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Statistical Overview 

A. Geography


Land area
8,959 square kilometers


Major cities
San Juan, Bayamon, Ponce, Carolina, Caguas, Guaynabo, Mayaguez, Arecibo.


Climate

Subtropical, averaging 75°F in winter and 81°F in summer.

B. Demography


Population
3,857,070 (July 1998 est.)


Population growth rate
0.68% (1998 est.)


Fertility rate
2.03 children born/woman (1998 est.) 


Mortality rate
12.09 deaths/1,000 live births (1998 est.)


Life Expectancy
Men: 69.58 years Women: 79.11 years (1998 est.)

C. Political 


Type of government
Commonwealth


Party or person in power
New Progressive Party (PNP), Dr. Pedro Rosello

D. Economic 


Currency
U.S. dollar


Exchange rate (per US$)
US currency is used 


Fixed/Floating exchange rate
Fixed


GDP PPP (US$)
$32.9 billion (1997 est.)


GDP per capita (US$)
$8,600 (1997 est.)


GDP growth rate
3%


Inflation rate
5.5%


Unemployment rate
13% (FY96/97 est.)


Major imports
Chemicals, clothing, food, fish, petroleum products


Major trading partners: imports
US 62%


Major exports
Pharmaceuticals, electronics, apparel, canned tuna, rum, beverage concentrates, medical equipment


Major trading partners: exports
US 88%

E. Socio-Cultural 


Major religions
Roman Catholic 85%, Protestant denominations and other 15%


Literacy rate
Male: 90%  female: 88% (1980 est.)


Languages spoken
Spanish


Ethnic groups
Hispanic

Introduction


As a Puerto Rican, it is my pride and pleasure to tell you a little bit about my country.  In the pages that follow you will read about the island’s people, history, and economy. The purpose of this paper is not only to prepare you to do business in Puerto Rico, but also to do business with Puerto Ricans.  A fact mentioned later in the paper, but of relevance at this point, is that there are 3.8 million Puerto Ricans in Puerto Rico and 2 million Puerto Ricans in the U.S.  Sooner or later you will face a situation where knowing about Puerto Ricans and their culture will put you at an advantage. I hope you enjoy it.

History


Christopher Columbus arrived on the island of Puerto Rico in 1493 and named it San Juan, for St. John the Baptist; the name was later changed to Puerto Rico or “rich port” because of its abundant marine wildlife.  The island was at the time inhabited by a branch of the Arawak Indians known as Tainos.  During the next centuries Puerto Rico’s economy relied mainly on its sugar cane plantations and the use of slave labor used to work them.  The island colony never flourished under Spanish rule.  

In 1897, after centuries of struggle under the Spanish flag, Puerto Rico gained independence from Spain
.  But just one year later, the Spanish American war brought American troops to the island and in 1899 the Treaty of Paris handed Puerto Rico over to the United States.

Only in 1917 did the U.S. Congress extend American citizenship to Puerto Ricans.  Then in 1952, Puerto Rico became the United States’ only commonwealth, complete with its own constitution and government.

Although there has been a push for statehood, the island remains a commonwealth.  As a commonwealth the island enjoys all of the privileges of the states, but there is one major difference: Residents pay no federal income tax on revenue earned in Puerto Rico; they do however, pay a local income tax.

Description: interesting facts about Puerto Rico 


The United States has twelve unincorporated territories, also known as possessions, and two commonwealths.  The major possessions are American Samoa, Guam, and the U.S. Virgin Islands.  All of these have a non-voting representative in the U.S. congress.  The major commonwealths are Puerto Rico and the Northern Marinas.  Commonwealths have their own constitutions and greater autonomy than possessions.  The residents of all these places are full citizens, with the exception of those on American Samoa, who are U.S. nationals, but not citizens
.


Spanish and English are the official languages of Puerto Rico.  English is spoken by about ¼ of the population- with limited capabilities
.  It is common to find English speaking people in the metropolitan areas; these are the areas were the bulk of the international business transactions occur.  


Language has been a central issue in Puerto Rican culture since 1898.  In the 1930’s U.S. authorities, in an effort to produce English speaking persons of American culture, insisted upon making English the language of instruction in schools
.  But strong opposition brought a change to the use of Spanish once again; English becoming a second language studied by all.  In 1991 the pro-commonwealth party endorsed a bill that made Spanish the official language, but in 1993 a new pro-statehood governor signed legislation restoring the equal status of Spanish and English.  

Education is a matter of high priority for Puerto Rico.  This is evidenced by the island’s overall literacy rate of 90 percent and its budget for education, approximately 40 percent
  Education is obligatory for children between the ages of 6 and 17.  Puerto Rico has 50 institutions of higher learning.  The island has achieved one of the highest college education rates in the world (6th) with 56% of its college-age students attending institutions of higher learning
.    

Puerto Rico’s population density of 1,100 people per square miles is among the world’s highest.  Only Bangladesh, The Maldives, Barbados, Taiwan, South Korea, and the city-states of Hong Kong and Singapore are more crowded
.  Its population is 3.8 million, although 2 million Puerto Ricans live in the U.S.


The  constitution of Puerto Rico guarantees freedom for all religions.  The major religions are:

· Catholic-85% of the population

· Protestant- 8% of the population

· Non-religious- 2.3% of the population

· Other- 3%

Economic Development


Statistics show that Puerto Rico has some of the most favorable economic conditions in the Caribbean and Latin American.  The modern era of Puerto Rico’s rise began in 1947 when the legislature passed laws exempting profits made from goods manufactured in the island from taxation
.  This initiative has attracted billions in foreign investment since the 1950’s.  This plan to convert Puerto Rico to a more industrial economy was called “Operation Bootstrap,” which was sponsored by the U.S. government.


Initially this move attracted labor intensive industries such s textiles, apparel, food, processing, machinery, and paper production.  This move materially contributed to an accelerated increase in the per capita income of Puerto Rico, from $150 in 1942 to $1,713 in 1972.  The gross product of Puerto Rico went from $287 million in 1940 to $5,823 in 1972
.  So it is evident, judging by the numbers, that operation “Bootstrap” was a success.


Then in the late 1970’s the economy shifted to high-tech industries: pharmaceuticals, scientific instruments, electrical appliances, computers, and medical products.  From 1983 to 1989 the real Gross Product increased by an average of 3.8%
.  This expansion touched almost every sector of the economy and resulted in record levels of employment. Of the commonwealth’s $20 billion exports, 73 percent are high tech products.  Manufacturing accounts for 40% of Puerto Rico’s GDP
.  Currently, American, European, and Japanese companies have manufacturing operations in Puerto Rico.  This has given the island’s business environment a distinctly international flavor.

Economy and Market Potential


“The usual reaction of first time visitors to Puerto Rico is that it resembles southern Europe far more than it does the Caribbean or Latin America.”
  Four-lane superhighways carry thousands of late-model cars.  “Glass and steel office buildings anchor clusters of modern shopping centers, new residential communities, and high tech industries.”
 And most business people are articulate, aggressive, and courteous.

Puerto Rico has political and economic stability comparable to any of the fifty  states.  Consumer markets are virtually identical to those in a mainland region of equal size and population
.  So are the different classes of consumers.  Some live in large homes, drive expensive cars, belong to the best clubs, dress in designer clothes, and frequent upscale restaurants and cultural events.  Middle-class business people, educators, government employees, and professional also have the same consumer tastes as their northern counterparts.  But, as true in every part of the world, “there are pockets of dire poverty.” 

Industrial demand in Puerto Rico is not quite as varied as it is in the United States, but it is close.  When matched against regions of comparable size, Puerto Rican manufacturing is already considered one of the most “proficient, high-tech industrial bases in the hemisphere.”
 

According to industry reports, profitability of manufacturing facilities in Puerto Rico averages four to six times that of comparable operations on the U.S. mainland
.  Manufacturing plants in Puerto Rico often rank No.1 in terms of productivity and quality within their parent company structure.  Others with operations in Puerto Rico, like Coca-Cola, Allergan, IPR, Hewlett-Packard, Dupont-Merck, and Intel have achieved global distinction by receiving the Class “A” Oliver Wight MRP II Certification Award.  Only 250 plants around the world have achieved this recognition
.

Puerto Rico is now on the road to developing a major R&D capability and world-class manufacturing companies.  This means a “blossoming need for state-of-the-art manufacturing equipment, business computers, testing and diagnostic instrumentation, robotic controlled material and production handling equipment.”
 Few products of this type are currently being produced in Puerto Rico.  So this is an export opportunity for U.S. companies-at least until companies in Puerto Rico catch up.

“As far as market penetration strategies, advertising, sales representations, pricing tactics, after-sale customer service, sales literature, catalogs, and selling techniques foreign export companies are advised to use strategies that mirror those applied in the fifty states.”
 There are only two things that experts advise investors to keep in mind
:

1. It is imperative that U.S. sales personnel employed in Puerto Rico be bilingual.  Without fluency in Spanish, they won’t stand a chance.

2. All literature intended for customers must be in Spanish.  If it isn’t, customers will see it as a lack of respect and take their business elsewhere.

The list of American corporations with facilities in Puerto Rico reads like the Who’s Who of the global industry.  “More than half the Fortune 100 companies and 162 of the Fortune 500 companies have operations in Puerto Rico.”
 In a recent survey 72 percent of U.S. companies with operations on the island reported that their Puerto Rico operations are as technically complex as any in the world
.  The island has a well-educated, highly skilled, bilingual labor force.

In addition to a qualified labor force, businesses have found in Puerto Rico a government giving incentive packages that are hard to refuse.  In 1998, as part of the Tax Incentives Act, the top corporate tax rate was reduced from 14.5 percent to a maximum of 7 percent, and this can be much lower depending on the amount of jobs created and the amount of money invested by the company.
  

The latest government reforms have been the result of the implementation of a new economic development model.  This model, in addition to providing competitive tax incentives, includes the privatization of a number of government run enterprises.  One these enterprises is the phone service.

In a “deal considered the largest telco privatization in U.S. history,” GTE agreed to buy a majority stake in Puerto Rico Telephone Company.  GTE agreed to pay $375 million for 50 percent plus one share of PRTC.  A GTE spokesman said “Puerto Rico is a nice middle group between our operations in the Dominican Republic and Venezuela and our U.S. domestic corporation in that it has characteristics of both.”
 

Saying that Puerto Rico has characteristics of both the U.S. and Latin America is very accurate. It must be noted that although Puerto Ricans consider themselves American they are fiercely proud of their island and their culture. As such, people and businesses visiting and relocating to the island must do things with a Puerto Rican twist.  

Kmart realized this 30 years ago when it entered the Puerto Rican market.  Today its Puerto Rican stores are among the most profitable
.  If you enter into a store everything is familiar, the layout and the format.  But if you look at the endcaps they have huge stacks of rice bags and beans.  Clothing, they still carry the usual Martha Stuart and Kathy Ireland private label, but they do cater to a more petite customer.  As Puerto Ricans tend to be smaller than their American counterparts.  The garden center is skewed more to indoor plants, there is not much need for lawn fertilizer in a tropical region.  

Although Americans and Puerto Ricans have similarities in the market place, there are still some cultural values that must be evaluated. A recent cross-cultural study of consumer complaining behavior investigated the propensity of American and Puerto Rican customers to complain when having problems with their VCR’s
.  The study found that Puerto Ricans are less likely to complain than their American counterparts.  One possible reason for this that was mentioned was that the complaint receiving mechanisms to Puerto Rican customers were not accessible enough; another was culture.  On a personal note, I can’t say with certainty this is caused by culture.  What I do know is that it is not the accessibility of the complaint receiving mechanisms.  People in Puerto Rico have telephones, they can dial the 1-800 numbers to the U.S. and speak to Spanish speaking customer service representatives, and if necessary return defective products to the store were they were bought.  In my personal experience, culture has a lot to do with this. 

Culture and proper business etiquette


Puerto Ricans, without a doubt, have several unique characteristics that distinguish their culture from any other in any a very marked way.  The people of Puerto Rico represent a cultural and racial mix that is somewhat complex- others call it colorful.  Let me explain.


In the 17th century, Spaniards in order to populate the island took Taino Indian women as brides
.  In a personal note, it never ceases to amaze me how textbooks keep saying that the Spaniards took the Taino Indian woman as brides in an effort to repopulate the island.  Novels written by Spaniards who lived in the island during this time reveal that Spaniards killed Taino Indian men to the brink of extinction, and Taino Indian women were left alone and vulnerable to rape attacks.  In some cases they did marry, but rapes were a common occurrence during this time.  But getting back to the Puerto Rican mix, this gave place to the “mulato.” The child of a Taino and a Spaniard.  

As labor was needed to maintain crops African slaves and Chinese, Italian, French, German, and Lebanese immigrants came to the island.  All of these people of diverse cultural and racial backgrounds intermarried.  And then to top it all off, a heavy dose of Americanism.  When the U.S. invaded Puerto Rico 100 years ago, its plan was to convert Puerto  Ricans into Americans.  This goal was never fully realized; however, American influences are a clear element of the Puerto Rican culture.  The result of all this: A contemporary Puerto Rico that is racially mixed with people that have been influenced by Indigenous, African, European, and modern American cultures.

Puerto Ricans are predominantly Hispanic in both appearance and culture.  It has been said that they are the most Americanized Latinos in the hemisphere
; U.S. businesses and cultural influences are widespread.  However, Puerto Ricans are very proud of their nation and heritage.  The twin influences of a Spanish background and a tropical island give the Puerto Ricans a culture of warmth and grace with respect for the past.  

A few things that people doing business in Puerto Rico must keep in mind are:

· A knowledge of Spanish is very useful, although English is widely spoken

· Lightweight suits are advised for business meetings

· “Only in the Germanic countries will the people be as eager to get down to business as in the United States of America. Almost anywhere else in the world, but especially in Asian and Latin countries, it's important to first get to know the person with whom you're dealing to build a bond of trust.”
 

· As a foreigner, punctuality is expected from you. Be on time for all business appointments
. 

· Avoid overly personal small talk. It's fine to ask customers about their children, but marital matters are off-limits
.

· Remember that many European and Latin American countries write the day first, then the month, then the year (i.e., December 3, 1999 is written 3.12.99). This is the case in Puerto Rico
.

· Business cards printed with English on one side and Spanish on the other are most effective. These should be presented with the Spanish side facing your Puerto Rican colleague.
 

· Avoid discussing politics in Puerto Rico

· Avoid drawing unflattering comparisons between the U.S.A. and Puerto Rico. Do not try to tell Puerto Ricans what would be good for their country. 

· Puerto Ricans are very proud of their nation and its achievements. It is a good idea to be informed about Puerto Rican culture, literature and history, or (at least) show curiosity about such things.

· If possible, shake everybody’s hand when arriving at a meeting and be sure to say good-bye personally to everyone when leaving.

· Diplomacy is essential in the workplace.  The North American way of confronting mistakes with direct, open discussion will not work in Puerto Rico.  Constructive criticism given in private is more acceptable and efficient
.

Conclusion

Some of you might be thinking that this report makes Puerto Rico look too good.  That if things in Puerto Rico were this good, its population would be 2 million higher. But you must remember that this report only covers Puerto Rico from a business perspective.  Socially, the island is facing hard times.  The unemployment rate stands at 13%, and the murder rate has been higher than that of any U.S. state for the last four years.  The only way to solve the social ills that the island is facing is by dealing with the root cause, unemployment.  That’s why the government is going out of its way to attract businesses.  This “do whatever it takes” attitude by the government, coupled with a skilled labor force, and the best infrastructure in Latin America, makes of Puerto Rico a great place to do business.

Appendix - TAX


Last year the Tax Incentives Act of 1998 was passed in an effort to foster the business development of Puerto Rico.  This act provides a maximum effective tax rate of 7% on corporate industrial development income.  The effective rate can be further reduced to a minimum of 2% based on specific circumstances.  For instance, certain labor-intensive industries such as apparel, textile, footwear, leather products, and the tuna canning industry enjoy a maximum tax rate of 4%.  Property tax is 100% exempt during the construction period and first year of operations; thereafter, the plant is exempted at 90%.   


The tax incentives are guaranteed by a grant of industrial tax exemption issued by the Secretary of State of  Puerto Rico.  The grant is in the nature of a contract and thus, “its benefits cannot be unilaterally altered by the Government of Puerto Rico during the period covered, even if the law is amended.”  The terms of the grant must be negotiated with the Puerto Rico Industrial Development Company.


Some of the deduction and credits included in this act are truly impressive.  Some of these are:

· 15% deduction of production payroll

· Up to 50% deduction of the industrial development income of manufacturing companies

· 200% deduction for training expenses incurred to increase productivity and quality control.

· 200%  deduction for R&D expenses incurred on new products or industrial processes, or their improvement.

This act has many more features like the ones mentioned above.  In including this appendix and showing these percentages I am trying to make a point.  Which is that doing business in Puerto Rico is so good because businesses are wanted there. These tax breaks are given at the local level.  At the federal level, American companies operating in Puerto Rico are eligible for credit 30-A, which exempts most of their Puerto Rico earned income from federal taxation.  So imagine a country with the currency, work force, and infrastructure of the U.S., but a maximum corporate tax rate of 7%.  If it’s too hard to imagine, just go to Puerto Rico.
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