Land Authority has been
gradually increasing ite plantings. These were sufficient to offset the
effect of decreased private plantings and to net a small incresse in pro=-
duction over last year. Pinezpple prices maintained their relatively
high level of the previous year. Sales of fresh pineapples increased,
especially in the local market.

There were declines in the value of citrus fruits (L43%), coconuts
(L5%), and other fruits (L%). Citrus fruits and, to an even greater ex-
tent, coconuts suffered more from price reductions than from decreased
production. ILower prices for coconuts resulted from more severe compe-
tition in the Mainland market. BRad weather conditions not only reduced
the quantity of citrus fruits but alsc the quality of the crop and thus
resulted in lower prices. The net change in the fruits group as a whole

wvas a decline of 12% in production and 19% in wvalue.

Starchy Vegetables. The farm value of starchy vegetables in-

creased slightly (1.4%) in spite of a 5% decrease in volume. Among this

group, the production of sweet potatoes decreased 28%, plantain 6%, and

banznas almost 13%. Bananas also were sold at & lower price than last year,
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probably on account of lower épality, and their farm value declined from
$h.b million to $3.6. Potatoes and plantains commanded higher prices a5
a result of lower supplies and sustained demand from existing processing
plants and new export outlets. On the other hand, both the physical pro-
duction and value of taniers, yams and dasheens (included among "other
starchy vegetables" in the preceding table) showed marked increases. On
balance, the starchy vegetable group more or less maintained the previous

vear's level.

Other Food Crops. Cereals, declined both in amount and value.

The gain made by rice was not sufficient to offset the loss suffered by
corn, which apanti%atively is a much more important item. Here again,
the effect of the drought was refiected.

A1l truck garden products showed increases in production ranging
from 1.14% (tomatoes) to 40.7% (cabbage) and there was an average increase
of 19% in value for the whole group. It is worth mentioning that the
first hydroponic acre of tomatoes in Puerto Rico produced over 25 ‘tons
in its first crop. Its high-éuality product was sold at relatively high

prices and four more acres have since been constructed and planted.
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Manufacturing and construction

Manufacturing activity increased substantially during 1952-53 with
net income rising from $108 million in the previous year to a preliminsry
estimate of $123 million. Average employment was about 8,500 above

1951-52, In the fall of 1952 there was a large but temporary gain in the

depressed home needlework industry which raised its average employment from

33,600 for 1951-52 to 36,600 in 1952-53, By April 1953, however, this gain

had been wiped cut and employment in the industry totalled only 30,000,
There was another large employment increase of a temporary nature that cc-
curred at about the same time in tobacco stemming factories. But even sx-
cluding these transitory increases during the year, there was a gain in
total factory employment of about 5,500. An even larger increage took
place in the new factories establighed under EDA guspices but there were
offgetting declines in the older industries, particularly sugar mills and

canneries,

The Tollowing table sghowz the changes that took place between 18951-5

aod 1952-53 in the net income of the major groups of manufacturing indus-
tries, All 1952-53 figures are estimated on the basis of preliminary and
incomplete data. The sugar éuota situation described above accounts for
the declins of $2.4 million in the net income of sugar mills and also zc-
counts in large part for a 16% decline in the fertilizer industry, which 1
included in the chemicals and allied products group. Other industries in
the chemicals group, especially pharmaceuticals, rose sharply during the
year, more than offsetting the loss in fertilizer. The small decline in

net income from cement was caused by a loss in exports to Venezuela and

n
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Cuba. Iocal cement consumption in fiscal 1952-53 was about the same as
in the previous fiscal year.
MANUFACTURING NET INCOME
(in thousands of dollars)

Industry 1951 - 52 1952-53
(preliminary)

Total manufacturing 107.5 122.5

Food and kindred products . Lk, 8 16,1
Bakery products 3.8
Sugar mills and refineries 31.0 2
Beverages 6.3
Other foods 3.8
Tobacco products 5.5
Apparel and textiles 21.6
Wooden products and furniture L b
Printing, publishing, and allied trades 3.3
Chemicals and allied products 6.9
Stone, clay, and glass products 9,9
Cement, quarries, and gravel
Pottery, glass, and concrete products
Metal and machinery products 5.6 6.6
Paper, leather, and miscellaneous
manufactures : 5.4 9.5

w Oy
w Oy

Apart from the decline in income from sugar mills and a continuation
of the decline in pineapple canning that has persisted since fiscal 1949,
most of the other food processing industries increased substantially. The
beer industry has multiplied its production about 5 times since 1948-49
providing for the entire increase in local consumption. Imported beers now
account for less than 30% of the total instead of more than 60% as in fis-
cal 1948-L9,

The higher net income from tobacco products 1s largely a reflection
of last year's large crbp on the activities of stemmeries. Cigar production

vi111l become impoftant only after Consolidated gets into full-scale operation.
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Large increases in apparel, metal and machinery,vleather, and
miscellaneous industries reflect primérily the establishment of new
plants jn these industries under EDA auspices and to a lesser degree
the growth of plants previously established. The temporary recovery
in home needlework added comparatively little to net income; nearly all
the increase in the apparel;group resulted from higher factory output.

Fmployment in the‘cdpstruction industry as a whole, which in-
cludes roads and other public works as well as building construction,
was considerably higher in 1952-53 than in the year before. The total
value of building permits issued, however, was about 8% lower whigh
suggests the likelithood that there may be a decline in building con-
struction during the current year. The value of permits issued for
private building increased éomewhat and there was a substantial in-
crease in the permits for béth private and public industrial‘structures°
Permits for public housing,-however, fell sharply from $13.6 to $5.1

million which accounts for fhe decline in the total.
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External trade and the balance of payments

Both imports and exports reached record levels in 1952-53 and, as
the following table shows, there was a small reduction during the year
in the deficit in merchandise trade.

EXTERNAIL, TRADE OF PUERTO RICO
(in millions of dollars)

Exports TImports
Commodity Group 1951=-52 1952-53 1951=-52 1952-53
Total 257.0 318.8 48,1 495.0

imals and animal products 7.1 9.6 4.0 78.9
Vegetable products 159.3 182.0 92,9 107.8
Textile fibers and manufactures 56,k 73.8 Tho2 79.2
Wood and paper 4.0 3.8 25,0 26,5
Nonmetallic minerals 7.0 8.4 33.8 35.6
Metals and manufactures 3.2 3.5 31.9 31.2
Machinery and vehicles 2.3 4.8 59.9 72,6
Chemicals and related products k.2 5.9 34.0 34,6
Miscellaneous Ts3 19.9 22.3 28.6
Re~exports 6.1 Tol

Exports rose $61.8 million to & record total of $318.8 million, while
imports rose $46.9 million to a record total of $495.0 million. The
resulting small decrease in the merchandise trade deficit reflects a
temporary situation involving shipments of sugar explained below. Had
it not been for this factor, the excess of imports over exports would
nave agaein increased as it has in all but two of the postwar years.
Sugar contributed $25 million of the $61 million increase 1n ex-
ports during 1952-53. This was due, however, to the fact that the 1953
crop was shipped earlier than the 1952 crop. It can be expected, there-

fore, that sugar shipments will be lower during the current fiscal year.
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On the other hand, the increases shown in the other commodity groups re=
Tlect real expansion of production. The largest increases were in the
"textile" and "miscellaneous' groups which include many of the products
made in the factories established under the manufacturing promotion
program.

Increases in imports were moderate in most commodity groups except
"vegetable products", "machinery and vehicles", and "miscellaneous" which
increased 16%, 21%, and 28% respectively. Imports of many food items
were higher than in the previous year, led by a $6 million increase in
rice. OF this $6 million, however, about half was due to higher prices.
The guantity of all vegetable food products imported from the States in-
creazed by about 9% and, since population did’not increase during the
year, 1t sppears that the per capita consumption of imported food has
risen corrvespondingly. Consumer items, mainly passenger cars, accounted
for $5.5 million out of the total increase of $12.7 million in the "machine
ery, vehicles" group. The remainder represented chiefly larger imports of
machinery and other capital goods. The percentage rise in the consumer
items in this group, however, was nearly twice as great (32%) as that for
caplital goods.

Deta are not yet available for computing the 1952-53 balanee of
payments . = the basis, however, of the changes in merchandige trade shown
atove, it seems likely that the general pattern of the balance of payments
was about the same as in the previous years for which data are shown in
the table. Undoubtedly the deficit in merchandise trade during 1952-53
wee offget in large part by expenditures of the Federsl Govermment and

moat of the remainder was probably financed by additional borrowing.
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BATANCE OF PAYMENTS
(in thousands of dollars)

1949-50 1950-51 1951-52
Purchases from abroad
Merchandise 346,237 439,397 449,978 -
Services 1/ 89,615 oL, 846 114,633
Total 435,852 534,243 5654 ,611
Sales abroad
Merchandise 255,928 291,785 279,530
Services 2/ 153,438 173,430 213,575
Total 109,366 165,215 193,105
Excess of purchases over sales -29,L86 -69,028 -71,506
Means of financing the excess purchases
Increase (£) in outside claims on
Puerto Rico
Loans from Federal Agencies £ 3,167 £ 4,khos5 £ 8,218
Commonwealth, government corporation,  £29,4k6 £23,849 - 2,854
and municipal debts .
Debt of the housing authorities £ 3,680 F 2,848 £31,k29
Other mortgages £ 2,183 £20,438 £19,339
Direct investment £ 8,592 £11,276 -11,255
Other ‘ - 837 £19,971 - 2,562
Total 46,231 £82,787 #6k,825
Decrease (/) in Puerto Rican assets abroad
U. S. Govermnment securities - 5,116 -13,694 - 9,903
U. S. Currency ' - 2,946 -10,468 - 7,669
Bank balances F 7,701 £15,089 £16,998
Other ’ -11,560 £ 2,603 £ 1,593
Total -11,921 - 6,470 £ 1,019
Error or omissions - 7,824 - 7,289 £ 5,662
A1l means of financing £26,486 £69,028 £71,506

;/ Includes remittances to individuals and institutions.

g/ Includes remittances from individuals and institutions, subsidies,

veterans' benefits, and Federal grants-in-aid.
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Recent changes in exports, imports, and the balance of payments
can be better understood when viewed in the perspective of the net bal-
ance of Puerto Rico's current transactions and the means of financing
this balance during the period 1942-1952 as showvn, in millions of dol-

lars, in the following table.

Balance of Net change Net change
goods and in external in external
Period services liabilities assets
1942-19L6 379 1 381
1947-1952 =347 240 =120
1942-1952 32 21 261

Statistical discrepancy: $12 million

During the war years Trom 1942 through 1946, exports of goods
and services, including other current payments sguch as grants-in-aid
from the Federal Govermment, exceeded imports and ofher current pay-
ments by about $379 million. Since there was only a negligible change
in liebilities to the outside world, the export surplus resulted in a
roughly equivalent incresse in external assets.

During the postwar years, from 1947 through 1952, exports and
other current receipts were $347 million less than the corresponding
imports and other payments. This excess was partly financed by the 1li-

iuidation of external assets accumlated during the war ($120 million)

but mostly by an increase in borrowing and other transsctioms that result

in claims by non-residents on Puerto Rico ($2L0 million).
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The fact that over the ll-year period as a whole external assets
have risen slightly more than external liabilities must be interpreted
with caution. The latter now amount to something over $350 million, not
counting direct investments iﬁ Puerto Rico, an amount consisting almost
entirely of bonds, mortgages, and other debts of the Commonwealth Govern-
ment and its agencies, the municipalities, and the public at large. At
least $127 million of the total, for instance, represents debt on housing,
including both the amounts owed by private persons and by the public houg-
ing authorities. An additional $109 million was owed by governments and
governmental agencies other than the public housing suthorities. This
debt requires substantial annual interest and amortization payments which,
in turn, require the transfer of real resources, that 1s, goods and serv-
ices, from Puerto Rico the the Mainland.

The external assets, on the other hand, are mostly of the kind that
produce no income, snd are not readily available for use by Puerto Rico.
Of the net increase of $261 million shown in the table, $106 million repre-
gented the net inflow of U. S, currency. This inflow resulted mainly from
local needs for currency for circulation purposes, and this currency cannot
be withdrawn from circulation so long as it is needed. An additional part
of the $261 million represents the increase in externsl assets of the banks.
These agsets, plus currency on hand, constitute the reserves of the Puerto
Rican banking system, and also can not be drawn below & certain minimum

point so long as bank deposits remzin at their present level.
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Thus, to a large extent, the increase in external assets cannot be
said to offset the increase in external liabilities. However, to the ex-
tent that this debt to the outside world has been matched by increases in
productive capital assets in the Island - either governmentally or priva-
tely owned - means have been provided to generate the real production nec-
essary to service the debt. It is from this point of view, for example,
that twice as rapid a rise in passeger car imports as in capital goods

imports during the past fiscal year is a matter of concern.
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Family income

ihe results of two surveys made by the Bureau of Lebor Statistics,
one on the incomes of all families and individuals in i950 and the other
partial data on the incomes of wage earner's families in 1952, have re-
cently become available. What follows is based mainly on a statistical
analysis of the earlier su;;e&a in this analysis the incomes reported
by sample families to BLS enumerators heve been adjusted upward so that
they conform to the total amount of money income and income in kind es-
timated to have been paid out in 1950.

Without going into the statistical detalls involved, it was esti-
mated that, if the total income goal is achieved 1n 1960, the average
value of government services to a family would then be about $ThC. Thus
ﬁhe’$2,ooo minimum family income goal would require a total of $1,260 of
meney income and income in kind. Of the 423,000 families in Fuerto Rico
in 1950 it was estimated that 21k ,000 had money incomes and income in
kinc below $1,260 and that the other 209,000 families were then at or
sbove the 1960 minimum goal. The following table shows some of the major
differences between low-income families and families that had already in
1950 reached the $1,260 goal for morey income and inqome in kind.

These data show that rursl areas are the main site of poverﬁ& in
Puerto Rico and that its main csuses are unemployment and underemployment .
Three-quarters of the low-income families in Puerto Rico live in rural
sreas and the heads of nearly =1l of them (70% of the total) are unemployed
or working in agriculture or home needlework. In contrast, the higher-

inrome families are about evenly divided between city and country, and
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nearly two-thirds of the heads of these families have non-agricultural
jobs.
About 21k4,000 About 209,000 fam-

families with ilies with incomesg
incomes under $1,260 of $1,260 or more

Size of family 5.0 5.2
Employed workers per family 1.2 ‘ 1.5
With no labor income 21% 15%
Part of income from wages 65% 70%
Living in urban areas 25% - L8%
Living in rural areas 75% 52%
With male head of family 78% 89%
With female head of family 22% 119
Head of family ) 100% 100%
Unemployed or not in labor force 22% 11%
Imployed ing
Cane 18% 10%
Other agriculture 27% 11%
Home needlework 3% 2%
Subtotal 707 36
Services 8% 8%
Trade &% 169
Manufacturing 5% 10%
Construction 5% 8%
Transportation 2% 8%
Government and other o 12%
Subtotal 30% 557,

Contrary to general impression, the low-income family is slightly
smaller and has an appreciably lower average number of employed workers .
The small difference in size may reflect the fact that newlwaormed fami~
liez tend to have lower incomes. The smaller number of workers per fam-
ily is, of course, a major causal factor. Families have low incomes when
family members cannot find work. Iow income families derive a smaller

part of thelr income from wages than do higher-income families.
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Tn anslyzing the date in the lower part of the tablg showing the
industrial sttachment, if any, of the head of the family, care must be
- taken not to assume that it is merely the low wage level of an industry
and, therefore, of the family head thal alone causes the low family ine-
come. Actuslly it appears that a very large part of the higher-income
families reach these brackets beczuse they have secondary wage earners
whose inccomes supplement and oftten exceed that of the family head. For
xample, most of the families above &1,260 whose heads are employed in
home needlework obviously must have supplementary income of some kind.
Only in transportation and in government is the median wage or salary
high enough te provide an annual inccme of $1,260, For most people in
other industries, the attaimment of a $1,260 family income must be the
result of supplementary earnings, other forms of income, or both,
The foregoing indicates the very great extent to which lack of
jobs causes poverty. One of the most important factors in rural poverty

s the laclk of supplementary job cpportunities at any time of year for

o

secondary workers and during the dead season for cang workerg., There
sre almost none, apart from home needlework. This accounts for the fact
that over two-thirds of the families whose heads depend on agriculture
have low incomes, while in service industries where the median wage is
mich lover ($8.70 & week during April, May and June 1952 compared with
$11,70 for agriculture) only gbout half the families have low incomes.
Most gervice jobs are not highly seascnal, and they are located in the

city where there are many more opportunities for supplementary work.
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Undersmployment as well as unemployment tends to increase the bhur-
den of poverty in the rural areas. There, only about half the people who
have jobs work as long as 35 hours a week. Moreover, many of those who
report themselves as working full-tims ars self-employed farmers working
on such poor or small farms that no possible.ammunt of work would produce
an adequate income. In urban areas, on the other hand, only about a third
of the workers have part-time jobz and, except for cigar makers and géople
in a few of the service industries, thé self-employed generally fare at
least as well as employees.

During the past 2 1/2 ears, there have been large enough changss
in income and employment to alter the 1950 picture congiderably. Retween
calendar 1950 and the figcal year 1952-53, preliminary estimstes show an

z21th ne
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increase in real Commonwe income of 16%. Family money income and
incoms in kind probsbly increased slightly less than this becauge of de-
clinesg in trsnsfer payments (to veterans ) not included in the net income
date. Assuming that the incresse was 15%, totel family money income and
income in kind in 1952-53 amounted to about $E4T million in 1950 prices,
compared with $762 million in calendsr 1950. Between the two pericds there
was probably nc substantial change in the nurber of familieg. Thus IEEb-
ured in 1950 prices, the hQB,OﬁO families in Puerto Rico had an aversge
inccme in fiscal 1953 of approximately $2,000.

At this average income level, it is estimated that about 37% of the
families (157,000) had money incoms and income in kind below $1,000 and
63% ztove. TIn 1950 about 177,600 families were below $1,000. This =p-
parent decline of about 20,000 in the number of low-income families and

the corresponding increase in higher-income families during the pericd
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coincides with changes in the economy and shifts in population of the same
general nature as those indicated above -- marked declines in agricultural
employment, unemployment, and underemployment and relative increases in
the higher paid lines of non-agricultural em@loymént, especially govern-
ment. This implies a continuation and probably an acceleration of the
movement of population to the cities shown by census data for the 1940
decade,

Preliminary dats from the 1952 survey of the incomes and expendi-

tures of wage earner's families have recently become available. Because

of the nature of this study, the response of the sample families inter-
viewved was probably much more complete than it was in the 1950 survey,
perhaps covering 90% cr more of the income actually recelved. The reported
average income of wage earnsr's families {that is, those vwhose principal
income was from wages rather than salaries, business, or other Sources ) was
$1,058° The study shows that hslf the wage earner's families in 1952 ware
below $919. Allowing for about 10% under-reporting, this would mean about
50% of wage earner's families under $1,000, a result that would seem to be

£ 37% for all families,

reasonably consistent with the above figurs o
This 1952 study for wage earner's families includes the value of

any food they produce for home consumption. Apsrt from this, it is directly
comparsble with a 19%1 study and it shows an increase of 68% in average real
he 11 years. The increage in real per capita Commonwesalth
nat income during the same period was 47%. Even allowing for considewrable
ervor in either or both sets of data, it can now be said for the first time
1rith zssurance that vage earners and their families have benefited at least

gs much as other people from the economic progress of Puerto Rico.
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Price Movements

Prices in Puerto Rico tend to follow the general trend of prices in
the mainland. Since, however, food has a larger weight in the family bud-
get here (51%) than in the continental United States (30%), changes in the
price of foodstuffs produce a much larger effect on the general index in
Puerto Rico.

After price controls were lifted, consumers' prices rose rapidly
reaching a peak by the end of 1947 in Puerto Rico and by the third QUarter
of 1948 in the States. Most of the increase in Puerto Rico was caused by
a general rise in the prices of imported foods, especially rice, pork, and
lard. Reduced demsnd and larger production cgused a decline in the cost of
living on the mainland from late 1948 until the middle of 1950. A large
part of the decline was due to decreasing food pricez, and because cf the
larger weight of food in our family budget, the index of consumers' prices
showed a greater decline here than in the States, as indicated in the ac=
companying chart.

However, when the movement was reversed after the outbreak of host-
ilities in Korea, the upsurge was accentuated in Puerto Rico by the rspid

climb of locally-produced food prices which had remsined relatively stable

until then, as shown in the charts. The rise was so rapid here that, start-

ing from a lower level, the food index soon surpassed the mainland rate and
amount of increase. Since the begimning of 1952, food prices in the Statesg
have remained stable or decreased slightly, but in Puerto Rico they have
continued to rise.

Changes in clothing prices were similar to those of food up to the

middle of 1950, but after Korea their rate of increase has been less rapid

N
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and they have remained relatively lower.

Rents remained well under control in Puefto Rico until the lstter
part of 1951 although they had been rising steadily in the Mainlando Due
to statutory authorization of z 20% increase and also authorization to pass
on to tenants increased taxes and operating costs, there was a sharp rise
in rents between September 1951 and March 1952. TIncreases since then have
been moderate.

The consumers’ price index reflects, usually with sﬁme lags, move-
ment in wholesale prices. It must be remembered that changes in different
commodity prices have different effects on the index. For example, & 107
drop in the price of rice has much more weight than & 10% drop in the price

of lard because of the larger amount of rice that is consumed.

WHOLESALE PRICES OF FOODSTUFFS

(1947 - 1949 average = 100)

‘ June
Cormodity 1947 1948 1949 1950 1951 1952 1953
A1l fodd-
stuffs 106.5 106.h 87.1 85.9 93.4 97.3 102.6
Rice 104,2 109.5 86.3 83.2 942 105.5 122.2
Beans k.7 108.1 T7.2 72.0 81.8 80.5 9.6
Sugar 1049 97.8 97.2  100.8 105.2  107.0  107.0
Lard 123.8 108.5 67.6 68.3 91.5 6L .8 62,4
Pctatoes 98.5 99,8 101.6 91.5 72.0 112.0 83.1
Codfish 1004 100.2 99,4 96.0 89.9 97.5 9.5

The sverage wholesale price of all foo&stuffs reached a peak in 197
and part of 1950 and then resumed an upward trend after Korea. This moves=
ment is similar to that shown in the chart for consumers prices of imported
food, except that consumers® prices have risen somevhat faster than whole-

gsale prices since Koresa.
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Recent Commonwealth budgets

Totgl funds appropriated by the Commonwealth Govermment or‘made
available by the Federal Covernment for 1953=5L are about $6 million less
than in 1952-53. There were also substantial internal shifts in their
allocstion to functions in the various priority groups. Appropriations
for priority IV functions increased $2 million. Appropriations for "gen=-
ersl sdministration” increased $2.6 million mainly because of expansion
in the size of the legislature, and "services not classified” by function
were $3.2 million higher mainly beczuse of the inclusion in this item of
g lum gum for salsy~ increares in the =arioun ageacies.

Funde availatls for prioritr I iters, on the other hand, are nearly
$13 million less for the current fiscal year than for 1952-53, and $2.5
million iess than for 1951-52. This reflects, in part, large approprisa-
+ions for irrigation aspects of the lajas Valley project and for the Cen-
tral Market which were made in 1952-53 but which will be spent in later
vears. Thus, an incresse, rather than a reduction, is implied in agricul=-
tural development activities. Mozt of the remaining reduction is accounted
for by the lower cepital appropriation made for PRIDCO, $4 million for the
current yesr compared with $8 million in the two preceding years. Lven
here, however, no reduction in activity is contemplated because it is plan-
nad that PRIDCO will obtein additional funds by borrowing from the Govern-
ment Development Bank or by conversion of some of its existing assets.

The other major changes for 1953-54 were the acceleration of the
educational program, continued increasing emphasis on preventive health

meagures and public housing, and reduced appropriations for roads.
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RECENT COMMONWEALTH BUDGETS, BY PRIORITY

1951-52 1952-53 19535k
"Thds., ¥ % ' Thds. ' % ' Tnds. ' &
Function ' of ' of ' of f'of ' of ' of

'dollars' total' dollars "total ¢ dollars ‘total
PRICRITY I 35,809 23,9 46,210 27.1 33,358 20.2
Tndugtrial development 11,450 7.6 12,884 745 7,974 4.8
Agricultural development 5,654 3.8 1,203 8.3 6,604 L,0
Externsl transportation 2,710 1.8 3,673 2.2 1,388 o8
Education 15,995 10.7 15,450 9.1 17,392 10.6
PRIORITY IT 64,545  L3.1 68,829 L0,3 69,146 41,9
Education 18,8k5 12.6 19,873 11.6  20,1kh 12,2
Roads ,h06 0 9.6 16,831 9.6 12,200 Tk
Telephones, etco 250 o2 250 02 350 Iy
Industrial & labor relations 1,965 1.3 2,089 1.2 2,359 1.h
Preventive health measures ik, sh2 9,7 15,556 9.1 17,748  10.8
Protection ik, 537 9.7 1k,630 8.6 16,255 9,9
PRICRITY IIT 11,203 7.5 12,809 7.5 12,652 77
Curative health measures 9,592 6.b 10,715 6.3 9,687 5.9
Public housing 1,261 .8 1,977 1.2 2,705 1.6
Rurel electrification 350 o2 117 o1 260 o2
PRIORITY IV 15,280 10.2 19,281  11.3 21,226 12.9
Parks and recreation S08 6 905 o5 1,183 o7
Pensions, etc. 3,499 2.3 6,185 3.6 6,296 3.8
Public welfare, general 3,512 2,k 2,713 1.6 3,537 2.1
Direct relief payments 7,361 L.9 9,L77 5.5 10,210 6.2
NOT CLASSIFIED 22,913 15,3 23,653 13.8 28,L97  17.3
Genersl administration ik,071 Q. 1k,k73 8.5 17,069  10.h
Services not clagsified , 6,331 Lo 5,706 3.3 8,8¢ch 5okt
Debt retirement 2,511 1.7 3,47h 2.0 2,53k 1.5
TOTAL BUDGET ‘ 149,750 100.0 170,782 100.0 164,379 100.C

Notey TIncludes all Commonwealth and Federal funds. Figures for 1953-5L4 include
appropriations made up to November 20, 1953. "Services not classified”
include $4.5 million in 1952-53 and $7.2 million in 1953=54 of salary in-
creases that were not distributed by function.
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Progress toward the 1960 goals

Several studies have been undertaken and others:are"to be made
looking toward a complete analysis of the feasibility of the 1960 goals
end the establishment of a regularized system of reporting the progress
made toward their achievement. For a variety of technical reasons,
largely connected with the Statistical data now availgble,.it will prob-
ably be a year or more before a full anlysis is possible. A summary of
some of the partisl and preliminary results of the individual studies
is made below because even at this stage they provide useful material
for the formation of govermmental policy.

The basic goals of the econcmic development program are reducing
unemployment to 5% of the labor force and raising family income to a
minimun of $2,000., A set of corollary objectives for totel employment,
total product and income, productivity, and investment believed to be
consistent with these basic goals was presented in the 1950 Econﬁmic
Report to the Governor. Since then, unexpected ecbncmic developments
and changes in the structure and internal gquantitative relationships of
the economy have occurred and new'information has become available on
hitherto under-explored sectors of the economy. As noted, it is still
too early to recounstruct the entire program plan and to reevaluate its
progress but it is possible to swmmarize in a preliminary way significant
changes or continued stability in the outlook for 1) population and the
1960 total employment goal, 2) productivity and the relationship between
employment and product goals, 3} the consistency of the family income sand

total income goals, 4) the relationship of investment per worker, total
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investment, and governmernt investment in manufacturing, and 5) the rela-
tionship between total product and export reiuirements;

The unexpectedly large migration since 1950 and its effects on
population, the labor force, and the number of dependents per worker was
analyzed éuite fully in the 1952 Economic Report to the Governor and re-
cent changes are reviewed in Section II of this Report. At the present
time we need about 14,000 new full-time jobs for men and perhaps 60,000
for women plus thee&uivalent of about 60,000 part-time jobs to take care
of unemployment of cane workers during the dead season. Thus about
100,000 new full-time Jjobs would solve the unemployment problem todsy.
Since the 1950 estimate called for 204,000 new jobs it would appear that
half the Qecade“s employment progress had been achieved by 1953. Actually,
however, employment has declined. There hés been a decrease in unemploy-
ment because of the still larger decrease in the labor force caused by
migration.

Although migration hag reduced unemployment, it has been tsking
some of our most productive individuals; especially male workers, and it
hag increased the number of dependents per worker. Its futuré level,
moreover, seems almost impossible to predict. Thus, population and labor
force, ordinarily among the most stable of factors, have been and prob-
ably will continue to be highly wvolatile in movement. The sbsolute goals
for employment, income, aznd product are for this reason most unstable and
it will be necessary to work out new goals for investment, production,
and income based on per-worker and per-cspits measures. Nonetheless, it
seems probable that the present wave of migration has tended to lower

somevhat the total number of new jobs required.
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Migration has also affected productivity. Even though highly bro-
ductive individuals have been leaving, output per employed worker has been
rising by about 8.5% a year since 1950 compared with the figure of 6% esti=
meted in setting the 1960 objectives. The diffgrence is mainly the result
of unusually rapid shifts in'%he structure of the economy and, if it per-
sigts during the next 6 1/2 years it may more than offset population and
lsbor force changes arnd necessitate higher product and investment goals in
crder to achieve the 1950 employment goal.

An incidental result of the recent femily income study referred to
in Secticn I was to esfablish in a preliminary way the consistency of thé
total incoﬁe objective with that of providing a minimum family income, in=
c¢luding the value of government services, of $2,000 a year. In other
words, the study shows that if the total income goal is achieved, normal
changes in the distribution pf income would bring all but 10% of the fam-
jlies up to the minimmm and that the additional funds required to gupple-
ment their income would be well within the capabilities of the governmentﬂ
to provide. Risging income during the first 2 1/2 years of the decade has
increased by ebout 20,000 the number of families whose incomes have alé
ready reached the objective.

The most recent gtudy of capital invested and jobs created in the
new manufacturing plants, which covers all the new plants opérating gt the
end of 1952, yields a figure of about $3,600 per worker, an amount some-
what below the 34,000 figure estimated in 1950. It also showed that $1
of government investment yielded about $3.20 of privaté investment, .con=

siderably more than the $1.90 that had been estimated for the early yeers
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of the decade. Thus, even though govermment investment in new manufac-
turing plants hasg been much less than the $9 million a year planned for
1951=52 and for 1952-53, the 12,000 new manufacturing jobs created dur-
ing these two years compares favorably with the 12,500 expected on the
basis of the planned rate of investment.

Preliminary results of a study of the relationship of the income
and product goals and Puerto Rico's halance of external payments indicates
that the objective of approximately tripling real gross Commonwealth prode
uct between 195C and 1960 regquires that exports be nearly éuadrupled dur-
ing the same period in order to finance the impbrts‘that would be reéuired
for capital and consumption purposes at that level of total income. It
mey turn out on further analysis that a quadrupling of exports is congiste
ent with a tripling of total production. On the surface, however, this
does not seem to be likely. In any case it points strongly to the adviza-
bility of deveting special attention to programs that have not only the
general effect of increasing production but also the particular regults of
decreasing net imports or increassing net exports. In this respect; Tor
exsmple, there is a marked difference in the effect of an increase in to-
tal income resulting from, say, expanded residentisl construction =and that
from & similar increase irn *otal inecome fro- expanded mroduction Of.fOﬁd
for the local narket or from marnufactured socds for export.

Jith the possible exception of this preliminary study of Puerto
Rico's balance of payments re&uirements and of the unexpectedly rapid ine-
crease in productivity, none of these partisl analyses has revealed major

inconsistencies in the general framework of the economic development
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program snd, in general, progress toward the 1960 objective appears to
have been fairly satisfactory during the firs@ aparter of the decade.
Both here and in the analysis of individual programs that follows, how-
ever, allowance must be made for the short-run benefits from migration,
the very favorable economic situation that has been prevailing during
the period in the States, and for the possibility that progress iq the

vears shead may be in the face of much more difficult conditions.
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Agricultural Programs

A preliminary agricultural development program; based in part on
a report on the local agricultural situation prepared by Nathan Koenig,
Executive Assistant to the U. S. Secretary of Agriculture, was submit-
ted last Fall by a special committee appointed by the Governor. This
preliminary program contains more than 200 recommendstions on the con-
servation and‘development of natural resources, the expansion of agri-
cultural production, and the necessary machinery to implement the Pro=-
gram. Several meetings have been held to discuss these proposals and,
although only part of them have thus far been fully analyzed, legisla-
tion covering the following recommendations was enacted by the Legisg=
lature during its last regular session.

1. To strengthen the Land Utilization Division of the Depart-
ment of Agriculture and Commerce - $25,000.

2. To create in the Depsrtment of Agriculture and Commerce sz
bureau of conservation of natural resources - $15,000.

3. To expand the production of calcium carbonate - $17,000.
4. To establish in the Department of Agriculture and Commerce
a modern laboratory to facilitate the setting of quality

standards and regulations - $33,462.

5. To undertake certain forestry studies - $2,500.

O

. To establigh forest recrestion areas - $10,000.
J

To develop the pagture improvement program - $250,000.

o

. To establish additional stud centers - $28,000.
9. To exempt dairy herds and silos from the property tax.
Other steps taken by the lLegislature along lines recommended in

the preliminary development program included incressed appropristions
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for rural dwellings, for stimnlating small rural industries, and for the
establishment of individually-owned farms. This prompt legislative action
suggests that continued support of the agricultural development program
can be expected in the future. Such support will be necessary because,
even though existing programs are making important contributions, the pro-
gram as a whole must have a much stronger impetus if it is to make impres-
give gains in higher production and incomes for the people of Puertc Rico.

Food Production and Distribution Program. Approximately 50,000 acres

of food crops were planted during 1952-53 under the Food Production and
Distribution Program of the Department of Agriculbture and Commerce. While
production of 17 different kinds of food cropswas sponsored, main emphs-

sis was given to sweet potatoes (UPR 3), pigeon peas, cereals, and + matoss.
Through the 33 production centers and 9 cooperatives operating under this
progranm, $37h,OOO worth of supplies such as seedg, fertilizer, insecticides,
and farm tools were sold to farmers throughout the Island.

Minimum guaranteed prices were established for 12 different food pro-
ducts during the year. Under these commitments, 400 cwt. of yams, 170 cwk.
of tomatoes, and 7,227 cwt. of cabbages had to be bought at a total cost of
$23,544 . Part of this food was donated to State institutions in order to
meintain the price level and avoid larger purchases, some spoiled in the
warehouse, and the rest was sold for $9,202. The total loss from the price
support program thus amounted to $14,342 during the year.

In spite of the stimulus provided by this program, total food pro-
duction was lower because of the drought that hit most sections of the

Island early in the year. Production of legumes decreased 33%, gtarchy
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vegetables 5%, and cereals almost 20% from last year's level. There was
a smell (6.5%) increase in the production of yellow, green, and leafy
vegetables as a group, but this mainly due to an unexpected large crop
of cabbages in response to a relatively high guaranteed price. Enough
tomatoes were available for the local market and some were sold in the

Continental winter market.
FOOD CROPS, PRODUCTION AND FARM VAIUE

Farm value

(in thousands of dollars) 1953 as % of 1952
1951-52 1952-53 Production Value
Total 20,817 20,085 91.6 9.5
Starchy vegetables 12,793 12,973 95.0 101 .4
Sweet potatoes 1,815 1,426 71.8 78.6
Plantains 3,303 3,123 93.6 oh.6
Bananas 4,353 3,580 86.5 ay.2
Taniers 1,336 2,731 123.6 20k .t
Yams 629 792 118.7 125.9
Dasheens 234 324 88.3 138.L
Cassava 232 306 155.3 131.9
Breadfruits 891 691 126.1 7.6
Yellow, Green and
leafy Vegetables 3,L6h L,127 106.5 119.1
Tomatoes 1,135 1,371 101 .4 120.98
Cabbage 297 578 140.7 19k.6
Peppers 487 455 92.1 93.4
Squash ha7 380 133.8 91.1
Other 1,128 1,343 126.9 126.9
Legumes 3,141 1,813 67.2 57.7
Beans 2,131 060 70.5 L5.0
Pigeon peas 862 693 56.0 8o.k4
Other 148 160 8.5 108.1
Cereals 1,419 1,172 79.5 82.6
Corn 1,047 776 70.8 Tl
Rice 372 396 103.8 106.54
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Although yellow yam production increased, the total supply of sweet
potatoes was not sufficient to take care of the fresh market demand to-
gether with that of the two canning plants recently established. Pigeon
peas were also in short supply in the local market because about 80,000
crates were canned and sold almost entirely in the New York market.

Coffe Conservation and Insurance Program. The Coffee Conservation

Progrem was started with an appropriation of $800,000 provided by Act 190
of 1946. Since then, $1,550,000 from general funds have been appropriated
and an additional $881,000 has been obtained from a tariff on coffee Iim-
ports into Puerto Rico. The Federal Government currently adds $1 million
a year and total annual disbursements for the Coffee Conservation Program
have been over $1,550,000 during recent years.

Although coffee production varies from one year to another, guod
crops are gradually becoming larger and a record crop of over 300,000 hun-
dredweights of coffee is expected in 1953-54. Much of this improvement is
a reflection of the Coffee Conservation Program.

Last year, 11,400 acres and 85,400 hundredweights of coffee valued
at $2.1 million were insured under the Coffee Insurance Program. This year,
with a larger expected crop, over 190,000 hundredweights of coffee have al-
ready been insured and the final amount probably will go over 225 000 hun~
dredweights with a total value of about $5 million. Approximately $300,000
of premiums probably will be collected, of which $185,000 will be paid to
private insurance companies and the rest will go to the coffee insurance
fund. On December 31, 1952 the Coffee Insurance Program had a $3,000,000

reserve and $612,000 of other assets.
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The Dairy Industry. Government brograms for expanding dairy pro-

duction fall in three general categories: (1) control of cattle diseases,
(2) cattle improvement, and (3) pasture improvement. The tick eradica-
tion program has been the most costly of those included in the first
group. It had used $2,000,000 of Federal funds and $4,350,000 of Common-
wealth funds for a total of $6,350,000 by the end of 1952-53. For 1953-54
an additional appropriation of $330,000 was made with which it is expected
the program will be completed. After the completion of the progrsm a
relatively small appropriation will be necessary each_year for‘some time
to check against possible future outbresks.

Other infectious diseases which have caused considerable losses in
Puerto Rico are tuberculosis and brucelosis. Through government and pri-
vate efforts the incidence of these diseases has been greatly reduced and
they are expected to be completely wiped out in a few more years.

The most important cattle improvement programs are the stud center
program and the artificial insemination program. A goal has been set to
establish 60 stud centers to service scattered herds, especially in the
interior of the Island. ‘unds appropriated for 1952-53 and 1953-54 are
sufficient to raise the total to 36.

An artificial insemination service was inaugurated in July 1952
and is already serving over 100 dairy farms on the northern coast, around
Bayamdn, where its main establishments are located. The scope of this
service will be broadened though cooperative action and several coopera.-
tives are now being organized for this purpose. It is expected that this
progrem will become self-supporting after these céoperétives start

operating.




-59-

The Agricultural Company has been supplying, from its dairy farms
in Vieques and Bayamén, improved stock to farmers and stud centers. Dur-
ing this year, 100 head of ca%tle from these farms were sold to private
farmers.

The pasture improvement program, which operates under an agreement
between the Production and Marketing Administration of the United States
Department of Agriculture and the Commonwealth's Department of Agricul-
ture and Commerce, was started during the current fiscal year with an in-
itial appropriation of $é50,000. To begin this year on 6,000 acres in
five demonstration areas, it is contemplated that eventually the program
will be extended directly to some 250,000 acres of pasture, with its ef-
fects being exercised indirectly over all of the remaining actual or >o-
tential grassland in the Commonwealth

The planning phases of the project are neariﬁé completion, and
operations are scheduled to start at the beginning of 195Lk. These opera-
tions will include the provision of advice and incentive payments and
other assistance to stimulate the introduction of a number of specific
improvements and practices, including establishing ﬁermanent pastures by
seeding, sodding, or sprigging adapted legumes énd grasses, particularly
Tropical Kudzu, either in pure stands or in strips; elimination of com-
petitive weeds, shrubs, and trees; application of ground limestone and
organic and chemical fertilizers; fencing permanent pastures for rotation
practices that will prevent overgrazing; drilling wells and constructing

farm ponds or reservoirs to provide water for livestock; and construction
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of silos to provide an even supply of feed throughout the year. Particu-
lar attention has been paid to the integration of this program with the
activities of the Agricultural Experiment Station and the Extension Serv-
ice, as well as with the other Commonwealth programs. Commonwealth funds
made available for incentive payments are matched by the Federal Govern-

ment's Production and Marketing Administration.

.In Viéw of the relatively high and potentially riging level of
consumption of dairy products and meat, a considerable part of which is
currently being supplied by imports, these dairy production programs are
of strategic significance and should receive the maximum possible support. :
The resulting rise in fluid milk output will make increasingly urgent the
establishment of a modern processing plant, particularly to take car: of
the flush season surplus.

Marketing Projects. The Transportation Authority, with the sssist-

ance of a firm of consulting engineers. has prepared basic plans for the
Central Market and the expanded port facilities in San Juan. The question
of the exact lpcation of the market and related facilities within the
area to be developed along the south side of the bay had been delaying
this project but the agencies involved have now reached an agreement on
this point. Acquisition of the private land, diversion of the Puerto
Nuevo River, preparation of detailed plans and specifications‘for filling
the area, and engineering and carrying out of the priméry drsinage of tﬁe
area are now planned for the current fiscal year.
The municipal governments of San Juan and Bayamﬁn are planning to -

comstruct new market places to replace their present outmoded facilities.
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This action can not long be postponned because for some time the San-
turce, Rfo Piedras, and Bayamén markets have been not only obsolete but
too small for the volume and variety of business carried in them.

A distribution center for local produce started to operéﬁe in
October 1952 under the Food Production and Distribution Program and,
since then, its activities have been gteadily increasing. It occupies
an 8,750 square foot building in Hato Rey, with a cold storage capacity
of 14,500 cubic feet. It buys local food products directly from farmers
or farmers' cooperatives, grades, packs, and sells to groceries, peddlers,
State institutions, exporters, and the Armed Forces. Equipment was bought
and is being installed to mechanize the classification, grading, washing,
drying, waxing, and polishing of farm products. During its eight mc ths
of operations ending June 30, 1953 it purchased and sold $93,000 of local
products with a very modest gross profit.

Tn addition to the food distribution center operating in Hato Eey
under the Department of Agriculture and Commerce, & privately operated ba-
nans ripening chamber was recently established in Rfo Piedras and is mark-
eting over 500 hundredweigntes of bananas of uniform quality to groceries
and other business establishments in San Juan and Rfc Piedras. It pro-
vides a profitable and stable market to farmers and a steady supply of
high quality product to consumers.

A study of the existing marketing facilities in rural areas, with
a view to suggesting the specific location and character of need improve-
ments, is planned for the coming figcal year, subject to legisglative ap-

proval of the necessary funds .
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The Department of Agriculture and Commerce has already issued
marketing regulations and quality standards for some fruits and vege-
tables. Four additional regulations have gone into effect covering
mango exports, tobacco marketing, and egg imports. Moreover, marketing
standards and regulations are being prepared for dressed poultry, meat
and meat products, dairy products, and for other fresh and processed

fruits and vegetables.

lajas Valley Project. The lajas Valley embraces s rectangular

area of 160 square miles or about 105,000 cuerdas in the southwestern
part of Puerto Rico. Through the reclamation project now under way,
26,000 acres will be irrigated or drained. There are 11,000 additional
acres that may be improved later. Slightly over one-third of the land
that will be irrigated is at present devoted to sugar cane and other
crops and three-fifths to pasture. The rest is covered by timber, brush
or marshes.

Among the present agricultural crops, sugar cane with 10,621 cuer-
das is by far the most Important and corn with 1,545 cuerdas makes a poor
second. On small patches other food crops and tobacco are grown during
part of the year, but vegetables and fruits are seldom seen in the whole
region. In 1950 the agricultural production from lLajas Valley had a gross
farm value of $4.6 million, an average of $80 per cuerda of farm land.

Out of this total, sugar cane accounted for $3.75 million {82%), livestock
products for $700,000 (15%) and all other crops for the remaining 3%.
This nev irrigation district will service L79 farms with a total

Q

ares of 50,000 cuerdas. As stated previously, only about 26,000 cuerdas
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will be irrigated or drained, thus part of some of these farms will not
receive irrigationAwater. Among the L4T9 farms are included a Land Au-
thority farm of 11,500 cuerdas and a 500 cuerda farm owned by the Agri-
cultural Experiment Station. The_fq}}pyigg,tableushows»tﬁe'distribution

of the remaining farms by size.

Farms Area of Farms

Size group . Cumulative Total Cumlative

(Cuerdas) Number Percentage (Cuerdas) Percentage
1,000 or more ll; 2.3 23,754 52.0
500 - 999.9 11 L.6 7,231 67.7
200 - 499.9 11 6.9 3,355 75.1
100 - 199.9 28 12.8 L,756 85.5
50 - 99.9 32 19.5 2,936 91.9
3.1 - U49.9 176 56.4 3,554 90.6
3 or less 208 100.0 208 100.0

Total 479 - L5, 794 -

The 22 farms of 500 cuerdas or more cover approximately 68% of the
total acreage, or 31,000 out of 45,800 cuerdas of privately owned land in
these L77 farms. Farms of 200 cuerdas or more (33) represent about T per
cent of all farms but comprise 75% of the total acreage. At the other ex-
treme, Uth% of all farmers own less than one-half of one per cent of the
farm area. Both extremes pose difficult problems: on the one hand, the
adequate diffusion of the benefits to be derived from the project, and on
the other hand, farm menagement and appropriate use of irrigated lands.
The Committee sppointed by the Governor earlier this year to study land
tenure and land use problems in the Iajas Valley must consider them and

offer an adequate solution in each case.
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Irrigation and drainage will not only solve a serious conservation
problem in this area but also increase ylelds and total production. It
has been egtimated that yields\could be increased to 40 tons of sugar cane
on 5,500 cuerdas whose pregent yield is 28 tons andonszmother 6,00 cuerdag
whose presgsent yield is;IY tons. Having a fixed sugar quota, a major part
of these lands, when under irrigation, could be devoted to other profita-

"ble uses. In view of this fact, it is even more significant to point: out
that, according to official estimates, corn yields could be increazed from
& to 30 hundredweights per cuerda, cotiton yields from L4 to 13 hundred-
yeights, and sweet potatoes to over 80 hundredweights per cuerds. Fresh
rigation water will also make feasible the production of vegetablﬁ%,
womatoes, cucumbers, beans, peppers and other truck garden products pro-
vided profitable outlets are created locally or in the continental msrket.
The irrigation system will be constructed in three stages. The

o3

firat, which involves the construction of 40,000 feet of main diitches for

he irrigation of about 8,000 cuerdas, is scheduled to siert operating at

-+
[47]

&

the beginning of 1954. The other two stages will be completed 1 1/2 years
and 2 years later.

The Department of Agriculture and Commerce, in cooperation with the
Lgricultural Experiment Station, is working on a land use plan for these
first 8,000 acres. It contains a detailed analysis of yield, production
costs, capital and labor requirements, and other pertinent data on each

crop that can be grown profitably on this area. Among its recommendstions

g thr eptablishment of a zerviee center for the distribution of

the eollection, sorting, grading, and packing of farm
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products; and for the provision of other necessary services to farmers

such as technical assistance and rent of machinery and equipment.

R AN
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Menufacturing and Related Programs

The manufacturing, tourism, rum promotion, and external transporta-
tion programs are under the auspices of the Economic Development Adminis-
tration. During the past fiscal year progress was good in all of them,

especially so in manufacturing.

Manufacturing. During fiscal 1952-53, & total of 81 new plants

started operations, as compared with 69 during fiscal 1951-52 and 32 in
Tiscal 1950-51. Total factory employment, excluding homeworkers, in

govermment-aided plants ineressed from approximately 12,600 at the begin-

ning of the fiscal year to an estimated 19,500 as of June 30, 1953. Pre-
liminary estimates indicate that gpproximately 75% of this increase 'n
enployment was accounted for by plants that started operation during the
year, with the balance resgulting from the expansicn of plands established
hefore June 30, 1952.‘ Annual payroll of the 19,500 workers is estimsted
at $18 million. At the end of the fisecal ysar, 37 plants were in the
process of being established as compared with 18 at the end of fiscal
1951-52. With an increase of 19 in the number of plants in process of |
being established and of 81 in the number in operaticn, the total number '
of new plants promoted during the year reached a total of 100. i
On its face, the promotion of 100 factories in one year is a sub-
stantial achievement. The rate of nearly 2 new factories a week is about
2 third higher than it was last fiscal year and quadruple the average rate
.of the L rrevious years. This physical performance record is not in it-

self, however, sufficient basis for deciding pr much emphesis should be
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given to the program in the future, either as comparéd to other economic
development programs or as compared to the man& social programs that must
also be carried out with Government funds.

The primary basis for evaluating one economic development program
ag compared with another is the difference between the two in their cost
to the Govermment and in their benefit to the economy. If one program
yields $5 of income to the economy for each Govermment dollar spent and
the other yields $10, it is clear from an economic standpoint that it is
the second that should be emphasized. Such direct cost-and-benefit com-
parisons are of coufse valid only if both programs have passed beyond
their early planning and organizational stages and have been in operation
long enough to have established performance records. Also this purely
economic comparison does not take into account differences that may pos-
sibly exist in the social wvalues and costs of the two programs.

In the comparison of an economic program with a social program
here is the further problem that the benefits of the latter are usually
non-monetary. Even here, however, the cost-benefit relationship existing
in the economic program is relevant. If the economic program will, over

a period of years, bring in $2 to the Govermment for each dollar spent,
then it is possible to weigh the social advantage to be gained by spending
twice as much on the social program at the end of the period against the
disadvantage of waiting until then to start or expand it. Thus, while it
is clear that an analysis of the costs and benefits of the factory promo-
tion program doeé not of itself provide any complete answer to various

policy questions, it does provide a direct basis for comparing this
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program with other economic programs and some guidance on metters related
to the timing of new or expanded economic and social programs.

Tn the table below the 100 factories promoted during fiscal 1952-53
are isolated for purposes of estimating the costs and benefits of the fac-
tory promotion program. The table shows that, over a period of 10 years,
each Government dollar spent is estimated to generate about $60 of Com-
monwealth income and about $5 of tax revenue. No other economic develop-
ment program has yet been analyzed in this way but it is believed that
none of them has so favorable a record of benefit over cost, although pre-
liminary calculations of the prospective benefits of the Central Market
and Port project show a roughly comparable potential. Moreover, the 5 to
1 ratio over the ten-year period between Govermment tax receipts an{ Gov-
errment operating costs indicates that every 2 years a "new” 'tax dollar
will be mede available for expanding or initisting programs withont the
neceggity of curtailment elsewhere.

The basis for the estimstes in the table iz shown in detail in the
footnotes. In general the estimates presented are based in part on actual
experience with promoting the 100 plants during fiscal 1952-53sand in part
on the performance of the government-aided factories promoted in earlier
years .

It will be noted that none of the‘performance records of the plants
projected for the future and none of the tax yields from the income they
produce has been estimated at higher rates than those that have actually
occurred in the past. In other words, no allowance hag been made for any

increase in the average size of plant, for higher productivity in the new
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plants, for greater integration and hence a higher induced payroll, nor
for the likelihood that directly and indirectly the'new plants should in-
crease property tax payments.

On the other hand, an effort has been made to include every signif-
icant cost to the Commonwealth Government in the promotion, servicing, and
financing of these new manufacturing establishments. Some of the "Opera-
tion Hurry-Up" committments will probably not be spent, the actual present
cost of borrowing to the Government is below the 3% figure used in the
calculation, and, of the two methods used to estimate capital outlays, one
method includes the unusually heavy Goverrment participation in the plants
that were formerly wholly-owned and the other includes some PRIDCO invest-
ment in tourist facilities and in items such as automobiles used for its
own operating purpeses that should not be charged to the 100 plants. The
only datum used that is not based on actual operating experience is the
assumption that the amount of induced employment and payrolls will be

equal to primafy employment and payrolls.

Thus, although there is doubtless considerable error in the following

teble, it is unlikely that it exaggerates the benefits +o0 the people and
the Covermment of Puerto Rico to be derived from the promotion of 100 man-
ufacturing plants during the past fiscal year. There may be future pro-
grams that will have a higher benefit to cost ratio but there is no major
existing program that has a demonstrated performance record even approach-

ing that shown below.
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ESTIMATED COSTS AND BENEFITS OF 100 NEW FACTORTIES
(doller figures in thousands)

Fiscal Next 9 10-year
1952-53 years' period
COS'Ts —/ 1,030
Promotion 1 s - 1,030
"Hurry-Up" g/ 189 om— L8o
Services g; - ﬁ©5 Los
Financing 270 2,430 2,700
Totsl operating costs 1,789 2,835 L,6o%
EENEFITE
Employment (man years) g/ 2,250 83,700 85,950
Payroll 6/ 2,071 83,700 85,771
Tnduced payroll 7/ e 83,700 83,700
Total payroll 2,071 167,400 169,471
Total net income 8/ 3,452 279,000 282,52
Corporation taxes 2/ - ' 2,700 2,700
Personal income taxes }9/ 73 5,859 5,032
Excise taxes 11/ 201 16,204 6,ho5
Total tex receipts 27Th 2L ,853 85187

CAPTTAY, TTEMS

Capital outlays 12/ 9,000 - 2,000
Value of assets 13/ 9,000 - g,000

;/ Total 1952-53 budget for the EDA Promotion Of'fice plus estimated amounts
from Industrial Servicesg, Rum and Tourist Promotion, Public Relations,
Research, and EDA overhead that are attributable to the function of
industrial promotion.

A1l "Operation Hurry-Up" committments approved during fisecal 1953. Past
experience suggests that less than half this amount will sctuslly De

spent.

3/ About 3f5 of the budget of the Office of Industrisl Services (in@luding
worker training) was included in %/ gbove as being attributable to the
promotion function. The remaining 2/5 ($90,000) covers services to
existing firms of which there were an average of about 200 in fiscal
1953, Thus $45,000 per vear is regarded as the cost of servieing 100
existing firms.

h/ Based on estimated total government investment of $9 willion in the 100
Fivms (zee note #12) and on an annual interest rate of 3%.
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Figure for 1952-53 is half the actual employment on June 30, 1953 of
the new firms that started operations during the fiscal year. The
average of 9,300 during the 9-year period is based on the expectation
that these 100 firms will reach and maintain the average of 93 per
plant actually achieved by the total of 235 firms operating at the end
of fiscal 1953.

Payroll during 1952-53 is based on the average yearly earnings of
$920.40 for all production workers in 213 plants reporting as of June
1953. It was assumed that annual earnings would rise to $1,000 during
the 9-year period.

Tnduced payroll in trade, service, and other industries is assumed to
be equal to direct manufacturing payroll.

Rased on the relationship of payroll (about 60%) to total net income
in the whole economy-.

During the last 3 years of the 9-year period tax exemption will be T5%,
50%, and 25¢% of the tax due. This amounts to the payment of 1—1/2
years of full taxes by the 100 corporations. During the 1951 taxable
vear 68 profitable firms out of a total of 95 new firms filing returns
had a total net profit of $7.3 million. Assuming that the profitable
Pirms among the 100 promoted in fiscal 1953 make the same amount of
profit and that the effective tax rate is 25%, the total taxes paid
during the 3-year period (equivalent to 1-1/2 years of full taxes)
would be $7.3 million x 25% x 1-1/2, or $2.7 million.

Personal income taxes computed et 2.1% of Commonwealth net income, the
percentage actually collected in fiscal 1952.

Excise taxes computed at 5.8% of Commonwealth net income, the percent-
age actually collected in fiscal 1952,

A rough approximation based on either of the two following celculations:
the gross increase in total PRIDCO investment during 1952-53 ($8 mil-
lion) plus an allowance of $1 million for the Development Bank, making
a total of $9 million; or the rate of total government investment in
211 firms operating on December 31, 1952, $87,000 per firm or $8.7 mil-
lion for 100 firms.

Balancing initial capital outlay against assets amounts to an assump-
tion of no profit on the investment itself. |Both PRIDCC and the De-
velopment Bank actually operate at a profit, after allowance for fin-
ancing costs included above. (See note #.)

The table shows that, even in the first year, $1 of Govermment funds

spent on the manufacturing program yields nearly $2 of Commonwealth net
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income and that, ovef a ten-year period, a $1 expenditure will probably
have produced more than $60 of income from which the Government will have
collected over $5 in taxes. After the ten-year period, when corporate
and property tax exemption have expired, the tax yield to the Government
will, of course, be increased.

Put in somewhat different terms, the manufacturing program during
the past fiscal year spent or committed the Government to an out-of-
pocket capital and operating expense outlay of about $14 million over a
ten-year period. At the end of the period the Government should have
had about two-and-a-helf times this much returned in cash or available
in other assets. In addition, directly and indirectly, about 17,000
more people will have jobs during the period and about $28 million &
yvear will have been added to family incomes as a result of the 1952-53
manufacturing development program.

Tt should be recognized that economic conditions were exception~
ally favorable in 1952-53 when this promotion record was achieved as well
as during the other recent years from which the operating data underlying
the above estimates were obtained. Basically, the results have been s0
striking because of the tremendous leverage given to Government expendi-
tures by the much larger smounts of private capital invested. Also the
program could not have been guccessful had there not been a large prior
Government investment in roads, utilities, and other éervices that pro-
vide the necessary conditions for menufacturing develépment.

Tt is impossible to forecast accurately the effects of & business
decline in the Staﬁes‘on private investment in the maﬂufacturing program

and it ig difficult to say how much more industrial expansion could be




=T3=
susteined by the exlsting level of supporting services. It is clear,
however, that a Government dollar invested in the factory program vwhen
conditions are favorable, as they were in 1952-53, generastes much more
employment and income then it does in any other mejor program. A dol-
lar invested in roads, Bchools or hospitals, for example, generstes a
total of about TO cents of labor income as the direct and indirect re-
gult of construction and, after that, all financing, operating, and
malntenance costs must be paild out of Government fundd. In contrest,
a Government doller invested in the menufacturing program generates
nearly $2 in -ayroll every year as long as the factory continues to
orerate with average success and, in addition, the tax payments gen=-
erated yield $5 to the Govermment for every $1 it pays out in financing
and other operating costs.

Thus, as long as conditions for factory promotion remein favore
able and the Govermment has credit available, it would sppear finan-
clally sound practice to invest borrowed funds first in the factory
program. Revenue from the progrem should be sufficient to pay the $1
operating costs plus $4 that would be aveilsble for further expansion
of the progrem itself and for expansion and initiation of other pro-
grams. This process would have to be slowed down and perheps stopped
a3 soon as the debt limit was approached or whenever conditions for
factory promotion became unfavorable. The longer and more vigorously
it could be continued, however, the greater would be the expansion of

incomes and the larger the revenue base for the Goverrment.

S8 060000060 aece
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Experiments made late in fiscal 1953 with a new promotion tech-
nidue show promise of possibly even greater returns from the manufactur-
ing program, if the business climate continues to be favorable. Follow-
ing the military principle of concentration of forces when facing a large
and diffuse objective, the new technique, called area promotion, brings
+0 bear the largest possible promotion effort on one city in the States
at a time. Advertising, publicity, and the cooperation of city offi-
cials are arranged for in advance, then group meetings are held followed
by personal contacts with interested businessmen. Since promotion and
publicity tend to feed on themselves, returns seem to be greater and
since geographic concentration enables contact to be made more rapidly
and with less travél expense, costs seem to be lower. It is still 20
early to fully evaluate this new promotion system but the fact that
there was a 20% increase in the number 6f Mainland prospects between
July 1 and October 1 with no increase in staff is most encouraging. To

on tinis poseibility EDA requested and received $150,000 of

M

cgpitaliz
"Operation durry-Up" funds from PRIDCO and it is concentrating its own
195k funds on direct promotion work.

Expansion of the manufacturing program in the future will requirs
{ncreases in funds for EDA's Industrial Promotion Office and for the
other activities that directly support factory promotion. One of these
supporting activities, economic regsearch, does not seem adequately staf-
fed at present to both service the existing level of promotion activities
and to make the studies that are needed now for guidance of the program

in vhat may be troublesome times ahead.
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Feonomic research activity is now limited mainly to studies of
the experience and performance here and in the States of some of the
industries that are already established in Puerto Rico such as needle-
work and electronics. In addition, a large amount of time is spent in
answering specific questions and problems that arise in connection with
current EDA operations, especially promotion. Practically no time
remains for research on anticipated problems or potential opportunities.

Research should now be underway to determine what would be the
best industrial structure for Puerto Rico considering its resources and
income objectives. As yet no basic studies have been undertaken of
interrelated industrial groups that can and should be promoted through
a systematic and unified campaign. No studies are beiné made to fird
out which industries and what kinds of firms within them tend to expand
during a recession. No basic studies are being made of the entire op-
erations of very large U. S. corporations to see when and in what de-
partments they might have activities that could be carried out advan-
tageously in Puerto Rico. It is precisely because promotion results
have been so favorable in recent yearsthat research has been underem=-
phasized. To strengthen it now would help to meximize the gains under
favorable conditions and to provide some insurance against possible los-
ges in the future.

One problem on which considerable research was done during the
past year was that of factory location. OFf the 81 plants that started
operations during the year, 32 were located in PRIDCO buildings. In
éddition, PRIDCO was committed to provide buildings for 18 of the 37

plants that were being gstablished at the end of the year.
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Private builders and owners thus satisfied somewhat more than half
the demand for industrial buildings during this year. Most of them were
old vacant buildings but new private comstruction has been increasing.
A1l of the new private buildings are of the standard type and are located
in the San Juan metropolitan area. This reflects the reluctance of pri-
vate investors to commit themselves to special purpose buildings or to
seemingly less desirable locations.

The metropolitan area, however, contains less than one'quarter of
the Teland's population but more than half the new plants. If this trend

towards concentration continues, it will stimulate both population and

o

age rates in the metropolitan area without providing offsetting or simi-

ar effects elsewhere in the Island. From an indugtrial point of view,

=

however, thers are many technical adventages to industrial concentration.
By mainland standards, San Juan is Tar from being an industrial city and,
yet, it still has by far the best supply, maintenance, utility and other
supporting facilities available in Puerto Rico. Manufacturers want these
services and need them for successful operations.

Tf wage differentials between the metropolitan area and the rest
of the Tsland increase sgubstantially, it will be more advantageous for
industrialists to establish factories in the smaller towns and they prob-
ably will do go to some extent. The more serious problem is that mere
aveilability of jobs in the metropolitan area will accelerate the move-
ment of unemployed workers form the smaller towns to the metropolitan
ares creating more acute problems in housing, education, and other so-

cial facilitiegs. The long-run solution of the industrial location
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problem will clearly require very basic policy decisions by the Common-
Wealth Covermment relating to cosfs and benefits which are not consid-
ered in the present report.

One temporary measure designed to alleviate the problem is a re-
vision in PRIDCO's rental policies. Tts ability to influence the loca-
tion of industry in this way is limited by the fact that over half the
new Firms occupy private buildings which, as was noted earlier, have

‘invariably peen located in the metropoliten area as far as new congtruc=-
+ion is concerned. It is also difficult to overcome the preference of
continental managers for residing in the San Juan metropolitan area.
Under the new policy, rentals will be pased on the location of the build-
ings and will range from 70 cents per square foot in the San Juan & "3a
to ho cents per square foot in towns in the interior. The minimum length
of leases will also be less in small towns. This new policy is designed
noﬁ only to induce more manufacturers to establish outside the metropoll-
tan area, but also to adapt the rentals on PRIDCO buildings to demand
conditions rather than base them exclusively on costs as has hitherto
been the case.

Tn addition to this change in rental policy, PRIDCO has reviged
ite program of special incentives so that reliable firms that locate in
the least accessible towns qualify for a year's free rent in a PRIDCO
building or the reimbursement of the first year's rent of a private build-
ing and also for the financing by PRIDCO of personnel development serv-
ices provided *to the firm by EDA's Department of Tndustriel Services. To-

tgl incentive payments Qf this kind to a single firm are limited to a
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maximum of $15,000 for a firm investing $100,000 or employing 100 workers
and range downward to $2,250 for a firm employing 15 workers, the smal-

lest that is eligible for these locational incentives.

At the present time, PRIDCO's liquid asset position deces not ap-
pear to be sufficiently strong. TIncluding the appropriation of $4 mil-
lion made in November 1953, its cash regources will fall short of its
cash requirements for fiscal 1953-54 by approximstely $3.5 million. This
cash deficiency is estimated on the assumption that it grants no new in-
dustrisl loans and that expenditures on construction of new buildings
are only cne-third above 1952-53. Since EDA's goal calls for the estab-

3 .
lizhment of about 120 new plants during 1953-54 as compared with 81 in
1952-53, the demsnd for PRIDCO buildings seems likely to be more than
one-third higher unless there ig sharp rise in private construction.

In order to speed up the turnover of PRIDCO capital and get max-
imua private participation it would seem desirsble for PRIDCO to provide
Tinancial incenti&es to'induce firms ‘to purchase PRIDCO buildings within
the shortest possible time. Increasing the refund of past rentals and
ghortening the period during which a firm may take up its purchase op-
tion on the basis of original cost would appear to be appropriate types
of incentives and, although the first and perhaps the second would affect
operating income adversely, they would tend to improve the Company's wash
position at a time when liquidity may be especially important.

The industrial development program must take full advantage of the

continuation of economic prosperity in the States but, in the event of a
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recession, PRIDCO must be in a sufficiently liquid position to grant
special incentives to new firms that will make a significant contribu-
tion to the economy. A serious recession in the States would not only
make it more difficult for EDA to promote new firms but it would also
jeopardize the survival of firms already established here. One of the
most inevitable effects of economic recession is impairment of working
cepital, especially in the smaller firms whose financial resources and
commercial borrowing capacity may be limited. PRIDCO must itself be in
a sufficiently liquid position to make working capital loans or acquire
equity in cases were the basic position of the company is sound and it
ig making a real contribution to the economy.

Tourism. The number of visitors increased from 99,000 in 197152
to 108,000 in 1952-53 and their total expenditures rose from $18.9 mil-
ion to $21 million. Expenditures by cruise visitors and servicemen
whoze visits were of very short duration accounted for about 10% of the
total. A sample survey showed that the average expenditures per vigitor
declined slightly this year as a result of a reduction in the average
length of visit from 13 to 10 days, partially offset by a subgtantial
increase in daily expenditures. About 55% of the expenditures were for
food and lodging, 20% for entertainment, and the balance for migcellane-
oug purposes, including shopping.

There was a significant expansion in facilities as & result of
the Hotel Ia Rada with 78 rooms and the Hotel Barranquitas with 42 rooms.
Tn San Juan, however, there are still only six hotels of substantial size

with a total of 900 rooms and a few smaller transient hotels and apartment
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buildings with 255 rooms. There are 250 additional rooms available in
8 hotels scattered throughout the Island. The total of 1,400 rooms ig
inadequate to accomodate the steadily rising number of visitors, espe-
cially during the peak of the season.
The rate of occupancy at six leading hotels in San Juan has re-

mained stable at 75% during the past two years. During the peak period

from January to March it was 88% in both years. The goal established in
anticipation of a highly developed tourist trade calls for the addition
of 250 rooms a year to reach a total of 4,000 rooms by 1960. While the
goal itself may be somewhat high, recent accomplishments have fallen i
far short of schedule and there have heen complaints from visitors who
have not been able to get rooms even when they had made prior reserwmitions.

Rum Promotion. The rum promotion campaign was continued at an an-

nual cost of $1 millicn. s indicated in previous reports, the increased
Federal excise tax on destilled liquors has had an adverse effect on lig-
vor saleg in the States. Despite the decline in liquor sales in general
and 2 12% decline in rum sales in particular, shipments of Puerto Rican
rum to the States rose from 664,000 cases in 1951-52 to 689,000 cases in
1952-53, an increase of 3.8%; Tax collections on Puerto Rican rum ship-
ped to the Continental United States amounted to $15,693,000 in 1952-53
compared with $1k,831,000 in 1951-52.

Evaluation of the rum promoticn program is dependent on a determi-
nation of the extent to which it has been responsible for increased tax

revenue to the Commonwealth from shipments to the Mainland and this in
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turn is dependent on estimating what revenue would have amounted to in
+he absence of the promotion program. This can not be done with any
high degree of accuracy but on the basis of the data in the following

table and other information some rough estimstes can be made.

MAINIAND RUM CONSUMPTION AND EXCISE TAXES

! Rum released in ' Taxes from 'Federal excise taxes
Fiscal 'Mzinlend market (thousands'rum shipments' on all
vears of tax gallons) '(thousands of 'alcoholic beverages
P, R. ' Other ' Total ° dollars) *(millions of dollars)
1948-49 8eL 800 1,684 6,941
1949-50 1,106 %67 2,073 9,57k 2,219
1950-51 1,381 1,137 2,519 13,469 2,547
1951-52 1,356 8ok 2,160 14,831 2,549
1952-53 1,458 k36 1,89k 15,693 2,781

Since the bulk of the excess war-time inventories of rum in the
States had been liquidated by 1949-50, the 6L% increase in tax revenue
achieved in the 3-year period since ‘then probably does not overstate
the combined effects of increased consumption of Puerto Rican rum and
of incremsed tax rates. During the same period, Federal excise tax

collection on all alcoholic beverages rose 25%.

The following table shows a comparison of the actual Commonwealth

tax revenue from rum shipments with what it would have been if it had
followed the same course during the past 3 years as total Federal reve-

nue from all alcoholic beverages.
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Had Puerto Rican tax revenue from rum shipments risen only by '

the same year-to-year percentage changes as Federal revenue from all |
alcoholic beverages, total Commonwealth revenue from this source would

have been $34 million instead of the actual figure of $4k million.

Cormonwealth taxes from rum
shipments (thousands of dollars)

' Pederal excise taxes on
Fiscal ' all alccholic heverages

1

1]

w w = oo

years ' In millions'% change from " Applying % change
of dollars 'previous year Actual i in column 3
1949-50 2,219 9,574
1950-51 2,547 14.8 13,469 10,991 i
1951-52 2,5L9 0.0 14,831 10,991
1952-53 2,781 9.2 15,693 12,002
Totzl (last 3 years) 43,993 33,984

This $10 million difference in revenue is based on the assumption that,
in the absence of the promotion program, Puerto Rican rum would have
maintained its 1949-50 position in the U. S. market. It is probable,
however, that Puerto Rican rum would not have mesintained its position

without the cazmpaign since total Mainland rum consumption fell somewhat

between 1949-50 and 1952-53. In the absence of the campaign, therefore,

the difference in revenue would probably have been more than $10 million.

Tt has been suggested that this differsnce in revenue may not be
entirely attributable to the rum promotion program in view of the large
number of Puerto Ricans who have moved to the States during the past 3
years. It is supposed that, having an established preference for rum,

they would continue to consume it in the States, perhaps at the same rate -
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they had‘in Puerto Rico. There is comsiderable evidence that such is
not the cagse. In New YorkState, to which mogt of the Puerto Ricans have
gone, rum consumption has been falling somewhat during the past three
years. Moreover, a special study covering the first six months of 1953
indicated that consumption of Puerto Rican rum was the same percentage
of total rum consumption in New York State as it was in the States as
5 whole. Rum distributors report that special sales campaigns in the
Puerto Rican districts of New York City have been generally unsuccessiul.

Tt seems likely that the basis for this apparent shift in liquor
consumption is finmancial. In Puerto Rico, beer by the case costs aboutb
15 cents a bottle and a bottle of yum gbout $1.75; in New York City,
heer is about 10 cents and rum about $4.30. The price of the latter 1s
usuzally too high for the low-income recent arrival. Even if the Puerto
Ricans moving to the States in the past 3 years had continued the Puerio
Rican rate of rum consumption, it would account for orly a part of the
$10 million difference in revenue mentioned sbove. ILocal rum consumption
is mbout 1 gallon per person annually. Tf the 178,000 migrants had main-
tmined this rate in the States, their cumulative consurmption during the
3-year period would have been about 235,000 gallons. This amounts to
27% of the cumulative lucrease in shiprents during the period. The
weight of the evidence, however, 1s that Puerto Ricans shift their drink-
ing hsbits when they move to the atgtes and tha® all the $10 million dif-
ference in revenue is ettributable to the promotion carmpalgn.

Tn addition to vielding this return of about $3 million a year 1in

Commonwenlth revenue, the rum promotion program has substantial secondary
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value to other activities such as tourism and manufacturing promotion.
Altogether it seems likely that it is worth somewhat more than 3 times
its annual cost of $1 million.

External transportation. The Central Market and Port Development

project and the International Airport are the two major undertakings now
underway aimed at improved external transportation for Puerto Rico. Pro-
gress on the former, which is still in the planning and engineering
phase, was reported in the previous section. Construction work on the
Tnternational Alrport was accelerated during 1953 and it is now sched-
uled for completion before the end of 1954.

By November 1953 work on the largest remaining construction pro-
Ject at the Airport, the passenger terminal, was about one-third done
and completion was scheduled for August 1954. Utilities such as water,
sewer, power, and communications are expected to be fully installed at
an earlier date. Invitations to bid are now out for construction of
the access road and the parking lot with a scheduled completion date
of October 1954. Allowing time for moving of airline facilities and
for interior installations, it is expected that operations can start
on a minimum bagis in December 1954.

In eddition to the above facilities, for which funds are already
available, there are several other essential to minimum operation of
the Airport, including the apron and the cargo building, for which funds
have not yet been provided. Construction time on all of themz however,
is relatively short and if funds are appropriated early in 195M, it is

believed that there will be no delay in the opening schedule.
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The Commonwealth Government has already put its large war-time
revenues to work in major programs for social and economic development.
Continued growth and acceleration of these programs has for several
years been bringing increased pressure on current Govermment resources.
Tn addition to this basic pressure on the budget, there is now consid-
erable uncertainty about future economic conditions in the States.
Money, and especially government money, has even more than its usual
importance during a recession. Tt is not Jjust that the purchasing power
of money goes up; more important is the fact that its possession makes
possible economic and social action at a time when action 1s critically
necessary. It is for these two reasons that the fiscal and financial

aspects of economic policy are now of special importance.

General Fistal Considerations

5

Commohwealth revenue in 1953-54 should be at a record high with
a large income tax yield reflecting the prosperous conditions in 1952
and 1953, very high collections, at least early in the year, of excises,
and a catching up on delayed property tax pillings and collections. Even
though revenue in 1954-55 may receive some support from income taxes
paid on 1953 earnings, there will probably be a considerable drop in to-
tal revenue if econcmic activity should decline during 1954. Thus, the
Government will be facing greater needs for funds at a time when reve-
nues may be falling. This points strongly to the advisability of fru-
gality in current expenditures and of measures designed to conserve pre-

sent liquid assets.
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AMlongside conservation measures, plans need to be ready for rapid
and efficient expenditures at the appropriate time. In particular, agen-
cies such as Public Works, Health and others should have as large as prac-
tical a backlog of construction projects fully planned, fully engineered,
and ready for work. Highway maintenance and reconditioning is consider-
ably more labor intensive than new highway construction and can be gotten
underway more quickly. Similarly temporary wooden school buildings are
particularly suited to an emergency work program. In preparing their
backlog of construction projects all agencies should emphasize those with
high employment per dollar of total cost.

School, highway, and hospital construction prograﬁs as well aé di-
rect relief and other programs involve Federal funds. As indiceted ’n
Section 1, there is & likelihood that these funds would be increased if
a downturn appeared serious. ihe fact that these funds are generally
made aveilable on a matching basis underlines the importance of Common-
weglth liquidity and credit standing. With adequate local funds avail-
able, steps can be undertaken to see that Puerto Rico gets its share of
the Federal money.

Another possible development that calls for financial preparedness
is the need for financial assistance on the part of some of the newly es-
tablished factories that would arise in the event of a serious business
decline. Providing such assistance would seem warranted wherever it would
maintain a large amount of employment per dollar of assistance. The forms
in which it might be given deserve careful consideration. Here, as in the

fields of agricultural and mortgage credit, there may be the possibility
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of guaranteeing loans rather than of meking them directly. PRIDCO would
have to move again into the industrial loan field in cases where the risk
element was large in order to protect the credit of the Development Bank.
The Government should perhaps take an equity rather than a creditor posi-
tion in such "bailing out" operations. The risk is gbout the same either
way but the return on successful refinancing operations would be more
commensurate with the risk taken if a Government agency shared in the
profits. It might also be the case that, with a dearth of equity capital,
new firms would prefer a partnership to a debtor relationship with the
Covernment and that the ability of the Government to take this position
would become a powerful incentive in getting new plants.

At least two measures would seem indicated in order to minimize
future calls for emergency credit. One is particular;y careful scrutiny
of the financial posiﬁion of'firms now being recruited. The other is in-
%énsification of the industrial services work done by EDA which@aims to
get plants as rapidly as possible into sound operating condition.

Quantltatlvely, the opportunltles both for conserV1ng funds and
for preparing work backlogs are considerably greater in the public cor-
porations than in the regular government agencies. Some of the actions
that can be.taken by fRIDCO,‘the Transportation Authofiﬁy, and the Land
Authority are outlined 1ater”in this section.

Apzrt from efforts suoh as the foregoing to ooﬁserve funds and
achieve financial pre@aredneés, it seems likely that the Covernment will
be forced to raise taxes merély to maintain the pace of its basic pro-

grams. If economic conditions should become depressed, 1t will be
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necessary, in addition, to borrow much more heavily thah is now contem-
plated. Rising social needs together with falling revenues would create
a gap that could be filled only by both more taxes and additional
borrowing.

It is important that a systematic survey be made by the Treasurer
of ‘the sources from which the Government can obtain additional funds.
Following are some preliminary recommendations. Some of the methods
proposed for obtaining funds may be considered drastic and harsh. They
have to be considered, however, in terms of both the great need for funds
and the alternative methods for obtaining them. The need for funds is
also harsh and, viewed in terms of the magnitudes involved, the alterns-
tive methods of raising them must be either harsh or inadequate. The
problem involves hard choices whichever decisions are made: not having
adeguate social services, not carrying through fully on economic develop-
ment; or taking vhat may appear to be hard measures to obtain the neces-

sary funds.

Two main characteristics of Puerto Rico's tax structure underly
the methods recommended for obtaining more revenues with greater equity.

1. Puerto Rico's structure is heavily weighted with excise taxes.
During fiscal 1951-52, the Commonwealth Government obtained about 50% of
its total tax receipts from excise taxes, as compared to the Federal Gov-
ernment which obtained only 16% from this source. There are heavy taxes
on alcoholic beverages and tobacco. During 1951-52, alcoholic bheverages

produced over $15 million in revenues and the tax on tobacco produced
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over $13 million. The two next largest items were petroleum products
and automotive vehicles, parts, tires, and tubes which produced about
$9.5 and $5.3 million respectively. In addition to the heavy tax on
tobacco, there are fairly stiff excise tax rates on necessities, for
example electric motors and pumps.

2. The proportion of tax receipts from income taxes 1is relatively
low. During 1951-52, about 18% of the Commonwealth tax receipts were
derived from personal income taxes as compared to 53% for the Federal
Covermment. This difference is due in part to the difference in lev-
els of income, but also to other factors that are important in connec-
tion with improvements in the tax system and structure. These other
factors are worth some detailed examination.

Personal exemptlon and credits for dependents are relatively high

in Puerto Rico. There is a credit of $2,000 for husband and wife, $40O
for. each dependent, and an additional credit of $500 if the taxpayer is
‘a veteran. In the Federal tax there is a credit of $600 for the husband,
3600 for the wife, and $600 for each dependent. From this it is clear
that, despite the fact that incomes on the Continent are roughly five
times what they are in Puerto Rico, the Federal Government reaches much
farther down into the lower income groups in collecting taxes. How much
farther is shown in the following table.

On the Continent, a married couple with no children beglns paying
Federal ta%es at an income of $1,200. In Puerto Rico they start paying
taxes at an inceme of $2,000, and not until $2,500 if the taxpayer is &

veteran. On the Continent a family of three starts paying taxes at an
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income of $1,800. This is $200 less than a family of two in Puerto Rico,

and $700 less if the taxpayer in the Puerto Rican family is a veteran.
Not until the family reaches six members in the case of non-veterans and
nine members in the case of veterans do the personal exemptions and cred-
its on the Continent equal or exceed those in Puerto Rico; this affects
of course only a very small proportion of the total taxpayers. The high
exemptions in Puerto Rico, it should be emphasized, means lower taxes all
the way up the income scale, including persons well able to pay more than
they now do.

PERSONATL CREDITS AND EXEMPTIONS
Puerto Rico,

Pederal Puerto Rico Veteran
Single persons $ 600 $ 800 $1,30
Husband-wife $1,200 $2,000 $2,500
Family of three $1,800 $2,400 $2,900
Family of four $2,400 $2,800 $3,300
Family of five $3,000 $3,200 $3,700
Family of six $3,600 $3,600 $l,100
Family of seven 34,200 $k ,000 $lt, 500
Family of eight 34,800 $4, 100 $4,900
Family of nine $5,L00 $lt,800 $5,300

Another factor is that the combined normal and surtax rates are lower

in Puerto Rico than on the Continent. Although the normal tax on the Conti-
nent is 3% of net income as compared to 7% in Puerto Rico, the Federal sur-
tax rates at all levels of income are higher and the{combined total tax
rate is also higher. Thus, on a net income of $2,0004the combined Federal
rate is about 19%, and the Puerto Rican rate sbout 12%, on net incomes of
$10-12,000 the combined Federal rate is about 39% and the Puerto Rican rate

about 305%.
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Tn the case of married couples, the fact that Puerto Rico has
lower total rates is to some extent compensated for by the fact that the
TFederal Covermment permits income splitting between husband and wife and
Puerto Rico does not. But despite this, Puerto Rican income taxeslare
substantially lower than Federal taxes even for married couples;except
in a very few cases.

The following table, which is based on Treasury Department data,
presents comparisons of Federal and Puerto Rican income taxes based on
the effective rates, that is taking into account the net effect of dif-
ferences in exemptions, normal and surtax rates, and the possibility of

income splitting by married couples in the case of Federal taxes.

PERSONAL INCOME TAXES, FEDERAL AND PUERTO RICAN, 1953

Amount of tax

Net Income Single person Married couples Married couples
(After deductions (no dependents) (no dependents) (two dependents)
before exemptions)  Federal P. R. Federal P. R. Federal P. R.

$ 2,000 311 151 178 0 0 0
4 ;000 788 Lk 622 252 355 151
6,000 1,342 806 1,085 567 799 L

20,000 7,762 5,389 5,456 4,872 5,000 l,54l
26,000 11,600 8,236 7,976 7,64k 7,h2k 7,249
32,000 15,614  11,h16 10,996 10,773 10,360 10,345
38,000 19,688  1k4,847 1,34k 1h,ash 13,648 13,692
60,000 36,154 29,400 28,581 28,581 27,74k 28,035
100,000 69,688 59,165 56,932 58,212 56,032 57,590

For single persons where income splitting is not a factor, taxes in
Puerto Rico are much lower at all levels of income than Federal taxes.

This igs a reflection of both lower rates and of the higher exemption.
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For married couples, taxes are substantially lower in Puerto Rico
up to incomes of about $20 - $30,000, and do not become significantly
higher until much higher income levels are reached. TFor a family of two
with no children, Puerto Rican taxes do not begin toc exceed Federal taxeg
t111 incomes of $60,000. TFor a married couple with two children, Puerto
Rican taxes are substantially lower than Federal taxes till incomes of
about $26,000 and do not actually begin to exceed them till incomes of
$38,000.

Given such differences in taxes it ig clear from the following
table that almost all taxpayers in Puerto Rico pay much less than they

would if they were mainland regidents.

TA¥XABLE RETURNS FOR 1950 IN FPUERTO RICO

et Income No. of Returns % of Returns
Up to $6,000 20,182 91.0
$6,000 to $20,000 1,722 7.5
$20,000 to $38,000 oliky 1.1
$38,000 and above o2 0.4
Total 22,840 100

For the taxable year 1950, 91% of the taxable returns in Puerto
Rico were in the brackets below $6,000 and, as the earlier table showed,
it is precisely in these lower brackets that the Puerto Rican tax is
farthest below the Federal. Less than 100 returns, less than half of
one percent of the total, were in the net ingome bracket of $38,000 and

above. Even taking into account possible shifts in income distribution
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‘siﬁéé 1950 and the fact that, for families larger than those given in the
examples cited @boveé, Puerto Rican taxes begin to exceed Federal taxes in
lower income brackets, it is doubtful that Puerto Rican income taxes are

above Federal income taxes for more more than 200 taxpayers, if that many.

Tn summary, Federal taxes reach substentially further into the lower

income brackets ‘than to Puerto Rican rates; for single persons, Puerto
Rico's effective rates are substantially lower at all levels of income
than Federal rates; and even as regards families, the effective rates in
Puerto Rico are substantislly lower for all except a handful. To this
nay be added, that this comparison is between Commonwealth and Federal
income taxes only. Tt does not teke account of additional state income
taxes that have to be pzid on the continent.

Tux gystems involve a balance between conflicting needs, interests,
and aims: the need of the government for funds, the interests of equity,

and aims of attracting capital, promoting investment, and gtimulating ini-

tistive. Considering only the first two factors, namely the need for funds

and the interest of equity, it should be stated blumtly that the present
Puerto Rican structure is weak with respect to both. It is not providing
all the funds it could reasonably provide and it is, in many respects,
inegquitable.

The heavy emphasgis on excise taxes makes the tax structure regres-
sive. Within excise taxes, there is a heavy tax on cigarettss, which af-
fects a large sector of the population, and heavy taxes on items such as
refrigerators and stoves which are necessities. At the same time, items

such as cars, particularly expensivé cars, gasoline, and oil which are
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relative luxuries are being taxed inadequately. The evasion of income
taxes also adds to the regressiveness of the tax structure.

Within the income tax there are additional sources of revenue
that would not involve inequities. Personal credits and exemptions could
be lowered. The rates could be raised, in particular to get at the bene-
fit enjoyed by single persons, but also to raise rates in general in the
net income brackets up to $20-30,000.

The need of the Puerto Rican Govermment for funds is so great that
primayy emphasis has to be placed on raising taxes. Improving equity
must come largely from the process of selecting which taxes are to be
raised. The additional funds possible from raising certain taxes, how-
ever, are enough to psrmit a lowering of soms few taxes which are e’ther
clearly undegirable or unfair. There could be a lowsring or elimination
of excige texes on refrigerators, stoves and productive equipment and,
perhaps, a moderate lowering of the tax on cigaretiss. This would improve

the equity of the tax system and tend to make an overall tax increage

&

politically more palatable.

On the basis of the foregoing considerations, the following specific
recommendations are made. Exeisze taxes ghould be raised on gasoline and
o0il, private automobiles, at least the higher priced ones, automobile
parts, tires and tubes, and Jewelry. The case of gasoline may be taken
as an exsmple. The present tax on gasoline is 8 cents a gallon and the
retall price 27 cents. In most of the countries of Western Europe gaso-
line retails for about 60 to 70 cents a gallon, mainly because of heavy

taxes. During the past fiscal year about 120 million gallons of gascline
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were consumed in Puerto Rico. A 5 cent increase iIn tax would yield about
$6 million. |

As soon as possible after the new income tax law is passed, per-
sonal exemptions and credits for dependents should be lowered. To lower
them to Federal levels would not be going too far. It is true that the
cost of living is lower on the Continent than in Puerto Rico. But while
this is a significant point it is far from being the main one. It is a
semi-fiction that cost-of-living is the basis of the credits and exemp-
tions. More important is the fact that incomes on the Continent are L
to 5 times those in Puerto Rico. A person having an income of say $2,000
to $3,000 is, in relation to the rest of the population, far lower on the
income scale on the Continent than in Puerto Rico. Despite this, the
Federal Govermment reaches much further down in the iﬁcome scale for
taxes than does Puerto Rico. It may be objected that a family of four
meking say $2,700 is none too well off and finds it hard to get along.
This is true. But tax proposals have to be looked at in terms of the
totality of the tax system and the available alternatives. Not lowering
the credits and exemptions means helping the family with an income of
$2,700; but it also mekes it that much harder to cut down or eliminate
the tax on refrigerators and stoves to be bought by still another family
meking say $1,800.

In éddition, the surtax rates should be raised substantially to
bring the combination of normal and surtax rates to levels close to that
of the Federal Govermment. This would eliminate the special tax adven-

tage that single persons enjoy in relation to Federal rates. If it
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brings the effective tax rates on families to an excessive level, consid-
eration should also be given to permission for income splitting. Buk
the combination should be worked out so that net, that is after all the
changes are taken into account, the effective tax rate on families in
the income groups from sbout $4,000 to $25,000 is raised.

It is estimated that the additional yield from lowering credits
and exemptions and raising fates as outlined sbove would be about $8-10
million in 1954-55. This estimate is based on consideration of the in-
crease in the number of taxpayers that would be brought about by lower-
ing of credits and exemptions and the increase in taxes paid by exist-
ing taxpayers thst would be brought sbout both by lowering credits and
exemptions snd ralising rates. This estimate includes only increases aris-
ing from these gourcss and not those that will be derived from switching
toc a pay-as-you-go system of payment, and those that might be derived
from an attempt to cut down on tax evasion.

Quite apart from the foregoing recommendations for lowering exemp-
tions and credits and for raising rates, a systemestic attempt to cut down
and root out tax evasion should be undertaken. The amounts involved ar
large. Tax evasion is immoral and unfair to thoge who pay their taxes
The nature of the problem is such as to warrant dragtic action; it will
not solve itself. More and better qualified personnel are required to
do the checking. As a benchmark to indicate what can be done, the Fed-
eral Government recently instituted an experimental door-to-door check of
of tax evaders in New England. The check was successful ($35 was collected
for every dollar spent) and it will probably be extended on a nationwide

basgis.
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Sale of Assets

A substantial amount of capital is at present immobilized in vari-
ous assets held by the Government and Public Authorities of Puerto Rico.
The sale of some of these assets would, by bringing in outside capital
or mobilizing local capital, a large part of which flows outside, in-
crease the total amount of capital available to an effectively working
for Puerto Rico. There is also the fact that, since the boom on the
Continent seems to be tapering, this may be a propitious time to sell.

PRIDCO and the Government Bank are already actively engaged in
selling their assets to private investors. There are further possibil-
ities for the sale or conversion of assets in the Iand Authority and it
has been suggested that the Transportation Authority sell its Bus Di.i-
sion. Wherever such sales and conversions appear appropriate from a so-
cial standpoint it is recommended that they be made in the interests of
bringing more private capital into constructive activities and freeing
Government funds for fields into which private investors will not now
venbure. |

T+ ghould bBe emphasized, however, that there are'limitations on
the amount of funds that can be freed in this manner. Perhaps the most
basic is finding private investors willing and able to pay & good price.
Also it should be recognized that this is not a regular source of revenue

and that the receipts would not usually De available to the General Fund.

Borrowing From Public Trust Funds

There is a fairly large sum of money in public trust funds, & sub=

stantial part of which is held in cash svailable for investment or 1s

‘
I
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invested in external securities. For example, on June 30, 1953 the State
Insurance Fund had $1.2 million in U. S. Bonds; the Teachers' Pension
Plan had $2.0 million in cash available for investment; and the Govern-
ment Employees Retirement Fund had $7.0 million in U. S. Bonds and $2.0
million in cash available for investment.

There are many good reasons why fund trustees should be allowed
to make their investments freely and flexibly in accordance with the prin-
ciples of sound, conservative financial practice. But there are other
considerations involved in addition to financial prudence. Money invested
outsgide Puerto Rico is not working for Puerto Rico at its full capacity.
The problem of getting Puerto Rican trust funds to invest locally is part
of the larger problem of getting as much as possible of all Puerto F'ean
capital invésted in Puerto Rico.

Some of the funds are already investing in locsl securities, par-
tleularly mortgages. Generally speaking they are permitted alse to invest
in bonds "backed by the good faith of the people of Puerto Rico". Even
though these funds may not continue their present rate of growth of about
b6 million a year, there would still appear to be perhaps $3-4 millicn

anmuially from thie source svailsble to the Government.

General Borrowing

General borrowing is to a large extent a residual source of funds,
but not completely zo. Wnether and how much to borrow in given short-
term periods ought to depend not only on need but on the state of the

bond market. With the large amount of berrowing that Puerto Rico will
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have to do, differences in the rate of interest at which money can be
porrowed involve big money. Borrowing policy should be kept flexible
in order to take maximum possible advantage of fluctuations in the bond
market; it is especially important to avoid tight situations in which
there is no alternative except to borrow. This means, for example, that
the porrowing schedule in the Six-Year Financial Program should be re-
garded as a rough guideline rather than a rigid annual program. Depend-
ing on the state of the bond market as well as financial need, it may be
desirable to postpone or advance borrowing from one year to another.
Borrowing is a very important source of revenue. It is particu-
larly appropriate when done in anticipation of larger future revenues Or
when the funds are to be invested in self-liquidating projects. There
are limits, however, to the extent to which it can be expanded. What is
vorrowed has to be repaid and excess borrowing means an undue drain for

repayment later.

T+ was noted above that the problem of obtaining additional funds
has to be congidered in its totality, both in relation to the need and al-
ternative methods, and that all the choices involved sre hard. Comparing
+he different methods of obtaining additonal funds in terms of the rela-
tive magnitudes involved, one 1s forced to the reluctant conclusion that
the most important source is taxation. The sale of assebs may provide
sume which are fairly substantial in single years but on a non-recurring,

one-shot basis. The increased investment of trust funds in Puerto Rican
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bonds or other securities should provide some additional funds but not
very much in comparison with total needs.

The problem is thus a prosaic one; it is not suceptible of trick
solutions. What is involved is a basic decision as to whether the need
for funds is sufficiently great to warrant additionsl taxation. This
means deciding how much one wants the additional factories, hospitals,
and agricultural projects--as against leaving taxes alone. Leaving
taxes alone ig not an easy way out; either choice is & hard one.

It may be objected that increased taxation will hindexr the crea-
tion of an appropriate "elimate" for private capital and initiative and
that there are political objections. Although a full discussion of these
problems 1s outside the scope of this report, a few polints may neverthe-
less e ventured.

The relationship between a generally appropriate climate and the
specific attraction of cezpital and stimulaticon of initiative isg not so
close as 1s often asserted. In the tax exemption program, there is a
clear relationship. 'The exemption is not given to everybody but to =z
selected group, namely, new or degignated industries. This selection
means that the danger of giving away more than one gets is largely under
control.

But when 1t comeeg to holding taxes low in general in order to cre-
ate a generally favorable climate, there is a danger of giving a tax ad-
vantage to nine people who do not need it or will not use it in order to
exercise a sﬁall influence on the tenth .person who may be affected. For

a firm considering coming here there are many factors to consider. Vhen
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it has been given income tax exemption and other advantages, the level
of personal income and excise taxes 1s probably a matter of secondary
or tertiary interest. If a firm wishes to attract managerial personnel,
tax exemption permits it to pay an adequate salary. It is not as though
personal income taxes would be so confiscatory as to make an "adequate"
salary impossible. Tax increases within the ranges considered would
sti1l leave the total tax "climate" more favorable than it is in most
states.

As regards the political difficulties, it cannot be denied that
they exist. Tt is always politically difficult to raise taxes. Politi-
cal difficulties along with the others have to be weighed against the
need for funds and the needs of programs. The guestion may also be raiged
ae to whether the political difficulties are not often exaggerated. Con-
gider, for example, an increased excise tax on gasoline. There are sboul
50,000 passenger cars in Puerto Rico. What proportion of the total popu-
1ation would be affected as compared to that now hit by the existing cig-
arette tax? What proportion would be affected by an increase in income

tax? The political difficulties could be mitigated by pointing out what

the money will be used for. It will not be squandered, but used in such
a way as to redound to the benefit of all. Ian the longer run the very |
people using expensive cars will benefit 1f some of their loose change isg

diverted into the building of hospiﬁals and schools. It can alsc be ex-

plained that some taxes are being raised go that others such as thoss on

astove and refrigerators, which are undesirable, can be eliminated. The

fact that there are political difficulties cannot be denied. But the

nature of the problem warrants serious explorstion of the extent to which

they actually exist and the extent to which it is desirable to override them.
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Agricultural Development

As pointed out earlier in this report, the possibility of a seri-
ous recession in the United States seems sufficiently real to warrant
tsking steps to place the Government in a position to offget its poten-
tial effects on the Commonwealth's economy. For agriculture, this con-
cern does not mean that the rate of development should be slowed down.
Tt does mean that, wherever posgible, development should beuundertaken
in such a way that the requirements for appropriations from the State

budget are held to a minimum.

Q3

Tn spite of the great amount of research and planning work that
has been done, there is still no detailed and complete plan for agricul-
tural development in Puerto Rico. The Koenig report has brough

gether =z voluminous body of information and hag charted some of the needs

R

end potentialities of agriculture. As pointed out in Secticn II =bove,
several legislative steps have already been taken in acc cordance with its
recommendations, while wmore than a O recommendsations, covering such things
as goals, administrative arrangsments and procedures, research, and spe-
cific development projects, are currently under review. A summary of
hese proposals by tyvpe, together with an indication of the agencies in-
volved and the additional funds neesdsd has been prepared as g basis for
further snalysis.

In their present fqrm, however, these proposals do not and cannot
constitute a plan for agricultural development. They are siumply the

pieces, the raw materials of a plan. In order to put them together in ;

the form of a comprehensive acticn program, with the various projects
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dovetailed together in terms of func%ion, geographic location, and timing,
much additional work is needed.

The targets for agricultural development by the year 1960 must be
reviewved in the light of the information now available. Preliminary cost

estimates for proposed development projects for which such data are not

yet availablermust be worked out and the total program reviewed to spot

possible gaps as well &8 duplication and overlapping. Criteria mugt be

developed for evaluating all projects in terms of thelr relative contri-
butions toward the revised 1960 targets in order to assess thelir compar-
ative urgency and priority, both as among themselves, and in relation to
the oversll econcmic development program.

Admittedly, thie comprehensgive planning Job will take time. But
this ie not cause for delaying certain immediste action programs. Here,
as in all fields, planning and action must proceed hand in hand. In the
sction field, the most urgent need continues +o be the establishmant of
an organization for agricultural development. The necessity for esgtablish-
ing this organization was discussed in the 1951 Economic Report and need

not be further elaborated at this point. During the past year, further

O

iscussion in both the legislative and executive branches of the Goverri-
ment zppears to have led to general agreement on two points: (1) that there
be such & body; and {2) that it be located in the Land Authority. Specific

quegtions as to ite form and the amount of initial resources to e turned

over to it remzin to be resolved.
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of loans to the proportional benefit farms, in lieu of the present prac-
tice of settingvaside reserves for the purpose out of the Auﬁhority’g
General Fund. This step would substantially increase the resources which
the Authority could devote to new development projecis.

In keeping with the point of view exprezsed above concerning the
general getting of the agricultural development program, a decigion to
base the development body in the Land Authority is desirable in that it
can be given adequate resources without requiring large appropriationsg
for Govermment funds. Thus, the immediate requirements of a counter-
cyclical fiscal policy will not conflict with the equally urgent need
for agricultural development. Establishment of this body, furthermore,
will make it possible to turn over to it financial responsibility fov
certain appropriate current projects for which State appropriations have
been requested thus making it possible to include in the budget other
projects which would otherwige be excluded or limited golely for lack of
funds.

Establishment of the agricultural development body will algo pave
the way for and, in fact, bring on the necessity for a reappraisal of the

distribution of various administrative functions in the agricultursl

Chicago, establishment of a body specifically concerned with sgriculiursl
development will introduce a new elemsnt into the situation. This sug-

gests the desirability of a review of the total picture for purpoges both
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general, it would appear that functions concerned with overall policy
making and functions of a regula%ory character should remain with the
Department of Agriculture and Commerce, and research and experimental
work with the Agricultural Experiment Station. The operation of spe-
cific agricultural facilities and developﬁenﬁ projects could be the
primary responsibility of the new development body, drawing on its own
resources, while projects involving the industrial processing of agri-
cultural products could be the joint responsibilify of the agricultural
development body and the Economic Development Administration.

Although numerous urgently needed projects have been postponeéa'
or sharply limited, appropriations recommended for 195k-55 that are
functionally attributable to agricultural development are substantially
higher than in most recent fiscal years. These appropriations, together
with monies drawn from special Commonweazlth and Federsl funds, would
bring the public resgources available for agricultural development almost
to the level of 1952-53.

Of the appropriations requested for permanent improvements, the
1arge$t is $3,000,000 for the Central Market, half to be available in
195L4-55 and half in the folloﬁing year. This appropriation, together
with the $4,350,000 previously appropriated, would bring the funds avall-
able for the Central Market to $7,350,000, about two-thirds ofé%he total
public investment necessary to complete the first stage of the project.
The first stage of the project includes land acéuisition, diversion of the
Puerto Nuevo river, £ill and consolidation of a 102 acre area, construc-
tion of the Central Market, the slsughterhouse, and grein mill, construc-

tion of two berths, and the roads and utilities for these instgllations.




-106-

Tndustrial Development and Relgted Programs

The budgetary recommendations made below regarding EDA, PRIDCO,
and the Transportation Authority are based on two primary considera-
tiong: the need for frugality in order to conserve limited government
resources and the need to press forward at all points in the economic
de&elopmenﬁ program where substantial immediate results can be achieved

or where a critical gap in the program as a whole needs to be filled.

. Economic Development Administration. All parts of EDA contrib-

ute in varying degrees to manufacturing promotion. The cutsitanding suc-

cess of this program during fiscal 1953 and eariy figseal 1954 has been
pointed ouf in the preceding section of thisg report. The goal of 100
plants during fiscal 1953 was achieved and the bepnefit to the econowy
was both'immediate and impressively large. The goal for 1955 is 175
plants. It is recommended that all parts of EDA that will contribute
substantially to the achievement of this goal receive full budgetary
support.

The tentative evaluation of the rum program masde in Secticn II
indicates that during the past 3 years the $l‘million annusl expendi-
turse has been worth approximately $3 million a year to the Commonwealth
Govermment. Continuing the program at the $1 million level, the figurs

at which it has been maintsined throughout most of 1ts history, mesns &

liguor advertisers have been sharply increased. While it is true that
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the amount of advertising of Puerto Rican rum is already higher in re-
lation to sales than it is for other rums or for other liquors, rela-
tively’héavy advertising is recognized ag good merchandising practice
for new products or those which, like rum, have given cause in the past
for strong consumer resistance.

The significant fact about the>rum program is that it has been
guccessful. Puerto Rican rum had about half the rum market three years
ago; now it has about two-thirds. Rum still has a small part of the
total liquor market but it has about doubled that part since the program
was started. Even with the lower tax rate, every additional gallon sold
means $9 of added Government revenue. For the lagt three years the pro-
gram has probably been returning to the Treasury about $3 for each $1
spent. In view of the presenﬁ fiscal situation its expansion is now

recomnended .

Industrial Development Company. As was indicated in Section II,

PRIDCO's cash resources appear to be inadequate and it will probably be
necessary for the Company to borrow from the Government Development Bauk
during the current fiscal year.

As @ result of a new operating policy recently agreed upon, the
Development Bank is moving more aggressively into the field of morigage
and equipment loanms while PRIDCO will mske only those loans that are
unsuitable for the Bank but which are still necesgary and desirable from
the standpoint of industrial development. PRIDCO will continue to con-

struct factories in localities or of sgpeciazlized types in which private
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builders are unwilling to invest. Both organizations will be following
a vigorous policy of selling as much as posgible of their existing prop-
erty and security holdings to private investors thus freeing a maximum
amount of their funds for new investments.

This new policy orientation of PRIDCO and the BRsnk will undoubt-
edly tend to keep the total capital requirements of PRIDCO and its
needs for appropriations at a minimum. It is too early, however, to
even estimate what the ultimate quantities will be. In the mezntine,
two powerful considerations point to maintalning PRIDCO's finanecial 1lig-
uidity. The first is that the planned accelersticn of the manufactur-
ing promotion program will bring a rapid demsnd for PRIDCO buildings,
and a high proportion of PRIDCO's assets during this psriod will be
puildings under consiruction which are not readily salable or bankable. :
PRIDCO's present capital must bes adeguate for this new load, ctherwise
it will act as & brake on the mapufacﬁuring program. The other consid-
eration is that, to a large extent, the new loan policy of the Bank is
dependent on PRIDCO and EDA activity. It is neither appropriate nor
practical for the Bank to sesk out borrowers. FProspsctive borrowers
must be referred to the Bank by PRIDCC and EDA and this means that they
must &t least have already completed their arrangements for a factory
building. In & sense PRIDCO is in thé middle of the manufacturing pro-
motion process. IT ites pace is slowed, it acts as a brake on projects
flowing from industrial promotion through the Company to the Bark.

Tt is estimated that in addition to its present cash, lncluding

the $4 million appropriation made in November 1953, and the net earnings )
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expected this fiscal year and next, PRIDCO will require about $1h.5 mil-
1ion of investment funds by the end of 195&-55; It is proposed that $8
million of this asmount be borrowed from the Develcpment Bank. This fig-
ure is approximately the total amount of funds that the Bank itgell now
has available for lending. It is recommended that the additionsl $6.5
million be provided by a Government appropriation to the Company in
195k-55.

It is recommended that appropriations for "Operation Hurry-Up"

be $500,000 for fiscal 1955, an amount $250,000 below that requested

3

by PRIDCO. On the basis of past experience many companies do not apply

<

for and use the full amount of incentive funds that have been authorized
for them. TIn addition, it is planned to restrict further the kind of
firms eligible for these special incentives and to use a largér part of
the smount available to provide incentives for companies to locats out-
gide the Metropolitan area and for the establishment of plants to process
agricultural raw materials.

Transportation Authority. Funds have not yet been provided for

the following items needed to get the Imternational Airport into minimum
operation: paving and markers for part of the apron near the terminal

puilding and for two taxiways, exterior fencing and the seeding of grasgs

»longside the built-up entrance roads to prevent thelr being under=-cut by

erosion; the fire department building; and the carge iterminal building.

)

The estimated cost of &1l items except the last is $1,500,000 znd the ap-

propriation of this amount is recommended. The Government Development

Rank mav finance the carge terminal but, if it does not do so, it is
o/ 5 J
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recommended that an additional appropriation be made for this purpose.
According to the schedule of the Transportation Authority, it

will be possible to start operations at the new airport by the end. of

this year if the funds are made available by April.




