
 

  

 
 
BY ELECTRONIC MAIL   
 
July 30, 2022  
 
Hon. Omar J. Marrero Díaz 
Executive Director 
Puerto Rico Fiscal Agency and Financial Advisory Authority  
 
Dear Mr. Marrero Díaz,  
 
We write in response to your letter dated July 22, 2022 regarding Act 41-2022 (“Act 41” or the 
“Act”), formerly known as House Bill 1244 (“HB 1244” or the “Bill”).  Act 41, among other 
things, repeals portions of the Puerto Rico Labor Transformation and Flexibility Act (the “LTFA” 
or “Act 4-2017”) and other labor laws, thus on its face imposing increased expenses for 
employment and termination of employment.  Act 41 will likely reduce (i) GNP growth, (ii) 
revenues forecasted in the Fiscal Plan, and (iii) revenue savings set forth in the Plan of Adjustment, 
as the Oversight Board’s economist has determined.   

By letter dated June 13, 2022, the Oversight Board advised the Governor it had determined the 
Bill would impair or defeat PROMESA’s purposes for many reasons explained in the letter and 
prior correspondence.  Accordingly, it notified the Governor that PROMESA Section 108(a)(2) 
barred the Governor from signing it into law.  Contrary to the statutory prohibition in Section 
108(a)(2),1 and contrary to the First Circuit’s expressed hope the Commonwealth and the 
Oversight Board would work together to avoid litigation,2 the Governor signed Act 41 into law 
knowing he would be powerless to prevent its implementation and enforcement because it 
regulates private employer relations with private employees.  

 
1 As you know, United States District Judge Laura Taylor Swain, in accordance with the plain language of Section 
108(a)(2), has consistently ruled that when the Oversight Board makes a proper negative Section 108(a) declaration, 
“Section 108(a) serves as a restraint on territorial officials,” In re Financial Oversight and Management Board, 583 
B.R. 626, 634 (D.P.R. 2017), and “triggers a statutory prohibition on the Government to go forward with the targeted 
statute, resolution, policy, or rule…”  Vazquez Garced v. Financial Oversight and Management Board, 511 F. Supp. 
3d 90, 134 (D.P.R. 2020). 
2 Pierluisi v. Financial Oversight and Management Board for Puerto Rico, 37 F.4th 746 n. 23 (1rst Cir. 2022). 
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Your letter provides Act 41 can only be stopped by a court order or new legislation.  If the 
Governor is willing to comply with Section 108(a)(2) and to be collaborative, please advise the 
Oversight Board whether the Governor will promptly consent to a simple order suspending Act 41 
while the parties further discuss the issues.  At the end of those discussions, if the Governor and 
the Oversight Board do not agree on a resolution, then the Governor can make his case to the Title 
III Court that the Oversight Board’s determinations violated PROMESA.  That is the correct 
procedure under PROMESA whereby the Oversight Board’s negative determination triggers the 
statutory bar of Section 108(a)(2) and the Governor can challenge in court the Oversight Board’s 
determination without violating PROMESA (by enacting and implementing the legislation).   

Instead, the Governor violated PROMESA by enacting and implementing Act 41 in disregard of 
the statutory prohibition.  Absent a consent order suspending Act 41 while the parties discuss the 
issues, the Oversight Board will have no choice, as you point out, other than to commence an 
action to nullify the statute and to seek other appropriate relief to deter future violations. 

The Oversight Board hopes the Governor will immediately agree to consent to the order described 
above.  If the Governor does not do so, he will be creating an extremely difficult situation for 
employers and employees acting under a law subject to nullification, while impairing the 
Commonwealth’s ability to achieve the growth and revenue requirements in the certified Fiscal 
Plan and Plan of Adjustment. 

In addition to violating PROMESA Section 108(a)(2), the Governor has failed to comply with 
PROMESA Section 204.  Before getting into the specifics, however, we cannot accept your 
premise that assessing Act 41 is a complex and potentially undoable project.  Facially, Act 41 
imposes on businesses additional expenses for employment and termination which obviously 
deters new hiring and investment.  Moreover, the Oversight Board’s economist has determined not 
only that estimating the economic impact of Act 41 is feasible, but also that Act 41 will have a 
significant negative impact on the Fiscal Plan, including a reduction in GNP growth and tax 
revenues.     

On June 29, 2022, the Oversight Board received the Government’s initial PROMESA 
Section 204(a) submission for Act 41 (the “Initial Submission”).  Following its review of the Initial 
Submission, the Oversight Board sent a letter on July 19, 2022, notifying you (as well as the 
Governor and legislative leadership) pursuant to PROMESA Section 204(a)(3) that the Governor 
had failed to submit the required certification and formal estimate for Act 41.  The Oversight 
Board’s letter identified specific deficiencies in the Initial Submission, including that the Initial 
Submission failed to provide (i) a complete estimate of the Act’s impact on revenues, (ii) a formal 
estimate by “an appropriate entity of the territorial government with expertise in budgets and 
financial management,” and (iii) the required certification finding the Act is or is not “significantly 
inconsistent with the Fiscal Plan.”  

On July 22, 2022, the Oversight Board received additional information from AAFAF (the 
“Supplemental Submission” and, together with the “Initial Submission,” the “Submissions”), 
accompanied by a letter responding to the Oversight Board’s July 19 notification.  After reviewing 
your letter and the Supplemental Submission, the Oversight Board finds the Government has not 
remedied the deficiencies in the Initial Submission.  
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Specifically, the Supplemental Submission does not provide a formal estimate of the impact Act 41 
“will have on expenditures and revenues.”  As you have been previously informed, the Initial 
Submission only included a cost estimate for the Puerto Rico Department of Labor and Human 
Resources (“Department of Labor”) to evaluate certain related regulations but made no mention 
of the impact of the Act on revenues.  The Supplemental Submission similarly fails to mention, 
much less analyze, the Act’s impact on Commonwealth revenues.  Instead, the Supplemental 
Submission merely indicates the Department of Labor’s estimated costs should be revised slightly 
downward.3  As described more fully in the Oversight Board’s July 19, 2022 letter, the complete 
and formal estimate required by PROMESA must include an analysis of the Act’s impact on 
Commonwealth revenues.4  Moreover, as previously explained, the Governor’s certification must 
declare a conclusion – that the Act is, or is not, significantly inconsistent with the Fiscal Plan.  The 
Governor’s Submissions fail to do so.   

These requirements should come as no surprise to the Government.  The Oversight Board has 
repeatedly guided the Government that the analysis required by PROMESA should be conducted 
prior to a law’s enactment.  Additionally, in the Oversight Board’s letters to the Government prior 
to the enactment of then-HB 1244, the Oversight Board reminded the Government of 
PROMESA’s requirement that the Government analyze the impact of the proposed law on 
Commonwealth revenues.  Not only is this consistent with best practices for the Legislature, but it 
is necessary to ensure that the Government can meet the seven business-day deadline set by 
PROMESA.  Waiting until after laws are enacted to prepare and share the Government’s analysis 
of the laws has led to deficient Section 204(a)(1) estimates and erroneous certifications.  The 
Government’s failure to provide this formal estimate, and statements in your letter about the 
challenges of developing such an estimate, make it apparent that the Government has conducted 
no such analysis and therefore has no understanding of the impact Act 41 will have on 
Commonwealth revenues supported by anything other than speculation and “hope.”   

As such, the Government has still failed to comply with the requirements of Section 204(a). 

To be clear, the Oversight Board’s objections to the Submissions are not “policy disagreements.”  
The Oversight Board has outlined specific concerns that Act 41 will negatively impact the 
revenues of the Commonwealth based on an economic analysis.  This economic analysis does not 
reflect any ideological view regarding a government’s involvement in the labor market.  In 
contrast, the Government’s expectations of the impact that Act 41 will have on revenues and the 

 
3 In addition to failing to address revenues, the Supplemental Submission ignores the Oversight Board’s stated 
concerns about the agency making certifications with respect to Act 41.  As we noted in our July 19, 2022 letter, the 
Department of Labor does not appear to be “an appropriate entity of the territorial government with expertise in 
budgets and financial management.”  PROMESA Section 204(a).  Even if the Department of Labor were such an 
entity, the estimate focuses only on the costs to the Department of Labor and does not purport to evaluate the costs to 
the Commonwealth as a whole or the impact on revenues.  
4 As noted in the Oversight Board’s letter, while the Initial Submission included a purported PROMESA 
Section 204(a) certification, AAFAF did not certify whether Act 41 is or is not significantly inconsistent with the 
Fiscal Plan.  The Supplemental Submission similarly did not contain a certification as required by PROMESA, but 
like in the Initial Submission, presents a Department of Labor certification stating that, based only on its assessment 
of the impact of the Act on that agency, it is not significantly inconsistent with the Fiscal Plan.  For reasons set forth 
in our July 19, 2022 letter, the Government has not met the certification requirements of Section 204(a). 
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labor market lack the necessary economic analysis required by PROMESA.  Moreover, the 
absence of any economic analysis of the impact of Act 41 effectively prevents the Oversight Board 
from evaluating the merits of the Government’s position.  Moreover, it confirms to the Oversight 
Board that the impacts apparent from the face of the Act and summarized above are likely correct.   

While the Oversight Board recognizes it is difficult to fully model all economic impacts of the 
Puerto Rico labor market, the Oversight Board is not demanding the Government do anything 
other than what PROMESA demands—which is to prepare a formal estimate “of the impact, if 
any, that the law will have on expenditures and revenues.”  PROMESA Section 204(a)(2)(A).  And 
while you contend there are challenges in conducting such an analysis, that does not justify the 
passage of a law impacting the entire private sector workforce without any firm understanding of 
the law’s impact on the Commonwealth’s revenues.  Rather, the absence of an informed 
understanding of the Act’s impact on the Commonwealth’s revenues should have caused the 
Government to pause and take the time to assess the Act to assure its passage would not have 
negative fiscal consequences.  This practice of passing laws without regard to, or understanding 
of, the economic consequences is part of what caused the Island’s current fiscal crisis. 

In your letter, you request to see the Oversight Board’s analysis of the Act.  We declined to provide 
this analysis initially as it is the Government’s burden under PROMESA to provide a formal 
estimate and the Government is obligated to do the work necessary to understand the impact of the 
Act.  However, as it is now clear the Government is unable and/or unwilling to do that work, we 
have attached a power point presentation from Dr. Robert Triest that he presented to the Oversight 
Board earlier today.  This presentation addresses the economic impact of Act 41 on, among other 
things, the Fiscal Plan and the Commonwealth’s revenues.  Dr. Triest’s presentation takes into 
consideration the materials that the Governor and AAFAF have provided to the Oversight Board, 
including the materials attached to your letter dated July 22, 2022.   

The Oversight Board is mindful of the urgency of this matter and the need for stability in the 
private labor market.  Accordingly, if the Government has an informed differing view from the 
Oversight Board’s economist or the Government possesses any economic report regarding Act 41, 
please provide such a report to the Oversight Board no later than Thursday, August 4, 2022.5   

The Oversight Board remains deeply concerned the Governor signed Act 41 in violation of 
PROMESA Section 108(a)(2) while knowing he could not stop its implementation.  We provide a 
solution at the outset of this letter and hope the Governor will agree to it.  Kindly advise us of the 
Governor’s response to the proposal to a consent order suspending Act 41 no later than August 4, 
2022.  If the Governor does not cooperate, he leaves the Oversight Board with a single option you 
identified, namely an action to nullify Act 41.  The Oversight Board reserves the right to take all 
actions it deems necessary, consistent with PROMESA Sections 104(k), 108(a), and 204 .  We 
hope such actions will be unnecessary.  

 
 

5 Please note that in the interest of expediency, we have not responded to all of the points made in your letter.  The 
Oversight Board’s silence on those matters—such as the import of the Legislature’s stated purpose of Act 41—should 
not be viewed as agreement with the Government’s positions. 
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We look forward to continuing to work together for the benefit of the people of Puerto Rico.  
 
Sincerely, 
 
 
David A. Skeel, Jr. 
 
CC:  Hon. Pedro Pierluisi Urrutia 
 Hon. José Luis Dalmau Santiago 

Hon. Rafael Hernández Montañez



The Economic Impacts of Act 41
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Robert Triest

July 29, 2022
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Overview

My review of Act 41 leads to four primary conclusions about its economic impact: 

The structure of Puerto Rico’s 
labor market makes Puerto Rico 
especially vulnerable to 
decreases in formal sector 
employment from enactment of 
Act 41, especially given historical 
labor market performance, ease 
of migration to the mainland US, 
and a large informal labor market

1

Re-establishing labor restrictions 
under Act 41 reduces labor 
market flexibility, and negatively 
impacts labor force 
participation (LFP), GNP 
growth, market competition, 
and corresponding tax 
revenues – all of which runs 
counter to the structural reforms 
on which the Fiscal Plan relies

2

The provisions in Act 41 related 
to employment protection and 
unjust dismissals will have a 
significant negative impact on 
employment and GNP by 
creating uncertainty; 
employees typically value such 
protections at less than the cost 
to firms of providing them

3

The structure, costs, and risks of 
certain labor provisions in Act 41 
discourage new hiring and will 
significantly reduce the Earned 
Income Tax Credit (EITC) 
expansion’s effectiveness in 
promoting LFP, economic growth, 
and the Government revenues 
associated with that growth

4

As a result, the provisions of Act 41 are inconsistent with the 
requirements and objectives of the Commonwealth Fiscal Plan 

(“Fiscal Plan”) and Plan of Adjustment
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Act 41 reverses labor reforms enacted in 2017 that are still critical to Puerto Rico today

Act 41 amends and repeals parts of the Labor Transformation & 
Flexibility Act of 2017 (“2017 Labor Reform”)

The 2017 Labor Reform amended several labor laws to:

Source: Labor Transformation and Flexibility Act of 2017 at Statement of Motives

Help with 
(i) “restoring economic growth and creating a more competitive economy,” and 
(ii) “restructuring the Commonwealth to achieve balance budgets, while 

preserving essential services for the People of Puerto Rico”

“Attract foreign investment, help local business owners to create jobs, and allow 
Puerto Ricans to enter the workforce”

Make Puerto Rico “an attractive jurisdiction for establishing businesses and 
creating job opportunities; promoting private sector employment level growth; 
and providing new job opportunities for unemployed persons” 

These beneficial economic effects of 
the 2017 Labor Reform are an 
important basis for the projections in 
the 2022 Commonwealth Fiscal Plan

“Its repeal would discourage new 
hiring and reduce the labor market 
flexibility, thus limiting the 
effectiveness of the EITC expansion 
in promoting labor force 
participation, economic growth, and 
the revenues associated with that 
growth. Therefore, the Government 
must refrain from repealing Act 4-
2017 or enacting new legislation that 
negatively impacts labor market 
flexibility.” 

Fiscal Plan, p. 86
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LFP and unemployment have improved significantly since the 2017 Labor Reform

The data reported in the Government’s Section 204 Certification 
reflects the benefits of the 2017 Labor Reform

This figure is from the DevTech report:

Source: DevTech Systems, Inc., Economic Underpinning of Puerto Rico Act 41-2022, p. 2 

DevTech notes:

• “Increase in the size of the 
labor force” by nearly 100,000

• “Historic decline in the 
unemployment rate” from 10% 
to 6%; lowest in 30 years

• “Strong economic activity”
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Even with the benefits of the 2017 Labor Reform, low LFP remains an enormous difficulty

Puerto Rico’s LFP rate is roughly 40%, significantly below the US average 
(61.7%) or even the lowest-ranking US state (West Virginia, 55.2%), and 
significantly lower than that of other Caribbean islands (see appendix)

Sources: 
Puerto Rico Department of Labor and Human Resources (2021), Empleo y desempleo
U.S. Bureau of Labor Statistics, Current Population Survey
World Bank, Youth Unemployment Rate for Puerto Rico

40%
LFP rate

61.7%
LFP rate

The World Bank reports that Puerto Rico's LFP rate is 
currently the seventh lowest in the world and has never 
risen above the bottom 20 of more than 200 countries 
and territories surveyed 

Puerto Rico's unemployment rate is relatively high compared to other countries:

From 2007 to 2019, the 16-24 age 
group in Puerto Rico had an average 
unemployment rate of 30.4%
compared to an overall average 
unemployment rate of 12.7%

From 2007 to 2019, the 16-24 age 
group in Puerto Rico had an average 
unemployment rate of 30.4%
compared to an overall average 
unemployment rate of 12.7%

Puerto Rico’s youth unemployment 
rate is 23.8%, about double the 
global average of 13.8% and more 
than double the national average of 
10% 

Puerto Rico’s youth unemployment 
rate is 23.8%, about double the 
global average of 13.8% and more 
than double the national average of 
10% 
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The Government suggests this roll back will 
increase job desirability and will counter 
monopsonistic labor conditions

But its 204 Certification provides no substantive 
analysis of the law’s economic impact, saying it 
is too complex  (204 Certification, p. 8)

The law’s impact is a question of economic 
analysis, not a philosophical one

The Government’s arguments about job 
desirability and monopsony conditions are 
not correct in a labor market, such as Puerto 
Rico’s, where the minimum wage is high 
relative to market wages.

Any benefits from Act 41 will be more 
than offset by its detrimental impacts on 
Puerto Rico’s labor market and economy

Act 41 rolls back key provisions of the 2017 Labor Reform
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Act 41’s stated priorities are unrelated to its economic impact

Act 41 has two stated priorities:

Source: H.B. 1244, 19th Legislative Assembly, Commonwealth of Puerto Rico, House of Representatives (2022)

These priorities are independent of their impact on the ability of Puerto Rico’s economy to meet 
the requirements and objectives of the Fiscal Plan and Plan of Adjustment

1
Return and broaden the labor rights 
applicable to workers in the private 
sphere; and…

2
…Reclaim the Legislative Assembly’s power 
to inquire into prevailing work conditions in 
Puerto Rico and propose new protections 
for the benefit of the working class
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Act 41 counters the growth and revenue requirements of the Fiscal Plan

The success of the Fiscal Plan and the Plan of Adjustment depend on 
achieving revenue projections through economic growth 

GNP increases with employment, which in turn increases with the 
working age population and LFP

The Fiscal Plan emphasizes the importance of the 
structural reforms, noting that they “drive a 
significant portion of the surplus between FY2022 
and FY2034” (Fiscal Plan, p. 46)

The Fiscal Plan notes, “Insufficient implementation 
of structural reforms proposed in previous fiscal 
plans is holding back further potential growth and 
revenue uplift [including] continued highly 
regulated and restrictive private sector labor 
market policies that prevent higher growth” 
(Fiscal Plan, pp. 46-47)

The changes proposed in Act 41:
• Roll back structural labor market reforms 

previously legislated, exacerbating the labor 
market problems identified in the Fiscal Plan

• Attenuate the effectiveness of some Fiscal Plan 
provisions, such as expansion of the EITC 
designed to increase LFP and employment

• Likely to reduce GNP growth, revenues 
forecasted in the Fiscal Plan, and revenue 
savings proposed by the Plan of Adjustment
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Stricter employment 
regulation has detrimental 
effects on LFP, employment, 
and unemployment

Empirical evidence on 
employment protection is 
available from cross-country 
studies based on aggregate 
data, cross-country studies 
based on disaggregate data, 
and single-country studies
(see appendix)

The empirical evidence shows:
• In emerging and transition economies, stricter labor regulations are 

associated with lower LFP and higher unemployment, especially 
among young workers

• In developing economies, cumbersome labor regulation reduces 
labor market flexibility, reduces the employment of marginal 
workers, and generates inequality in the larger society

• More stringent regulations are associated with a larger unofficial 
economy, and thus lower tax revenues

• Employers subject to increased employee benefits tend to recoup 
this cost by reducing wages

• When employers cannot decrease wages to offset costs of 
mandated benefits, as may be the case with a minimum wage 
worker, they may choose to reduce the number of workers they hire

• Labor protection laws enhance employment protection at the price 
of increasing the cost of labor, which reduces both the inclination to 
lay off workers and willingness to hire new ones

• In addition to above-market labor cost factors, Puerto Rico lacks at-
will employment 
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An increase in the informal economy diminishes 
Puerto Rico’s tax base

Reinstating stricter employment regulations will increase the informal sector and 
unemployment, reduce tax revenues, and marginalize some workers

Reinstating stricter employment regulations in Puerto Rico creates market inefficiencies
and will result in a larger incidence of informal employment

About one-quarter of Puerto Ricans work informally 
(more than anywhere else in the US)  

Some studies estimate that the informal sector 
accounts for up to 30% of Puerto Rico’s GDP  

The informal labor market is driven, in part, by labor 
laws which make it uneconomical to hire employees 
with full benefits and job protections

Employees in the informal sector do not have access 
to legal employment rights or Social Security benefits

Reverting to strict employee protection regulations 
encourages labor market segmentation 

Primary market (protected jobs) where workers enjoy job 
security and the benefits of regulations, and secondary 
market (informal sector, self-employed, and contingent 
workers) without these benefits

Outsiders are disproportionately drawn from 
disadvantaged groups and new labor market entrants

Increased difficulty finding primary sector jobs discourages 
job seekers and reduces LFP and employment
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Act 41 will reduce demand for labor and increase outmigration pressures

A reduction in job creation in Puerto 
Rico would induce unemployed Puerto 
Ricans to migrate to the mainland.

It can be more expensive to employ a 
low-wage worker in Puerto Rico than 
on the mainland, making Puerto Rico 
less competitive in labor-intensive 
sectors such as tourism

Act 41 includes compulsory 
benefits and labor restrictions not 
required in other US jurisdictions

Open migration to the mainland 
creates options for unemployed 

individuals with high desire to work 
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Act 41 will result in fewer jobs and lower wages

An increase in the amount or provision of employer-paid benefits increases employers’ costs for 
any given wage, causing the labor demand curve to shift back, and increases the desirability of 
jobs from the standpoint of employees, causing the labor supply curve to shift out

The combined effect of the decrease in labor demand and the increase in labor supply is 
downward pressure on wages, with low-wage workers hit hardest

Given that a large proportion of employment is either at or barely above the minimum wage, 
mandated benefit increases will be especially detrimental to job creation and employment 

This reduction in employment is inconsistent with the projections in the Fiscal Plan and the 
requirements of the Plan of Adjustment
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Firing rigidities will significantly impact elements of the Fiscal Plan 

Provisions related to firing rigidities have a large impact on 
employment

• Administrative and legal costs do not have corresponding benefits 
to employees that increase the attractiveness of employment, and 
so unambiguously decrease employment

The uncertain nature of the benefit of employment protection 
to employees means they typically value it at less than the 
cost to firms of providing it

As a result, it will decrease 
the attractiveness of 
employment and LFP

This is contrary to the Fiscal 
Plan’s goal of increasing 
formal employment and LFP

Studies from other countries 
report a decline of up to 25 
percent in long-term 
employment resulting from 
increased firing rigidities 
(see appendix)

• This implies a long-run reduction 
in GNP of about 20 percent 

• Estimated impacts are country-
specific but they point toward a 
substantial reduction in employment

• Further analysis is needed to 
precisely quantify the expected 
economic impact of Act 41; the 
Government has not provided such 
an analysis
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Estimating the economic impact of Act 41 is important and feasible

Qualitatively Quantitatively

Based on my review and analysis
summarized in the prior slides, I am confident 
Act 41 will have a sizable negative impact 
on GNP growth and revenue to the 
Commonwealth

Precisely quantifying this sizeable negative 
impact is challenging

• There is no singular, perfect model

The Government relies on the challenges of 
quantifying this impact to decide not to 
undertake any effort to quantify it

The EITC expansion is a reasonable proxy 
for quantifying this impact

• It is specifically related to LFP and 
employment

• It is a key driver of the GNP growth and 
revenue projections in the Fiscal Plan

• It can be explicitly quantified using the 
Fiscal Plan model
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Loss of EITC benefits implies a significant impact of Act 41 on GNP and Government revenue

The Fiscal Plan relies on economic benefits from structural reforms, including increased LFP 
in response to incentives to work created by EITC benefits
• Projected to increase real GNP growth by 0.15% every year after 2025
• This depends on sufficient labor demand and job creation to absorb the increased labor supply

By discouraging labor demand and job creation, implementation of Act 41 will attenuate the EITC’s effects
I estimated the impact on GNP growth and revenues of excluding EITC benefits from the Fiscal Plan: 
By discouraging labor demand and job creation, implementation of Act 41 will attenuate the EITC’s effects
I estimated the impact on GNP growth and revenues of excluding EITC benefits from the Fiscal Plan: 

GNP Impact:
• Immediate decline of 

0.37% in real GNP for 
2022-2026

• Cumulative decline of 
4.03% over the 30 years 
covered by the Fiscal 
Plan

Revenue Impact:
• $156 million decrease 

for 2022-2026                   
(a 0.6% reduction from 
base-case revenues)

• $8.17 billion decrease 
through 2051                               
(a 25.1% decrease)

EITC expansion is only one of the labor market structural reforms incorporated into the Fiscal Plan’s GNP 
growth and revenue projections; therefore, it may not reflect the full economic impact of Act 41
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Presented By

Robert Triest
Chair and Professor of Economics

Chair of the Economics Department at Northeastern University 
in Boston, Massachusetts

• Previously, led the Macroeconomic Applications and Policy 
Studies group and was Director of the New England Public Policy 
Center at the Federal Reserve Bank of Boston

• Research primarily focused on labor economics and public policy 

• Recent work focuses on the intersection of economic 
circumstances and educational outcomes as well as the impact 
of long-term unemployment on household finances

• PhD in economics from the University of Wisconsin-Madison and 
BA in economics from Vassar College
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Puerto Rico Labor Force
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Puerto Rico’s labor force increased by 
approximately 11% over the past five 
years, following the enactment of the 
2017 Labor Reform
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Puerto Rico Unemployment Rate and LFP Rate
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Act 4 (January 2017)

Following the 2017 Labor Reform, 
Puerto Rico has experienced a sharp 
increase in the LFP rate and a sharp 
decrease in the unemployment rate
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US LFP Rates – August 2021
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LFP rate in Puerto Rico (42.3%) is 
significantly lower than the US average 
(61.7%) and other jurisdictions
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Caribbean LFP Rates

LFP rate in Puerto Rico (42%) is 
significantly lower than in other 
Caribbean economies
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Source: The World Development Indicators, World Bank (2021); Puerto Rico Department of Labor.
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Puerto Rico and US LFP Rate by Age Group – August 2021
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Source: Puerto Rico Department of Labor; Bureau of Labor Statistics.

LFP rate is lower across all age groups 
in Puerto Rico than for in US overall, 
with the largest differences occurring 
below age 24 and above age 45
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Puerto Rico and US Unemployment Rate by Age Group – August 2021
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Puerto Rico’s population between ages 
16 and 19 has the highest rate of 
unemployment of any age group in 
Puerto Rico and relative to the same 
age group in the US
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Minimum Wage – July 2022

Puerto Rico's state minimum wage rate 
is $8.50 per hour, 17% higher than the 
Federal Minimum Wage of $7.25
A further increase to $9.50 is 
scheduled to take effect on July 1, 2023 
(Puerto Rico Minimum Wage Act, Act 
No. 47-2021)
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Source: US Department  of Labor, July 2022.
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Puerto Rico Median Hourly Wage Distribution – August 2021
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Source: BLS May 2021 Occupational Employment and Wage Estimates. Intervals calcualted as 10 equally sized intervals between the Peurto Rico minimum wage 
($7.25) and the maximum of reported median hourly wages ($29.38).

Median Wage ($10.93)Minimum Wage 
($7.25) The median wage in Puerto Rico in 

2021 was $10.93
Approximately 40% of employees 
earned less than $9.50
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Cumulative Effect on Real GNP of Excluding EITC Expansion Benefits in Fiscal Plan
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Source: January 2022 Fiscal Plan Model.

Excluding EITC expansion benefits in 
the Fiscal Plan model results in the 
immediate decline of $86 million in real 
GNP for 2022-2026 and a cumulative 
decline of $3.2 billion over the 30-year 
period covered by the Fiscal Plan 
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Cumulative Effect on Revenues of Excluding EITC Expansion Benefits in Fiscal Plan
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Excluding the EITC expansion benefits 
in the Fiscal Plan reduces revenues by 
$156 million (0.6%) for 2022-2026 
relative to base-case revenues
For the full Fiscal Plan period 2022-
2051, excluding the EITC expansion 
benefits reduced revenues by                   
$8.2 billion (25.1%)
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Impact of Labor Reforms – Economic Estimates

Country / Sample Time Period Independent Variable Dependent Variable Estimated Effect

India; 36 manufacturing industries. 1976‐1991. Dummy variable reflecting the 
imposition of new job security 
regulations.

Formal employment level. 17.5% decline in employment resulting from increased firing 
rigidities.

Zimbabwe; 29 manufacturing industries. 1980‐1991. Dummy variable reflecting the 
imposition of new job security 
regulations.

Formal employment level. 25.2% decline in employment resulting from increased firing 
rigidities.

Peru; Pseudo‐panel data set of 10 
economic sectors.

1987‐1997. Severance payment as a proxy for firing 
costs.

Employment level. The impact of an expected severance payment is negative and 
significant; ‐0.89 at the sector level and ‐0.31 at the establishment 
level. 

India; 1948 retail stores. 2005‐2006. Index of labor regulations for the Indian 
retail sector.

Number of employees working in 
a retail store.

Reducing the severity of labor laws from the median to the lowest 
level of regulation would increase retail sector employment by 
22.7% more than the mean level of employment.

Firing Rigidities

Labor Market Restrictions (Firing Costs, Non‐wage Costs)

4. Amin (2008), "Labor Regulation and Employment in India's Retail Stores."

1. Fallon and Lucas (1991), "The Impact of Changes in Job Security Regulations in India and Zimbabwe."

2. Fallon and Lucas (1991), "The Impact of Changes in Job Security Regulations in India and Zimbabwe."

3. Saavedra, Jaime, Torero, Máximo (2004). "Labor market reforms and their impact over formal labor demand and job market turnover: The case of Peru."

Overtime; Sick Leave; Maximum Hours Per Week; Termination Rules



29

Impact of Labor Reforms – Economic Estimates (continued)

Country / Sample Time Period Independent Variable Dependent Variable Estimated Effect

United States; 347,000 individuals 
surveyed in the American Community 
Survey (ACS).

2009‐2012. 2012 paid sick leave legislation in 
Connecticut (event).

Unemployment rate. The introduction of paid sick leave laws increased the ratio of 
unemployed workers to the total labor force by 0.9%.

United States; All census‐reported 
households in corresponding states and 
cities.

2007, 2008, 
2012, 2014, 
2015, 2018.

Introduction of 9 city and four state‐
level U.S. sick pay mandates.

Employment rate. There are no statistically significant impacts of mandated sick pay 
on employment or wages. Employment decreases of ~2% lie 
outside the 92% confidence interval and wage decreases of ~3% lie 
outside the 95% confidence interval.

Italy; sample of manufacturing and service 
sector workers drawn from the Italian 
Social Security Administration archives.

1986‐1995. Introduction of Law No. 108 (1990) 
which introduced sevarance payments 
of 2.5‐6 months pay for unfair 
dismissals in firms with less than 15 
employees. Firms with more than 15 
employees had to rehire workers and 
pay foregone wages in cases of unfair 
dismissal.

Accession and separation rates 
for male and female workers; 
total male and female 
employment.

For men, accessions decreased by 7.3% and separations decreased 
by 17.8%. Consequently, male employment increased by about 1%. 
For women, accessions decreased by 23% and separations 
decreased by 27.9%. Consequently, female employment decreased 
by about 1%. Crucially, male employment increased due to 
increased dismissal costs for insiders, but female employment 
decreased due to increased costs for outsiders posed on behalf of 
employers.

Paid Sick Leave

Severance Payments

5. Ahn and Yelowitz (2014), "The Short‐Run Impacts of Connecticut's Paid Sick Leave Legislation."

6. Pichler and Ziebarth (2020), "Labor Market Effects of U.S. Sick Pay Mandates."

7. Kugla and Pica (2003), "Effects of Employment Protection and Product Market Regulations on the Italian Labor Market."
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Impact of Labor Reforms – Economic Estimates (continued)

Country / Sample Time Period Independent Variable Dependent Variable Estimated Effect

14 Latin American countries;
10,396 firms.

2005. Controls for making labor market 
regulations more flexible.

Percent change in total 
employment

Employment would increase by 2.08 percent if labor regulations 
were made more flexible. 

India. 1959‐1997. Index of stringent dispute amendments. Log persons employed per 
capita; log net manufacturing 
value added per capita.

Increased labor dispute regulations decrease employment by 15.8% 
and net manufucturing value added per capita by 25.7%.

25 Latin American Countries. 1999, 2003, 
2007.

World Bank measure of employment 
protection legislation.

Size of the informal economy. A one‐unit increase in the relative strictness of Employment 
Protection Legislation increases the size of the informal sector by 
1.375 for Latin American Countries.

19 EU member nations 1998, 2003. OECD EPL‐2 Index. Employment rate. A one‐unit increase in the relative strictness of Employment 
Protection Legislation decreases the employment rate by 0.055 
percentage points for new EU member countries.

Peru
Wage and Salary National Survey, covering 
1,772 firms (19.770 workers) in 24 main 
cities in Peru

2005. Payments associated with workers' 
wages that employers pay and workers 
do not take home nor are deducted 
from workers' gross wages, but go to 
several funds, such as health or training 

Employment Level. Employer's paid non‐wage labor costs reduce employment by 17% 
for white‐collars and by 53% for blue‐collars. 

10. Lehmann and Muravyev (2012), "Labor Market Institutions and Informality in Transition and Latin American Countries."

11. Fialova and Schneider (2014), "Labor Market Institutions and Their Effect on Labor Market Performance in the New EU Member Countries."

12. Giovanna, Aguilar and Silvio Rendon (2007). Employment and Deadweight Loss Effects of Observed Non‐Wage Labor Costs. 

General Labor Market Restrictions

General Employment Protection Provisions

Non‐Wage Labor Costs

8. Kaplan, David S. (2009). Job creation and labor reform in Latin America. Journal of Comparative Economics 37 (1), 91–105

9. Ahsan and Pages (2008), "Are all Labor Regulations Equal? Evidence from Indian Manufacturing."
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