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TREASURI IS PUENTO RICAI I  AUSTERITT PLAI I

SUHHARI

The Treasury  p roposa l  to  repea l  Sec t lon  936,  i f  lmp le-
nentedr rould deal  a devastat ing blor to the Puerto
Rlcan econon1r .  Hos t  possess lons  corpora t lons  HouId
begln pronpt ly to dls lnvest ln thelr  Is l .and operat lons.
As  they  reduced the  amounts  o f  the l r  cap i . ta l  fac i l l t l es
to  leve ls  cons ls ten t  r l th  the  nuch h lgher  cos t  o f
cap i ta l  resu l t lng  f ron  repea l  o f  the  Sec t lon  936 c red-
i t ,  the volune of  thelr  output and employment on the
Is land nou ld  a lso  be  severe ly  cur ta i led .  A l though the
process of  d ls ln lnvestnent rould be spread out oyer
severa l  years ,  the  adverse  e f fec ts  on  the  Puer to  R lcan
econony rould begln to be fel t  lnnedlately.  These
economlc  reyerses  nou ld  pose a  ser lous  cha l lenge to
Un l ted  Sta tes  fo re lgn  and de fense po l l c les '  ln  add l t lon
to the enornous econonlc problens that Hould ar lse ln
Puer to  R lco .

In  i t s  rTar  Reforn  fo r  Fa l rness ,  S lnp l l c i t y  and Econon lc  Gror th ,  r
the  T reasury  Depar tment  p roposes  to  repea l  Sec t ion  936  dea l ing
w i th  the  tax  t rea tment  o f  possess lons  corpora t lons .  Possess ions
corpora t ions ,  a l so  known as  936  corpora t ions r  oF€  subs id ia r ies  o f
U .  S .  compan les  wh ich  rece ive  a  c red i t  aga lns t  the i r  federa l
income tax  I i ab i l i t i es  equa l  to  the  amount  o f  tax  wh ich  wou ld
o therw ise  be  payab le  on  bus iness  and  non-bus lness  income or ig i -
na t ing  in  Puer to  R lco  and  cer ta in  o ther  U .S .  possess ions .  Mosb
o f  these  corpora t ions  a re  Ioca ted  in  Puer to  R ico .  Accord lng ly '
ana lys is  i s  res t r l c ted  to  possess ions  corpora t lons  in  Puer to
R ico .

The  Treasury  ma in ta ins  tha t  sec t ion  936  has  p roved  to  be  an
ine f fec t l ve  means  by  wh ich  to  r rass is t  the  U .S .  possess ions  in
ob ta ln ing  emp loyment -p roduc ing  inves tments  by  U .  S .  co rpora -
t1ons .  r r (1  )  I t  pFopoS€sr  the re fo re ,  to  repea l  the  ex is t ing  936

Note: Nothing written here is to be construed as necessarilv reflecting the views of
IRET or  as an at tempt to a id or  h inder  the passage of  any b i l l  before Congress.
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c red i t  and  t o  p rov ide  a  t empora ry  wage  c red l t  wh i ch  wou ld  phase
ou t  i n  t r ans i t l on  t o  f u l 1  f ede ra l  t axa t i on  o f  possess ions  co rpo -
ra t i ons r  i ncome .  The  ! l age  c red l t  wou ld  be  a  f i xed  do l1a r  amoun t
pe r  hou r  wo rked  by  emp loyees  i n  936  manu fac tu r l ng  i ndus t r l es .
The  amoun t  wou ld  be  60 I  o f  t he  m in lmum wage  pe r  hou r  wo rked
in  t he  yea rs  ' 1987 -1992 .  Beg inn ing  i n  1993  t he  c red i t  wou ld
dec rease  by  t en  pe rcen tage  po in t s  a  yea r  un t l 1  comp le te l y  phased
ou t  i n  1998 .  A t  t he  end  o f  t , he  t r ans i t i on  pe r i od  i ncome  f r om
ope ra t i ons  i n  Pue r to  R i co  wou ld  be  t , axed  l den t l ca l l y  t o  i ncome
ea rned  by  U .S .  compan ies  i n  any  f o re i gn  j u r i sd l c t l on .  T reasu ry
imp l i es  t ha t  t he  ex i s t i ng  f o re i gn  t ax  c red l t s  wou ld  se rve  as
su f f i c i en t  i nducemen t  f o r  f i rms  t o  con t l nue  t o  l oca te  ope ra t i ons
in  Pue r to  R l co .  ( 2 )

The  e l - im ina t l on  o f  936  i s  seen  by  T reasu ry  ?s r  a t  wo rs t r  on l f
t empo ra r i l y  d i s rup t i ng  t he  Pue r to  R i can  economy . (3 )  T reasu ry
acknow ledges  t ha t  i nd i v i dua l  i ndus t r i es  (  pha rmaceu t i ca t s  and
e lec t ron i cs  we re  i den t i f i ed  i n  t he  p roposa l )  m lgh t  be  so  adve rse -
I y  a f f ec ted  as  t o  d i scon t i nue  o r  r educe  t he  scope  o f  t he l r  ope ra -
t i ons  i n  Pue r to  R i co ,  bu t  ma in ta i ns  t , ha t  t he  p roposa l  shou ld
a t t r ac t  mo re  l abo r - i n tens i ve  l ndus t r l es .

The  l og i c  beh ind  t h i s  assump t i on  i s  d i f f i cu l t  t o  f a thom.  I f  an
indus t r y ,  € l t he r  l abo r - i n tens i ve  o r  cap i t a l - l n t ens l ve ,  has  no t
a l r eady  chosen  t o  I oca te  i t s  ope ra t i ons  i n  Pue r to  R l co ,  whe re
unde r  ex i s t i ng  l aw  i t  1s  l a rge l y  f r ee  o f  f ede ra l  t axes  r  wh f
shou ld  i t ,  do  so  i n  r esponse  t o  a  t empora ry  c red i t  t ha t  r esu l t s  i n
a  l owe r  t ax  o f f se t  t han  t he  ex l s t i ng  936  c red l t ?  Mo reove r ,  t he
asse r t i on  t ha t  t he  wage  c red i t  w i l l  l ead  t o  a  more  l abo r - i n ten -
s i ve  i nves tmen t  pa t t e rn  i n  Pue r to  R l co  res t s  on  t he  m is taken
assump t i on  t ha t  Lhe  wage  c red l t  r educes  t he  cos t  o f  l abo r .  The
wage  c red i t  i s  a  c red i t  aga lns t  t he  f ede ra l  l ncome  tax  I l ab i I l t y
on  t he  possess ion  co rpo ra t l ons r  p ro f i t s .  As  such ,  i t  has  no
e f f ec t  on  t he  p r l ce  o f  l abo r .

The  ava i l ab i l i t y  o f  f o re i gn  t ax  c red l t s  a f t e r  t he  exp i r a t l on  o f
t he  wage  c red i t  w i l l  a l so  be  o f  m ln ima l  va lue .  l f age  ra tes  - -  t he
cos t  o f  l abo r  a re  h i ghe r  i n  Pue r to  R i co  t han  l n  i t s  ne ighbo rs
o r  o the r  r eg ions  o f  t he  wo r l d  eage r  t o  a t t r ac t  i nves tmen t  s i nce
Pue r to  R i can  t ^ t age  ra tes  a re  t l ed  t o  t he  U .  S .  m in lmum wage .
I ndus t , r i es  seek ing  1ow-wage  res i dences  f o r  l abo r - i n tens i ve  ope ra -
t l ons  f r equen t l y  l oca te  i n  r eg ions  whe re  t he  p reva l l i ng  wage  l s  a
f r ac t i on  o f  t he  U .S .  m in imum wage  and  wou ld  f ace  t he  same  fo re i gn
tax  c red i t  i n  Pue r to  R i co  as  t hey  wou ld  e l sewhe re .  The re  i s  no
log i ca l  r eason  t o  expec t  t hese  l abo r - i n tens i ve  l ndus t r l es  t o
se lec t  t he  re l a t i ve l y  h i gh -cos t  l oca t i on  t ha t  Pue r to  R i co  has
become  when  equa l l y  a t t r ac t i ve  l oca les  o f f e r  l owe r  l abo r
cos t s .

The  repea l  o f  t he  Sec t i on  936  c red l t  wou ld  have  a  se r i ous l y
adve rse  e f f ec t  on  t he  vo lume  o f  l nves tmen t  and  t he  amoun t  o f
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cap l t a l  f ac i l i t i e s  commi t t ed  t o  possess ions  co rpo ra t i ons  by  t he i r
ma in l and  pa ren t  compan ies .  The  resu l t  wou ld  be  a  se r i ous  cu r -
t a l lmenb  o f  bus iness  ac t i v i t y  t h roughou t  t he  I s l and  economy ,  w i t h
a  consequen t  seve re  l oss  i n  j obs ,  t o ta l  ou tpu t r  ?Dd  rea l  i ncome .
l . l o reove r ,  t hese  adve rse  consequences  wou ld  beg in  t o  ma te r i a l i ze
immed ia te l y '  r a the r  t han  be lng  de fe r red  un t i l  t he  end  o f  bhe
t rans i t i on  pe r i od .

I nves tmen t ,  whe the r  i n  cap i t a l - i n t ens i ve  o r  I abo r - i n tens i ve
ope ra t i ons ,  i s  a  p rocess  o f  ad jus t i ng  a  bus iness t  s  s t ock  o f
cap i t a l  t o  t he  cos t  o f  acqu i r i ng  and  ma in ta i n l ng  t ha t  cap i t a l '
g i ven  i t s  p roduc t i v i t y .  I nves tmen t  dec i s i ons ,  t he re foF€ r  a re  no t
made  haphaza rd l y .  They  re f l ec t  e f f o r t s  by  bus iness  managemen t  t o
have  i n  p l ace  t he  op t imum amoun t  o f  t he  bes t  k i nd  o f  cap i t a l
f ac i l l t i e s  f o r  t he  bus iness t s  p roduc t i on  ac t i v l t y .  The  op t imum
amoun t  o f  t he  bes t  k l nd  o f  such  f ac i l i t i e s  depends  on  t he  cos t  o f
each  k i nd  and  l t s  p roduc t l v i t y .  The  h i ghe r  t he  t ax  on  t he  i ncome
produced  by  t he  cap i t a l  and  t he  g rea te r  t he  r i s k (4 )  o f  commi t -
t l ng  t he  company rs  r esou rces  t o  acqu i r i ng  and  ma in ta l n i ng  i t '  t he
g rea te r  i s  t he  cos t  o f  t he  cap i t a l .  Repea l  o f  Sec t i on  936  and
i t s  r ep lacemen t  by  t he  p roposed  wage -based  c red i t  wou ld  immed i -
a te l y  i nc rease  t he  cos t  o f  cap i t a l  f o r  v i r t ua l l y  a I l  possess ions
co rpo ra t l ons  ope ra t l ng  i n  Pue r to  R i co .  The  response  wou ld  be  a
p rocess  o f  d i s i nves tmen t  - -  o f  r educ ing  t he  amoun t  o f  cap i t a l
commi t t ed  t o  possess ions  co rpo ra t i ons  wh i ch  wou ld  beg in  ve ry
p romp t l y .

To  es t ima te  t h i s  sh r i nkage  i n  cap i t a l  and  t he  resu l t l ng  con t rac -
t i on  i n  t he  Pue r to  R l can  economy ,  i t  i s  necessa ry  f i r s t  t o  es t i -
ma te  t he  i nc rease  i n  t he  cos t  o f  cap i t a l  wh i ch  adop t i on  o f  t he
T reasu ry r s  p roposa l  wou ld  en ta11 .  Th i s  es t ima te  was  made  w i t h
respec t  t o  each  o f  t he  ma jo r  i ndus t r y  g roups  i n  wn i ch  possess ions
co rpo ra t i ons  i n  Pue r to  R i co  a re  d i s t r l bu ted .  0n  t he  bas i s  o f
t hese  es t lma ted  i nc reases  i n  t he  cos t  o f  cap i t a l  '  dec reases  i n
the  op t imum amoun ts  o f  cap i t a l  f ac i l i t i e s  used  by  bhese  co rpo ra -
t i ons  t . l e re  ca l cu la ted .  These  dec reases  wou ld  no t  occu r  ove r
n igh t ;  d i s i nves tmen t  1s  a  t ime -consum ing  pFocess r  f o r  t he  mos t
pa r t ,  j u s t  as  i nves tmen t  does  no t  occu r  i ns tan taneous l y .  The
t ime  requ i red  f o r  t he  d i s i nves tmen t  wou ld  p robab l y  va ry  w ide l y
f r om one  i ndus t r y  t o  ano the r ,  depend ing  on  t he  k i nd  o1 '  cap i t a l
upon  wh i ch  possess ions  co rpo ra t i ons  i n  each  i ndus t r y  p r ima r i l y
re l y  and  t he  magn i t ude  o f  t he  i nc rease  i n  cap i t a l  cos t  wh i ch
adop t i on  o f  t he  T reasu ry  p l an  wou ld  i nvo l ve .  A  de ta i l ed  i nves t i -
ga t i on  o f  t he  t ime  pa th  o f  t he  d i s i nves tmen t  p rocess  by  i ndus t r y
g roup  was  no t  f eas ib l e ;  i ns tead ,  i t  was  assumed  tha t r  on  t he
ave rage ,  1  0  yea rs  wou ld  be  requ i red  t o  r educe  t he  amoun t  o f
cap i t a l  f ac i l i t i e s  f o r  a I l  possess ions  co rpo ra t i ons  t o  t he  l eve I s
tha t  wou ld  be  consonan t  w i t h  t he  cos t  o f  cap i t a l  r esu l t i ng  f r om
the  u l t ima te  f u l l  exposu re  o f  t he i r  p ro f i t s  t o  t he  f ede ra l  i ncome
tax .  I t  was  a l so  assumed  tha t  t he  d i s i nves tmen t  wou ld  occu r  i n
equa l  amoun ts  each  yea r ,  beg inn ing  w i t h  t he  yea r  i n  wh i ch  t he
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leg i s l a t i on  i s  enac ted . (5 )  To  t he  ex ten t  t ha t  t he  ac tua l  r a te
o f  d i s i nves tmen t  wou ld  d i f f e r  f r om th i s  assumed  10  pe rcen t  pe r
yea r '  t he  es t ima ted  change  i n  t he  s tock  o f  cap i ca l  and  I abo r
emp loymen t  w i l l  be  b l ased ,  d l t hough  t he  f i na l  r esu l t  w l I I  no t
be  s i gn l f i can t l y  a f f ec ted .

Emp loymen t  o f  l abo r  wou ld  be  cu r t a i l ed  as  t he  sca le  o f  936  ope ra -
t i ons  was  cu t  back .  The  reduced  amoun t  o f  cap l t a l  wou ld  e rode
Iabo r r s  p roduc t i v l t y r  F€su l t l ng  1n  bo th  reduced  demands  f o r  l abo r
se rv i ces  and  l owe r  r ea l  wage  ra tes .

The  ana l ys i s  o f  t he  impac t  o f  r epea l i ng  sec t i on  936  h ras  ca r r l ed
ou t  f o r  each  o f  13  manu fac tu r i ng  sec to r s  l n  wh i ch  936  co rpo ra -
t i ons  a re  rep resen ted .  These  sec to r s  a re  l den t i f i ed  l n  co lumn  1 ,
o f  t he  f o l l ow ing  t ab Ie .  The  t ab le  p resen t s  es t l na tes  o f  t he
e f f ec t s  o f  t he  T reasu ry t  s  p roposed  wage  c red i t  l n  t he  f l r s t  yea r
o f  i t s  imp lemen ta t i on .  The  i n i t l a l  impac t  o f  t he  p roposed  t ax
change  i s  t o  l nc rease  d ras t l ca l l y  t he  cos t  o f  cap l t a l ;  t h i s
reduces  t he  op t imum amoun t  o f  cap i t a l  f ac i l i t l e s  t o  be  commi t t ed
to  possess ions  co rpo ra t l ons .  Th i s  new  op t i num cap i t a l  s t ock  1s
shown  as  a  pe rcen tage  change  f r om the  ex i s t i ng  s tock  l n  co lumn  2 .
The  reduc t i on  i n  des i r ed  cap i t a l  r anges  f r om a  l ow  o f  321  (appa r -
e I )  t o  a  h i gh  o f  60 .61  ( r e f i n i ng ) ,  Assoc la ted  w i t h  t he  reduced
quan t i t y  o f  des i r ed  cap i t a l  i s  a  p l anned  reduc t i on  i n  ou tpu t  and
emp loymen t r  ds  shown  i n  co lumns  4  and  5 .  The  reduc t i on  i n
emp loymen t  r anges  f r om 201  (appa re l )  t o  63 .71  ( r e f i n l ng ) .  The
ove ra l l  r educ t i on  amoun ts  t o  42 .5  pe rcen t  o f  t o t a l  936
emp loymen t ,  es t ima ted  a t  95 ,000  emp loyees  1n  1984 .  Th rs  t r ans -
I a tes  i n to  a  p ro j ec ted  emp loymen t  l oss  o f  40 ,000  j obs  on  t he
i s l and .  I n  1983  t he  l abo r  f o r ce  l n  Pue r to  R i co  was  918 ,000 ,  o f
whom 23 .4 f  we re  a l r eady  unemp loyed .  Assum ing  t ha t  l abo r  f o r ce
and  unemp loymen t  r a tes  i n  1987  wou ld  be  s lm i l a r  t o  t hose  l n ' 1983 ,
t he  p ro j ec ted  reduc t i on  i n  ou tpu t  and  emp loymen t  wou ld  u l t lma te l y
add  4 .4  pe rcen tage  po in t s  t o  t he  unenp loymen t  r a te .  Assum lng  a
ten  yea r  pe r i od  f o r  t he  p ro j ec ted  d l s i nves tmen t ,  t h i s  becomes  an
annua l  l oss  o f  4 ' 000  j obs .  Fou r  t housand  j obs  may  seem sma l I
when  one  i s  used  t o  t he  enp loymen t  pa t t e rns  o f  t he  na in l and  U .S . ,
whe re  t he  c i v i l i an  l abo r  f o r ce  1s  app rox ima te l y  120  m i l l i on r  Do t
918  t housand .  An  annua l  l oss  o f  emp loymen t  l n  t he  U .S .  comnensu -
ra te  w i t h  t h i s  l oss  wou ld  en ta l l  l o s i ng  ove r  400 ,000  j obs  a  yea r
fo r  each  o f  t he  nex t  t en  yea rs .  C lea r l y ,  t he  abso lu te  magn l t ude
o f  t he  emp loymen t  e f f ec t  mus t  be  cons lde red  1n  re l a t i on  t o  t he
s i ze  o f  t he  i s l and  economy .

The  repea l  o f  936  wou ld  have  e f f ec t s  t ha t  ex tend  f a r  beyond  t he
d i rec t  l oss  o f  emp loymen t .  Es t ima tes  o f  t he  I i nkages  be tween  936
emp loymen t  and  o the r  emp loymen t  on  the  i s l and  emp loymen t  1n
indus t r i es  p rov id i ng  l npu t s  o f  p roduc t s  and  se rv i ces  t o  936
co rpo ra t i ons  - -  r ange  f r om 810  t o  1 ,350  add i t i ona l  i s l and  emp loy -
ees  f o r  each  1 ,000  pe rsons  d i r ec t l y  emp loyed  by  936  compan les .
The  l i nkages  wh i ch  p rov lde  pos i t i ve  emp loymen t  ga ins  a l so  ope ra te
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In l t la l  Inpac ts  o f  Sec t lon  936 Repea l  on
Capital  and Enployoent ln Possesslons Corporat lons

Percent Changes

(1 )
Food  &  K indred

Producb  s

Tex t i l e  M i t ]
P rod  uc t  s

Appar  e  I

Pape  r

Pharmeceu t i  ca ls

Rubber  Produc ts

Lea ther  Produc ts

Stone-CI  ay  -G I  a  ss

Fabr i ca ted  Meta I
Prod  uc t  s

Non-EIecLr l c  Mach inery

E lec t ron ic  Equ ipment

Insbruments

PeLro Ieum Ref in ing

In i t i a l
Inpac !  on
Cos t  o f
Cap i  ta I

(2 )

46  .01

47 .5r

33,77

39 ,21

48.  5t r

47.11

35,51

46 .0 [

45 .z f i

4q  .4r

45.9r

46.6r

t {8 .61

Impac t  on
0p t  imum
Amounb

(3)

-45.9r

-47.71

-32 .0 t

-35.61

-52,51

-46 .8 t

-33.7r

-43 .81

-42.9r

_47.41

-46.8t r

-48 .81

-6  0  .61

Impac t  on
Lev  e l  s
0u t  pub

(4 )

-31 .7r

-3  5  .01

-11.9r

-13.4 t

-48 .3r

-33.2r

-13.5 t

-26.Or

-24,71

48.2r

-34.6r

-39.5r

-47.11

Impac t  on
Empl  oymenf

(5)

-31.7r

-49 .9tr

-20 ,otr
-22.3r

-63.5r

-47 ,77

-22.3tr

-39.2r

-37 .Ttr
-53.1t

-49.3r

-54 .6r

-63.71
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in  r eve rse .  And  t h i s  does  no t  t ake  accoun t  o f  t he  add i t i ona l
j obs  c rea ted  i n  sa t i s f y i ng  t he  consump t l on  demands  o f  t hese
d l rec t  and  i . nd l r ec t  936  emp loyees .  Loss  o f  j obs  i n  possess lons
co rpo ra t i ons  means  many  more  j obs  l os t  t h roughou t  t he  Pue r to
R i can  economy .  The  u l t ima te  emp loymen t  e f f ec t  wou ld  be  a  l oss  o f
75 ,000  t o  100 ,000  j obs  t h roughou t  t he  Pue r to  R l can  economy .

The  s i t ua t i on  wo rsens  as  t he  wage  c red l t  l t se1 f  evapo ra tes .
Those  Labo r - i n tens i ve  i ndus t r i es  wh i ch  i n i t l a I I y  ob ta l n  some
bene f l t  f r om the  wage  c red i t  wou ld  f l nd  t ha t  t he i r  cos t  o f  cap i -
t a l  wou ld  r i se  more  rap ld l y  ove r  t he  yea r  1987 -1997  t han  t ha t  o f
t he  cap i t a l  i n t ens i ve  l ndus t r i es .  Those  l ndus t r i es  - -  appa re l '
pape r ,  I eabhe r  p roduc t s  - -  wou ld  u l t lma te l y  f ace  an  l nc rease  i n
the l r  cos t  o f  cap i t a l  s im i l a r  t o  t ha t  expe r i enced  by  o the r  i ndus -
t r i es .  t ' l l t h  t he  exp i r a t i on  o f  t he  wage  c red i t ,  t he i r  i nc reases
ln  t he  cos t  o f  cap l t a l  wou ld  range  f r om 1 l '  t o  461  ove r  t he  1987
leve I s .  Emp loymen t  l oss  wou ld  acce le ra te  yea r l y  as  t he  cos t  o f
cap i t a l  wou ld  con t i nue  t o  r l se  ove r  t he  11 fe  o f  t he  t , t age  c red l t
and  beyond .

Ou tpu t ,  emp loymen t r  EDd  i ncome  wou ld  be  dec reased  t h roughou t  t he
I s Iand  economy .  The  sma l l e r  economic  base  wou ld  a l so  sh r i nk  t he
capac l t y  o f  bhe  Pue rbo  R i can  gove rnmen t  t o  supp l y  pub l l c  se rv l c -
es .  I nc reased  dependence  on  Fede ra l  we l f a re  p rog rams  wou ld  be  an
inev i t ab le  consequence .

The  economlc  c r i s l s  cond lb l ons  i n  Pue r to  R l co  wh i ch  wou ld  resu l t
f r om repea l  o f  Sec t i on  936  wou ld  be  a  ma jo r  se tback  f o r  U .S .
e f f o r t s  t o  p romo te  economlc  deve lopmen t  t h roughou t  t he  Ca r l bbean
by  re l y i ng  on  p r i va te  en te rp r i se .  I t  wou ld  a l so  ma te r l a l l y
unde rm ine  U .  S ,  po l i t i ca l  I eade rsh ip  and  l n f l uence  t h roughou t
La t i n  Amer i ca '  i ndeed  t h roughou t  t he  Th i rd  Wor l d .  The  se r i ous l y
adve rse  imp l l ca t i ons  o f  t hese  deve lopmenbs  f o r  U .S .  f o re l gn  and
de fense  po l i c i es  shou ld  be  g i ven  t he  c l osesb  a t t en t i on  and  con -
s i de ra t i on  be fo re  t h i s  t ax  change  1s  pu rsued  and  imp lemen ted . r

No rman  B .  Tu re  and
IRET  Resea rch  Assoc ia tes

rNo te :  The  ma te r l a l  i n  t h i s  Bu l l e t l n  i s  d rawn  f r om an  1n -dep th
IRET  s tudy  o f  t he  lmpac t  t ha t  t he  T reasu ry t s  p roposa l  wou ld  have
on  t he  Pue r to  R i can  economy .  Pe rsons  i n te res ted  1n  ob ta i n i ng
cop les  o f  th i s  s tudy shou ld  wr i te  o r  ca l }  IRET.
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(1)  U .S .  Depar tment  o f  the  T reasury ,  t rTax  Ret 'o rm fo r  Fa l rness ,
S imp l i c i t y  and  Economic  Growthr r ,  Vo I .  I I ,  page  328 .

( 21  I dem.

(3 )  I dem.

(4 )  R i sk  a f f ec t s  t he expec ted  va lue  o f  re tu rns  to  inves t -
men t  ac t i v i t i e s .  The  r i s k  t ha t  936  wou ld  be  e l im ina ted  o r
sca led  back  has  been  i nco rpo ra ted  i n to  i nves tnen t  dec i s i ons
s ince  t he  pe rcep t i on  o f  bh i s  r i s k  i nc reased  i n  t he  ea r l y
1980s .  The  r i s k  p rem ium assoc ia ted  w i t h  936  i nvesbmen ts  no
doub t  exp la i ns  much  o f  t he  obse rved  s tagna t l on  i n  936
inves tmen ts .

( 5 )  The  amoun t  o f  t he  wage  c red i t  en te r i ng  i n to  f ede ra l  l ncome
tax  l i ab i l i t y  was  ad jus ted  each  yea r  t o  r e f l ec t  t he  reduced
leve l s  o f  emp loymen t  assoc la ted  w i t h  t he  l owe r  l eve l s  o f
possess ions  corpora t ions ac t i v i t y  r esu l t i ng  f r om the
repea l  o f  Sec t i on  936 .  No  dep rec ia t i on  deduc t l ons  by
possess ions  co rpo ra t i ons  we re  i nc l uded  i n  t he  compu ta t i on  o f
t he  f ede ra l  t ax  I i . ab i l l t i e s  because ,  aeco rd lng  t o  T reasu ry
pe rsonne l ,  no  such  deduc t l ons  we re  t aken  i n to  accoun t  i n
es t ima t i ng  t he  revenue  e f f ec t s  o f  t he  T reasu ry  p roposa l .
Fo r  t he  same  reason r  Do  f o re i gn  t ax  c red i t  and  no  de fe r ra l
o f  t he  d i . s cha rge  o f  t he  f ede ra l  i ncome  tax  l l ab i l i t y  was
inc l uded  i n  t he  es t ima te  o f  t ax  I i ab l l i t y  and  t he  i nc rease
in  t he  cos t  o f  cap i t a l .  The  imp l i ed  assump t l on  1s  t hab
Pue r to  R i co  wou ld  con t i nue  t o  o f f e r  t ax  exemp t l ons  t o
possess ions  co rpo ra t l ons  even  t hough  t h i s  exemp t i on  wou ld  be
mean ing less  because  t hese  compan ies t  ea rn ings  wou ld  be  f u I I y
t axab le  unde r  t he  f ede ra l  i ncome  tax .


