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ABSTRACT 

 

This research will explore how the colonial administration built by the United States in Puerto 

Rico contributed to the root causes of the debt which, I argue are a colonial- capitalist economy 

that developed under U.S. rule and racial subjugation of Puerto Ricans. More specifically, it will 

trace how the development of Puerto Rico’s institutions under U.S. colonial rule, interests of 

political actors, and power dynamics between the United States and Puerto Rico led to a capitalist 

economy on the island designed to benefit U.S. businesses, create a fragile debtor-creditor 

relationship, and eventually to a crippling debt crisis. I argue against the most commonly presented 

explanations for the debt crises by both the federal and local governments and media outlets, which 

are mostly around an ineffective local government with a lack of transparency and corruption. 

Using a postcolonial theory approach and historical institutions to place emphasis on history and 

institutional development over time, I analyzed critical periods of institutional change. 

Additionally, using discursive analysis I showed how the United States institutionalized the 

racialization and oppression of Puerto Rico early into their colonial rule. This research will 

highlight three time periods marked by what I consider to be key, influential events within the 

timeline of the debt crisis; the Foraker Act of 1900, the Jones Act of 1917, and the implementation 

of an industrialization strategy known as Operation Bootstrap in the 1940s. This research shows 

that that the origins of the debt crises are rooted in the history of oppression and racial subjugation 

within the United States-Puerto Rico colonial relationship, and that it is imperative to begin an 

analysis at the beginning of the U.S. installation into Puerto Rico and the discourse around the 

racialization of Puerto Ricans.  

 

Keywords: Puerto Rico, public debt, colonialism, racialization, racism, capitalism, postcolonial 

theory, historical institutionalism 

  



  

RESUMO 

 

Esta pesquisa explorará como a administração colonial construída pelos Estados Unidos em Porto 

Rico contribuiu para as causas da dívida, que, segundo eu, é uma economia capitalista-colonial 

que se desenvolveu sob o domínio dos EUA e a subjugação racial dos porto-riquenhos. Mais 

especificamente, traçará como o desenvolvimento das instituições de Porto Rico sob o domínio 

colonial dos EUA, os interesses dos atores políticos e a dinâmica de poder entre os Estados Unidos 

e Porto Rico levaram a uma economia capitalista na ilha projetada para beneficiar as empresas 

americanas, criando um ambiente frágil. relação devedor-credor e, eventualmente, a uma crise de 

dívida incapacitante. Argumento contra as explicações mais comumente apresentadas para as 

crises da dívida pelos governos federal e local e pelos meios de comunicação, que estão 

principalmente em torno de um governo local ineficaz, com falta de transparência e corrupção. 

Usando uma abordagem da teoria pós-colonial e instituições históricas para enfatizar a história e 

o desenvolvimento institucional ao longo do tempo, analisei períodos críticos de mudança 

institucional. Além disso, usando análise discursiva, mostrei como os Estados Unidos 

institucionalizaram a racialização e a opressão de Porto Rico no início de seu domínio colonial. 

Esta pesquisa destacará três períodos marcados pelo que considero eventos importantes e 

influentes na linha do tempo da crise da dívida; a Lei Foraker de 1900, a Lei Jones de 1917 e a 

implementação de uma estratégia de industrialização conhecida como Operação Bootstrap na 

década de 1940. Esta pesquisa mostra que as origens das crises da dívida estão enraizadas na 

história da opressão e da subjugação racial nas relações coloniais Estados Unidos-Porto Rico, e 

que é imperativo iniciar uma análise no início da instalação dos EUA em Porto Rico. e o discurso 

em torno da racialização dos porto-riquenhos. 

 

Palavras-chave: Porto Rico, dívida pública, colonialismo, racialização, racismo, capitalismo, 

teoria pós-colonial, institucionalismo histórico 
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Introduction 

 

Before Hurricane Maria hit the Caribbean island of Puerto Rico in 2017, the island had 

been already facing a severe economic recession for years. The aftermath of the hurricane only 

exacerbated Puerto Rico’s dire economic situation, which included public debt of more than $70 

billion looming over the island. Over thirty years of unsustainable debt accumulation culminated 

into a default of debt payments and Governor Alejandro García Padilla was forced to declare the 

debt ‘unpayable’ in 2015 (McPhaul, 2016). Unlike other countries that have experienced sovereign 

debt crises in recent history, including Greece, Argentina, and Iceland, Puerto Rico is neither a 

sovereign country nor a state; it is a colony of the United States. Therefore, this hinders Puerto 

Rico’s options to deal with the crisis; it cannot implement monetary policy, nor declare any debt 

as odious under international law.1 Puerto Rico’s status as an ‘unincorporated territory’, defined 

by a set of court decisions about territories belonging to the United States known as the Insular 

Cases, establishes that the United States Constitution does not fully apply to people living in these 

territories. For unincorporated territories, "fundamental rights apply as a matter of law, but other 

constitutional rights are not available" (Government Accountability Office, 1997). In the early 

1950s, Puerto Rico wrote its own Constitution, which U.S. Congress approved in 1952, 

establishing itself as the “Commonwealth of Puerto Rico” or Estado Libre Asociado. However, 

there was no fundamental change in Puerto Rico’s political status in relationship to the United 

States, and it remains to this day an unincorporated territory. In fact, it institutionalized this 

 
1 There has been significant debate as to the legitimacy and lawfulness of the public debt debt. An article on Puerto 

Rico’s Odious debt (Bannan, 2016), presents a discussion around whether and how the doctrine of odious debt could 

be applied to Puerto Rico considering its colonial status and points to how the debt was incurred in particularly 

harmful and repressive ways. While this article differs from my own approach by emphsizing th application of 

internaitonal law and the international community as well as centering the discussion from a human rights 

standpoint, I believe it is an important and interesting study that relates mechanisms of colonialism to the public debt 

crisis.  
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relationship in Puerto Rican legislation by maintaining the United States’ power over Puerto Rico 

despite these changes. The United States Constitution states that “Congress shall have Power to 

dispose of and make all needful Rules and Regulations respecting the Territory or other Property 

belonging to the United States…” (art. IV, § 3, cl. 2), meaning the United States maintains the 

ultimate authority and can exert control over Puerto Rico as it sees necessary. This authority shapes 

the colonial relationship Puerto Rico and other territories have with the United States, creating a 

false sense of democracy and autonomy under their insular governments. It within the context of 

this lived colonial experience that puts Puerto Rico at the forefront of a difficult battle against their 

ruthless creditors and a domineering colonial authority.  

Since the Spanish first colonized Puerto Rico in 1508, the island has always been under 

colonial rule. It enjoyed a brief phase of autonomy in 1897 immediately before the United States 

military occupation, when Spain granted them full representation in its parliamentary and 

established a local government. When ownership of the island was turned over to the United States, 

Puerto Ricans were essentially denied any rights. They were not allowed to keep their Spanish 

citizenship, were not granted United States citizenship, and any progress they made regarding 

autonomy under the Spanish was eliminated by the U.S. military occupation. The colonial 

relationship between the United States and Puerto Rico has always been fraught with racial 

tensions. A consistent rhetoric has been built around the superiority of the American white man 

and the inability of Puerto Ricans to make effective governing decisions. They were generally 

considered unfit to govern themselves, and they were referred to as “alien races” or “uncivilized” 

(Negrón-Muntaner, 2017) by the U.S. politicians who were involved in deciding the future of 

Puerto Rico. This racialization led to opinion that Puerto Ricans needed guidance to become a 

civilized society according to Western standards, and the United States held a responsibility to 
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help them achieve this. Reflecting this attitude towards Puerto Ricans, the United States built a 

colonial administration and an institutional landscape in Puerto Rico which could ensure the 

island’s lack of political sovereignty and dependence on the United States. The racialization of 

Puerto Ricans also led to racial subjugation and oppression, which became systemic and 

institutionalized through its political and economic institutions developed under the colonial 

administration. For example, many of the laws under the Foraker Act of 1900, which created the 

foundation of the insular government, and the Jones-Shafroth Act of 1917, which in large part 

created the institutional landscape of Puerto Rico as it looks today, continued through to the 

establishment of a Puerto Rican Constitution that was deemed adequate under U.S. Congress’ 

standards. The oppressive nature of how these institutions exercised their power only reinforced 

more integration of political and economic systems and manifested in a reliance on absentee 

financial capital to survive. The development of political and economic institutions within the idea 

that Puerto Ricans were an inferior race compared to Americans, which led to an insular 

government that was dependent on external capital and could never manage to produce enough 

value and surplus to fund itself, is what I argue eventually created a dangerously indebted island.  

Historically, in order to finance government spending and projects, Puerto Rico issues 

bonds through three channels; the central government, municipalities, and public corporations. As 

defined in the Jones-Shafroth Act of 1917, these bonds are triple tax exempt, meaning they are 

exempt from all federal, state, and municipal taxes, making them quite attractive for investors. 

Starting in the 1970s, government expenses began to surpass income (Gallisá, 2015), creating a 

budget deficit that the government increasingly covered by issuing more bonds through these 

channels, and which was enabled by the rise of financialization. Puerto Rico’s debt itself grew 

more rapidly as the issuing of bonds and lending from creditors on Wall Street continued, 
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regardless of the gradual exacerbation of an economic decline. Creditors continued to purchase 

bonds well past the point Puerto Rico was economically in trouble because they were tax-free and 

had slightly higher interest rates, while banks continued to facilitate these lucrative transactions 

(Sullivan, 2018). As the government borrowed to continue to keep the island running, it also 

imposed austerity measures that led to cuts in education, government jobs, increased sales tax, 

privatization of essential public services, decreasing rights of public sector workers, and a 

deteriorating healthcare system, creating an oppressive system in which Puerto Ricans shouldered 

the burden of the debt.  

This research will explore how the colonial administration, along with its institutions and 

policies, built by the United States contributed over time to the root causes of the debt which, I 

argue are a colonial- capitalist economy that developed under U.S. rule and racial subjugation of 

Puerto Ricans. More specifically, it will attempt to answer how the development of Puerto Rico’s 

institutions under U.S. colonial rule, interests of political actors, and power dynamics between the 

United States and Puerto Rico led to a capitalist economy on the island designed to benefit U.S. 

businesses, a fragile debtor-creditor relationship, and eventually to a crippling debt crisis. Because 

the debt crisis in Puerto Rico has been brought to the attention of the federal government to take 

action in the last few years, and the debt is still being restructured, there is not yet extensive 

literature exploring the debt crisis with a strong historical or institutional lens. Additionally, lack 

of quality data and transparency in both the Puerto Rican government and the financial sector make 

it difficult to get an accurate picture of the history of key players in the bond market in Puerto 

Rico. I argue against the most commonly presented explanations for the debt crises by both the 

federal and local governments and media outlets, which are mostly around an ineffective local 

government with a lack of transparency and corruption. Other research will often point to 
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economic decline or more macro factors such as globalization or liberalization of global commerce 

as reasons (Cashman, Johnston, Merling, Weisbrot, 2017). While this research does not deny the 

importance of the factors already identified towards the exacerbation of the debt, they are 

proximate causes of the debt crisis overall. I will show instead that the origins of the debt crises 

are rooted in the history of oppression and racial subjugation within the United States-Puerto Rico 

colonial relationship, and that it is imperative to begin an analysis at the beginning of the U.S. 

installation into Puerto Rico. This research will highlight three time periods marked by what I 

consider to be influential events for the modern debt crisis; the Foraker Act of 1900, the Jones Act 

of 1917, and the implementation of an industrialization strategy known as Operation Bootstrap in 

the 1940s. I will discuss how the legacies of these key events triggered reinforcing mechanisms 

that led towards the debt crisis. These reinforcing mechanisms continued through the growing 

presence of financialization and a neoliberal policy approach by the Puerto Rican elite, which 

fostered the irresponsible lender-borrower relationship between institutions within Puerto Rico and 

outside institutions. As this relationship became more precarious over time, policy decisions 

progressed that seemed to consistently reinforce this relationship of oppression and power and left 

little option but for Puerto Rico to continue rely on outside capital and sell bonds irresponsibly to 

operate. 

Because the interests of many mainland banks and investors were entangled in the debt 

crisis in 2016, U.S. Congress established an oversight board under President Obama known as the 

Financial Oversight and Management Board, through the Puerto Rico Oversight, Management, 

Stability Act, or PROMESA (Cashman, Johnston, Weisbrot, & Merling, 2017). This relegated all 

responsibility to undemocratically decide how to restructure the debt to a fiscal control, or 
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oversight board2. The two main objectives of this board are to “achieve fiscal responsibility and 

balance and regain access to capital markets” (Cashman, et al, 2017), both of which could open 

the doors for debt to occur again and do not seem to address any structural problems on the island 

that may be leading to unsustainable debt levels. While several economists and academics had 

been warning of unsustainable debt since the 1970s, it was not until the governor declared the debt 

unpayable and the formation of the PROMESA Act, that government administrations were more 

intent on investigating the causes of the debt and finding solutions to the debt crisis.  

In order to show the relationship between the current debt crisis, colonial mechanisms, and 

racial subjugation throughout Puerto Rican history, this research will focus on a deep historical 

discussion of important events regarding Puerto Rico’s politics and economy. First, I will present 

the theory and methodology used in the analysis. The analysis will be divided into two chapters; 

the first chapter will present a historical analysis of how the United States’ colonial presence was 

established in Puerto Rico and the development of its insular government. It will map the 

construction of important institutions that organize relationships and whose actions can be traced 

to the debt crisis, by highlighting the critical events that I believe to have significantly changed the 

institutional organization of Puerto Rico and affected the course of the debt crisis, using a research 

tradition known as historical institutionalism. To do this, it will allow a focus on establishing the 

oppressive relationship within a colonial administration using a discursive practices approach, 

which emphasizes the concept of linguistic construction of reality to identify the narratives of 

oppression in the process of institution building and the language used to describe subjects. The 

second chapter will be an analysis of the recent debt crisis, given the legacies of the events, and in 

the context of a growing trend of financialization and capitalism. I will outline the economy’s 

 
2 The oversight board is also known as ‘la junta’ on the island. 
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transition into neoliberalism and the influence of financialization over its growing debt, referring 

back to the institutions that had been developed within a racist ideology to show how this transition 

to a more modern form of colonialism, or economic exploitation that oppresses the most vulnerable 

and marginalized communities on the island. This research will aim to explain how this concept 

has been facilitated with the politics of debt and show how debt is being used as a tool of power 

to continue to disproportionately oppress the most vulnerable communities and ensure a lack of 

self-determination so that the economically powerful can continue to profit from the island.  

The intent in this research is to be helpful in understanding this economic and humanitarian 

crisis in Puerto Rico and attempt to begin an analysis of who ultimately pays for a country’s debt 

incurred by the greed of capitalism. The struggle against more austerity measures on the island is 

being fought across multiple fronts such as migration, environmental issues, housing, and public 

health, among others, and is crucial to the wellbeing of the entire island. With the goal of 

contributing to social activism efforts against the repayment of debt without a proper audit of the 

debt which, as of the completion of this research has not yet happened, and the increasing dialogue 

on the impact of debt on public welfare, this research hopes to open up various points of entry to 

analyze the political and social dimensions of debt and show how racism and colonialist 

mentalities which are persistent today, are also manifesting in neoliberalist and capitalist policies 

and continue to impoverish the island. A lack of understanding of these relationships and the 

politics related to the non-existence of specific data and conceptual tools might impair crucial 

social mobilizations of marginalized communities, particularly at a crucial time of political 

tensions in and between the two countries. It is important in the struggle against inequality and 

racism to cultivate an oppositional understanding of debt in order to work toward future horizons 

not defined by indebtedness and finance capitalism all around the world. 
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Theory & Methodology 

Introduction 

The theoretical and methodological approach used throughout this research is reliant on 

the rejection of other explanations of the debt crises, which I believe to have significant gaps. By 

using theories that place an emphasis on history and institutional development over time to study 

how the public debt increased to an unsustainable amount in Puerto Rico, an alternative 

explanation to the debt crises and unique insights into the crisis will be uncovered. In analyzing 

the economic and political issues in Puerto Rico, one will find layers of complexity given its 

political status as a colony of the United States. Therefore, in order to provide an accurate and 

comprehensive analysis of these issues, it is necessary to look into how the United States played a 

role. When it invaded and colonized Puerto Rico, the United States racialized Puerto Ricans, 

setting up a racial hierarchy through a discourse present in the development of institutions that 

established themselves as the superior beings, casting Puerto Ricans as lacking, living in a prior 

state, and who needed to be governed and ‘civilized’. By establishing a power structure based on 

this notion, essentially racism was codified in the legislation of both the United States and Puerto 

Rico. Today, the island shares certain monetary and judicial institutions with the United States, 

and although it does not have a congressional representative, many of its laws are dependent on 

decisions made by Congress, which are often influenced by external U.S. interests. Hence, the 

notion of power relationships, the actors ahold of power, and how they gain and maintain it is key 

in this discussion, which will be further enhanced by using postcolonial concepts of race, power, 

and colonial exploitation. This study will take David Harvey’s concept of accumulation by 

dispossession as an assumption, and in recognizing that Harvey, like Marx, tends to be more 

materialist in their approaches, particularly in addressing power relations, I aim to supplement 
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these ideas and also highlight the ideational cultural influence that takes place within power 

relations and dispossession. I suggest that dispossession not only has the material aspect that 

Harvey defines but also a cultural aspect that entails a dispossession from loss of identity, 

deprivation of representation sovereignty, and a theft of rights of self-representation. It also 

involves a shift in the cultural opinions of value that favors Western ideologies of political 

philosophies and frameworks. I will show ways in which Puerto Ricans faced racial subjugation 

leading to colonial exploitation and cultural dispossession through a discursive practice analysis, 

while emphasizing how it is used to create power dynamics. Bringing in concepts of power and 

using tools from historical institutionalism, it will then discuss how these types of power relations 

shape institutions over time. Using historical institutionalism as a theoretical basis for the analysis 

allows an emphasis on how these institutions closely tied to the United States developed within 

oppression and implemented policies that led to the debt crises. Overall, the goal of this study will 

be to reinterpret history in light of a specific discourse of oppression that is tightly related to culture 

and race. However, it is important to note that this study will be focused on culture as it related to 

institutions and does not attempt to provide an ethnographical analysis of the Puerto Rican culture.  

 

Theoretical Framework 

Accumulation by Dispossession as an Assumption. This research draws from work by 

scholars like David Harvey, who has closely studied Marxist theories on capitalism and its dangers. 

Harvey’s concept of accumulation by dispossession originally draws from Marx’s concept of 

“primitive accumulation”, a necessary condition for capitalism, which describes the processes in 

which peasants were expropriated from their communal land in 18th century Britain and Ireland. 

This process created the change in social and property relations between the proletariat and the 
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bourgeoisie, and the accumulation of wealth that led to the capital-labor relations and the first 

forms of capitalism. Marx’s description of primitive accumulation involves a number of processes, 

including “the commodification and privatization of land and the forceful expulsion of peasant 

populations; the conversion of various forms of property rights (common, collective, state, etc.) 

into exclusive private property rights’ the suppression of rights to the commons; the 

commodification of labour power and the suppression of alternative (indigenous) forms of 

production and consumption; colonial, neo-colonial, and imperial processes of appropriation of 

assets (including natural resources); the monetization of exchange and taxation, particularly of 

land; the slave trade, and usury, the national debt, and ultimately the credit system as a radical 

means of primitive accumulation.” (Harvey, 2003). In The Accumulation of Capital, Rosa 

Luxemburg (2003) added to Marx’s sense of this process by showing us that for capitalism to 

thrive, it needs a constant source from which to draw or dispossess. Harvey builds on this and 

argues that these features of primitive or original accumulation have occurred and continue to 

persist, and we have entered a phase in which accumulation occurs as “expanded reproduction 

(albeit through the exploitation of living labour in production)”, which he coins “accumulation by 

dispossession” (Harvey, 2003). Harvey argues that forced extraction and privatization is now more 

common and that has allowed for the “appropriation and cooptation of pre-existing cultural and 

social achievements as well as the confrontation of supersession”. Accumulation by dispossession 

is marked by the state-sanctioned action of giving power to the elites and economically powerful 

and taking away from the diminished capacity of working class and organized labor (Harvey, 

2010). Some examples of this could be forced extraction through privatization, and or austerity 

measures through elimination of critical public services such as education, or energy. Harvey 

points out that one of the mechanisms of primitive accumulation that has evolved and has become 
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a central feature of capitalism is that of the credit system and finance capital, major levers of 

predation and fraud through tactics such as “stock promotions, ponzi schemes, […] asset-stripping 

through mergers and acquisitions, and the promotion of levels of debt incumbency that reduce 

whole populations, […] to debt peonage, to say nothing of the corporate fraud and dispossession 

of assets (the raiding of pension funds and their decimation by stock and corporate collapses” 

(Harvey, 2005, p. 147).  

When huge quantities of capital become available for such purposes, then open capital 

markets can be open to speculative activity some of which, as we saw during the 1990s with both 

the ‘dot.com’ and the stock market ‘bubbles’, become self-fulfilling prophecies, and just as the 

hedge funds, armed with trillions of dollars of leveraged money, could force Indonesia and even 

South Korea into bankruptcy regardless of having strong local economies. Much of what happens 

on Wall Street has nothing to do with facilitating investment in productive activities- it is purely 

speculative, which is where we get the descriptions of it as ‘casino’, ‘predatory’, or even ‘vulture’ 

capitalism. How this process manifests in a specific country depends on the dominant form of the 

class alliances within and the balance of power between them in negotiating international 

arrangements and the political-economic strategies set in motion by dominant agents with respect 

to surplus capital. Instead of focusing on growth, sometimes these institutional arrangements can 

become finance capital intervention backed by state power, creating an alliance between state 

powers and the predatory aspects of finance capital, forming a ‘vulture capitalism’ dedicated to 

the appropriation and devaluation of assets, rather than building them up through productive 

investments. Debt crises could be used to reorganize internal social relations of production in each 

country on a case-by-case basis in such a way as to favor the penetration of external capital 

(Harvey, 2004). 
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Centering Colonial Experiences Using Postcolonial Theory. The approach used 

throughout this research project will implement postcolonial thought as a theoretical underpinning. 

There are many merits for explicitly pointing out how postcolonial theory relates to this issue. For 

one, it can be seen as a set of concepts used to show how current patterns of domination, 

exploitation, and oppression are operationalized through numerous institutional and discursive 

trajectories that find their legacies rooted in the colonial encounter (Nandy, 1983). While it is not 

a not necessarily a theory in a scientific sense, it can “predict outcomes of a given set of 

phenomena” (Young, 2003, p. 6). The postcolonial theorist views include that “the nations of the 

three non-western continents (Africa, Asia, and Latin America) are largely in a situation of 

subordination to Europe and North America, and in a position of economic inequality” (p. 4). 

Postcolonial theory is also useful because it uses history extensively to understand and change the 

present, particularly from the perspective of those who suffered the effects of colonialism. It also 

focuses on the idea that history has determined the existing power structures (Young, 2001, p. 4). 

It is different from colonialism, imperialism and neocolonialism, “which adopt only a critical 

relation to the oppressive regimes and practices that they delineate” (p. 58). Instead, 

postcolonialism is more forthright in its stance against power structures coming from oppressive 

regimes and more committed to the political ideals of social justice. Edward Said essentially 

created the academic field of postcolonialism by showing that the effects of colonialism could be 

analyzed conceptually and discursively (Young, 2001).  

Scholars in the field have used postcolonial theory to explore how racialization and racism 

that was imposed during colonization became further ingrained in this postcolonial era, which is 

what this research aims to do by connecting racial subjugation of Puerto Ricans to the debt crises 

today. Robert Young writes that colonialism “involved an extraordinary range of different forms 
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and practices carried out with respect to radically different cultures, over many centuries,” (2001, 

p. 17) and lists examples including settler colonies such as British North America and Australia, 

and French Algeria. Colonialism also involved territories established without significant 

settlement for the purposes of economic exploitation, such as British India and Japanese Taiwan; 

and maritime enclaves, such as Hong Kong, Malta, and Singapore (Young, 2001). Colonialism 

itself is a process through which the colonizer claims sovereignty over the colony and changes its 

social structure, which creates a relation featuring the inequality of power and is deeply linked to 

the exploitation of the colonized. Colonialism is a form of imperialism, which can also be various 

forms of political and economic domination. It is generally agreed that colonialism is a form of 

domination which involves the subjugation of indigenous people. As postcolonialism points out, 

colonial rule, while originally sought out for mostly settlement and/or economic purposes, was 

further rationalized by the belief and anthropological theories that people from the colonized world 

were inferior, and incapable of taking care of themselves. These anthropological theories came 

from the concepts of race; more specifically the idea that white culture was ‘civilized’ and should 

form the foundation of what a legitimate civilization was supposed to look like (Young, 2003).  

Despite the success of struggles for resistance against colonial rule and many nations 

becoming sovereign, colonies still exist, as does an unequal balance of power between white and 

non-white descendants of the colonized, as is the case with Puerto Rico and the United States. The 

purpose of postcolonial theory is not to claim that there has been a demise of colonialism, but 

rather attempts to recognize the success of independence struggles against colonialism as it studies 

the effects of colonialism today with the intent to move towards change. For example, while Puerto 

Rico has not gained complete sovereignty and is one of the small group of colonies that remain in 

the world, it is still possible to study Puerto Rico as a colony in a post-colonial world, because 
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postcolonial theorists’ intent is to undo the ideological heritage of colonialism in both decolonized 

countries and the west in general. (Young, 2001).  

 The application and impact of postcolonial theory to mainstream political science has been 

limited, and it has yet to convince many scholars of its utility to the study of politics. The field of 

political science in general has developed within a Eurocentric perspective and post-World War II 

American political science has European precedents at its foundation. These Western perceptions 

of former colonial societies create and perpetuate prejudices and power structures that largely 

benefits the interests of Western societies. In contrast, postcolonialism as a school of thought seeks 

to dismantle the dominance of a Eurocentric perspective that exists today in various fields of study 

such as sociology, anthropology, literature, and history to name a few. That many political 

scientists have denied postcolonial theory by claiming it is not scientific enough or lacking in rigor, 

solidifies the idea that the political science seeks to continue to obscure an awareness of anti-

colonial struggles and the injustices brought by colonialism in various parts of the world. Scholars 

from other disciplines have integrated postcolonial studies into their approach and been able to 

question their respective work as it relates to political practice. For example, historian Dipesh 

Chakrabarty “has examined ‘the capacities and limitations of certain European social and political 

categories in conceptualizing political modernity in the context of non-European life-worlds’” 

(Chandra, 2013). Uday Chandra argues that by taking a postcolonial approach to the study of 

politics, scholars can help “decolonize the production of social-scientific knowledge on the 

postcolonial world” (2013, p. 46) and lead to a more engaged political science that begin to 

integrate and address important concepts such as race, class, gender, and sexuality in such a way 

that does not assume the European experience as universal. Chandra shows how the rejection of 
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humanistic and interpretative approaches to political science led to the perpetuals of colonial ideas 

and theories, drawing on democracy and civil wars as examples.  

Economists also have yet to see the value of postcolonial theory in their approaches and 

explanation to economic crises and phenomena, such as public debt. Zein-Elabdin suggests that 

this lack of engagement between the two fields of study lies within the treatment of culture in each. 

Recognizing that the concept of culture is very complex, in this study, culture is defined as “a 

broadly shared incomplete, unpredictable, historically specific social frame of reference that 

contains different practices and ideas including economy and economics. In this encompassing 

sense, culture ultimately consists of what is taken for granted by a group” (Zein-Elabdin, 2009). 

As suggested by Zein-Elabdin, economics tends to consider culture from a cultural modernism 

approach, which is “a disavowal of culture itself by privileging the historical context of European 

modernity and its patterns of unfolding in different regions” (2009) which is also present in 

institutional economics literature. Zein-Elabdin suggests using institutional economics to bridge 

the gap between postcolonial theory and economics because of institutionalism’s emphasis on 

cultural embeddedness and nonethnocentric concept of social change. Because postcolonial theory 

rejects the analytical dualisms of development/underdevelopment as truth, then it opens up more 

space for an analysis on the culture-economy connection. 

Homi Bhabha’s idea of hybridity- or deep cultural mixing- (1985, 1994), provides an 

analytical tool for better understanding economies within different degrees of cross-cultural 

intersections and overall helps to improve an understanding of economic phenomena. Hybridity 

“reflects a blending and fusion of institutions, habits and values as a result of cultural borrowing 

and movement across time. A concept of economic hybridity which would describe economies 

found at the intersection of multiple cultural currents, therefore, fits well with the original 
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institutional theoretical framework” (Zein-Elabdin). He believes that postcolonialism can be used 

to understand a world where European modernity, its main characteristics being nation-state, 

market system, and urban agglomeration, has been deeply involved with other cultures. This 

understanding could potentially allow the cultures of societies currently theorized in economics as 

underdeveloped to equally participate in the global construction of meaning and definitions of the 

terms of economic being and becoming. This exploration of economic hybridity not only is in line 

with postcolonialism idea of giving space to non-Western cultures, but also in helping to study 

some phenomena, such as a public debt crisis in a colony, that is not comprehensively analyzed by 

traditional economic analysis. This could include economy-culture intersections that traditional 

analysis might consider inefficient, corrupt, or mismanaged due to lack of experience and/or 

knowledge.  This approach also helps scholars unpack ideas of rationality or efficiency, do not 

take them as given, and deepen our understanding of how these fit into economies that sit at the 

intersections of multiple cultures.  

Postcolonial theory has also established discourse as key to establishing the hierarchy of 

race during colonization, thus creating power relations that are based on the ‘othering’ of a group. 

The postcolonial concept of ‘Otherness’ is a discursive process by which a dominant group (“Us”, 

“Them”), constructs the idea of other dominated groups (“Them”, “Other”) by stigmatizing a 

difference between the groups allowing for discrimination of the latter. The asymmetry of power 

relations is central to the construction of Otherness, which is done by discursive practices. 

However, the ability of the dominant group to impose its superiority and devalue dominated group 

is not only dependent on the logical power of the discourse but also on the political, social and/or 

economic power of those who use it.  
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Discourse, as defined by Michael Foucault, who greatly influenced postcolonial theory, “is 

primarily the way in which a knowledge is constituted as part of a specific practice whose 

knowledge is formed at the interface of language and the material world” (Young, 2001, p. 399). 

Foucault says it is in discourse that power and knowledge are put together (Foucault, 1978, p. 100) 

and that one implies the other. Discourse is produced “in an uneven exchange’ with different forms 

of other institutional discursive power (Young, 2001, p. 387) and discursive practices, specifically, 

are important because not only are they a way of producing discourse, but they are also embedded 

in institutions. (Foucault 1977, p. 200). Bhabha also provides a theory of colonial discourse as an 

‘apparatus of power’, based on Foucault’s concept of dispositiff, or apparatus (1980). Bhabha 

explained that “colonial discourse recognizes and disavows racial/cultural/historical differences,” 

creates the concept of subject peoples through the production of knowledge and construes “the 

colonialized as the population of degenerate types on the basis of racial origin” to justify conquest 

and establish systems of administration and instruction (1994, p. 70). When discursive devices 

emphasize these racial differences, they can be used as an act of rhetorical dispossession and 

deprivation of representational sovereignty. Bhaba’s tool of hybridity also serves to challenge the 

discourse of development; it indicated natives’ tendency to apply and modify the colonial 

discourse. It follows that the idea of power-knowledge is important because it can have significant 

effects on the role and development of institutions. Power-knowledge is based on the idea that 

power produces knowledge which can be used to claim dominance, authority, resources, etc. 

(Lindegaard, 2013) through perceptions and forms of discourse.  

It is important here to clarify the concepts of power and domination to be used in this 

research. Max Weber defines power as the ability to exercise one’s will over others (Weber 1922). 

In general, ‘power’ is understood as the chance of an individual or, of a number of individuals to 
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realize their own will in a communal action even against the resistance of others who are 

participating in the same action.  (Weber, 1946, quoted in Gerth and Mills, p. 180). Weber believed 

that the concept of domination was key to understanding power, which he defines as “the 

probability that certain specific commands (or all commands) will be obeyed by a given group of 

persons (Weber, 212). When dominance persists over time, it becomes a structured phenomenon 

and forms the basis for the social structures of society.  

According to Weber, power and struggle are basic components of social life and they are 

the very building blocks of which politics is composed (Weber, 1958b, pp. 78, 116; Weber, 1968, 

p. 55). In studying Weber, Karl Dusza believed that in social actions, power is institutionalized 

within the framework of which power is contested. It is within these institutional structures that 

concrete form and direction is given to political struggle. Weber’s work is helpful because it is a 

useful way of examining relationships of dominance that become structured. However, his 

explanation on how power is employed is somewhat incomplete. In his work, Weber maintains 

that it is the only the state which ultimately controls the legitimate use of power. He defines the 

state as a group of people within which exists a struggle for dominance of power and that through 

this struggle, some people will gain more power than others. The ones that ultimately gain more 

power will use legitimate force to maintain the state’s authority over people and influence their 

actions. Institutions, he claims, are just a tool used by the state and are limited by the amount of 

power that the states allow them to possess.  

Using the work of Foucault, we can supplement this understanding of power. Foucault 

believes that “power must be understood in the first instance as the multiplicity of force relations 

immanent in the sphere in which they operate and which constitute their own organization; […] as 

the support which these force relations find in one another, thus forming a chain or a system, or 
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on the contrary, the disjunctions and contradictions which isolate them from one another; and 

lastly, as the strategies in which they take effect, whose general design or institutional 

crystallization is embodied in the state apparatus, in the formulation of the law, in the various 

social hegemonies” (1990, p. 92-93). This view of power allows for individual agency, and looks 

at the social aspects of power, which are important when analyzing institutional change throughout 

history (Lindegaard, 2013).  

Unlike Weber, Foucault believes that the state also uses knowledge, not just physical force, 

to assert and maintain its power. He believes that the states secure discipline and obedience through 

process of normalization, which he describes as a process of solidifying the public’s mentality 

about what they consider to be normal behavior that is accepted by the state and general society. 

After influencing what is normalized, the state creates a system of law to enforce that people 

conform to the normalized behavior under the law, which increases state’s security. Foucault 

claims that institutions are thus partly created to correct people’s behavior that deviate from 

normality that the state has created and are also used so that the state can continue to disseminate 

its power. These institutions also gather important information for the state about those who do 

not follow the norms, and thus serve as the primary method that the state gathers knowledge, which 

Foucault believes gives the state an intellectual form of authority. More importantly, Foucault also 

believes that the general reality that is created by the state and institutions is that of oppression and 

repression. He defines oppression as overstepping the boundaries of the social contract by the state 

or its people, essentially breaking that contract (2008). The ways in which the state does this is 

related to its use of knowledge as a means to legitimate its actions and its use of institutions to 

assert its power and authority. Foucault believes that it is the ability of the state to monopolize 

knowledge from which mechanisms of repression and oppression derive. Unlike Weber, Foucault 
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believes that institutions are not directly granted power, but they come to power by obeying the 

state’s system of laws, which are difficult not to obey because these laws are based on 

normalization of behaviors in society. These institutions help to reinforce society’s obedience to 

the state by producing and using knowledge that can have coercive effects on people by defining 

what it is normal and accepted and helping to achieve the state’s ends by ensuring that people act 

within these norms.  

This relationship between knowledge and power is also highlighted by Edward Said, a postcolonial 

scholar who drew from much of Foucault. Similar to Foucault, Said believes that discourse is a 

form of knowledge that, in itself is a form of power rather than used to create power. Postcolonial 

theory is helpful because it draws attention to the ways that subjectivities are established through 

colonial ideologies. We can tie these ideas to the suggestion of how culture and institutions have 

meshed over time and the influence of hybridity. During hybridity, institutions have been 

constructed and embedded within a cultural dispossession that occurs because of the discourse 

built around the inferiority of the ‘Other’ and the deprivation of political autonomy. The cultural 

aspects of the natives that would have otherwise been endured, are eliminated because they are 

seen as inferior or ineffective, thereby constructing a landscape that allows the colonizer to use 

institutions to assert its power, as explained by Foucault, and build and enforce knowledge by its 

colonizing discourse. This notion is important because it can allow us to suggest that power 

relations can not only rely on materialist mechanisms, but also have an ideational cultural 

background. Additionally, it helps us to understand the various forms and phase of colonial 

dispossession. Cultural dispossession, as we will see, is an ongoing process that generally occurs 

after the initial violence or representation of physical force, and then the economic, or material 

dispossession through the legitimization that colonial discourse brings, and then it is subsequently 
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maintained through a system of laws (Harris, 2004). For the purposes of this research, I will define 

cultural dispossession as represented by loss or theft of identity, language, poor treatment or 

exploitation by institutions, and denial of the right to self-representation and/or sovereignty, and 

acceptance and even a preference for the Western philosophies.  

 

Historical Institutionalism. To analyze deeper the asymmetry of the power relations that 

are rooted in colonial exploitation and the othering of a group of dominated people that led to the 

development of institutions, which played a significant role in the creation of the public debt crises, 

this research will utilize the concept of historical intuitionalism. Historical institutionalism can be 

defined as “a research tradition that examines how temporal processes and events influence the 

origin and transformation of institutions that govern political and economic relations” (Fioretos, 

Falleti, & Sheingate, 2016). The rise of historical institutionalism came about as part of a growing 

importance in studying institutions and how they ordered political life and constrained actors’ 

behavior. It developed in the 1990s in relation to other forms of institutionalism that placed 

different degrees of emphasis on structure versus actors, and on interests versus ideas as related to 

human cognition.  

Steinmo and Thelen, scholars who have significantly shaped the more modern uses of 

historical institutionalism within comparative politics, broadly define it as a way of showing how 

political struggles are shaped by their institutional settings (1992). Another definition that is given 

in the literature by Peter Hall, leading scholar of comparative political economy, includes “the 

formal rules, compliance procedures, and standing operating practices that structure the 

relationship between individuals in various units of the polity and economy” (1986). While 

scholars often differ in their definition of institutions, they are generally considered within the 
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wide range of both formal and informal organizations which set rules and procedures that structure 

conduct. Historical institutionalism is particularly useful because it views the role of institutions 

in policy making as influencing political outcomes; Peter Hall provides a well-accepted definition 

of this view: “Institutional factors play two fundamental roles in this model. One the one hand, the 

organization of policy-making affects the degree of power that any one set of actors has over the 

policy outcomes….On the other hand, organizational position also influences an actor’s definition 

of his own interests, by establishing his institutional responsibilities and relationship to other 

actors. In this way, organizational factors affect both the degree of pressure an actor can bring to 

bear on policy and the likely direction of that pressure.” (Thelen & Steinmo, 1992). At the center 

of historical institutionalism lies the emphasis of the role of temporality in influencing the origin 

and transformation of institutions that impact political and economic relations. Focusing on the 

timing and the sequence of events has allowed scholars to reveal how institutions ultimately can 

have very important consequences for the nature of political strategies, and for the strategies, 

preferences, and identities of actors over time. Paul Pierce, author of Politics in Time: History, 

Institutions, and Social Analysis, an influential book shaping not only historical institutionalism 

but also social science in general, describes the importance of placing politics in time; by 

constructing "moving pictures" rather than snapshots, we can enrich our understanding and 

explanations of social processes and outcomes (2004). In his book, he explains that it is not enough 

to say that “history matters”; he seeks to define concepts that refine how to explain the influence 

temporality has in social mechanisms.  

Historical institutionalism allows us to look at how power is institutionalized within a 

historical lens and enhance our understandings of political power relationships through time. A 

core claim, coming from Terry Moe’s critique of rational choice institutionalism, regarding power 
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as seen by historical institutionalists is that the winning coalitions will use their power to 

institutionalize their advantages to maintain their position of power in the future (2016). The 

mechanism through which this happens in modern politics is through both constitutions and public 

policy. Historical institutionalists also provide key insight around policy coalitions and their strong 

influence on institutional arrangements and public policy. Organized interests and political 

contestations create these policy arrangements which are continued over time and often outlive 

any specific electoral majority, which shows the significance of political actors using authority 

through policies to influence economies and societies. These major policy changes by political 

actors through coalitions are mobilization of bias. While it is important to analyze electoral 

politics, the subterranean character of power relationships shows that the long-term efforts through 

organized interests, such as mobilizing resources, coordination of actions, extensive expertise, and 

operating flexibly over multiple domains of political authority has significant influence on 

institutional development. Additionally, another issue central in thinking about power through a 

historical institutionalist lens is that of social resources to influence ideologies and the discourse 

used to share, institutionalize, and reproduce these ideologies. Two ways to focus on this, have 

been through elite discourse and mass discourse by organized groups, ways in which political 

expression can create self-reinforcing dynamics that cause political actors to make decisions based 

on power relations. This is important in the research around the debt crises, as power dynamics 

were used to limit the agency of Puerto Rican people and helps us understand the power relations 

that were constructed and enforced over time.  

‘Critical junctures’ and ‘path dependency’ are two important building blocks to historical 

institutionalism involving a temporal dimension of political processes that will be utilized in this 

research. Pierson approaches path dependence as the focus of dynamics of self-reinforcing 
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processes in a political system, which he believes can help us to understand how certain events 

can have enduring consequences. Critical junctures are events or brief phases of dramatic change 

that create institutions that will generate these path-dependent processes; essentially path 

dependence serves as the causal mechanism for historical institutionalists. (Capoccia & Kelemen, 

2007). An important point he makes is that studying path dependence can also lead to an 

understanding of how inequalities of power can be reinforced over time and become embedded in 

institutional arrangements and dominant modes of political action. Path dependence is also useful 

because it allows us to identify an event at one point in time whose results will reproduce 

themselves, even when the original event or process no longer exists.  Positive feedback dynamics 

are important to path dependence because it captures not just what happens, but when it happens. 

This is done by showing how the costs of switching from one choice to another will increase 

markedly over time, and/or drawing attention to issues of timing and sequence.  

It is interesting to point out that the same tendencies that are found in path dependency can 

also be found in Foucault’s analysis of power. In his definition of power previously mentioned, he 

mentions that the force relations that make up power form a chain or system. This system can be 

seen as path dependency and the factors that support this system often vary depending on the 

approach to path dependency, which can also vary among scholars between a broader and narrower 

approach. Critical junctures often constitute the starting points for many of these path-dependent 

processes. Capoccia & Kelemen significantly contribute to the use of critical junctures in historical 

institutionalism by providing methodologies and instruments to study them in a historical 

institutionalism context. The scholars emphasize that a critical juncture is a point in which there is 

a substantially greater probability that choices will affect the outcome of interest before and after 

that juncture. By pointing out that the probability that choices will affect the outcomes decreases 
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even after the juncture, it also suggest that these choices will lead to path-dependency where 

choices are limited. Also in emphasizing that critical junctures should be understood as periods of 

time that last a shorter amount of time than the path-dependent processes that result from that, they 

further specify that the role of agency and permissive conditions around the specific juncture which 

will provide for a richer understanding of how and when political actors will change the existing 

institutional structure. The critical juncture framework in Figure 1, asserted by Lipset & Rokkan 

with the expansion of Collier & Collier3, consists of the following elements and their definitions:  

1. The antecedent conditions that represent a "base line" against which the critical juncture and 

the legacy are assessed. 

2. The cleavage (or crisis) that emerges out of the antecedent conditions and in turn triggers 

the critical juncture. 

3. The critical juncture, or major episode of institutional founding  

4. Aftermath, or the steps through which the legacy emerges; often a reactive sequence.  

5. The legacy, which inevitably must occur at some point, but that forms the institutions that 

are lasting and often are highly influential in subsequent events, or critical junctures.  

 

 

Figure 1: Five -Step Template to Critical Juncture Framework 

Source: Collier & Munck. (2018) Reprinted from http://www.critical-juncture.net/ 

 
3 The finding from Collier & Collier’s study on critical junctures significantly are based on the premises formed by 

Lispet & Rokkan. 
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These concepts help to explain political power relationships in a systematic way, which involves 

looking at how processes unfold over time and how institutional arrangements will contribute to 

the interests of political coalitions. (Pierson, 2006). During critical junctures, new institutions or 

policy regimes will often be given to those groups or coalitions with the most power. These new 

developments will create advantages for these groups and their allies, which in turn will often 

create feedback effects reinforcing these advantages.  

This theoretical approach was chosen, not necessarily in opposition to other schools of 

thought, but for its strong focus on temporality. In the specific case of debt in Puerto Rico, it was 

chosen to help emphasize a different approach to what currently exists, which are mostly narrow 

attempts to pinpoint root causes that can be a somewhat incomplete narrative. Using this type of 

approach is an attempt to contribute to current analysis on the debt crises and help enrich the 

current understanding, rather than providing an oppositional answer, in order to pave a more 

constructive way of looking at how to solve the debt crisis in a just manner. The reason for 

choosing historical institutionalism is because much of the current literature does not focus on how 

institutions, which are uniquely created through the power asymmetry between the United States 

and Puerto Rico play an important part of this story. It is also important to note that historical 

institutionalism is a more inductive process that involves developing a hypothesis while 

interpreting the empirical information itself, providing an alternative approach to analyze political 

behavior that is not using the same techniques that are useful in economics. One of the biggest 

advantages of using historical institutionalism to explore the debt crisis in Puerto Rico is that the 

approach does not attempt to point to a particular decisive variable; it reflects the true complexity 

of political situations.  
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Methodological Approach 

This research will also use discursive analysis in order to study how, in establishing their 

presence as a colonial administration, the United States institutionalized racialization and 

oppression of Puerto Ricans. Discourse has been a major part in shaping Puerto Rico’s history. 

Drawing upon the methods used in a study conducted by Roxanne Lynn Doty on the United States’ 

counterinsurgency policy in the Philippines a few years after the United States granted them 

independence, a discursive practices approach will be used to form an understanding of the power 

dynamics present in the Puerto Rico-U.S. relationship and identify the particular realities that made 

possible continual oppression of Puerto Ricans As noted in the introduction of the theoretical 

framework, this study veers away from an ethnographical approach of discourse and focuses on 

the discourse that is present in institutional development. I will also use methodological techniques 

of political discourse analysis as provided and defined by Teun A. van Dijk.  

As part of her approach, Doty’s distinguishes between the how and the why in her analysis. 

She posits that the how-possible question is more effective and holistic in understanding policy, 

highlighting the incompleteness of the why question, which is the more conventional approach. 

Asking why decisions and policies resulted in certain outcomes provides an incomplete analysis 

because in trying to pinpoint an answer, it is only with a certain amount of probability that these 

outcomes can claim to occur. On the other hand, the how-possible question enables an examination 

of “how meanings are produced and attached to various social subjects and objects, thus 

constituting particular interpretive dispositions which create certain possibilities and preclude 

others “(Doty 1993). She notes that how-possible questions are implicitly a question of power and 

how power works to create certain modes of subjectivity. Here she also uses Foucault’s notion of 

power that is productive of subject meanings, identities, and their interrelationship. Many of the 
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approaches to explaining the debt crises that currently exist, use a more rational approach, which 

is more associated with the why question. The common explanations for why the debt crises 

happened often point to bad policy decisions and the actors that made them without closely looking 

at the conditions and context in which those policy decisions were made. This type of approach is 

associated more with rational choice theory, which states that people make rational decisions based 

on self-interest. In public policy in particular, these theorists believe that ideas help or guide actors 

in choosing decisions, but that their self-interest is still the primary mechanism determining their 

decisions and behavior (Fischer, 2003).  However, this ignores the fact that ideas themselves can 

shape the interests of actors and change how they perceive reality and the importance of the role 

institutions play in changing politics. Historical institutionalists believe that institutions can shape 

strategies and goals that political actors pursue (it is endogenous), while rational choice 

institutionalists stick to the idea that political actors are rational and will always attempt to 

maximize their self-interest (it is exogenous). 

Other explanations that point to a consistent economic recession that cause debt to 

accumulate provide the sufficient conditions for the debt issue to become an economic crisis. 

However, these explanations are incomplete because they take as unproblematic the possibility 

that the public debt of this colony could have reached such extreme measures. It does not consider 

problematic that the institutions, public policies, and colonial oversight did not provide enough 

limitations such that a debt like the one that exists now and that has created many economic issues 

would not happen. These types of explanations based on rationality presuppose elements such as 

meanings, subjects, social/discursive practices, and the social actors where in contrast, the how-

possible questions are able to explain how these elements were constructed. This research takes 

the idea that “public policies are not only influenced by the discourses of particular groups, they 
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are shaped and supported by the institutional processes in which specific discursive practices are 

embedded, processes which can have a life of their own” (Fischer 2003).  

By analyzing the construction of Puerto Rico as a colonial being under the United States and 

focusing on the political and economic aspects of this relationship, I can attempt to provide a more 

complete explanation to the debt crises. I hypothesize that in this analysis we will find that 

oppression and racism towards Puerto Ricans is embedded within the discourse that ultimately 

shaped the creation of the political system and its institutions. As Doty points out, a discursive 

practices approach is useful because it does not presuppose beforehand the existence of particular 

subjects and emphasizes the role of language in the construction of reality, meaning it is not 

necessary to go back and identify the motivations, or perceptions of social actors because what 

language produces does not coincide with these.  

Doty primarily draws from Foucault in explaining discourse and discursive analysis. She 

defines discourse as a system in which actors use to communicate and interact with one another 

and in discursive approaches, it is considered key to understanding how actors perceive the world 

and construct reality. It is within these discursive spaces provided by discourse that meanings and 

realities are created. A specific set of categories, concepts, and practices create subjects which are 

considered positions within particular discourses. As Doty points out, the analytic form of this 

approach is a discursive practice, which is “not traceable to a fixed and stable center, e.g., 

individual consciousness or a social collective.” Discursive practices are useful here because 

discourse is key to how actors construct and change public policies, and it provides a different way 

of understanding these processes while offering a different means of investigating the issues of 

power, legitimacy, and governance that are at the foreground of public action (Durnova & Zittoun).  
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Two guiding principles that are often found in other works employing this theory when 

analyzing policy are used in this research. The first principle is that the role of discourse is to not 

only reflect how actors interpret reality but also to shape and construct this reality, and in doing so 

becomes a tool of power. The second principle is the important role of social practices in and how 

they help to transform ideas within discourses and how they are understood. In other words, 

discourse does not occur in isolation; it is important to recognize that they are embedded in many 

elements such as intentions, identities, positions, and power (Durnova & Zittoun). In seeking to 

demonstrate the existence of specific colonial discourses, in this case ones that are informed by 

the perception of Puerto Ricans as an inferior race and their necessity to depend on external forces 

to be successful and in doing so, establish oppression in how these discourses led to the creation 

of certain institutions. I claim that oppression and racism towards Puerto Ricans acts as an 

influential discourse that uses language in different ways in order to construct meaning, which is 

what Doty refers to as intertexuality. This is the notion that texts creates a complex web of 

meanings that are continuously expanding, but which share a consistent logic.  

I will employ the some of the same method as Doty to analyze these texts, using concepts 

of textual mechanisms such as presupposition, predication, and subject positioning. These textual 

mechanisms create a reality by providing positions for the various subjects, which are not to be 

confused by individuals. These three textual mechanisms, which being analyzed separately, work 

together in order to create reality. Presupposition creates the background knowledge of things that 

are taken to be true, predication gives certain attributes to particular subjects with the words that 

modify them, and these two concepts establish the various relationships between subjects and 

objects, which is referred to as subject positioning (Doty), which I will focus on more.  
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 Teun van Dijk also provides some useful tools to analyze discourse. He describes political 

discourse analysis as a political approach to discourse, using the way discourse analysis is 

understood in contemporary Critical Discourse Analysis (van Dijk, 1997), which is defined as a 

type of discourse analytical research that primarily studies the way social power abuse, dominance, 

and inequality are enacted, reproduced, and resisted by text […]” (van Dijk, 1993, p. 352). Within 

the context of critical discourse analysis, it follows then that critical-political discourse analysis 

deals with the reproduction of political power, power abuse or domination through political 

discourse (1997). The specific methods of analysis that I will utilize in my analysis are the 

following:  

• Lexicon: This is a focus on the words being used and their meanings; in this context, 

political language entails special words being used in politics that have specific meanings 

behind them. 

• Evaluation: Descriptions and references to people, or entities, and their actions are a 

function of politically and ideologically based opinions and attitudes; these are considered 

evaluations and are characteristically polarized. This includes positive evaluations of one 

group and negative evaluations of another group (usually the ‘US’ versus ‘THEM’ 

complex) 

• Semantic Polarization: Evaluations are used to establish these ideological polarizations 

separating an in vs. out group. 

• Apparent Altriusm: This is a technique used to emphasize understanding for the position 

or interests of (some of) the Others. It is coined ‘apparent altruism’, because the argument 

is usually not developed, and merely has a disclaiming and positive self-presentation 
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function (altruism is obviously a positive value here), and is typical racist discourse, 

particularly around migrants and immigrants. 

While van Dijk presents a range of tools in his work to analyze discourse critically, these are the 

ones that I found to be most useful in my analysis given the scope of the work and the breadth of 

history this research covers. 

 

Chapter 1 

1.1 Introduction 

This portion of the study will highlight the critical junctures that I hypothesize had lasting 

effects on the political and economic structure of Puerto Rico and will establish the historical 

legacies from these critical junctures that led to the public debt crisis. Each critical juncture 

corresponds to a moment where relations of power and oppression have played a role in changing 

the course and in this case, reinforced the balance of power between the United States and Puerto 

Rico, institutionalizing further at every juncture the racialization of Puerto Ricans, denial of 

sovereignty, and a colonial authority embedded in a system of laws and jurisdictions. A narrative 

created through discourse also provided the moral justification for cultural dispossession that led 

to the creation of a Puerto Rican elite that prioritized U.S. ideologies and interests. These critical 

junctures involve very specific changes in the configuration of power relations and in institutional 

development that facilitated the growing public debt; essentially Puerto Rico was on a reinforcing 

path of unsustainable debt enabled by the power dynamics within their insular government, the 

colonial administration, and capitalist business interests. This landscape was set up in such a way 

that financial institutions could capitalize on their need for public infrastructure and services since 

the early 20th century. The three subsections are divided into the time periods between the critical 
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junctures I have identified and will be organized using the critical juncture framework outlined in 

the Theory & Methodology section and focusing on the antecedent conditions, cleavage, and the 

legacy of each event. The critical junctures are identified as the following: 

1. Foraker Act of 1900, also known as the First Organic act 

2. Jones-Shafroth Act of 1917, also known as the Second Organic Act 

3. Operation Bootstrap, or the “industrialization phase” 

 

1.2 The Foraker Act of 1900, or the First Organic Act 

Antecedent Conditions. Before colonization, the island of Puerto Rico was long inhabited 

by the Taino people, an indigenous group also present in other islands of the Caribbean. 

Christopher Columbus found Puerto Rico in 1493 and it was colonized in 1508 by Ponce de Leon, 

who was coming from Santo Domingo in search of gold. However, what little gold Puerto Rico 

had was gone by the mid-1530s, which led to the first of several population exoduses throughout 

history. This colonization process and search for gold did not occur without major consequences 

to the ethnic make-up of the island. Much of the indigenous population was wiped out due to 

illness, maltreatment, suicide, or overwork or slaughtered by the Spanish during the Indian 

rebellions (Dietz, 1984). Many of the Taino people that were left became slaves, along with others 

brought from neighboring islands and Africa, but many of them were eliminated due to Spanish 

conquest. Through the process of colonization, a new group of people formed whose descendancy 

was made up of various combinations of Taino, African, and Spanish blood. 

After the gold conquest, Spain’s interest in Puerto Rico was mostly for tactical and military 

purposes; its strategic location gave them an edge for protecting certain sea routes and for guarding 

the entrance of the Caribbean Sea. This narrow interest led to Spain’s neglect of economic 
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development and political issues in the 18th century. Up until the latter part of the 18th century, 

the economy of Puerto Rico was predominantly small-scale self-sufficient, peasant-type 

production within a precapitalist social formation and methods of production (Dietz, 1986). The 

Spanish did not hold the people of Puerto Rico in high regard and considered themselves superior. 

Despite neglecting the island after they pillaged the natives and their resources, they blamed Puerto 

Ricans for their lack of producing anything profitable for the Spanish king. A report written for 

the King in 1765 by Alejandro O’Reilly, who led a special envoy sent to investigate the overall 

status of the island is quite revealing of the narrative the Spanish were building around the people 

of the island. O’Reilly described the Puerto Rican people as lazy, indolent, and “the poorest that 

there are in America” (as cited in Boletín Histórico de Puerto Rico, 1921, p. 115). As he described 

the conditions, he remarked that illicit trade was the only motivation Puerto Ricans had to produce, 

and that there was nothing else to expect of poor and lazy soldiers and idle men that did not have 

the resources to clear the land and build houses (p. 111). Along with outlining the social and 

economic conditions as O’Reilly saw them to be, it also included his recommendations for 

improvement, which the Spanish king decided to implement. The report from O’Reilly convinced 

the Spanish to first allow property rights in 1778, which they stimulated again in 1815 with land 

grants for immigrants. Over the beginning of the 19th century, they also liberalized trade measures 

and provided tax exemptions for foreigners, encouraging immigration. These immigrants, mostly 

white Europeans, had a major part in bringing forth ideas and knowledge of new technologies for 

increasing production, thus bringing more capitalistic practices to Puerto Rico. These 

improvements were focused on the financing and development of the sugar industry and attracting 

White Catholic immigrants, so they did not necessarily improve overall living conditions for most 

of the island. With a 90% illiteracy rate, and strong colonial control over spread of information, 
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the economic ‘improvements’ made as per O’Reilly’s suggestions did not benefit classes other the 

elite locals and the colonial administration.  

The first three centuries of Spanish rule resulted in slow, uneven growth and minimal 

progress, with an uptake in the second half of the 19th century. Over the beginning of the 19th 

century, they also liberalized trade measures and provided tax exemptions for foreigners, 

encouraging immigration; going into the 19th century, “immigration increased, population grew, 

and the foundation of a thriving sugar industry was laid” (Dietz, 1986, p. 12). Dietz argues that 

Puerto Rican production and class relations were both capitalist and noncapitalist at this point, 

with the former having a stronger force in the economy, which he backs up with an analysis of the 

relations of production and the class structure. At the beginning of the 19th century, the world was 

also beginning to witness the declining power of the Spanish empire. This is in part could be 

explained by the lack of a capitalist revolution that occurred in Western Europe and the United 

States. Spain was stagnating economically and militarily compared to these nations with 

expansionist economies and increasing productivity due to their application of capitalistic 

principles. Inevitably, Spain became increasingly distracted as it worked to prevent its downfall 

and it inadvertently began to loosen direct colonial control on its possessions. These colonial 

administrations were dominated by the Spanish and previously had caused the local elites, or 

Creoles- Spaniards born in the colonial islands- to feel nearly powerless in their own economic 

and political aspirations. This caused “an open, festering colonial contradiction, a conflict between 

a foreign superstructure of laws and administration imposed on an emerging and developing 

national base” (Dietz, 1986, p.14). As shown in figure 2, which represents an outline of the class 

structure in Puerto Rico in the 19th century, the colonial administration had the strongest influence 

on subsequent classes that had formed.  



 45 

 

 

Figure 2 Nineteenth-Century Class Structure in Puerto Rico. Reprinted from Economic 

History of Puerto Rico; Institutional Change and Capitalist Development by James Dietz, p. 57 

Copyright 1986, by Princeton University Press 

For most of the period which Spain controlled Puerto Rico, they were subjected to Spain’s 

colonial control with little institutional development that allowed for very little self-governance or 

political representation. Puerto Rico did have experience with autonomy and expanded rights 

under Spanish rule, although it was intermittent throughout the 19th century. In 1809, Spain 

granted Puerto Rico the right to elect its first representative to the Cortes, the Spanish parliament. 

A likely reason for doing this was to appease the colonies and maintain their loyalty after Napoleon 

invaded Spain (Dietz, 1986, p. 69). The first time Puerto Rico was granted some degree of 

autonomy was when the Cádiz constitution of 1812, the first constitution of Spain and one of the 

earliest constitutions ever written, was extended to the its colonies. The constitution was also one 

of the most liberal constitutions for its time, not only granting citizenship to natives of their 

territories, but also affirming national sovereignty, freedom of the press, universal male suffrage, 

among other points. This is important because when the United States invaded, they overlooked 
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this experience among Puerto Ricans. The political institutions in Puerto Rico were going through 

a process of ongoing hybridity with Spanish culture. Not only did the Spanish colonize them and 

imposed their political and economic institutions early on, but through beginning a process of 

autonomy, Puerto Rico was in the early stages of mixing a Spanish mercantilist approach, its own 

insular political culture, and a liberal, European culture and creating its own political landscape. 

The first Cádiz constitution was abolished however, when the absolutist government returned, 

applied again in 1820-1823, and then in 1837-1837. In both instances, the constitution was revoked 

because of the return of the Spanish monarchy (Antón, 2012). This political instability was not 

well received among Puerto Ricans, but this frustration did lead to a greater, more collective sense 

of national identity. The discontent towards Spanish colonial administration among the Puerto 

Rican Creoles who wanted greater self-rule would eventually facilitate the U.S. invasion. In the 

eyes of most Puerto Ricans at the time, the United States symbolized democracy and liberty and 

they believed the U.S. invasion and the end of Spanish rule would mean Puerto Rico would soon 

get a chance at freedom. The United States took over a country that not only had aspirations for 

freedom, but also was able to begin to practice it to some degree. Although the United States 

invasion meant complete military rule, it did not entirely eliminate this idea embedded in its 

institutions, and the political party ideologies that were beginning to form. It did mean however, a 

cultural dispossession of the hybridity of Spanish-Puerto Rican economic and political system that 

had formed, as Puerto Rico would soon see nearly the entire elimination of the political and 

economic system that the Spanish had set up for them and that a select group of people on the 

island had shaped to some degree.  

While official political parties did not form until the latter half of the 19th century, there 

was the existence of political struggles and rebellions, including slave revolts and a brief separatist 
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movement inspired by the Bolívar independence movement. Perhaps the most impactful uprising 

of that time, known as the Grito de Lares, however, grew out of anti-Spanish sentiments of the 

hacendados, or hacienda owners, merchants, intellectuals, and professional creole elites, who 

sought self-determination. This was organized by Ramón Betances, part of the intellectual elite 

who created a list of demands including “the abolition of slavery, the right to reject all taxes, 

freedom of religion, freedom of speech, freedom of the press, freedom of commerce, the right to 

assemble, the right to bear arms, the inviolability of citizens, and the right of Puerto Ricans to elect 

their own authorities” (Dietz, 1986, p. 71). In such few words, this list called for an end to the 

colonial structure and separation of Puerto Rico from Spain. Again, we see the example of 

hybridity for challenging the discourse of colonialism and weakening its cultural authority. 

Betances and his pro-revolution group, was in a way a product of the Spanish colonial 

administration; they were the elite criollos but were tired of facing the tyrannical practices of the 

Spanish government. Betances appropriated European liberal views to challenge their colonizers, 

weakening their cultural authority. While the Spanish managed to crush the rebellion within just a 

few days with oppression and violence, the fact that there was a rebellion had great significance 

for the growing nationalist sentiment that preferred autonomy. The Grito de Lares put pressure on 

the Spanish to grant Puerto Rico extended rights – beginning with more deputy representative seats 

to the Cortes and allowing the election of local municipal administrators. This led to the 

establishment of the first legal political parties in 1870; the Liberal Reform party and the 

Conservative party.4 While these two parties transformed through time by splitting into new parties 

or merging parties, they did so primarily based on the economic and status interests of their 

 
4 The former party believed in greater autonomy and mostly represented the interests of sugar and coffee producers 

and those who wanted to expand trade with other countries, while the latter, who wanted to continue its close 

association with Spain, was mainly composed of large merchants, the clergy, and the military. 
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supporters and the desired relationship to Spain. The foundations of political parties’ ideologies, 

which can still be seen today, were rooted in economic and class differences and what the political 

status of Puerto Rico should be in relation to its colonizer. In 1897, due to increasing pressure from 

Puerto Rican political parties, the Autonomist Charter was implemented, which gave the island 

full representation in the Cortes, extensive rights to make commercial treaties and to control trade 

and tariffs and created an insular government. The island would be led by a Spanish-appointed 

governor and would have a bicameral legislature. On July 17, 1898 the new legislature held their 

first session and on July 28, they held their last. Only 8 days after the first session, the United 

States began its invasion of Puerto Rico. (Dietz, 1986, p. 76).  

Over the next few years, the Liberal Reform party, briefly became the Autonomist party 

once the faction who believed in ‘assimilation’; that Puerto Rico should become a province of 

Spain, left the party. This nationalistic party posed a serious threat to the Spanish who, during what 

was known as the Terrible Year of 1887, responded by severely repressing its supporters and 

anyone suspected to be linked to the party. Eventually after some political turmoil and struggle, 

part of the Liberal Reform Party became the liberal Fusionist party, who wanted to remain under 

Spain rule, but with autonomy. Its leader, Luiz Muñoz Rivera, also publisher of influential 

newspaper on the island, La democracia, negotiated with the leader of the Spanish Liberal party, 

Práxedes Mateo Sagasta to come up with an agreement that if he were to become prime minister 

of Spain, Puerto Rico would be granted more autonomy. In thinking of the remains of their empire, 

Spain knew that if they had to give in to the demands, the ones presented by Muñoz Rivera were 

better than the more radical demands of freedom and separation. In 1897, Sagasta became Prime 

Minister and implemented the Autonomist Charter, which gave the island full representation in the 

Cortes, extensive rights to make commercial treaties and to control trade and tariffs and created an 
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insular government. The island would be led by a Spanish-appointed governor and would have a 

bicameral legislature, composed of a thirty-two-member Chamber of Deputies and a fifteen- 

member Administrative Council. On July 17, 1898 the new legislature held their first session and 

on July 28, they held their last. Only 8 days after the first session, the United States began its 

invasion of Puerto Rico. (Dietz, 1986, p. 76).  

As Spain faced the final days of its dwindling empire, the United States was enjoying an 

era of expansionism5. Although within the country itself there was debate around the extent to 

which the United States should pursue an imperialist agenda, it had been already been going down 

that path for most of the 18th century. The United States historian Walter LaFeber, in his study on 

U.S. imperialism, emphasizes that this expansionist path and acquisition of territories was not 

accidental or sudden (1963). He believed that between 1860 to 1898, the United States acted 

strategically and systematically to create an empire and gain economic hegemony. In his analysis, 

LaFeber points out that this mentality had roots in the belief of manifest destiny and that the 

American Anglo-Saxons had the responsibility of reshaping the world so that it reflected Western 

civilization (1963, p. 77). Similarly, historian David Healy observed in his analysis of U.S. 

imperialism in the 1890s that “in its first century of national life United States had advanced, stage 

by inexorable stage, across an entire continent” (1970, p. 35). Healy also points out that while the 

Spanish-American War of 1898 was brief, it had significance in the U.S. trajectory and role as a 

growing empire. It was the first time the United States truly abandoned the idea that they should 

not conflict with European interests given their historical ties and maintain their empire within the 

Northern Hemisphere.  

 
5 Expansionism here is used to describe one country’s search for trade and investment opportunities in another area 

or country where it did not want to exert political control (LeFeber, 1963). Expansionism differs from imperialism in 

that there is no primary intent of political control or domination.  
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Healy astutely points out America’s idea of imperialism was based on a “widespread belief 

of the inequality of races” (1970, p. 39), which stemmed from Social Darwinism and other theories 

of inequality. This mentality is very clear in how the United States handled affairs regarding Puerto 

Rico and how it would organize the new colony. Besides Puerto Rico being strategically located 

and served as a naval base to protect the United States’ growing empire, as well as providing a 

new market for economic capitalist expansion, in large part it was a narrative built by United States 

that it was their destiny to spread civilization that provided the rationale for U.S. invasion and 

subsequently exploitation and oppression through colonial rule. While it would be interesting to 

analyze the discourse surrounding Americans’ justification of conquering other countries and 

maintain them as a possession to establish the hierarchy and the ‘Otherness’ of the group of people 

that were conquered, it would be out of the scope of this research. Besides the literature mentioned 

above, there are also other scholars who have related expansionism of United States to their racist 

tendencies.6 

Although the focus of this analysis begins at the installation of U.S. colonial rule in Puerto 

Rico, the economic and political conditions of the island as well as U.S intentions at the onset of 

their rule in Puerto Rico is important to understanding how these two factors would interact and 

shape the future of Puerto Rico. Spanish colonial rule used Puerto Rico for its own economic 

interests and to contribute to its political status in the world, not unlike the United States would 

soon do. It also viewed Puerto Ricans as an inferior race and imposed their system of laws 

generally without considering their wellbeing. However, they eventually granted Puerto Rico some 

degree of autonomy, which was taken away when the U.S. invaded Puerto Rico, and this did not 

come without struggle. To begin a historical analysis at the beginning of the United States invasion 

 
6 See Reginald Horsman, Race and Manifest Destiny: The Origins of American Racial Anglo-Saxonism (1981). 
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would be to ignore the cultural transformations that Puerto Ricans had undergone through fighting 

for their freedom and pressuring the Spanish to grant them autonomy. Although Spain contributed 

to Puerto Rico’s sense of ‘Otherism’, and saw them as an inferior race, the United States more 

effectively systematized this way of thinking and built an entire legal and political system based 

on this mindset, erasing most remnants of a system they considered inferior. This erasure is the 

beginning of a process of cultural dispossession that will continue throughout its colonial rule. 

 

Cleavage. As the United States’ economic and strategic interests grew in the Caribbean 

and Latin America, they cautiously had their eye on Cuba as their independence movement became 

stronger. If Cuba gained independence, this would impact U.S. economic ties to the island, which 

served an important market in which they had significant investment. In mid-1898 the United 

States invaded Cuba and began the Spanish-American war.7 The Americans shortly continued on 

to invade Puerto Rico, which they easily overtook. Puerto Rico was now being held under U.S. 

military forces and their fate lied in the hands of a new world power. General Nelson Miles, who 

led the U.S. invasion, proclaimed in an announcement to the Puerto Rican people immediately 

following the occupation, that they were there to bring them “the immunities and blessings of the 

liberal institutions of our government” and “to give all within the control of the military and naval 

forces the advantages and blessings of an enlightened civilization”(as cited in The Spanish-

American War, 1899, p. 192) and for the most part, Puerto Ricans were hopeful what U.S. 

occupation could mean for them. General Miles also remarked that their policy was not to interfere 

with the laws and customs that were working for Puerto Rico, so as long as they conformed to the 

 
7 As the U.S. closely watched the Spanish-Cuban war progress, some believed the United States jumped at the first 

opportunity they saw to insert themselves into the war under the guise of defending their interests after they learned 

of an explosion of a U.S. ship in the Havana harbor. 
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rules of the military administration (p. 192). In the first week, General Miles ensured that they 

wouldn’t change the local institutions of Puerto Rico and the Spanish court system was allowed to 

continue as usual as long as it didn’t impede American occupation. However, “all that was required 

was the oath of allegiance and the Puerto Rican was allowed to go about his business as usual” 

(The Spanish-American War, 1899, pg. 196), although at first it was mostly encouragement rather 

than a mandate. It followed that one of the first orders by the military was requiring all official in 

towns to take the oath (p. 196).  

The Treaty of Paris, signed on December 10th, 1898 ended the Spanish-American War and 

ceded Puerto Rico, along with Guam and the Philippines to the United States. Spain also gave up 

all claims to Cuba. The treaty itself planted the subjugation of Puerto Rico to the United States: 

“The civil rights and political status of the native inhabitants of the territories hereby ceded to the 

United States shall be determined by the Congress.” (Treaty of Paris, 1898). The Treaty of Paris 

explicitly stated that Puerto Ricans essentially had no civil rights and their future was to be decided 

by legislature in Congress, which implicitly meant with the guidance of the U.S. Constitution. This 

also proved that regardless of the initial friendly interaction between military leadership and Puerto 

Ricans that occurred, the United States had no intention of preserving the current culture within 

whatever governmental framework it would build for Puerto Rico. As we will see, the United 

States military and political leadership that took part in deciding the future of Puerto Rico, 

generally believed that Puerto Rico was backwards and given the economic situation it was in, that 

it was in great need of guidance from the United States.  

For the next two critical years, Puerto Rico was occupied by military forces under the War 

Department and headed by a military governor, which eliminated almost all institutions built under 

Spanish rule within the first year. It was generally understood that during military occupation, it 
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would be the War Department that would govern the island until the exact status and future was to 

be decided. There was not a timeline or deadline for this decision, but after a hurricane in 1899 

produced disastrous effects that exacerbated the already precarious economic situation on the 

island, President McKinley, on following the recommendations of his advisors, particularly from 

the War Department, instructed Congress to give Puerto Rico a civil government and free trade 

with the United States. Congress now had to determine what the government of Puerto Rico would 

look like, which also meant they needed to define their relationship to the island. Congress would 

get the information and data regarding the social, economic and political status through the 

research and investigation that was done during this time of military occupation. The military 

leadership under the War Department, not only conducted most of the investigation and research 

that was reported back to Washington through annual reports, but it also initiated much of Puerto 

Rico’s institutional transformation during this time, focusing on public instruction, infrastructure 

modernization, and legal and judicial changes (Caban, 2001, p. 10) believing these were solutions 

to improving the status of island. The first two years began the cultural dispossession of Puerto 

Rico’s foundational political institutions. Not only was the autonomy they were given completely 

gone, but it was replaced with a military occupation without any notion of what their future would 

look like, or when it would begin. Their civil rights had been ceded to a foreign country that did 

not seem to view them as equals with a valid culture and experiences. Given the general lack of 

knowledge of Puerto Rico in the United States, the narratives describing Puerto Ricans that were 

created by the island’s military leadership in these reports and testimonies were highly influential 

in the Congressional discussions and decisions of the Foraker Act, as we will see. 

The Senate Committee on Pacific Islands and Porto Rico, headed by Senator Foraker, was 

in charge of drafting the Foraker Act as well as pushing it through legislation. Perhaps the report 
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that had the most influence on the writing of the Foraker Act was the War Department Report of 

1899, particularly the Report of General George W. Davis on the Civil Affairs of Porto Rico and 

the Report of the Secretary of War, who at the time was Elihu Root. It is important to contextualize 

these reports as a specific genre of discourse within the greater legislation process of the Foraker 

Act. The Department of War was the U.S. Cabinet department responsible for the U.S. Army and 

headed under the Secretary of War. The annual reports were addressed to the President and 

influenced much of Senator Foraker’s drafting of the Foraker Act and the knowledge that members 

of Congress had around Puerto Rico during hearings and debates of the act; they served as part of 

the discursively based process of passing legislation. As it was pointed out before, many politicians 

during this time period were operating under the ‘Manifest Destiny’ ideology, or the idea that it 

was the United States’ duty to spread the democracy and liberty to other societies because they 

were the superior race8. By virtue of the high-level political positions of the actors writing these 

reports and those who had access to them and considering the influence they had on the Foraker 

Act and how members of Congress would vote, they are considered direct expressions of political 

power.  

The reports of General Davis, who served as governor of Puerto Rico in 1899-1900, were 

particularly crucial in the drafting of the bill because they were often one of the few sources of 

research and data used to understand the status of the island, from the perspective of an elite 

American; the same perspective as the decision makers of the Foraker Act. Root’s Report of the 

Secretary of War also became influential when President McKinley, in requesting Congress to 

 
8 Americans had great faith in their own institutions and enterprise, and saw themselves as expanding the frontiers of 

freedom, bringing riches from less fortunate places and helping civilization progress. They called the process 

Manifest Destiny, with a staunch belief that it fulfilled God's own plan. For further reading, see Albert K. Weinberg, 

Manifest Destiny (Baltimore, 1935)  
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form the government, included a recommendation that was extremely similar to that of Root’s in 

the annual report (Gould, 1958, p. 74). Much of Root’s own knowledge and opinion of Puerto Rico 

was attributed to Davis, to which he refers to various times in his reports. Davis also testified in 

the hearings of both the House of Representatives and the Senate, where he reinforced his opinion 

of and experiences regarding Puerto Rican society. Thus, it was mostly through these reports that 

the members of Congress had begun to form their opinion of Puerto Rico and what the United 

States should do with the newly acquired territory. The discourse of these reports reveals 

racialization of Puerto Ricans, both blatant and subtle, and recommendations to subjugate the 

Puerto Rican people to U.S. dominance through a colonial government as we will see. A narrative 

that Puerto Ricans were not capable of governing themselves was thus established, which formed 

the basis of justification for the U.S. to build a political infrastructure to maintain their dominance 

and the colonial subjugation of Puerto Rico. This justification of inequality allows for the 

reproduction of dominance of the Americans over their possessions. Davis and Root were not the 

first, and certainly not the last political figures to reinforce the superiority of American civilization 

in the minds of U.S. politicians through their descriptions of Puerto Rico, but given the influence 

they had on development of the Foraker Act, and subsequently on the political framework and 

institutional foundation of the island, I will summarize the racist discourse in these reports.  

General Davis’ Report on the Civil Affairs of Puerto Rico (1899) includes his experience 

governing in Puerto Rican society, descriptions of the former and current state and structure of 

civil affairs, opinions on the failures of the former Spanish regime, and data on various facets of 

the society on the island. Perhaps more importantly however, he then proposes a new civil 

government for Puerto Rico which he suggests should be treating Puerto Rico as a “Dependency’ 

and placed under the executive control of the President” (p. 552). He frames his interpretation of 
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the ethnographic landscape of the island within a racial narrative and a racist ideology. His 

argument for his recommendation is based on the premise that Puerto Ricans were not ready for 

any degree of autonomy because of their lack of experience which consisted of being governed by 

inferior institutions, and that they were incompetent and generally unfit to govern themselves. 

Throughout much of the report, he establishes facts regarding the status of nearly every aspect of 

Puerto Rican society, from the public works system, to public property, education, to name just a 

few. However, in the introduction of the report, Davis manages to establish the ‘Othering’ of 

Puerto Ricans with an evaluation:  

“There was scarcely any feature of the existing method of administration under the local 

laws that was familiar to our countrymen. Judicial procedure was strange, and the 

temperament, mode of life, and manner of the inhabitants different greatly from those with 

which Americans are conversant.” (Davis, 1899, p.483) 

He uses semantic polarization by using phrases such as “our countryman” to establish the ‘We’ or 

‘Us’ and “inhabitants” which are the Puerto Ricans to identify them as the ‘Others’. However, he 

does not fully engage quite yet in the typical polarization model of positive representation of ‘Us’ 

and negative representation of the ‘Others’. He initially describes Puerto Ricans using “cordial”, 

“universal kindness” and “deference”. While these aren’t necessarily negative evaluations, they 

are not positive ones either. The lexicon here is used to portray Puerto Ricans as weak and as not 

a threat, making it easier to establish dominance and to contribute to the condescending argument 

that they are not capable of governing themselves. He also uses this as a disclaimer to present 

Americans as altruistic beings that are acting in the best interest of Puerto Ricans and continues to 

do in the report with more explicit lexicon. Davis reinforces the positive representation of ‘Us’ by 
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claiming they are the “real democratic regime” (p. 486) and they are a “great American nation 

which has poured out its wealth to feed the hungering and help poor humanity to exist” (p. 487).  

Davis presents data from the Census report to not only describe the population but to 

racialize Puerto Ricans and construct a racial hierarchy. He contends that the Puerto Rican race 

could be understood as a national identity made up of four racial identities; the white immigrant, 

the Negro/Mulatto, the peon, and the elite Caucasian of Spanish heritage. Davis defines the peon 

class, which include one-fifth of the population, as “usually in a state of abject poverty and 

ignorance", who “live in huts made of sticks and poles covered with thatches of palm leaves”, with 

“little food worthy of the name and only the most scanty clothing while children of less than 7 or 

8 are often entirely naked”. He claims that “they are without ambition and see no incentive to labor 

beyond the least that will provide the barest sustenance”. By citing the work of Froude9 on the 

English treatment of the negro and applying the descriptions to peons, they were also seen as 

lacking the proper morals along with other negative rhetoric. Davis states that “between the negro 

and the peon there is no visible difference” (p. 492), but also makes a point to describe peons as 

white by comparing them to the Spanish: “it hard to believe that the pale, sallow, and often 

emaciated beings are the descendants of the conquistadores” (p. 494). Thus, he makes the 

implication that the Negro and the peon are the two lowest classes, but it is likely that the peon is 

more representative of the Puerto Rican masses. The state of these masses, according to Davis, is 

evidence enough that they were not capable of governing themselves. However, he believed that 

with experience under American institutions and a colonial government, they could eventually 

earn self-government:  

 
9 James Anthony Froude was an English historian, and author of the 1888 book referenced here, The English in the 

West Indies 
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“…in view of the profound illiteracy of 85 per cent of the people, of their total unfitness 

to exercise the elective franchise, of the corruption and mal-administration that now 

characterize the affairs of many municipalities, and of the misuse that would almost 

certainly be made of political power by those who would inevitably secure it, I cannot find 

warrant or justification for a recommendation to now vest Puerto Rico with the faculties 

and power of self-government – investiture that I think should be withheld until there shall 

have been a plain demonstration of their competence to exercise it.”  

Davis’ recommendation that Puerto Rico act a ‘dependency’ of the United States and his proposed 

structure for a civil government is rooted in the racist ideologies and justification of the United 

States’ power to dominate their territorial possessions. Not only does the proposed structure 

institutionalize this dominance, but it also subjugates Puerto Ricans to an unfamiliar culture of 

governance in which they are seen as inferior. Although this was the not the exact political and 

institutional framework that was to be established in Puerto Rico, it was very similar to what was 

laid out in the official Foraker Act. As indicated previously, Puerto Ricans had been granted 

autonomy and direct representation to the Cortes in Spain before the United States invasion. The 

denial of this previous autonomy and the replacement with subjugation to a new set of morals, 

values, and norms was a form of cultural dispossession, and the Foraker Act established a civil 

government constrained by a colonial administration that codified this dispossession into law. 

Essentially, the culture of a burgeoning democracy in which Puerto Ricans would practice some 

extent of representation within the colonizer’s government, was denied and they were cast as unfit 

to participate in politics and legislation of their country. The progress towards self-government, 

formation of political parties, and experience of organizing and making demands to a colonial 

government are disregarded by the United States. The colonial discourse that highlighted the 
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incompetence dispossessed Puerto Ricans of an identity that would deem them ‘worthy’ of 

political representation.  

While Secretary Root’s report shows slightly less pessimism regarding Puerto Rican’s 

competence, his racist ideologies come clear through his discourse. Like Davis, he also establishes 

a very polarized evaluation of ‘Us’ versus ‘Them’ or the ‘Others’.  He argues that the “acquisition 

of territories under this treaty was the exercise of a power which belonged to the United States 

because it was a nation” and “that between the people of the ceded islands and the United States 

the former are subject to the complete sovereignty of the latter”. He also adds “that the people of 

the islands have no right to have them treated as States” (p. 24). By generalizing that any nation 

has the power to acquire and control a territory, he is implying either that the United States is a 

more powerful nation than Puerto Rico, or that Puerto Rico is not considered a nation in the sense 

that he uses it. Both interpretations are manifestations of an ideology that the United States is 

superior to Puerto Rico. 

In Root’s positive representations of the United States, he attempts to paint the country in 

an altruistic manner: “I assume, also that the obligations correlative to this great power are of the 

highest character, and that it is our unquestioned duty to make the interests of the people over 

whom we assert sovereignty the first and controlling consideration in all legislation and 

administration which concerns them, and to give them, to the greatest possible extent, individual 

freedom, self-government in accordance with their capacity just and equal laws” (p .24). By giving 

themselves the “duty” of spreading freedom and taking into consideration the interests of their 

subjects, he is using Apparent Altruism as an interactional move of positive self-representation. 

Root uses negative evaluations of Puerto Ricans to argue that they should remain under United 

States’ rule by establishing an insular government which will completely control the rights, 
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property, and obligations of the people. He points out that they “have not yet been educated in the 

art of self-government” and that “it is impossible that a people with this history- only 10% of 

whom can read or write- should ever have acquired any real understanding of the way to conduct 

a popular government” (p. 26). The emphasis Root places on the literacy rate as an indicator of 

self-governance is very indicative of his beliefs in the superiority of Anglo-Saxon culture and 

institutions.  

Although Root’s proposal for a civil government was similar to Davis’, the biggest 

differentiator was that Root did not propose creating a local legislature. He believed that Puerto 

Ricans needed to first learn how to govern from the United States because they would “inevitably 

fail without a course of tuition under a strong and guiding hand” (p. 27). Here he uses a metaphor 

to contribute to the positive representation of the United States. Both Root and Davis recognized 

the possibility that Puerto Ricans with the appropriate experience, which in this case was some 

time being guided under American principles, could eventually learn how to self-govern. This was 

premised on the Americanization of Puerto Rican culture, a process of cultural dispossession in 

which Puerto Ricans would have to learn and adopt the English language, the morals and 

ideologies, and the institutions of American culture. The discourse of both Root and Davis was 

very much grounded in the moral and intellectual superiority of the Anglo-Saxons ideology and, 

as officials of the highest levels in the War Department, they were highly influential in the colonial 

policy that was to be written regarding Puerto Rico. 

 

Critical Juncture. On April 12, 1900 the Foraker Act, or the first Organic Act, was signed 

into law by President McKinley to replace the two-year military government in Puerto Rico. The 

act was introduced by John F. Foraker, a Republican Senator of Ohio and Chairman of the Senate 



 61 

 

Committee on Pacific Islands and Porto Rico, who was in charge of seeing the plan through 

Congress. This act was significant in Puerto Rican history because it provided the legal framework 

for its subsequent political and economic development and set the foundation for how the United 

States-Puerto Rico relationship would operate, aspects of which we can observe even to this day. 

I argue that as a critical juncture, the legacies of the Foraker Act also served as the antecedent 

conditions for the other critical junctures that I identify in Puerto Rican history, as well as for the 

debt crisis. Not only did the Foraker Act impose a colonial apparatus that was not fully democratic, 

it also solidified a colonial relationship built upon racial subjugation and dispossession and put 

Puerto Rico on a path of economic and political dependence on the United States that over time, 

became increasingly more difficult to depart from. This was also the first time that the United 

States chose to establish a colonial relationship with a territory, a choice that would have 

significant consequences. Because the United States had already established in previous Supreme 

Court rulings that it could acquire territories, (Gould, 1958) it followed that they were able to 

govern these territories, though it was still unclear what limitations existed, which the Foraker Act 

helped to clarify. There were three main provisions that mark this Act as a turning point in Puerto 

Rican history; the imposition of tariffs on imports and exports between the United States and 

Puerto Rico, the creation of a civilian government without true autonomy, and the provision that 

all U.S. internal revenue laws were not applicable to Puerto Rico. The implications of these three 

elements together defined the relationship between Puerto Rico’s new institutions to those of the 

United States’. These provisions also led to a deepening of cultural dispossession; they deprived 

Puerto Ricans of representational sovereignty by denying them voice that was politically 

meaningful in legislation. It also began to change the process of their economic strategies; the 

previous mercantilist viewpoint of the Spanish was denied and many of the elite small landowners 



 62 

 

would soon be dispossessed of their land, and consequently their elite economic status in Puerto 

Rican society.  

In order to decide on the exact provisions of the Foraker Act, which was the responsibility 

of the House and the Senate, hearings were held that provided the opportunity for many actors 

representing diverse interests to present their opinions of the different provisions of the initial draft, 

each with varying levels of influence. In relation to the tariff versus free trade issue, various 

delegates from Puerto Rico made their way to Washington and advocated for free trade in the 

Congressional hearings, stressing the economic crisis due to the loss of foreign markets and the 

recent hurricane of 1899 and emphasized that Puerto Rican industries would not pose a threat to 

industries in the United States. These were delegates representing the insular Republican Party, 

the Federal Party, the Chamber of Commerce, the Agricultural Society, and the Banco Territorial 

y Agricola of San Juan. Most of the leaders representing these interest groups were considered part 

of the Puerto Rican elite, and a few were not native Puerto Ricans. For the most part, these 

delegates expressed the same needs; the establishment of a civil government to replace military 

rule, a larger degree of self-government, but not explicitly asking to change their status as a 

territory of the United States, an extension of the U.S. Constitution to the islanders, U.S. 

citizenship, representation in Washington and free trade (Gould 1952). The discourse within the 

Congressional debates and hearings for the Foraker Act echoes that of the War Department reports 

used by Congress and builds on the racialization of Puerto Rican people, which acts to dispossess 

them of any ability to exercise political representation, as well as revealing the intention of 

economic exploitation for the benefit of the United States. This rhetoric creates a narrative of an 

inferior Puerto Rican race that is central to the formation of the Foraker Act, and to the institutional 

framework that was imposed on the island. McKinley and Foraker both shared a belief in the 
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hegemony of Anglo-Saxon peoples over the “inferior races” and the Foraker Act reflected this 

type of thinking (Maldonado-Denis, 1972). During this time, the Republicans held the power in 

Washington; President McKinley and Senator Foraker belonged to the party and they held the 

majority in Congress. The Supreme Court also took part indirectly in that their previous 

interpretations of the Constitution regarding territories and possessions served as guiding 

principles for the extent to which the United States should have control over the island. Essentially, 

it provided the United States with the right to acquire and to govern territories. In researching the 

decision of the United States to adopt colonialism, Lyman Jay Gould identifies the Foraker Act as 

the turning point through which it was clear that the United States chose colonialism and provides 

an in-depth analysis into the legislative history of the act (1958). This is important because by 

accepting this hypothesis, then it follows that the structure of the Puerto Rico government, 

established by the Foraker Act, was based on a colonial mentality, racism, and fulfillment of 

economic interests through exploitation. Through Gould’s analysis, we are given insight into the 

roles played by various interest groups and political parties in shaping policies. Gould notes that 

much of the information regarding the economic, political, and social status of Puerto Rico that 

informed the contents of the Foraker Act came from reports and testimonies by the following 

sources; the Treasury Department had sent Henry Carroll to Puerto Rico as a special 

commissioner; the Department of Agriculture sent Professor O.F. Cook to investigate agricultural 

conditions; the War Department was represented by Major General John R. Brooks and Guy V. 

Henry, and Brigadier-General George W. Davis; Secretary of War Russell A. Alger had appointed 

an Insular Commission to visit the island and report on all civil matters. These representatives 

appeared before committees of the Congress where the Foraker Act was to be discussed to share 

their opinion about what was to be done with Puerto Rico, but given they did not have 
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representation in voting, it is difficult to say how much impact, in particular the Puerto Ricans’ 

testimonies had in the final decision. 

Whether there would be free trade, or a tariff imposed on Puerto Rico was the provision 

that sparked the most debate and disagreement and was very much related to whether Puerto Rico 

would be given U.S. citizenship, representation in Congress, and be fully protected under the 

Constitution. If Puerto Ricans were given U.S. citizenship, then they should be fully protected 

under the Constitution, and it followed that they would have voting representation in Congress. 

Therefore, because the Constitution states: “all duties, imposts and excises shall be uniform 

throughout the United States” (U.S. Const. art. I, § 8), imposing a tariff such as the one proposed, 

presented an inconsistency with being a citizen of the United States, i.e. fully part of the United 

States, and what it meant to be protected under the U.S. constitution (Gould, 1958). The 

Republicans who subscribed to the idea of imperialism, constitutional power over territories, and 

protectionism fought for tariffs in Puerto Rico. They claimed that tariffs had to be imposed because 

it would provide the revenue that Puerto Rico needed. By imposing the tariff, it proved that colonial 

policy was possible under the justification of protectionism. Therefore, Republicans believed that 

the free trade provision should be eliminated, but many had no issue with Puerto Ricans being 

granted U.S. citizenship. On the other hand, ideologically, the policies the Democrats supported 

were represented by an anti-imperialist belief (Gould, 1958, p. 116). Being the party supporting 

anti-imperialism, however, did not mean they were not acting out of racist beliefs. As Gould points 

out, some were truly against colonialism and the threat it was to free government, but others did 

not want Americans to be threatened by cheap foreign goods and unskilled labor. Another segment, 

particularly from the South were against threats of “alien cultures” and “inferior races” (Gould, 

1958, pg.117). This sentiment is embodied in a speech that presents a negative evaluation during 
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the hearings in opposition to the tariff by Senator Bates of Tennessee: “What is to become of […] 

Porto Rico? Are they to become States with representation here […], from that heterogeneous 

mass of mongrels that make up the citizentry? That is objectionable to the people of this country, 

as it ought to be […]” (33 Cong. Rec. 3606, 1900, p. 3612).  

Ultimately, the pressure of upcoming elections, the Republican party, and United States’ 

somewhat subtle desire to rationalize governing territories and institutionalize an uneven balance 

of power in their favor, drove the decision to write in a provision for the tariff that stated . “[…] 

all merchandise coming into the United States from Porto Rico and coming into Porto Rico from 

the United States shall be entered at several ports of entry upon payment of fifteen per centum of 

the duties which are required to be levied, collected, and paid upon like articles of merchandise 

imported from foreign countries.” (Foraker Act, 1900, s. 2). With this action, it was implicitly 

stated that Puerto Rico was owned by, but not part of the United States. The fact that Puerto Rico 

was treated as a foreign country for trade purposes was as much an economic decision, as shown 

particularly in the debate hearings, as well as a decision based on racist tendencies, as seen in both 

the debates and the reports that were previously mentioned. The debate around the tariff versus 

free trade provision is critical to understanding the importance of the Foraker Act. The Act proved 

to be much more about defining what congressional power over a territory entailed, being able to 

justify it, and ensuring it was defined such that it benefitted the United States politically and 

economically as much as possible. There was much more discussion around these provisions and 

the ones that were directly related to the tariff discussion than what the actual institutional 

framework of the insular government was to look like. Later, we will also see how the Foraker Act 

was one way the United States were able to systematize the colonial power they held over their 

territories. 
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With the passing of the Foraker Act, Puerto Rico became the first territory that was 

acquired by the United States, but that was not annexed or guaranteed eventual Statehood. By not 

granting Puerto Ricans U.S. citizenship and not allowing them to fully benefit from the U.S. 

Constitution, the United States could justify imposing certain laws or provisions that otherwise 

would not have been allowed, such as the tariff provision. This decision was based on policy 

making with the intent to begin to normalize and subsequently institutionalize colonialism. 

Foucault’s notion of power and knowledge are the mechanisms that allowed the United States to 

do this. It used the military governing body to gather information for Congress about Puerto Rico, 

making the state the intellectual form of authority and the ultimate source of knowledge regarding 

Puerto Rico. This knowledge was expressed as colonial discourse that establishes Puerto Ricans 

as subjects and constructed a reality where they are inferior, incompetent, etc., and became a tool 

of power by the United States. Using Doty’s analysis of how-possible, we can begin to see how 

meanings were produced through colonial discourse and created a certain set of options for the 

United States to deal with Puerto Rico. With the United States’ ideology of Manifest Destiny, it 

followed that a possibility arose to institutionalize Puerto Rico as a colonial being and create the 

political system that would allow the United States to govern them. Not only did the congressional 

hearings and process of passing the Foraker Act serve as part of a process to normalize the 

treatment of a territorial possession, but they established a process in which political actors and 

institutions of the United States acted within the system of laws to grant the state the ability to 

govern a territorial possession and control the civil rights of a group of people and prioritize the 

interests of the United States and its own citizens.  

 The Foraker Act also provided the infrastructure of civil government in Puerto Rico under 

the guise of autonomy, but the reality was that it was not sovereign. The establishment of this 
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government was in line with the idea that Puerto Ricans were incapable of self-determination. 

Unlike the tariff provision that supposed to last two years, this legal framework was permanent 

with no indication of providing more autonomy to Puerto Rico in the future. The Act laid out a 

governing system composed of a governor that was appointed by the President of the United States, 

and an Executive Council, or Consejo Ejecutivo, and judiciary that was appointed by and with the 

consent of the Senate. It created a legislative assembly that was composed of the Executive 

Council, which was considered the upper house, and a lower house, the House of Delegates, or the 

Camara de Delegados. The Executive Council was composed of “a secretary, an attorney-general, 

a treasurer, an auditor, a commission of the interior, and a commissioner of education […] with 

five other persons of good repute” (Foraker Act, 1900, s.18). Only four of these appointments were 

required to be native inhabitants of Puerto Rico. The House of Delegates was made up of thirty-

five popularly elected delegates. The act also describes the process of passing legislature, which 

requires two-thirds vote of both houses and approval of the governor. However, the act also 

explicitly states both that the governor has the law to veto any legislation and that “all laws enacted 

by the legislative assembly shall be reported to the Congress of the United States, which hereby 

reserves the power and authority, if deemed advisable, to annul the same” (Foraker Act, 1900, s. 

31). This explicitly states that Congress held the ultimate power over what laws the local legislature 

passed. While it was unclear at the time exactly what the purpose of the role was exactly, the Act 

also created a Resident Commissioner, a position that still exists today, to the United States, who 

served in Washington and would have the official recognition by all departments. The Act did not 

allow the Commissioner to speak before Congress, nor could they vote. It was likely that this was 

an alternative to having a delegate in Congress, as a response to Puerto Ricans’ expressing they 
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wanted someone in Congress. However, along with all the other government positions, it did not 

give them true representation in Congress. 

Lastly, another key element of the Foraker Act established “that the statutory laws of the 

United States not locally inapplicable, except as hereinbefore or hereinafter otherwise provided, 

shall have the same force and effect in Porto Rico as in the United States, except the internal 

revenue laws, which […] shall not have force and effect in Porto Rico” (Foraker Act, 1900, s. 4). 

The exceptions were the tariffs on U.S. and international trade, as well an excise tax applied to 

goods manufactured on Puerto Rico- mostly tobacco and distilled spirits, which basically was a 

protective tariff to safeguard U.S. manufacturers. While this provision did not generate as much 

discussion, it was in response to the demands of large corporations doing business in Puerto Rico. 

This provision was one of the first forms of federal tax incentives for U.S. corporations in Puerto 

Rico, which plays a large role in the island’s economic development strategy. It mainly benefitted 

corporations who could obtain raw material from the island and not have to pay U.S. taxes and 

longer-term relief from the U.S. tariffs such as the Sugar Trust. This was the first 

institutionalization of tax incentives for foreign corporations which put Puerto Rico on the path to 

a strong dependency on external capital. This provision also allowed Congress to impose its 

authority to create inconsistent revenue laws for its possessions. 

 

Aftermath. Dietz argues that “the Foraker Act was not simply a political document […], 

it was also an economic instrument designed to control Puerto Rico’s economic life” (1986, p. 89), 

which is evident based on the effects it had in the economy, both immediate and long-term. Some 

of the provisions triggered negative consequences in the island’s economy in the short-term. The 

act included a provision that nationalized all vessels in Puerto Rico under the U.S. flag and were 
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to be regulated under U.S. coast maritime laws, meaning that now goods had to be transported on 

U.S. shipping lines, which were more expensive than other countries. This caused the prices of 

imported goods to rise after the Act passed. Combining these effects with those of the tariffs, and 

the exemption of the revenue laws on corporations, Puerto Rico farmers and manufacturers were 

left to compete with U.S. agricultural corporations, which were some of the most powerful firms 

on the world market by that point, leaving the local economy weak against the inflow of U.S. 

products and capital into the island (Dietz, 1986, p. 90). To add to this, President McKinley’s 

appointment for the first governor of Puerto Rico, was Charles Herbert Allen, who coincidentally 

was a founder of the American sugar refining company. 

Devaluation and the extension of the U.S. monetary system that was set by the act also 

posed problems in the economy. The conversion rate set by the Foraker Act of sixty cents was in 

effect, a devaluation from the peso’s value of around sixty-six cents, which in turn raised prices 

and created a scarcity of money. Wages subsequently decreased as they adjusted to the exchange 

rate, reducing the purchasing power of income for many workers (Dietz, 1986). Devaluation also 

provided an opening for large land purchases by U.S. sugar corporations, facilitated by U.S. banks 

who gave loans to certain “qualified” borrowers, who coincidentally were also usually the U.S. 

sugar corporations. Additionally, the imposition of a discriminatory tariff on goods proceeding 

from Puerto Rico to the United States provided time so that mainland monopolies could 

“penetrate” the local markets and to purchase the island’s most productive lands. Moreover, by 

creating a discriminatory tariff, U.S. lawmakers were able to create better conditions for U.S. firms 

to destabilize the local competitors. The stronger the presence of U.S. firms in Puerto Rico, the 

more it would push the country’s incorporation into the U.S. economy, and further the process of 

capitalism. At the same time, the clear preference for and dominance of U.S. corporations and 
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capital would cripple the colony’s landowning and commercial elite, an effect that would prove 

irreversible. Many of these provisions of the Foraker Act eliminated the possibility of fostering a 

strong local economy, an issue that would come up throughout Puerto Rico’s history, but through 

time the chances of creating a stronger sense of local entrepreneurialism become increasingly more 

difficult and less likely.  

Both Allen and his successor, Governor Hunt, made significant efforts to continue Puerto 

Rico’s institutional transformation under the colonial apparatus. One of the first orders of business 

was to establish a revenue agency and provide an internal revenue system, which was done by 

appointed Treasurer J.H. Hollander, an American economist. The system closely resembled that 

of the United States and initially dedicated its efforts to increased enforcement of tax laws done 

through a group of revenue agents. The biggest difference of the new tax system shifted the burden 

of taxes to property owners who now had to pay taxes based on property value. Puerto Ricans 

consistently objected to this system because these agents would often increase the assessed 

property values, particularly for Puerto Rican farm owners. This tax measure was significant 

because it “promoted the rise of capitalist agriculture based on the exploitation of a vast sea of 

wage laborers and the fragmentation of some existing large landholdings” (Ayala & Bernabe, 

2007, p. 38), and also was a form of economic exploitation and dispossession of lands from Puerto 

Ricans.  

It is important to point out here, without going further into the details of the actions of each 

agency, that the Executive Council was largely responsible for its role in institution building and 

in developing some of the policies that would affect the lives of Puerto Ricans directly. The goal 

was to put Puerto Ricans through a process of Americanization, a clear form of cultural 

dispossession, which they could do at a large scale by administration of agencies that were going 
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to develop systems of education, public works, taxation and revenue, and local government to 

name a few. The U.S. officials had no faith in any of the Puerto Rico institutions or people. Pedro 

Caban quotes, “U.S. officials, who saw Puerto Rican society as Byzantine and imbued with a 

culture that was antithetical to modernity, justified their experiments in social and political 

engineering as necessary to elevate Puerto Ricans to the efficient and dispassionate standards of 

Anglo-Saxon rationality” (1999, p. 165). Their position as to whether Puerto Ricans had the 

capability of any self-governance was clear through their appointment of the Executive Council, 

who throughout the lifetime of the Council were all white males from the United States. This did 

not go unnoticed by Puerto Ricans, however; they began to notice very early on that the Foraker 

Act established yet another form of colonial government for the people of Puerto Rico like the 

Spanish did. Dissent and unrest had been growing within the island, and insular political parties 

reflected some of these sentiments. 

Although the Foraker Act allowed for colonial officials to govern without the consultation 

of the island’s population, Puerto Rican political leaders were often an impediment to allow them 

to implement their agendas smoothly. While the Republican party in 1899 had announced their 

“sincere loyalty to their American flag and American ideals” and pledged “to strive to become 

worthy of the great nation of which we are now a part” (Caban, 2001, p. 164), it was the Federal 

party that posed a threat to the colonial apparatus. The leaders of the Federal party soon realized 

that the United States was more interested in growing its empire than the welfare of the island. 

Even immediately after the Foraker Act, the Federal party, advocates of autonomy now more than 

ever, remained the dominant party and they acted quickly to challenge the provisions imposed on 

them by the act. They attempted to pressure Congress by showing noncooperation in legislature, 

outspoken criticism of the colonial management, and protests. The United States responded using 
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the institutional power it had given itself and assigned Republican Party officials to key positions, 

including on the Executive Council to ensure the neutralization of the Federal party. In planning 

for the first local general elections under the United States, the Federal party rejected a plan 

endorsed by the Executive Council that would gerrymander the party out of an important district 

where the Federal party had the majority. Governor Allen approved the plan and triggered the 

Federal party to withdraw from the Executive Council and boycott the elections, thus leaving the 

Republicans as the only political force (Caban, 2001, p. 168). The plan backfired, however, and 

the Republicans gained full control of the House of Delegates, to the satisfaction of the colonial 

leaders, at a critical time when they had a full agenda to implement. During this time, they helped 

set up the internal revenue system that favored foreign sugar corporations, reformed the municipal 

government to diminish their autonomy, and revised the election laws to allow for 

disenfranchisement; essentially the insular Republicans aided in the dissemination of “a new 

ideological construct that legitimized the superiority of the U.S. society and its institutions” and 

also weakened the political force of the Federal party (Caban, 2001, p. 169). The United States 

was at least initially successful at constructing a political landscape that would allow for these self-

reinforcing processes of weakening dissent, or at least maintaining its structure. However, although 

the Republicans approved all of the legislation proposed by the Executive Council; there was a 

faction that grew weary of their lack of real representation. This faction was also frustrated the 

Executive Council continuing to refuse to pass any legislation that would benefit domestic 

producers. This caused a split between the Republican party and some left to join the leaders of 

the Federal party to establish the Unión Puertorriqueña, or the Union party, which became the 

first political alliance since the new civil government. Whether any of these parties favored 

statehood, greater autonomy, or independence, however, distrust in the United States grew across 
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the board and redefinitions of positions towards the United States led to tensions. Ultimately, 

political divisions led to reorganization of political parties, another immediate effect of the Foraker 

Act that would have lasting effects 

 

Legacy. That Puerto Rico is still to this present day an unincorporated territory of the 

United States is a legacy of the Foraker Act, which was a turning point in the development of 

American territorial policy. As previously mentioned, the Act established Puerto Rico as the first 

territory for which the United States would use to further its ideology of expansionism, but what 

some scholars argue was masked as imperialist agenda, as we discussed previously. The Foraker 

Act established the United States as an imperial entity, and that it was not only interested in 

expansionism based on only economic interests. Before the introduction of the Foraker Act, the 

Supreme Court had established through previous cases that it had the power to acquire territories 

and the power to govern them. It followed that the Supreme Court would have a say as to the 

constitutional management of these territories, which occurred through a set of cases known as the 

Insular Cases that established the limitations on the power to govern. This series of cases generally 

started in 1901, up until the last case in 1922, but most of the cases occurred through 1905. This 

research does not require a deep dive into the opinions and decisions of each the cases, but there 

is one particular case that is relevant to the analysis. 

The controversial tariff in the Foraker Act prompted this series of cases because the 

imposition of the tariff would mean that the uniformity clause (that tariffs and duties would be 

applied equally to all parts of the U.S.) did not apply to Puerto Rico, thereby treating Puerto Rico 

as not part of the United States. Perhaps the most important case that resolved this was that of 

Downes v. Bidwell (1901), where the Court addressed the legality of the collection of duties on 
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goods imported from Puerto Rico after the Foraker Act had been enacted. This case 

institutionalized U.S. imperialism by extending constitutional legitimacy to the 

Foraker Act and the ideological principles informing this law. More importantly, the 

Court introduced a new interpretation of the constitutional status of the territories, which 

departed from all prior precedent. In this opinion, it was observed that if the “alien races” of the 

U.S. possessions, differed from the United States “in religion, customs laws, taxation and modes 

of thought, the administration of government according to Anglo-Saxon principles” (Downes v. 

Bidwell, 1901) was not possible. Therefore the Court concluded that “the island of Porto Rico is a 

territory appurtenant and belonging to the United States, but not a part of the United States within 

the revenue clauses of the Constitution; that the Foraker act is constitutional so far as it imposes 

duties on imports from such island, and that the plaintiff cannot recover back 

duties.” This basically meant that the United States could acquire territorial possessions that would 

belong to the United States, but were not part of them, i.e. not a state, and it legitimated Congress’ 

authority to govern the island. This in part justifies why, even to this day, U.S. Congress continues 

to possess the power to approve laws and make them applicable to Puerto Rico at its discretion 

and has been reinforced through various court cases in the 20th century.  

 Additionally, it was in this case that Justice White established the “incorporation” doctrine. 

He argued that Puerto Rico was a territorial possession whose legal status was in between a foreign 

country and a domestic territory. He wrote:  

“[…] while in an international sense Porto Rico was not a foreign country, since it was 

subject to the sovereignty of and was owned by the United States, it was foreign to the 

United States in a domestic sense, because the island had not been incorporated into the 
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United States, but was merely appurtenant thereto as a possession” (Downes v. Bidwell, 

1901) 

The Supreme court accepted the incorporation doctrine whereby the new acquisitions were denied 

full constitutional protection until they had been “incorporated” into the United States by explicit 

or implicit action of congress. Essentially, a colonial system had been implanted within the 

Constitution of the United States which still exists; today Puerto Rico is still an “unincorporated 

territory”.  

 Additionally, the Foraker Act left the freedom open to the upcoming colonial authorities 

to create the fundamental laws of Puerto Rico; including the ones that would affect the lives of 

Puerto Ricans, such as education, public works, local government. This responsibility was given 

to Americans who not only did not understand the culture of the island but sought to eradicate any 

aspect that was not in line with American culture and respond to any kind of rebellion with 

oppression and violence. The framework that was created institutionalized the lack of local 

representation in deciding Puerto Rico affairs and an idea that American values were superior, and 

that Puerto Rico needed to move towards this to improve their economic and social conditions. 

These ideologies were only to be reinforced in the future and served as a mechanism for how the 

relationship between the two would evolve. 

 

1.3 The Jones-Shafroth Act of 1917, or the Second Organic Act 

Antecedent Conditions. The time between the passing of the Foraker Act and the Jones-

Shafroth Act10 demonstrates how the process of triggering institutional transformation can 

complicate the task of colonial management. It was a volatile period marked by continual clashes 

 
10 I will subsequently refer to the Jones-Shafroth Act of 1917 as the Jones Act, not to be confused with the Jones Act 

of 1920, also known as the Merchant Marine Act. 
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between colonial authorities and Puerto Rico’s political leadership who disagreed with the Foraker 

Act and spent years fighting for reform. As mentioned, the aftermath and legacies of the Foraker 

Act had created the possibilities for the antecedent conditions that led to the introduction and 

signing of the Jones Act in 1917. Besides denying Puerto Ricans control of the process of economic 

and political development of their island and opening up the economy to a path of institutionalizing 

exploitation by U.S corporations, it caused unrest and distrust towards the United States. The time 

leading up to the Jones Act was a time of local political tension, consisting of constant clashes 

between local politicians and Washington to reform the Foraker Act, and a new monoculture 

economy that was oriented to benefit the large sugar industry. 

The leader of the insular Republican party, José Celso Barbosa remained a staunch 

supporter of the existing colonial apparatus and was outspoken in his opposition to Muñoz Rivera 

and the former Federal party. By 1904, the Union party, a new political party that emerged from 

the Federalists and weakened the power of the Republican party, was the majority party of Puerto 

Rico and by 1906, they were the only party that existed in the House of Delegates (Clark, 1969, p. 

155). The party led by Muñoz Rivera, was composed of a consolidation of the autonomist and 

independista (or independence supporter) viewpoint, and at a nascent stage, won all the elections 

of 1908 and became the most powerful party in Puerto Rico. Muñoz Rivera was outspoken about 

his sentiments of disappointment and distrust towards the United States. It was clear that the longer 

the Foraker Act remained in place, the more resistance to U.S. control grew stronger. The three 

prominent parties that existed by this time was the Union party led by Muñoz Rivera, the 

Republican party led by Roberto Todd and Barbosa, and the Socialist party led by Iglesias. It is 

significant to point out that these parties were led by the Puerto Rican elite and were aligned with 

the different groups of elites and their particular concerns and interests. The Union party tended to 
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favor autonomy and independence and to represent local coffee producers; the Republicans were 

pro-American and prioritized the interests of foreign sugar entrepreneurs, and the Socialist party 

favored association with the United States and began as a worker’s party. Due to the structure of 

the government, none of these parties had any effective control over political and economic 

situation in Puerto Rico, but all chose to work within the system imposed on them by the U.S.  

The Union party specifically advocated for autonomy in several ways; they pushed for 

separation of the cabinet and legislature, they wanted more Puerto Ricans in some of the cabinet 

positions of the executive council, and they wanted less power for the governor, particularly in his 

appointments (Clark, 1969, p. 155). In 1904, the Union party announced their platform in La 

Democracia: “we declare ... that the island may be constituted into an independent nation under 

the protectorate of the United States, a means through which self-government may be achieved" 

(Caban, 2001, p. 184). If not, then they threatened to call for independence. Governor Allen 

responded to this harshly and began a narrative that ridiculed Puerto Ricans who opposed colonial 

rules as old or antiquated and couldn’t possibly know what was for their own good (p. 184). 

Despite this, the party was relentless in its push for autonomy and reforms that would offer 

protective small domestic producers and coffee growers. This happened through lobbying efforts 

of the resident commissioner, special committees and delegations in Washington. The Union party 

also created the Puerto Rican-American League in New York to influence U.S. opinion on Puerto 

Rico. While I refer to the more prominent parties in this research, each party and its ideology was 

influential in shaping the party landscape. The chart below outlines the formation of parties, 

unions, and cleavages through the years 1899,1940.  
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Figure 3 Political Parties in Puerto Rico, Unions and Cleavages, from 1899- 1940 

Reprinted from Puerto Rico in the American Century, A History Since 1898; by Cesar J. Ayala 

and Rafael Bernabe, p. 143 Copyright 2007, by The University of North Carolina Press 

 

In terms of the status of the economy, the flow of U.S. capital following the Foraker Act 

essentially turned Puerto Rico into a classic monocultural colony-with sugar as the leading export 

crop- dominated by capitalist methods of production and directed by U.S. business interests, which 

was exacerbated by the presence of the U.S. tariff wall. (Dietz, 1986) The provisions of the Foraker 

act combined with the subsequent policies implemented under the act, squashed any possibility of 

growth of a local entrepreneurial class, which might have otherwise been able to pursue such a 

path, as mentioned previously. There did exist an emerging Puerto Rico capitalist class before 
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1898 in the sugar and coffee industries but with both the invasion of the United States and the 

destruction and loss of a hurricane in 1899, they never fully recuperated and struggled to blossom. 

By the end of 1909, 142 foreign corporations with a total capital value of $299,354,439 had entered 

the local economy, while there only 119 registered domestic corporations (not all locally owned) 

with a total capital value of $21,911,570, only 7.3 percent of the foreign firms. (Colton, 1910, p. 

5)   

After the Foraker Act came into force, Congress went about implementing many of the 

recommendations that were made in reports in Puerto Rico to improve education, healthcare, roads 

and transportation, and communications, among other aspects. In other words, they continued the 

process of Americanization, with the support of the new institutions that reinforced this ideology. 

While they made these improvements under the rationale that it was for the social welfare of Puerto 

Ricans, this was likely not the driving force. It was also a way of preparing the island for American 

business and ensuring that businessmen and administrators from the mainland felt safe and 

comfortable to do business in an efficient manner. An example of this is the early state financing 

for the development of infrastructure on the island: by 1914, modern roads, irrigation systems, 

hydroelectric plants, port facilities, and telegraph services, which were all services that facilitated 

larger corporations to operate in the island (Caban, 2001, p. 147). These large infrastructure 

projects had to be financed by the state somehow; in the United States, there was a huge demand 

for municipal bonds and were considered the “premier investment” at that time, as shown in the 

American Municipalities periodical in 1917 (p. 107) and the supply of these bonds in the U.S. was 

low. In 1911 the total insular and municipal bond indebtedness was $5.3 million, which was 

unusually high given the total receipts for the same year were $6.8 million (U.S. Department of 

War Annual Report 1911, 41, 304) and by 1914 it increased to $5.9 million. It did not help that in 
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1913, the Underwood-Simmons tariff, which did away with tariffs on international trade on sugar 

after 1916, cause a severe revenue shortfall.  

 

Cleavage. By the 1908 elections in Puerto Rico, there was a stronger presence of a pro-

independence and anti-Foraker sentiment, causing a few “radicals”, which was the term used by 

the United States to trigger a negative connotation, to replace more conservative politicians within 

the insular Union party, much to the concern of the United States. The term radical, was part of 

the predication of Puerto Ricans and adds to the cluster of attributes already given to the Puerto 

Ricans early in U.S. occupation. Adding the term ‘radical’ to their identity exhibit a coherence to 

the predication and practices attached to Puerto Ricans; ‘incompetent’, ‘uncivilized’, ‘without 

ambition’, ‘illiterate’, ‘unfitness’, ‘foreign’, but also ‘cordial’, ‘universal kindness’ and ‘deference’ 

are some of the attributes previously highlighted. In this discourse, there is a resemblance in the 

attributes, while not synonyms of each other, but that build a subject with an identity that could 

potentially pose a threat, but also potential to be tamed, guided, and educated with the proper 

values. At the same time, term radical also created another subject that was to be considered a 

threat to American values by making demands around autonomy, and even independence, an 

ideology that was dangerous to the United States and a treat to their authority.  

It followed that by the end of the elections, the Unionists again took all the thirty-five seats 

in the House of Delegates. Tensions between Governor Regis Post and this group of Puerto Rican 

politicians did not take long to cause strife. The House of Delegates had convened several times 

to attempt to come to an agreement as to how to pressure the United States to take action against 

the Foraker Act, but the suggestions had come off as too extreme to some Unionists like Muñoz 

Rivera, so they found it difficult to reach an agreement. By initially rejecting this idea as to 
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extreme, Muñoz Rivera showed that the process of Americanization and normalization of their 

treatment towards Puerto Ricans was successful to an extent. Eventually however, when Governor 

Post and the Executive Council stopped a bill that would make judicial vacancies elective, it was 

the last straw to push many of them to accept the resolution (Clark, 1969, p. 156). In retaliation, 

the insular House of Delegates refused to appropriate funds for the government expenses for the 

upcoming fiscal year. This marked the beginning of the “appropriation crises”, which led to a clear 

battle between Puerto Rican versus American politicians to reform the Foraker Act. After threats 

that Puerto Rican legislators did not heed to, Governor Post reported the problem to President Taft, 

“whose governing attitude was one of paternalistic authority” (Clark 1969, 161). While this was 

an act of retaliation, it was one within the legislative system built by the colonizing state, which 

only seemed to reinforce the ideas and knowledge it produced around the Puerto Rican identity. 

The confrontations between Puerto Rican politicians and President Taft made it clear that 

Americans continued to think of Puerto Ricans as an inferior race which they could exploit and 

essentially responded with a heavy hand. This led to the Olmsted Amendment in July 1909, as 

initially recommended by Governor Post, and passed by Taft with his great influence, which 

provided that the appropriation figure of the preceding year can be used if Puerto Rican legislature 

failed to pass it. It also placed Puerto Rico under the jurisdiction of a single governmental 

department. It was no surprise that Taft assigned Puerto Rico to the Bureau of Insular Affairs, 

under the War Department. This provision although put forward by Marlin Olmsted of 

Pennsylvania, followed President Taft’s suggestion to a general “tightening-up”, likely referring 

to the United States’ reins on Puerto Rican legislature and the island in general. The executive 

power of the United States used its system of law to ‘correct’ the Puerto Rican politician’s behavior 

in this case. By rebelling against the colonial power, they were not acting within the behavior that 
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the United States attempted to normalize and institutionalize; what they wanted was a Puerto Rican 

insular government that only tactically fulfilled American legislation and did not question it. By 

using the system of laws to create an amendment overruling a need for Puerto Rican representation, 

the United States further disseminated its power at the same time. This is another case of 

oppression towards Puerto Ricans; the President overstepped the social contract that was built 

when they created the civil government which people could elect. The Foraker Act was partly 

intended to facilitate the process of Americanization and guide Puerto Ricans in understanding 

what liberalism and democracy was, but the colonial state’s reaction to dissent was the opposite. 

It subsequently planned to use its institutions like the War Department to govern and decide Puerto 

Rico, opening up the possibility for harsher enforcement or oppression of any dissent in the future. 

This particular example shows the power of the institutional framework the United States had built 

and the ways in which they used the institutions to enforce their power.  

Although the Olmstead Act was a loss for the Unionists, they did prove to be a force that 

the federal government could not ignore. This worried politicians and although the Jones Act was 

not signed until years later, it was the appropriation crisis that triggered Taft to send an envoy to 

Puerto Rico to investigate the threats it posed to the colonial governance and U.S. capitalism. It 

was also this crisis that pushed U.S. legislators to begin seriously thinking about extending U.S. 

citizenship to Puerto Ricans as a way of appeasing them and abating the threat of the independence 

movement. The war in Europe also made the United States weary of any dissidence among their 

colonial possessions. If it was going to be drawn into war, it was important to maintain stability in 

their colonies. In Puerto Rico, the anti-American sentiment grew stronger. Even the Republicans 

began to see that there was danger in Puerto Ricans not having power in shaping the capitalist 

expansion that was in the best interests of foreign corporations. After the 1909 crises, the leaders 
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of the Republican and Union Parties, Barbosa, and Muñoz Rivera pledged to collaborate to fight 

for reforms of the Foraker act. However, the United States was successful in implementing a 

capitalist system that would cause divides among class and ideological lines that opposition to the 

Foraker Act was not enough for the two parties to collaborate effectively.  

   

Critical Juncture. On March 2, 1917, President Wilson signed the Jones-Shafroth Act into 

law: “An act to provide a Civil Government for Porto Rico and for other purposes” (Jones-Shafroth 

Act, 1917). I consider the Jones Act to be a critical juncture because like the Foraker Act, it 

established key institutions that would have lasting effects that could be trade to the debt crisis, 

and reinforced the very unequal balance of power between the United States and Puerto Rico, and 

a dependency on the United States, particularly from an economic standpoint. The relentless 

resistance against the Foraker Act happened because of the Puerto Rican House of Delegates 

constantly challenging the colonial rule, a growing sentiment of independence on the island, and 

an insular Republican party that was no longer loyal and entirely subordinate to the United States, 

all of which led to the Bureau of Insular Affairs attempt to amend the Foraker Act and grant Puerto 

Ricans U.S. citizenship since 1910. As the war continued in Europe, there was an increased focus 

on the U.S. citizenship issue. Some of the most significant provisions of the act included a 

restructure of the fiscal system, particularly within taxation and public finance, it extended U.S. 

citizenship to Puerto Ricans, created a bill of rights, and it included an expansion of Puerto Rican 

participation in the insular government with the establishment of a Senate and House of 

Representatives.  

In 1916, two Democrats, Representative Jones and Senator Shafroth presented separately 

two nearly identical bills to recommend granting U.S. citizenship for Puerto Rico. Several U.S. 
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politicians expressed their opinions that Puerto Rico should not be considered for statehood. In the 

debates, Governor Yager testified that Puerto Rico “will always be part of the United States, and 

the fact that we now after these years, make them citizens of the United States simply means . . . 

that we have determined practically that the American flag will never be lowered in Porto Rico" 

(as quoted in Cabranes, 1979, p. 82). This same point was eventually made in the hearings by 

William Jones, head of the House Committee on Insular Affairs, General Frank McIntyre, head of 

the Bureau of Insular Affairs, and former Governor Winthrop. Muñoz Rivera responded to Yager 

by pointing out that the insular Republican Party, in declaring itself in favor of American 

citizenship, had obtained 83,000 votes during the last election, while the Unionist Party, who 

upheld independence as the ultimate status of the island obtained 118,000 votes, showing it was 

clear that Puerto Ricans were divided on the issue of political status, therefore the discussion 

around citizenship should be left at a later time. Muñoz Rivera clashed with insular Republican 

representative Roberto Todd who claimed that the sentiment of the entire island was to be admitted 

as a State. Muñoz Rivera pointed out that the Republican party was a minority against the Union 

party who desired independence. The Puerto Rican politicians who came to fight for a political 

voice were yet again, dismissed. Chairman Jones affirmed that “the purpose of the United States 

seems clearly to be to retain Porto Rico permanently. There is no division in the United States, so 

far as I am aware, on this subject” (Government for Porto Rico. 64th Cong. 1st Sess. S. 1217. at. 

76). As to statehood, the Chairman in addressing Puerto Rican leaders’ states: “I think you should 

be told frankly there is very little sentiment in the United States in favor of statehood for you. I 

should not be frank did I not say to you that, in my judgment, there is very little sentiment here in 

favor of statehood for your island” (Government for Porto Rico. 64th Cong. 1st Sess. S. 1217. at. 

76). Minnesota representative Miller, wanted to use this act “so…that the independence 
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propaganda be discontinued, and that our sovereignty remains there permanently”, and he 

expressed support for the act because “agitation for independence in Porto Rico must come to a 

decided and permanent end.” (Cong, Rec. 1916, p. 7473). Extending U.S. citizenship was a means 

of achieving the two; it would likely appease some people to the extent that overall support for 

independence would weaken, and it would show that the United States was committed to keeping 

Puerto Rico as a colony, not changing its status. With the war happening in the background, it was 

especially important for U.S. regional security, given its importance as “an output for defense of 

the Panama Canal; held by any other nation it becomes a point of attack in war and danger in 

peace” (Cong, Rec. 1916, p. 7487) as quoted by Iowa representative Green.   

With this logic, it was decided that the Jones Act would extend U.S. citizenship to Puerto 

Ricans: “That all citizens of Porto Rico […]  are hereby declared, and shall be deemed and held to 

be, citizens of the United States” (Jones Act, 1917, s. 3) and it provided a bill of rights that was 

similar to that of the United States, but without the extension of constitutional protection. This was 

the first time that the U.S. granted citizenship to people without the explicit intention of eventual 

statehood. There were two reasons U.S. legislatures supported citizenship for Puerto Ricans; 

shutting down the independence movement that could significantly derail the progress of the 

colonial administration and dismantle its authority, and to secure their colonial hold on Puerto Rico 

during the war to strengthen their defenses against European powers. Congress also made it clear 

that nothing would change in the country’s territorial status as an unincorporated territory. 

President Wilson supported U.S. citizenship but also believed that it needed to be “entirely 

disassociated from any thought of statehood” (U.S. House 1912, p. 11). Supreme Court justice 

William Taft observed, "What additional rights did it give them? It enabled them to move into the 
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continental United States and becoming residents of any State there to enjoy every right of any 

other citizen of the United States, civil, social and political" (PRFAA 1988, p. 139) 

The Jones Act also significantly changed the taxation system and public finance system. 

The provisions of the Foraker Act that benefitted U.S. corporate investments stayed, but it did add 

provisions that were essential fiscal tools to financing capitalist development and will serve as an 

important mechanism in the debt crisis. The Act eliminated all export duties and attempted to 

replace the revenue with other forms of direct taxation such as taxes and assessments on property, 

internal revenue, and license fees and royalties. Given it was already facing low cash flow, it 

exempted Puerto Rican government bonds from federal, state, and municipal taxes, that is triple-

tax exempt. Given the high demand and low supply of bonds in the United States, by providing a 

triple-tax exemption, it facilitated the movement of capital from Puerto Rico to the pockets of 

investors in the United States.  

The Jones Act also classified the types of financial obligations Puerto Rico should have in 

a hierarchical structure. If revenues were insufficient to meet financial obligations, then the 

obligations would have to paid in compliance with the Act. The first class was considered the 

“expenses of the legislative, executive, and judicial departments of the State government, and 

interest on any public debt, shall first be paid in full” (Jones-Shafroth Act, 1917, s. 34). The second-

class obligations were institutions such as prisons, where people were held involuntarily, while the 

third and fourth class, were defined respectively as educational obligations, and for officers, 

bureaus, or boards. By ensuring, through federal law, that Puerto Rican public debt would receive 

the most preferential tax treatment available to municipal bonds, Congress deflected attention 

away from the fact that the United States had installed an ineffective system of taxation in Puerto 
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Rico, which did not generate sufficient governmental revenue. It also capitalized on the island’s 

plight by expanding the municipal bond supply for U.S. investors.  

While the act maintained the centralized structure of decision-making that the Foraker Act 

established, it did establish a separation of executive and legislative functions as well as an upper 

and lower legislative house, giving an opportunity for more politicians to participate in the 

legislation process. The upper house, or Senate consisted of nineteen senators and the House of 

Representatives consisted of thirty-nine representatives. However, Congress’ plenary powers over 

Puerto Rico were unchanged; they could still amend or annual insular legislation and apply federal 

legislation at their own discretion. The act took away the legislative functions of the Executive 

Council, gave it to a newly established separate legislative and executive branches, and replaced 

its’ function with a cabinet of six executive departments. The governor, however, was granted 

more powers to appoint officials without executive and congressional supervision. The attorney 

general, still appointed by the president, now supervised the operation of the insular judicial system 

in accordance with the federal courts. Puerto Rico was incorporated into the first circuit of the U.S. 

District Court and the decisions of the new Supreme Court were subject to review by the U.S. 

Supreme Court. However, this was argued against by Puerto Ricans, who stressed that besides 

being the mechanism through which federal laws could be enforced in the colony, as Manuel 

Rodriguez Serra, spokesperson for the Civic Association remarked, it established “a difference in 

the manner of distributing justice repugnant to [the Puerto Rican people] and not understood by 

them” (Caban, 2001, p. 206). Republicans and Unionists declared the Jones Act a victory. While 

Muñoz Rivera did not live to see the effects of the Act, he was sure that it would pave the way for 

self-government, and overall, a step in the right direction for Puerto Rico.   
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At first glance, it may seem as if overall Puerto Rico’s government was evolving towards 

more political representation and civil rights, which would seem as a positive evolution. However, 

by providing the discourse in the hearings around the rationale towards extending citizenship but 

not providing them constitutional rights, shows that the United States considered Puerto Ricans 

inferior and intended to maintain its colonial authority over the island. The changes that were made 

in the structure of the government only reflected more similarity to American institutions and a 

system of laws or they benefitted U.S. capitalism in some way. Even the Executive Council was 

eliminated, and the governor was granted more power to appoint officers; it is important to point 

out that the Council was replaced with cabinet of executive positions that would surely be managed 

based on United States norms and values, affecting certain aspects of social life of Puerto Ricans 

such as education and health, and the governor was still an American appointed by the President 

of the United States.  

 

Aftermath. After the Jones Act was passed, Congress continued tweak the tax system to 

maintain it as a tax haven for U.S. corporations. It passed the Revenue Act of 1918, which both 

emphasized the government’s view of Puerto Rico as a foreign nation and which included a 

provision granting U.S. taxpayers a credit in an amount equal to any income taxes paid to foreign 

countries, as well as any of the possessions (Revenue Act of 1918, s. 1057, ch.18). The act also 

encouraged Puerto Rico to change the income tax laws the Puerto Rican legislature recently added 

because they saw it a sort of double taxation for them. In 1919, Puerto Rican legislature passed 

another tax law that included a six percent tax on the income of nonresidents and foreign 

corporations, however, any taxes paid by U.S. domestic corporations on the island were creditable 

against any federal tax liabilities. By 1920, the fiscal restructuring of Puerto Rico had established 
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a very centralized system of taxation that was very clearly intended to advance U.S. economic 

interests. Because through the Foraker and subsequently the Jones Act, all Puerto Rican legislative 

enactments, including tax laws, had to be reported to Congress, which reserved the right to annul 

them, Congress also heavily influenced legislature that was passed in Puerto Rico by encouraging 

certain laws.  

 The granting of U.S. citizenship in particular, was interpreted as a step towards statehood 

mostly by the insular Republicans. After 1917, the Union party continued to work towards 

reforming the colonial apparatus, after facing pressure from U.S. politicians to give up fighting for 

independence11, removed it from its platform and began to endorse becoming a “free associated 

state” (Ayala & Bernabe, 2007, p. 59). Nonetheless, for the years to come, the Union party 

members clashed with colonial officials because of their insistence to reform colonial rule and 

have more self-governance. To further prove that U.S. citizenship would not move them anymore 

towards statehood, in 1922, with Balzac v. Puerto Rico, one of the last of the Insular Cases, the 

Supreme Court confirmed Puerto Rico’s status as an unincorporated territory. It held that the U.S. 

constitution did not fully apply to territories that were not incorporated. The case went on to 

identify the differences between “unincorporated territories” and “incorporated” territories further 

institutionalizing territorial status’.  

 

Legacy. The provisions of the Jones Act reaffirmed Puerto Rico’s colonial condition and 

strengthened the possibility of remaining a permanent colony. More specifically, the fiscal 

restructure left a legacy of very limited taxing powers and insufficient revenue-raising abilities. It 

took away the local population’s remaining power over taxation and reinforced the pattern of 

 
11 At one point the governor refused to appoint party members to any government positions if the party had an 

independentista platform (Ayala & Bernabe, 2007). 
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rewriting laws to reduce taxation of U.S. corporations doing business on the island and increasing 

both indirect and direct taxes for Puerto Rican consumers, landowners, and local businesses. The 

effects of this system would prove difficult to undo. Rather than incentivizing local 

entrepreneurship and capital growth, it encouraged almost exclusive reliance on U.S. capital and 

expertise. The inadequate system of taxation began to cause excessive borrowing as early as the 

Jones Act, which also led to higher financing costs. Because it opened up Puerto Rico to financial 

capital even more, it also capitalized on the island’s economic challenges by expanding the 

municipal bond supply for U.S. investors, a strategy that would be exacerbated and greatly 

contributed to the island’s rising debt.  

 Overall, the Act reinforced and embodied the predominant congressional attitude that 

justified depriving the Puerto Ricans in deciding their government and its policies. Congress 

maintained the same attitude as the earlier Foraker Act; that Puerto Ricans continued to need U.S. 

tutelage and education under U.S. control and remain their subjects: "The intention of Congress 

was to proceed with due caution ... and to reserve to the national government for a considerable 

period all of the checks and restrictions upon the local administration" (Clark, 1975 p. 28). 

Essentially, the Organic Acts ensured that political decisions would continue to “be governed by 

the interests of the United States, while U.S. capital investments reoriented the economy” (Dietz, 

1986, p. 133).  

 

1.4 Operation Bootstrap 

Antecedent Conditions. During the first two decades of its rule, the United States 

succeeded in ensuring that it had built institutions to enable businesses to benefit from the colonial 

apparatus it had established in Puerto Rico and secured a steady inflow of U.S. capital to the island. 
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However, as the colonial experiment was set in motion, its consequences manifested into very 

serious problems that affected Puerto Rican society. By the mid-1920s, the economy had been 

transformed by a system of monopoly capitalism and was dominated by foreign (mostly U.S.) 

corporations. It was only four U.S. corporations that controlled about half of all sugar production, 

while U.S. tobacco companies controlled 85 percent of the cigar-manufacturing industry. 

Additionally, by the 1920s, about 50 percent of public utilities (telephones, electric power, etc.) 

were foreign owned, railroads were 60 percent foreign owned, and shipping, nearly 100 percent 

(Dietz, 1896, p. 126).  

Capitalist development had also led to a profound deterioration in the conditions of Puerto 

Rican society. The profits that accrued to absentee capitalists were repatriated and either invested 

or consumed in the United States. Companies sought to maximize their gains by introducing labor-

saving machinery, extracting more value out of workers by lowering wages, or shifting different 

productive functions to the mainland (Caban, 2001, p. 251). A Brookings Institution report on the 

Puerto Rican economy reported that “the “condition of the masses of the Island people remains 

deplorable” (1930). Because these corporations operated under laws that systematized the 

exploitation of a territory and its workers, there was little that the colonial administration could do, 

much less Puerto Rican government, to successfully improve the material and social conditions of 

the colonial subjects without changing the overall economic strategy. In the late 1920s, the 

economy was representative of the failure of the United States to provide for the well-being and 

economic security: prices were 8 to 14 percent higher in Puerto Rico than in New York City, even 

though wages were less than $1 a day and about $4 to $10 in New York, average household 

accommodated nearly eight people, and slums had begun to appear, 61% of all person over ten 

years of age were illiterate, and it remained much higher in the rural areas, and unemployment in 
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males increased from 14 percent in 1899 to 17.9 percent in 1930. Both the colonial and U.S. 

administration recognized that the exacerbation of these conditions could ultimately affect their 

dominance and the interests of the foreign businesses, however little was done to attempt to 

alleviate the situation. With the impact of the Great Depression, it only brought Puerto Rico into 

the 1930s in worse conditions.  

With the deepening of the economic problems, also came more discontent with U.S. rule. 

Politically, the 1920s and 1930s were years of violence and instability. Resistance to U.S. 

dominance would become violent as the United States would attempt to suppress any rebellion or 

independence movement. These movements were led by workers, nationalists, and students that 

were fighting against a colonial model that was not structured to benefit the majority of the Puerto 

Ricans. This discontent led to a shifting of the political parties in Puerto Rico; a significant change 

was that it gave space for the Nationalist party to gain ground. The party’s goal was independence 

and the creation of a sovereign nation, formed in 1922 as an evolution of the independista 

movement. In 1930, Albizu Campos, the leader of this movement was elected president of the 

Nationalist party, denounced any form of U.S. control. Around the same time, the short-lived 

Liberal party (formerly the Union party) was formed under Luis Muñoz Marín, the son of Muñoz 

Rivera and spoke of both independence and autonomy as possible solutions and stood in opposition 

to the Republican Union party. The Republican and Socialist party came together to form a 

coalition representing the interests of business, and the interests of workers, respectively.  

In 1938, there was a split within the Liberal party regarding the issue of independence, so 

Muñoz Marín, who was in the independence faction broke off with a group and eventually created 

the Popular Democratic party, or the PPD, that was going to play an influential role for years to 

come. Luis Muñoz Marín, witnessing glaring economic and social injustices in Puerto Rican 
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society, initially intended for the party’s focus to be social justice, but it was soon to become clear 

that rapid industrialization and economic growth clearly became more pressing objectives. The 

PPD’s goal was to focus on making Puerto Rico economically viable by dealing with problems of 

developing capitalism and the monocultural production of sugar. 

The ideology of the New Deal that dominated the Roosevelt era was brought to Puerto 

Rico, which created government programs, giving the government a larger role in the economy, 

that dominated the Roosevelt era. Muñoz Marín helped bring in this ideology, which was promoted 

as a campaign of economic rehabilitation, from the United States because he thought he could get 

more support from Washington for reform in Puerto Rico under these programs and Muñoz Marín 

along with Carlos Chardón, wrote a New Deal plan that came out in 1934, which included a vision 

of an economy made up of small-scale capitalists that would have local control over capital, 

production, and economic decision making. The Chardón plan proposed a reorientation of the 

economy, particularly with the development of certain industries, relocation of small farmers to 

more productive land, and for the government to purchase at least one sugar central to be run, as 

well as emigration. Chardón sat as head of the Puerto Rico Reconstruction Administration 

(PRRA), whose primary goals were to establish long term economic stability during the Great 

Depression through job creation, land distribution, public works projects, and environmental and 

health initiatives. It also helped to establish federal emergency aid; two funds that were eventually 

established were the Puerto Rico Emergency Relief Act (PRERA), and the Puerto Rico 

Reconstruction Administration (PRRA). Muñoz and Chardón believed that absentee sugar 

companies brought poverty and backwardness and that the modernization of the economic and 

political system of Puerto Rico was, therefore, necessary. At the time, Muñoz and Chardón firmly 

believed in the necessity to change the structures that kept the island in a state of poverty and 
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dependency. However, the Chardón Plan did not find a favorable environment on the island and 

its establishment was surrounded by struggles and political clashes. Not only did many of these 

programs fail because they were ineffective, did not get enough funding from the federal 

government, and lacked strategic planning, but the sugar interests also did everything possible in 

the early stages to prevent implementation of the plan and its programs. 

To add to the point earlier that although some of the evolutions in the civil government 

established in the Jones Act may seem favorable towards Puerto Ricans, it strengthened the 

colonial authority the United States had through its institutions and its system of laws, the failure 

of the Chardón Plan also demonstrates the depth to which the U.S. colonial power that had been 

institutionalized. Although it was only less than 20 years after the Jones Act had been passed, the 

tax incentive system made it easy and favorable for U.S. businesses like the sugar industries to 

thrive and establish a powerful presence on the island and thwart any potential threats. 

 

Cleavage. In 1941, Rexford Guy Tugwell became governor of Puerto Rico. Tugwell was 

a “liberal reformer” and believed that unregulated capitalism could lead to economic instability; 

he didn’t want to eliminate capitalism, he wanted to make it work “humanely” (Dietz, 1986, p. 

185). Together with the PPD under the leadership of Muñoz Marín, who became president of the 

Senate in 1941, they set on a plan for economic reorganization under the ideals of state capitalism, 

which would eventually lead to the full rollout of the industrialization program known as Operation 

Bootstrap. Tugwell vowed to solve the poverty crises with his vision of agricultural and industrial 

diversification and explained that “[t]he time is past when absentee capitalists can expect to extract 

extravagant percentages of gain, using the people’s need and their own monopoly to force the 

acceptance of [unfair] terms” (as quoted in Loudres-Dick, 2015, p. 60).  
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 Starting in the 1940s and into the 1950s, the planning and promotion activities of the 

economic reorganization were driven mostly by the Puerto Rican government. The colonial state 

acted as a collective capitalist: it accumulated capital, invested funds, and made and implemented 

the plans. The state role was to facilitate and encourage investment in whichever operations private 

U.S. capitalists were looking to establish, which led to the emergence of an industrial sector with 

weak links. From 1941 to 1949, the government followed a program consisting of land reform, 

control over and development of infrastructure and institutions, administrative reorganization, and 

limited industrialization through factories owned and operated by the government (Dietz, 1986, p. 

186). However, between 1945 to 1953, land reform and agriculture began to receive less attention, 

the government-owned enterprises were sold to private firms and a major industrialization effort 

was taken to attracting private, mainly U.S capital. 

  Starting in 1941, Tugwell established the institutions that would help them carry out their 

plans and enable the economic development they envisioned; a Compania de Fomento, or 

Development Company, and subsequently the Banco de Fomento, or Development Bank, Junta 

de Planificación, or Planning Board, a Budget Bureau, and the Central Statistical Office. The 

Development Bank became the Government Development Bank (GDB) in the first few years and 

it operated as a “government’s bank”, managing the deposits of the insular municipal, and federal 

governments and whose role was to lend money to public corporations or enterprises that they 

believed would contribute to the development and industrialization goals of the economy. The 

Puerto Rico Development Company served as an independent public corporation that would set 

up and promote the new industrialization strategy. By 1947, it had four enterprises in production 

and one in operation, but overall struggled with the strong opposition from private sector; some of 

the projects included the Puerto Rico Cement Company, the Puerto Rico Glass Corporation, the 
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Puerto Rico Pulp and Paper Corporation. Additionally, with the world in the midst of World War 

II, volatility within the island, and a lack of commitment to effective planning, public corporations 

did not encounter promising conditions. It was a sign that the program could not rely solely on 

government corporations to succeed. They increasingly began to shift their planning to efforts on 

attracting external capital through Operation Bootstrap, also known as, Operación Manos a la 

Obra, the industrialization program which I will describe in detail in the next sections. As Lourdes-

Dick points out, “historians largely view the Puerto Rican economic initiatives of the early 1940s 

as unsuccessful” (2015, p. 61). There was not sufficient local enterprise to begin with, making it 

difficult for public corporations to operate efficiently and effectively.  

 During the Operation Bootstrap phase, there were political developments that led to the 

creation of the ELA, or Estado Libre Associado, or what came to be known as The Commonwealth 

of Puerto Rico. In 1946, Jesús T. Piñero, appointed by President Truman, became first Puerto 

Rican governor. In 1948, Muñoz Marín became first elected governor, who carefully wanted to 

push for reform that would relinquish Congress’ plenary power over Puerto Rico. In 1950 

President Truman passed P.L. 600 which would lead to the creation of a new constitution for Puerto 

Rico that was drafted by Puerto Rican legislators. However, the most important specification of 

this law was that new constitution was only to deal with the structure of the insular government 

and not with any aspect of the relation with the United States. All of the features in the Jones Act 

of 1917 that had to do with U.S. Puerto Rico relations were off-limits to be addressed in the new 

Constitution, which specifically had to do with citizenship, immigration, shipping, commercial 

treating and foreign relations. Furthermore, Congress had to approve the new Constitution before 

it was to be passed. As many Puerto Ricans pointed out, this structurally changed nothing, nor did 

it give the island true autonomy or more self-governance. Nonetheless, in the 1952 the ELA was 
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proclaimed. It seemed again at a surface level, that Puerto Rico was granted more autonomy and 

self-government. However, since the Foraker Act and the Jones Act were critical junctures that 

established lasting institutions with legacies of colonial relationships, racialization, and 

subjugation, then it follows that if the new constitution could not change the features of these acts, 

then there was not a fundamental institutional change or material improvement in Puerto Rico’s 

status. Ultimately, it still was an unincorporated territory, underlining that it belonged to, but was 

not part of the United States, and maintained United States as the ultimate authority in its 

legislation. These developments were only abstract promises of freedom that more deeply 

obscured the island’s embeddedness within colonial conditions. 

 

Critical Juncture. Operation Bootstrap was divided into two phases. The first was 

between 1947 and 1965 and was characterized by the attraction of companies that were highly 

labor intensive and came to Puerto Rico for the low wages in comparison with the United States. 

In the beginning of the 1960s, a second stage of industrial development began that was based on 

attracting companies that were highly capital intensive, based on the premise that capital intensive 

industries would provide higher salaries and would stimulate the creation of secondary industries. 

This industrialization strategy was largely developed by Muñoz Marín and Teodoro Mosco, who 

worked closely with Tugwell in the early 1940s and strongly believed that Puerto Rico was 

incapable of industrializing itself, and thus needed to depend heavily on U.S. capital. When the 

Puerto Rico Industrial Development Company, or PRIDCO, was created in 1945, it became clear 

that there was a desire to make Puerto Rico more attractive for mainland investors. It is important 

to mention that during this period before the full commitment to catering to off-shore firms, the 

PPD had the opportunity to take in the reins and increase their degree of autonomous control. But 
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because the party perhaps too narrowly chased the goals of economic development and 

industrialization without realizing that as government policy makers were figuring out how to cater 

to the interests of mainland firms, local control slipped from right under them. As Dietz points out, 

“once this policy direction became codified programmatically, it became necessary to convince 

the mass of Puerto Ricans that their best interests would also be served by making the island a 

profit haven for U.S. investment” (Dietz, 1986, p. 209).  

 It is also important to point out that what was accomplished by PRIDCO was because of 

article 9 in the Jones Act and article 14 of the Foraker Act. These provisions allowed income 

earned in Puerto Rico to be exempted from federal income taxes. Initiated by Moscoso, in order 

to further incentivize mainland corporations to the island, the Puerto Rican legislature passed the 

Industrial Incentives Act in 1947, signaling the beginning of Operation Bootstrap. This not only 

exempted “possessions corporations” from property, excise, and municipal taxes and license fees, 

but also provided complete exemption from insular income taxes as well until 1959- with partial 

exemption until 1962. The criteria for being considered a “possessions corporation” are detailed 

in section 931 of the Internal Revenue Code and includes having 80 percent or more of gross 

income from a U.S. territory and deriving 50 percent or more of gross income from the active 

conduct of a trade business within a possession of the United States. In 1948, the Industrial 

Exemption Act amended the 1947 law to deny exemption to firms whose relocation would cause 

the loss of U.S. workers’ jobs. Besides these tax exemptions, the government rolled out programs 

to provide subsidized buildings, work-training programs, low-interest loans, and other types of aid 

as incentive to mainland corporations.  

 In 1950, the Economic Development Administration, or Fomento was created to sit over 

PRIDCO, along with the port authority, tourism, and other agencies. Fomento was charged with 
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the task of advertising and selling Puerto Rico as an industrial location, with Teodoro Moscoso, 

who believed fully in private enterprise, heading the organization. The financial press in the United 

States referred to the exemptions as a “bounty for industry” and to Puerto Rico as a “taxpayers’ 

paradise” (Dietz, 1986, p. 211). In the following years the numbers of U.S. firms grew significantly 

and employment in manufacturing increased, and from 1948 to 1950, net direct foreign investment 

in Puerto Rico increased by $14 million (Dietz, 1986, p. 212). By mid-1950, there were 80 new 

industrial plants operating; by 1952, that number increased to around 150. By 1956, for the first 

time, the income generated by the manufacturing sector exceeded that of agriculture for the first 

time (Ayala & Bernabe, p.160). The state enterprises on the other hand, were proving to be more 

difficult to manage and were not yielding the impact that the PPD originally intended. Because of 

a variety of pressures, some of which include the fact that the enterprises were running at a loss, 

they only minimally impacted employment, and that the PPD had put itself in an uncomfortable 

position by becoming an employer of the same people they were supposed to represent, PRIDCO 

decided to sell the subsidiaries. With this, the main focus of government policy was on attracting 

more private U.S. capital.  

 Because Fomento’s policies had put Puerto Rico on a path of tax exemption to attract 

foreign firms that were at high-risk of terminating their businesses in Puerto Rico if they didn’t 

receive tax exemptions, they chose to pass a new Industrial Incentive Act, effective 1954. This 

allowed a firm to receive exemption for a period of ten years after it began operations in Puerto 

Rico (Dietz, 1986). This act was important because it essentially institutionalized the idea of 

foreign capital and foreign business as key to the development strategy of the island.  

 Because the industrial sector that was attracted to the island tended to be labor-intensive 

but with low investment in fixed capital, these companies did not make an effort to establish 
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linkages with the local economy. Until the early 1960s, promoted firms as part of the Fomento 

strategy were generally small or medium-sized with low levels of physical capital requirements, 

using fairly standard technologies. They had the ability to leave easily and create high 

unemployment rates. As a solution to this, in the 1960s Fomento increasingly decided to focus on 

more high-capital investments that would provide higher paying jobs. After 1965, Fomento’s 

efforts were focused on large, capital-intensive external-oriented U.S. multinational investors in 

pharmaceuticals, chemicals, and electronics. This led to the petrochemical project, in which the 

limitations on oil imports to Puerto Rico were changed, allowing a larger quota of foreign oil to 

be processed for export to the United States. This would benefit larger corporations such the 

Commonwealth Oil Refining Company, Caribe Nitrogen, Caribbean Refining corporation, among 

others and would change the type of investors coming to Puerto Rico to larger transnational 

corporations that work in more capital-intensive work. Between 1952 and 1958, new firms in the 

petrochemical industry invested $78.4 million in Puerto Rico, equal to 27 percent of total 

investment in manufacturing (Dietz, 1986). By 1982, the chemical industry produced more than 

30 percent of the manufacturing gross output, although it contributed to only 10 percent of total 

employment in manufacturing. Additionally, only 16 percent of the chemical sector’s gross income 

was paid as wages and salaries, with the rest going the return to capital resource. These high-

technology corporations within the manufacturing sector such as drug and pharmaceuticals grew 

from a third of the manufacturing output in 1980 to more than 60 percent by 2000, which are 

directly a result of the incentives provided to the U.S. possession corporations to repatriate income 

from “intangible assets” such as patents and copyrights free of federal taxes. In 2000, drugs and 

pharmaceuticals alone were 54 percent of all merchandise exports and 91.4 percent of the positive 

trade balance with the United States (Dietz, 2003, p. 57).  
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Aftermath. In twenty years, with the policies of Operation Bootstrap, Puerto Rico was 

essentially transformed from a largely agricultural economy into an export-oriented manufacturing 

platform, with a deteriorating agricultural industry. However, Operation Bootstrap was initially 

considered a success and the United States was ready to promote the strategy as one that could be 

applied to developing economies around the world. The industrialization strategy espoused did 

obtain impressive results and unleashed an increasing returns process (Dietz, 2003). The number 

of firms and jobs created was quite substantial and during the 1950s and 1960s, Puerto Rico 

benefited from high rates of real economic growth, increasing dramatically the level of 

employment in the Island. Between 1947- 1973, Operation Bootstrap and the industrialization 

process promoted growth rates averaging 6% yearly (Quiñones-Pérez & Seda-Irizarry, 2016). 

Puerto Rico was being heralded across the world as an “economic miracle”, providing a model to 

be followed by other underdeveloped economies. As Lourdes Dick points out “Operation 

Bootstrap succeeded because it was the natural and obvious response to U.S. tax and economic 

policies, and indeed, the only possible path forward for the island following centuries of colonial 

policies that arrested the development of local enterprise” (Lourdes-Dick, 2015, p. 66). However, 

this growth did not lower unemployment rates to single digits or increase labor participation rates 

that were comparable to the United States standards (Quiñones-Pérez & Seda-Irizarry, 2016).  

By the mid-1970s, the early success of Operation Bootstrap was to tamper off, and people 

soon realized Puerto Rico was in risk of deep economic trouble. Aside from the economic trouble, 

because the growth of factory employment did not compensate for the rapid reduction in 

agriculture and home-needlework employment, unemployment and shrinking economic options 

occurred, causing mass migration to the United States, particularly in the 1970s. While there is 
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debate as to the role of the government in this process, there is enough evidence to show that the 

state’s policies greatly facilitated mass migration (Ayala & Bernabe, 2015). They blamed 

overpopulation for Puerto Rico’s high unemployment and encouraged migration as a way to 

stabilize population growth. Poverty also remained high; in 1970, 62.8% of the population was 

considered in poverty (Quiñones-Pérez & Seda-Irizarry, 2016). 

It became clear that the material progress the island had made in the 1950s and 1960s did 

not change the imbalances of a colonial, dependent economic structure. The same problems from 

the 1930s persisted- high unemployment, large difference between the living standards in the 

United States and the island, and the high dependence on U.S. capital and U.S. government funds. 

It was expected that Operation Bootstrap would cause a locally generated surplus of funds 

available, but this did not occur, and the bulk of investment funds continued to come from the 

United States. By the 1970s, about three-quarters of investment funds were derived from external 

sources, primarily the United States (Dietz, 1986). The program did not provide adequate income 

or sufficient employment, but instead forced mass migrations, and institutionalized in Puerto Rico 

a strategy based on capital-intensive, foreign-owned, and export-oriented corporate expansion. In 

the 1970s, the expansion of oil refineries and petrochemical complexes stopped because of an oil 

embargo, causing an oil shock which rocked the already teetering economy of Puerto Rico.  

Puerto Rico began to move to a “high-finance” strategy as part of its transition to 

modernization (Dietz 2003, p. 59). This was also reflective of the political changes that were taking 

place with the introduction of the pro-statehood Partido Nuevo Progresista (PNP), who challenged 

the PPD’s dominance. The PNP’s platform included a transition to eventual statehood, and they 

were not opposed to achieving this through changing the local tax exemption laws, pursuing 

policies that were different from the fundamentals of Operation Bootstrap, or challenging the U.S. 
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role in Puerto Rico. In 1978, under PNP governor Carlos Romero Barceló, a new Industrial 

Incentive Act was passed that eliminated the 100 percent local tax exemption for the first time. 

This act included a sliding reduction scale in the amount of tax exemption through time for not 

only the typical manufacturing ventures, but also now included export-oriented services of all 

kinds; including, marketing, insurance, movies, and tourism. This marked a shift in Puerto Rico’s 

efforts to encourage knowledge-intensive firms rather than only manufacturing firms. On the other 

hand, the U.S. tax policy strategy at this time changed to try to facilitate corporate wealth’s free 

flow from Puerto Rico back to the United States as they tried to prevent further accumulation of 

U.S. capital, and with was a growing fear of erosion of the U.S. tax base. In place of the previously 

codified exemption mechanism, in 1976 Congress enacted a new provision- known as section 936- 

enabling U.S. corporations to elect to receive a tax credit that was equal to what it paid in 

possession income taxes. It was similar to its predecessor, section 931, but because it was not 

contingent on the actual foreign taxes paid, it still kept the same benefit as tax incentives. Section 

936 was created to avoid the “ghost liquidations” that section 931 encouraged (Dietz, 2003, p. 143) 

by providing an offsetting tax credit for the same amount of the taxes on repatriated profits. The 

purpose of Section 936 was to “assist the U.S. possessions in obtaining employment-producing 

investment by US corporations” (Department of the Treasury, 1983, p. 14). Congress also amended 

the U.S. Tax Code to allow parent companies to claim 100% dividends-received deduction of 

income earned in a U.S. possession in order to encourage repatriation of accumulated earnings. 

This was a blow to the Puerto Rican economy, as it took away much needed investment capital. In 

response, Puerto Rican government extended the “tollgate tax” to apply to the repatriated earnings 

of the section 936 corporations and incentive businesses to leave their money in Puerto Rico. This 

toll gate tax would require them to pay taxes to the Puerto Rican government, something they were 
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previously exempt from when they paid dividends to its U.S. parent corporation from earnings and 

profits derived from hotel, manufacturing, or shipping activities. While the United States attempted 

to mitigate the negative effects of loss of federal revenues by allowing the tollgate tax burden to 

be reduced if the firm deposited any profits planned for repatriation in qualifying accounts in 

financial institutions in Puerto Rico for a specific period of time before the remittance to the parent 

corporation (Dietz, 2003, p. 143), it did not make the impact they were hoping for. High-

technology firms accumulated earnings to minimize their tollgate tax burden by making local 936 

banking deposits. By the 1980s, in a report by the U.S. Treasury, it was revealed that U.S. firms 

were still keeping billions of dollars in Puerto Rico, which also meant that Puerto Rico remained 

highly dependent on this capital (Lourdes Diaz, 2015, p. 73). This led to a growth in the banking 

system; by 1980, 936 funds accounted for one-third of all commercial bank deposits and more than 

42 percent in 1985 (Dietz, 2003, p. 61). These funds also helped deposits in savings and loans in 

brokerage firms grow, which subsequently allowed for the expansion of the financial base of the 

economy. However, the overall strategy continued to cater to nonlocal firms, and foreign banks, 

financial institutions, consulting firms, brokerage houses, and hotels were able to enjoy these 

incentives and inevitably a number of local firms were displaced by foreign financial institutions. 

Although Section 936 had intended to encourage labor-intensive industries to relocate to Puerto 

Rico to create jobs and stimulate the economy, it helped to generate income in the service sector 

at a higher rate than the manufacturing sector. The replacement of section 931 with 936 in general 

provided greater flexibility for capital flows, but also significantly limited capital formation and 

economic activity with over $30 billion in total and more than 75 percent of manufacturing’s GDP 

as of recently to be transferred out of Puerto Rico yearly. Additionally it is during the early 1970s 

that a widening gap between Gross National Product and Gross Domestic Product began- one that 
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has grown recently to the equivalent of 50% or more of GNP, and will be discussed in further 

detail in the next section (Quiñones-Pérez & Seda-Irizarry, 2016, p. 139).  

Section 936, for many politicians in Washington became related to the cost of the federal 

government’s loss of tax revenues from the U.S. corporations benefitting from the tax exemptions 

in Puerto Rico. In 1996, Congress enacted section 30A, repealing section 936 and establishing a 

ten-year transitional period, during which the section 936 credit remained only for taxpayers who 

had claimed it in previous years. This elimination was in part due to the lobbying by statehood 

supporters who were working to create a path to statehood by making tax legislation as similar as 

they could to the states in the U.S (Dietz, 2003). This led to manufacturing firms choosing to leave 

the island entirely, and double-digit unemployment on the island by the early 2000s.  

 

Legacy. From 1952 to the mid-1980s, there were not any fundamental changes in direction 

of development policy; only variations on the theme of industrialization policy. By this time 

period, the economy had become mostly integrated into that of the United States. It was basically 

an extension of U.S. economy; it used the same banking system, manufacturing methods, and had 

the same labor, environmental, and juridical regulations. Operation Bootstrap pushed Puerto Rico 

to a path of development that was highly dependent on nonlocal inputs such as knowledge, capital, 

expertise, and entrepreneurship to create economic growth. Essentially its growth was highly 

dependent on exogenous factors, and these policies were institutionalized in the tax policies of 

Puerto Rico and the United States, making it increasingly difficult for Puerto Rico to implement 

other strategies of economic development. This externally oriented strategy created a particular 

institutional, social, and economic history underlying the economic model, one that has 

engendered and self-reinforced an ideology that Puerto Rico was could not effectively self-govern 
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themselves. Munoz and the PPD contributed to this by following a development policy that had 

the effect of strengthening the colonial relationship, increasing dependence on the US and further 

integrating Puerto Rico’s economy with that of the United States’. The lasting effects of Operation 

Bootstrap made it difficult for Puerto Ricans to improve their standard of living through their own 

efforts since it put that control over that process in the hands of U.S. firms. Once the decision was 

made to industrialize along this path had been followed by the United States and in the areas those 

firms had a clear advantage, their needs became the focus of policy; from then on, the rules of 

capitalist development shaped what local policy had to be.  

 As Puerto Rican economists Quiñones-Pérez and Seda- Irizarry point out, Operation 

Bootstrap represented the beginning of a neoliberal endeavor; it was largely based on the ideology 

that endogenous development was not possible and that some sort of trickle-down effect would 

occur (2016, p. 137). They also affirm Operation’s Bootstrap’s most impactful legacy; the current 

economic model of Puerto Rico, which “has its roots in the postwar transition from a rural and 

agricultural economy to an urban and industrial one” (p. 137). They identify this transformation, 

based on export-led industrialization and U.S. direct investment as Operation Bootstrap and its 

various components and phases. When the oil crises hit in 1970s and it became clear that Puerto 

Rico had lost competitiveness amongst the new competition brought about by neoliberal 

globalization, those in power did not change the economic model and focused on mainly 

institutionalizing dependency with more aggressive tax incentives. As a relatively new decision-

making body, the 1970s were a critical opportunity for Puerto Rico to shift their development 

strategy away from capitalist interest, however as the next chapter will describe in detail, this did 

not happen. In 2004, there were 40 tax exemption laws and in 2017, that number grew to 80. 

Additionally, between 1980s and 2010, every instance of tax reform involved lowering taxes to 
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promote economic growth – an ineffective supply-side strategy for growth but helps bring income 

and wealth distribution to the top (Quiñones-Pérez & Seda-Irizarry, 2016). As Deitz also points 

out, there has not been any significant attempt to fundamentally change the development model 

away from this dependency on nonlocal sources of financing and expertise (2003). 

 

Chapter 2 

2.1 Introduction  

 Chapter 2 will focus on the more recent events related to the public debt crisis, highlight 

the ideologies and action of the institutions and political actors that have been identified in the first 

chapter as setting up the legacies that have brought Puerto Rico to unsustainable debt levels,  and 

relating this back to racism and colonialism. To reiterate, these legacies included an economy had 

become mostly integrated into that of the United States that relied on a lender-borrower 

relationship with U.S. capital to subsidize public spending, a highly inefficient tax-system that 

prioritized profitable incentives to appease U.S. businesses in Puerto Rico and place the burden of 

taxes on its citizens, and a colonial status codified in the U.S. Constitution that culturally 

dispossessed Puerto Ricans by imposing U.S. citizenship, through the process of Americanization, 

the denial of representation and general constitutional benefits, and by transferring western 

ideology to an elite group of Puerto Ricans that would promote U.S. capitalism, which was 

synonymous with the de-prioritization of social welfare.  

I will begin the discussion around the more recent events related to the public debt crisis 

with an overview of the basic structure of Puerto Rico’s public debt to orient the reader to the 

structure and composition of the public debt and to define key terms that will be use throughout 

the rest of the chapter. Then I will go into the analysis of the contemporary debt crisis, highlighting 
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the actions and policies of the insular government regarding public spending and management of 

the public debt and how they acted within the modern-day colonial structure prioritizing 

capitalism, that came from the legacies built throughout the 20th century.  

 

2.2 Basic Structure of Puerto Rico’s Public Debt  

Because of the complexity of the bond market, lack of transparency in the financial 

management of public funds, and lack of accuracy on reporting on behalf of the Puerto Rican 

government, total public debt calculations may differ in various reports. It is generally agreed that 

Puerto Rico has over $70 billions of bond debt and over $49 billions in unfunded pension 

liabilities. In a report done by a special investigation committee for the Financial Oversight & 

Management Board completed in August 2018, it is reported that as of May 3, 2017, Puerto Rico 

had approximately $74 billions of bond debt and over $50 billions in unfunded pension liabilities 

(Kobre & Kim). There is no current audited information on Puerto Rico’s public debt and revenue 

and the Puerto Rican government administration known to significantly lag in submitting its yearly 

audited financial statements had just released its financial statements for the fiscal year 2016 on 

May 2019 (Government Accountability Office [GAO], 2019).  

According to a Government Accountability Office (GAO) report on the public debt in U.S. 

territories12, in August 2015, Puerto Rico first defaulted on its debt. As of September 2016, it 

missed up to 1.5 billion in debt service payments. At the end of fiscal year 2014, debt was reported 

to be about $71.9 billion and was 99% of GNP, with the outstanding debt per capita at $19,000 per 

person. Bonded debt outstanding13 which includes mostly general obligation bonds and revenue 

 
12 This report was done as part of the PROMESA Act, which contains a provision requiring the GAO to reivew the 

debt every two years in each of the five U.S. territories.  

13 Total amount of bonded debt outstanding is the amount that remains upaid by a territory as of a certain date 

(Government Accountability Office, 2017).  
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bonds, represented the majority of the total public debt outstanding14 for all years. Puerto Rico’s 

governmental activities are divided between the primary government (known as the 

Commonwealth) and its component units, or public corporations. The primary government is made 

up of governmental activities (generally financed with taxes and intergovernmental aid and 

business-type activities (generally financed with charges for goods and services. Puerto Rico’s 

primary government activities include public safety, education, health care, and economic 

development. Component units are legally separate entities for which a government is financial 

accountable and provide services such as public transportation, highways, electricity, and water. 

Puerto Rico’s primary government owes $40.8 billion while component units owe $24.3. The total 

debt does not include the fiduciary funds’ bonds outstanding, which amounted to $3.1 billion. 

Below is a figure representing the composition of Puerto Rico’s debt for the Fiscal Year 2016. 

These figures are according to Puerto Rico’s last available audited financial statements, which are 

known to not have reported some of the debt.   

 

 

 

 

 

 

Figure 4: Composition of Puerto Rico’s Public Debt, Fiscal Year 2016. 

 

14 Total public debt outstanding refers to the sum of bonds and other debt held by and payable to the public, as 

reported in the territories’ single audit reports (Government Accountability Office, 2019). Other debt payable that is 

not bonded debt, may include shorter term marketable notes and bills issue by territorial governments and held by 

investors outside those governments, non-marketable intragovernmental notes, notes held by local banks, federal 

loans, and loans issued by local banks.  



 110 

 

By 2014, the primary government’s bonded debt outstanding was mainly made up of 

revenue bonds, which are secured by a specific revenue stream. However, general obligation 

bonds, which are secured by the full taxing power of the government and reliant on full faith and 

credit of the issuing government, made up the majority of the Commonwealth’s debt between 2005 

and 2008 (GAO, 2017). In fiscal year 2016, Puerto Rico collected $30.0 billion in total revenue, a 

decrease of almost 8 percent since 2014. Puerto Rico’s total revenue includes both general 

revenues, the primary source of funds that the government uses to repay debt it issued, and program 

revenue. Tax revenue comprises about 85 percent of 2016 general revenue, and 77 percent of all 

taxes collected came from income and excise taxes. Program revenue, which is generated from 

grants and contributions to fund governmental activities and from charges for services, has 

decreased by $1.1 billion between 2014 to 2016.  Puerto Rico has been operating under a deficit- 

where expenses exceed revenues, each year since 2002.  

In a report of 2015 from the Center for New Economy, one of the island’s only policy think 

tanks, Sergio Marxuach analyzes the complicated debt structure of Puerto Rico and identifies the 

Puerto Rico-based entities that have issued debt in the municipal markets in the U.S. or Puerto 

Rico:  

• The Government of the Commonwealth of Puerto Rico, also known as the primary 

government, or the “Commonwealth”  

• The Government Development Bank for Puerto Rico (GDB) 

• The Children’s Trust 

• The Employees Retirement System of the Government of the Commonwealth of Puerto 

Rico and its Instrumentalities (ERS) 

• The Puerto Rico Aqueduct and Sewer Authority (PRASA) 
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• The Puerto Rico Convention Center District Authority (PRCCDA) 

• The Puerto Rico Electric Power Authority (PREPA) 

• The Puerto Rico Highways and Transportation Authority (PRHTA) 

• The Puerto Rico Housing Finance Authority (PRHFA) 

• The Puerto Rico Industrial Development Company (PRIDCO) 

• The Puerto Rico Industrial, Tourist, Educational, Medical, and Environmental Control 

Facilities Financing Authority (AFICA) 

• The Puerto Rico Infrastructure Financing Authority (PRIFA) 

• The Puerto Rico Municipal Finance Authority (MFA) 

• The Puerto Rico Ports Authority (PRPA) 

• The Puerto Rico Public Buildings Authority (PBA) 

• The Puerto Rico Public Finance Corporation (PFC) 

• The Puerto Rico Sales Tax Financing Corporation (COFINA) 

• The University of Puerto Rico (UPR) 

 

Marxuach also identifies 8 levels of protection to bondholders, which has been crucial in the 

decision regarding the restructuring of the debt. The following list describes the levels from 

strongest to weakest:  

1. General Obligation (GO) bonds: Backed by good faith, credit and taxing power of the 

Commonwealth, also known as the “Constitutionally guaranteed debt”, which have the first 

claim on the available resources, as states by the Puerto Rico Constitution, but was 

established by the Jones Act of 1917 as mentioned before. 
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2. Bonds and Notes Guaranteed by the Commonwealth’s Good Faith and Credit: These enjoy 

the same level of priority of payment and protection that is given by the Constitution of 

Puerto Rico to bonds and notes issued by the Commonwealth and are considered “public 

debt”; these consist of PRASA bonds and loans, including revenue refunding bonds sold 

to the public, bonds issued by United States Department of Agriculture, Rural 

Development, and loans made by the State Revolving Funds for PRASA, Port of the 

Americas Bonds, PBA bonds, GDB bonds, bond anticipation notes issued by PRIFA. 

3. Puerto Rico Sales Tax Financing Corporation (COFINA): These bonds issued by COFINA 

are secured by Act 91 passed in 2006, which takes a portion of the Commonwealth sales 

and use tax to pay debt service on the bonds issued by COFINA.  

4. Municipal Finance Agency: Bonds that are payable from tax revenues and a Reserve 

Account that is a payment from the Commonwealth 

5. Puerto Rico State-Owned Enterprises or Public Corporations: These are payable only from 

the revenues generated by each of the public corporations 

6. Commonwealth Appropriations or Taxes: Includes bonds issued by the Public Finance 

Corporation, notes issued by instrumentalities and agencies such as Treasury Department, 

and bonds issued by PRIFA 

7. Employees Retirement System: These bonds are payable solely from employer contributes 

made to the Employees Retirement System by the Commonwealth and these bonds are not 

guaranteed by the latter.  

8. Limited Obligation and non-resource debts: Includes Children’s Trust bonds, Special 

Facilities Revenue Bonds, Educational Facilities Revenue Bonds, bonds issued by AFICA  
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2.3 Analysis of Contemporary Debt Crisis 

Puerto Rico’s Modern Economy in Transition to Neoliberalism. Puerto Rico’s 

economy never again grew to an extent that was comparable to that of the 1950s and 1960s. 

Because the economic growth in the late 1960s and early 1970s was maintained with expansionary 

fiscal policy, public debt increased by around 90% between 1969 and 1973 and debt financing 

grew larger with increased government public spending that was intended to create 40% of new 

jobs. In 1974, Puerto Rico experienced its first unconstitutional deficit when it surpassed the debt 

limits specified in its constitution. By 1976 the public debt had reached about 77% of GNP, and 

the risk classification of government’s general obligations was downgraded. Public indebtedness 

remained at 60% of GNP during 1977-2000 (Quiñones-Pérez & Seda-Irizarry, 2016). After the 

initial gain in income during Operation Bootstrap, the development strategy was not able to 

maintain the income convergence with the United States (Dietz, 2003).  

It was clear by the mid-1970s that despite the previous growth of economy and 

improvements in various social indicators that were thought to be a result of the industrialization 

project, the development model had reached a point of diminishing returns and even maybe levels 

of near zero marginal gains. Between 1950-1975, Puerto Rico sustained growth rates of nearly 5 

percent a year in output per workers, comparable to rates achieved in Ireland and East Asia. After 

1975, however Puerto Rican growth in output per worker dropped off to just over 1 percent a year 

(Bosworth & Collins, 2006, p. 56). Income per capital rose from a little more than 20 percent of 

the U.S. average in 1950 to roughly 40 percent by the early 1970s, but it has gone back done to 

about 30 percent in recent years (p. 18). Capital accumulation also began to decrease in the late 

1970s- the total investment rate decreased from 27.8 percent of GDP in 1972 to 15.5 percent in 
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1978 and then decreased down to allow of 9.5 percent in 1983, with most of the decline being in 

private business investment (p. 31).  

 As early as the 1970s, there began to be concerns regarding the sustainability of the public 

debt that Puerto Rico was incurring. The growth of government expenditures– both the 

Commonwealth and municipalities increased steadily after 1950 and accelerated in the mid-1970s. 

With these increases came a rapid increase in public debt issuances and the public debt grew from 

about 49% of GNP in 1973 to 80% in 1977 according to a report by the United States Department 

of Commerce in 1979. Below are figures from the Puerto Rico Government Development Bank 

and the Puerto Rico Planning Board list the public debt as a percentage of GNP between the years 

1968 and 1978, where we can see a significant increase between 1974 and 1975. The growth of 

government revenue, however, was not increasing at the same rate. Both local and U.S. 

policymakers knew that something needed to be done. The same report by the U.S. Department of 

Commerce in 1979, known as the Kreps Report, pointed out that public investment and the debt 

which was financing it was growing much faster than the operating budget. This type of spending 

necessitates commitment by the issuer to meet debt service payments in the future and raises 

serious implications for the tax burden of Puerto Rico in the future. However, the basic recurring 

problem of the colonial relation with United States as an inferior entity stood in Puerto Rico’s way 

as it severely limited the paths that Puerto Rico could take.  
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Table 1: Public Debt as a Percentage of GNP of Puerto Rico 

 

Reprinted from the United States Department of Commerce, Economic Study of Puerto Rico, 

1979. 

 

 

In the 1970s, a series of economic investigations were conducted to explore the various 

ways Puerto Rico could ensure positive economic growth in the future. The extent to which the 

recommendations of these reports were implemented are fairly limited, but they signaled the 

transition and intensification of neoliberal ideology by both Puerto Rican and U.S. policymakers. 

As PPD Governor Rafael Hernández Colón began to fear that the island was headed into a crisis, 

he appointed the Committee to Study Puerto Rico’s Finances, headed by American economist 

James Tobin to study the country’s public finances. The result of that investigation was published 

in 1975 in what is known as the Tobin Report and presents the status of the island’s economy at 

the time, as well as the committee’s recommendations. Some of the general problems the report 

lays out with the Puerto Rican economy includes the level of government expenditure, the 

government-enterprise deficits, the public debt, and costs of production. Tobin describes the 

severity of the economic and fiscal problems faced by Puerto Rico and declares that Puerto Rico 

no longer remains competitive to attract enough foreign capital. However, instead of challenging 



 116 

 

the economic development strategy up to this point, he affirms that the problems Puerto Rico faces 

are to be solved with foreign capital and investment, and that the only way to achieve this is a plan 

of fiscal, financial, and economic austerity. Tobin also establishes that there does not exist a 

possibility for an independent monetary policy in Puerto Rico, and that the dependency of the 

Puerto Rican economy on the mainland and global economy is a reality that the island would not 

be able to escape. Therefore, Puerto Rico’s strategy would need to be centered around foreign 

capital as the primary source of economic development and ensuring their competitive position 

among the international and mainland market to attract foreign, namely U.S. investment. 

According to the report, by 1976 the public debt- including the Commonwealth, municipal, and 

public enterprise debt, had risen $500 million in just a few years to $4 billion, a large amount for 

that time. The increasing cost of financing and servicing the debt was also growing at an alarming 

rate. The debt financing and interest rates had grown significantly because the amount of debt 

Puerto Rico was incurring in relation to the total municipal bond market and the higher risk of 

Puerto Rican bonds as investors were becoming aware of the economic situation. Tobin calls for 

actions to ensure that the bond market recovers its importance in the financing of insular economic 

development. In order to do this, he says that Puerto Rico would need to decrease and limit the 

budget deficit while building more confidence in Puerto Rican bonds to convince investors that 

the economy is being managed effectively. Tobin presents a list of recommendations mainly 

focused on drastic readjustments, that follow the same neoliberal viewpoint of austerity measures 

and free markets, including lower wages by freezing salary increases of the government and public 

enterprise employees, lowering the minimum wage for employees under 20, asking for an 

exception to the federal minimum wage, the scrutinization of public investment projects on a cost-

benefit basis, greater dependence on internal taxes such as consumer or excise taxes, restricting 
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the supply of public services to limit public expenditures, and providing direct industrial incentives 

to stimulate U.S. firms to reinvest their federal tax-free profits in Puerto Rico, which would help 

create employment (The Committee to Study Puerto Rico’s Finances, 1975). The report was 

controversial and not welcomed by all; at the Second Labor Conference on the Economic Crisis 

and Trade Union Unity, held January of 1976, representatives of workers movements analyzed the 

interests behind the Tobin report. They pointed out that the members of the Committee were 

selected by the First Boston Corp. and one of its members, Mr. Ralph Saul, is a director of that 

corporation. First Boston Corp. at the time was a principal firm that bought and sold the bonds of 

the Commonwealth Government of Puerto Rico. The workers also pointed out that Tobin himself 

served as an advisor to the First Boston Corporation. 

In 1977, President Carter suggested that a group of executive branch officials conduct a 

Federal study of the economic problems facing Puerto Rico, titled the Economic Study of Puerto 

Rico. The study was prepared by the Interagency Task Force and coordinated by the United States 

Department of Commerce. It provides a general macroeconomic assessment of Puerto Rico and 

details the impact of the various Federal programs on the economy up to that point. One of the 

major issues that the report identifies is the heavy reliance on the United States for trade and 

finance. The report indicates that the capital inflow in 1963 totaled $250 million, grew to $882 

million in 1970, and reached $1,510 million in 1977. As total capital inflow increased, so did its 

importance relative to the total use of funds; between 1947 and 1963 outside capital financed 44 

percent of the economy’s total uses of funds, from 1963 to 1973, it covered 61 percent. Despite 

these numbers, the report also claims that given the island’s limited tax base and net internal 

dissaving on top of the increasing government deficit, there is no alternative but to continue relying 

on external capital, echoing what was recommended by the Tobin report. It also warns that the 
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growth of the public debt could reach unsustainable levels, if revenue such as income tax would 

not reach the level it needed to. In order to decrease the government deficit, the report recommends 

that public investment decisions needed to be made with a cost-benefit analysis in order to lower 

government spending. It also raised the concern that investors would not be as keen to continue 

purchasing Puerto Rican bonds. Interestingly, the report mentions that the increase of government 

expenditures, which lead to the increase in debt, was due to the spending from the expansion of 

public works and infrastructure, which was common in similar ‘developing’ economies such as 

Puerto Rico. The debt of the public corporations as shown in Table 1 above, was the portion of the 

public debt growing the fastest, but most of these corporations provided basic services or 

infrastructure. In fact, two-thirds of the total public enterprise debt came from public corporations 

that supplied water resources, the highway authority, Public Buildings Authority, the Aqueduct 

and Sewer Authority, the port and maritime authority and the University of Puerto Rico system.  

These reports are important because they reveal the beginning of a discourse and ideology 

that was to dominate Puerto Rico for the next three decades that I will also later elaborate on. This 

discourse focused on the importance of finance capital for the Puerto Rican economy and how the 

irresponsible spending of the government could cause Puerto Rico to lose access to this capital and 

stemmed from the idea that Puerto Rico was not capable of self-reliance. If we deconstruct this 

discourse, we can see the existence of the social relations that were configured by colonialism and 

the racialization of the Puerto Rican people in the 20th century as incompetent and unable to self-

govern. These social relations were based on the ‘Othering’ of the Puerto Ricans, and their inability 

to govern themselves. We also see something new at play – there is a kind of rationality associated 

with a neoliberal view of the economy that emphasizes a new mode of valorization based on 

financial markets. These reports emphasize the overspending of the government, and while the 
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Tobin report does point out that the overspending is line with what would be expected in a 

developing country, it does not place value on the expected outcomes of the improved 

infrastructure or public services and the impact these systems would have on the social life of 

Puerto Ricans. Rather it places value on the revenue the government is making from the public 

corporations that provide these services, essentially devaluing Puerto Rican quality of life on the 

basis of economic criteria determined by the hierarchy of capitalist relations where financial-asset 

owning classes are at the top. The racialization and racism previously embedded in the 

institutionalization of Puerto Rico as a colony, is further is manifested in these systematic forms 

of devaluation, which always prioritizes white, American possession. For example, the reports also 

mention the increased dependency of Puerto Rico on foreign capital could be a cause of concern, 

but do not recommend the overall strengthening of local enterprises. The report done by the U.S. 

Department of Commerce does mention strengthening the local industrial sector, which would 

likely affect the productivity of the foreign businesses in this same sector. However, they chose to 

recommend austerity measures which would negatively affect the social well-being of citizens 

over empowering Puerto Ricans to strengthen their local economies. There was no challenge to 

the current economic development strategy because less dependence on external financial capital 

would mean less profitability for the financial sector in the United States. 

The suggestion of austerity measures subjects Puerto Rico to the hyper logic of 

financialization, which uses debt to produce a common measurement that will fit into the capitalist 

system. Presenting austerity as a solution to stop a budget deficit is another form of colonialism 

(Bryd, Goldstein, Melmed & Reddy, 2018); it recycles the previous discourse around Puerto 

Rico’s need for the United States to govern them and is used to adjust Puerto Rico to the standards 

of the more economically developed world, reinforcing that this is what they should aspire to. It is 
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yet another iteration of dispossession, but what is also different is that it is not only the United 

States, but also the Puerto Rican local elite subjecting the rest of the island to this differential 

devaluation. The institutional landscape that United States had developed known as the 

Commonwealth of Puerto Rico created the space for a new form of governmentality that layered 

on top of the colonial rule of the United States and executed by the Puerto Rican elite, who acted 

under the assumption of economic freedom in the development of wage labor and exchange 

markets, i.e. the United States’ philosophies of progress and development.  

Some scholars like James Dietz argues that the colonial explanation for the stalled 

economic progress that began during the 1970s and never seemed to end, places more than blame 

than it should on U.S. decisionmakers and not enough on responsible Puerto Ricans, from 

politicians to the universities to the private sector, for promoting economic progress. While he 

recognizes that the colonial relationship imposes significant constraints on any kind of 

development, I believe he is missing a key aspect to this argument. While Puerto Rican decision 

makers and stakeholders have also contributed to and are in part responsible for the economic 

situation, it is important to analyze why they acted in the ways that they did, which goes to previous 

point of a new governmentality executed by the Puerto Rican elite, but built on a colonial 

foundation and mentality that the elite internalized partly through colonial dispossession; the idea 

that western philosophies were superior. This mentality often focused on exploitation of people 

and resources and labor, rather than building productivity that will also benefit the social welfare 

of people. As Dietz goes on to explain, for whatever reason, those that were in a position to 

structure the economy in the way that they did acted upon a belief that Puerto Rican could not 

themselves provide the dynamic for progress and growth in their economy. It was instead U.S. 

investors and U.S. businesses that were the focus of the industrialization strategy. However, we 
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know the reasons; it the colonial mentality of hierarchy that had been present since the U.S. 

invasion and was institutionalized in nearly all aspects of governmentality of the insular 

government. The United States to an extent succeed in its attempt to Americanize Puerto Rico 

through cultural dispossession, that is, in a political and economic sense. While the extent to which 

autonomy was actually granted with the establishment of a Constitution and the Commonwealth 

is questionable as previously discussed, it did mean that Puerto Ricans now wielded more 

extensive decision-making powers within their local affairs. However, it seemed that many of the 

Puerto Rican elite had internalized the mentality that American institutions and ideologies 

continued to be superior and their policy decisions reflected this opinion. For example, during the 

development of Operation Bootstrap, while Moscoso was considered one of the key actors in 

formulating policy, he was very much influenced by economists and social scientists that had come 

from the United States. The Perloff Plan, created by Harvey S. Perloff an economist from the 

University of Chicago, codified and legitimized the industrialization program that was occurring. 

Although Muñoz Marín and members of the PPD had the initial intention of making social justice 

the highest priority when they came to power in the 1940s, the Perloff Plan ranked social justice 

objectives as the third and fourth priorities in the plan for Puerto Rico’s future. Although Operation 

Bootstrap proved unsuccessful by the 1970s, the Puerto Rican government did not change their 

strategy or challenge U.S. capitalist ideologies.  

Aside from assimilating to American political and economic philosophies, the Puerto Rican 

politicians also tended to prioritize American recommendations over those of local experts. A 

report that was able to challenge the economic development model was written by the Puerto Rico 

Interagency Strategy Committee15 in 1975. The report, titled Puerto Rico’s Economic 

 
15 Comité Interagencial de la Estrategia de Puerto Rico 
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Development: A Strategy for the Next Decade16, also known as the Echenique Report was written 

by the insular Government Financial Council, under the direction of Puerto Rican economist 

Miguel Echenique. It laid out a plan of economic development for the different government 

agencies of Puerto Rico. Echenique raised concerns about the efficacy of a development strategy 

so heavily dependent on foreign capital and believed that there should be more of a focus on 

improving the business balance in favor of Puerto Rican owners. Echenique also pointed out the 

lack of local entrepreneurialism and the small role it played in the economic growth of Puerto 

Rico. Some of the recommendations he included were to provide more economic incentives to 

local businesses and foster local capital formation. Although other studies recognized a lack of 

presence of strong local business, there were few that offered a focus on its development as a 

recommendation so explicitly as Echenique. In the mid-1980s, there were various documents 

written by the Governor’s Council of Economic Advisors showing concern about the lack of local 

capital and entrepreneurs and included recommendations to begin to remedy this. These reports 

and documents written were local Puerto Ricans warning the governments administrations of the 

dangers of a not investing in the local economy due paired with a heavy dependence on external 

capital resources, did not resonate with policymakers at the top of insular or U.S. administrations. 

Reports like the Echenique report seemed to be lost in the storm of neoliberal policies that was to 

hit Puerto Rico in the ensuing years.  

Dietz also argues that “status does matter but it is not the only determinant of what happens 

in the economy and in the society” (2003, p. 177). While he raises a good point, he overlooks the 

importance of the history behind the status of Puerto Rico and how the institutions were created in 

large part as an answer to the status question which I have highlighted in the first chapter. The 

 
16 El Desarrollo Económico de Puerto Rico: Una Estrategia para la Próxima Década 
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creation of the Commonwealth of Puerto Rico, the Puerto Rican Constitution, and the right for 

Puerto Ricans to elect their governor all came from a pressure to offer some concession to Puerto 

Ricans who demanded the status question be answered. These concessions, in reality however now 

reinforced Puerto Rico’s colonial status and the power of United States colonial authority through 

their own Constitution, which states that any revision needed to be consistent with the U.S. 

Constitution and that key elements of the Foraker Act and the Jones Act could not be changed. 

The issue of Puerto Rico’s status has highly influenced legislation and the extent to which United 

States has exercised its power over the years and has perhaps proved to be the most major 

determinant of what happens in the economy and society, given key institutions have been built 

and nearly fully integrated into the United States. Another example of the mechanisms which make 

status as influential as it is, is the provision that any decision that Puerto Rico makes is subject to 

veto by Congress, causing a constant interference from legislatures in Washington. This has 

resulted in significant institutional barriers, both external and internal that has influenced Puerto 

Rican legislation. The existence of colonial bonds that allow interference from the United States 

government at almost any time has created a weak government and internal institutions, and an 

uneven distribution of wealth has stymied any potential economic or political change.   

Each of the local government administrations operating with these barriers would prove to 

be an extension of the colonial apparatus throughout the later part of the 20th century. Starting with 

Muñoz Marín, the United States further assimilated Puerto Rican politics into serving the United 

States capitalistic interests. This new form of governmentality resulted in the local government 

implementing increasingly neoliberal policies, such as the ones recommended in the Tobin report, 

including government downsizing, privatization of public services, and implementation of 
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austerity measures. Popular Democratic Party (PPD) Governor Rafael Hernández Colón17 fully 

endorsed the Tobin Report, but in losing the reelection that year, he was unable to make any lasting 

changes his first term. In his reelection in 1985, he began to initiate a neoliberal form of 

governmentality; he prioritized the performance of the economy above public welfare by 

incorporating austerity measures such as downsizing, decentralization, privatization, and structural 

adjustment.  

Starting in the mid-1980s with Hernández Colón, the Puerto Rican local government fully 

contributed in the destruction of a welfare state, helping advance the interests and trends in the 

United States. The rise of the New Right in the United States supported antiwelfare, privatization, 

free trade, monetarist and neoliberal policies. There was also a trend of deregulation policies which 

led to state corruption and collusion as well as increased economic loss by the speculative 

economy. Because the PNP was operating under a pro-statehood discourse, it had to adopt this 

mentality to align itself with the politics in the United States if it wanted to win the next election. 

The unbalanced power dynamics in the colonial relationship and the link between economic and 

political institutions once again proved beneficial for the U.S. as the Puerto Rican politicians fully 

“embraced the neoliberal gospel of entrepreneurial initiative, competition, deregulation, and 

privatization” (Bernabe & Ayala, 2007), even if it meant subjugation of their own people and 

extraction of wealth from their island. The neoliberal discourse that began to be adopted by the 

ruling elite in Puerto Rico seemed to be based on four main points: excessive size of government, 

the belief that Puerto Ricans were living beyond their means, the need for adjustments which will 

affect all sectors of society, and the need to keep costs of doing business low to maintain 

competitiveness (Quiñones- Pérez & Seda-Irizarry,  2016).  

 
17 Served between 1973-1977 and 1985-1993 
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This approach to policy did not seem to help the economy, as it kept slowing in growth. In 

the 1980s and 1990s, Puerto Rico’s growth was continuing to slow down significantly. For 

example, although income per person grew in absolute terms by 1980, relative to the United States 

it remained the same; the United States remained at 2.7 times larger. By 1990, the same was true; 

average income in Puerto Rico had grown by the average U.S. income per person remained 2.7 

times as large, showing that the income level between the United States and Puerto Rico had 

remained unchanged for more than two decades (Dietz, 2003), showing there was no income 

convergence with the United States. In 1990, the GDP per capita in United States was 2.4 times 

larger; in 2000, it was 2.3 times larger. However, this data paints a rosier picture than the reality. 

Because Puerto Rico relies heavily on external capital, GNP is often a much more accurate data 

point. The GDP has grown faster- at 9.3 percent per year- than the GNP – which grew 8.3 percent 

per year over the same period. By the early 2000s, GDP was nearly 50 percent larger than total 

GNP, the difference due to the large outflow of income repatriated to U.S. corporations by their 

subsidiaries in Puerto Rico. Between 1900-2004, GNP grew at an average annual rate of 6.4 

percent, while total public debt grew at an annual rate of 7.2 percent (Alm, 2006, p. 321).  

In 1993, PNP’s Pedro Rosselló became governor for the next eight years. Rosselló’s 

administration fully transitioned and normalized Puerto Rico into a neoliberal orientation. It was 

also around this time that the political elite of Puerto Rico began to develop tactics to artificially 

stimulate economic expansion and sustain party patronage for both voters and big party 

contributors (Pantojas-García, 2016). Aside from radicalization the processes of privatization and 

outsourcing of public services, developing a strong anti-workers policy, banning strikes and 

collective actions, and further mobilizing Puerto Rico for statehood, Rosselló’s administration was 

responsible for a massive increase in the public debt after pushing big infrastructure projects. 
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Public corporations such as Puerto Rico Electric Power Authority (PREPA) and the Puerto Rico 

Aqueducts Sewers Authority (PRASA), issued to bonds to finance large expansion projects and 

were guaranteed with future income that was supposed to come from the fees of the expanded 

utilities. Other projects at this time were the “Urban Train” subway, a coliseum, and other 

municipal projects. Many of these projects turned out to be failures; either they operated at a 

deficit, like the urban train, were never completed like the PREPA project to create two natural 

gas pipelines. On top of this, later thirty-three members of Rosselló’s administration were indicated 

and convicted of corruption by the U.S. Federal Prosecutor in Puerto Rico for requiring contractors 

to give a percentage of the contract to the ruling political party.   

Sila María Calderón, governor from the PPD party between 2001-2005, did not make any 

drastic changes to Rosselló’s measures, and generally continually to follow the same policies, also 

causing an increase in the public debt. During Calderón’s administration, Puerto Rico was facing 

the consequences of the phaseout of Section 936 that would be completed by 2006. Puerto Rico 

experienced a net loss of about 22 percent of its manufacturing jobs, from 162,475 in 1992 to 

126,707 in 2006. This loss has been uneven across different sectors. Labor intensive operations, 

such as food, electrical equipment, textiles and apparel, computer and electronic equipment, plastic 

and rubber products, and beverage and tobacco products, all suffered losses in employment. Other 

sectors, particularly chemicals and, within that category, the capital-intensive pharmaceutical 

industry, have experienced a modest expansion in employment. The deposits of 936 corporations 

led to a loss of $7.4 billion, or 90 percent of their total deposits since the phaseout of 936 started 

in 1996 (Thompson, 2003). The PPD had the opportunity to develop a new economic model under 

this changed institutional landscape, however it chose to lobby for a tax-exemption strategy yet 

again. Although unsuccessful during Calderón’s administration, the PPD lobbied for policies that 
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would expand benefits that U.S. investors in Puerto Rico would be able to eventually obtain by 

registering as “controlled foreign corporations” under Section 901 of the U.S. Internal Revenue 

Code (Ayala & Bernabe, 2007).  

In was in this context that the following administrations of Anibal Acevedo Vilá18 (PPD), 

Luis Fortuño19 (PNP) and Alejandro Garcia Padilla20 (PPD) that Puerto Rico’s financial and 

economic crisis severely intensified. The administrations only increased in the severity of the 

austerity measures and fiscal control policies. Outside of Puerto Rico, the economic situation was 

raising heads and began to concern some investors. In May 2006, Acevedo Vilá announced that 

the government had no money to pay the employee’s payroll and declared a partial close of the 

government through an executive order. Moody’s labeled the risk assessment of the public debt 

just above non-investment grade in 2006, or Baa3 a significant drop in grade. In 2006, he also 

imposed a “sales and use” tax on consumers in Puerto Rico, known as COFINA21, which was used 

to allow refinancing of part of the central government extraconstitutional debt and guarantee 

payment of the new debt. This sales tax started at 7 percent but increased to 11.5 percent by 2015, 

making Puerto Ricans the most heavily taxed in all of the United States.  

The crisis in Puerto Rico was termed a debt crisis by the mainstream media around 2014 

when three credit agencies- Moody’s, Fitch Rating, and Standard & Poor’s, reduced the credit 

ratings of Puerto Rican bonds to “junk” status, the lowest possible level. The crisis seemed to 

escalate when Padilla declared that the debt was unpayable in 2015, signaling a default, meaning 

that the investors would stop receiving payments. Although the mainstream media and financial 

 
18 2005-2009 

19 2009-2013 
20 2013-2017 
21 Corporación del Fondo de Interés Apremiante 
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press cover the crisis in a way that would indicate it is a recent issue, as shown throughout this 

historical analysis, the debt was a crisis much earlier than 2014; for years Puerto Ricans on the 

island had been suffering the negative effects of structural adjustment programs in order for the 

administration to be able to continue borrowing. It is representative of how much power the 

financial sector has that sovereign debt becomes a crisis when the financial industry faces the 

possibility of losing money. The power of the financial industry is not only seen in Puerto Rico, 

but a global trend of the rise of a capitalistic industry that uses legislative maneuvers (and the rise 

of deregulation) to impose economic discipline and ensure that citizens are subjected to austerity 

measures to repay debt. We can tie this imbalance of power between creditor-debtor, or the 

financial industry in the United States and Puerto Rico, back to the colonial apparatus of the early 

1900s when the United States built an economic order where the domestic legal machinery catered 

to external capital interests. This shift symbolized the changing face of colonialism as we 

previously discussed; what once was a colonial balance of power between the U.S. as colonizers 

and Puerto Rico, has shifted to the financial industry versus the insular government of Puerto Rico, 

with the United States as mediator who ensures the prioritization of the financial industry and 

devalues the welfare of society. This is part of a global trend of financialization, related to 

neoliberalism, the most recent and predominant form of capitalism, which we will discuss in the 

next section in order to better understand the recent events associated with the debt crisis in Puerto 

Rico and the discourse around the root causes.  

 

Colonialism Reflected in Financialization. Since the 1980s, the world has witnessed a 

larger trend of neoliberalism, as the more modern form of capitalism, which has become a 

hegemonic mode of government, particularly in developed nations, as we have mentioned before. 
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As part of this trend, a process of financialization in countries has been unfolding, contributing to 

the influence and power of financial institutions expanding significantly. While there are various 

ways to approach and conceptualize financialization, which is part of a discussion that is beyond 

the scope of this analysis, we will use a broader interpretation of financialization. Defined by 

Gerald Epstein, financialization is the “increasing role of financial motives, financial markets, 

financial actors, and financial institutions in the operation domestic and international economies” 

(2005, p.3). Epstein describes the process of financialization as being propelled by a series of 

forces; innovation driven by financial competition, which created benefits that the state was able 

to accrue, which led to the increasing power of financial elites (2005, p.9). Harvey considered 

financialization as an alternative to capitalist accumulation to deal with a surplus absorption 

problem.22 The subset of financialization that is important in this analysis and that lay at the center 

of the debt crisis of Puerto Rico are credit markets, which give way to a borrower-lender dynamic 

that is represented in the relationship between the government of Puerto Rico and the financial 

industry. It also became a way of subordinating Puerto Ricans into value forms. Within this 

relationship, there exists a power dynamic which lenders can exercise by demanding repayment 

on specific terms or threat to withhold further access to credit. These are essentially mechanisms 

designed to enforce the claims that the lender holds over the borrower through monitoring and 

sanctioning, which are political structures through which they exercise this power (Bowels & 

Gintis, 1993). These power dynamics in credit markets are the mechanisms through which colonial 

capitalism interact with existing structures of stratification such as race and the colonial mentality.  

 
22 There had a been a problem during the global economic crisis in 1973-82 around how to absorb increasingly 

greater amounts of capital surplus in the production of goods and services. This capital surplus was in the form of a 

mass of money looking for something profitable to engage in, which is what happened during the 1970s oil crises 

(Harvey, 2010).  
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Because lenders are always looking to increase profitability, they often expand credit and 

look for new markets to lend money to. However, as explained by post-Keynesian theories23 of 

financial instability, the expansion of credit during good times helps keeps the economy running 

smoothly, leading to higher profits, spending and asset values, all of which encourage more credit, 

i.e. lending. However, these dynamics leads to the accumulation of debt, which eventually creates 

conditions of economic fragility. The more debt incurred, the more the claims of creditors in terms 

of interest and loan repayments relative to the income that is available to borrowers. If the revenue 

to borrowers can no longer meet their obligations- loan repayment and interest requirements, then 

a crisis occurs (Minsky, 2008). This allows lenders to exercise their power over borrowers and 

withhold credit in order to protect their interests. Thus, the burden of the crisis becomes the 

responsibility of the borrowers and reinforces existing social stratifications, in which the borrowers 

are portrayed as irresponsible or reckless. Debt is understood in the capitalist terms of relation, and 

in case of Puerto Rico debt, it is articulated as Puerto Rico’s overspending and mismanagement of 

money. These credit markets interact with institutions and structures that embody distributive 

dynamics and power inequalities along the lines of race, nations, and other forms of existing social 

hierarchy (Balakrishnan & Heintz, 2012). Austerity regimes is one mechanism for this interaction.  

This power dynamic and the prioritization of credit markets and the financial institutions, 

allowed the United States to reinforce the discourse that emphasized the incompetence of the 

insular government to manage their economy efficiently, and resulted in corruption and 

mismanagement of finances. The Puerto Rican elite also adopted this discourse; each 

administration blamed each administration prior to them and continued to look towards financial 

capital to solve their problems. Understanding how the operation of debt and credit markets is 

 
23 See Minsky, 2008 
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important in understanding the recent events in Puerto Rico in regard to the growing public debt. 

As mentioned before, the mainstream narrative that emerged was one of policy mistakes, 

macroeconomic mismanagement, a continuous government deficit and of a financial industry that 

seemed to become victims of the irresponsible and reckless government of Puerto Rico. The 

question of over lending and financial institutions’ responsibility were not reflected in 

recommendations for policy responses or in the mainstream discourses. The burden was placed on 

the citizens of Puerto Rico as they faced the consequences of austerity measures imposed in some 

way by each administration, reinforcing uneven wealth distribution, high poverty levels and 

unemployment, and increased migration to the United States as we will further discuss.  

When Fortuño took office, he declared the state of a fiscal emergency and enacted Act 7, 

which called for severe austerity measures in order to save the solvency of the Puerto Rican 

treasury. These austerity measures included the dismissal of 20,000 public employees, a reduction 

in the budget of the University of Puerto Rico, the privatization of public services, and an economic 

growth strategy focused on public-private partnerships. In spite of the drastic cuts, between 2009 

and 2012, Fortuño spent a total of $12 billion in service contracts, including $2 billion in “technical 

services”, and $2.6 billion in “trainings and orientations, and $1 billion in public relations 

(Pantojas-García, 2016).  The issuance of service and consulting contract was another tactic to 

artificially stimulate economic expansion and maintain party alliances. He also eliminated capital 

gains taxes and cut income taxes, measure which are still in place today. The Act 20 was known 

as the Export Services Act gave hedge fund managers (and other businesses in) a flat 4 percent tax 

rate as an incentive to move operations to Puerto Rico. The Act 22, known as the Individual 

Investors Act offers investors complete tax exemptions on dividends, interest, and capital gains if 

the investor lives on the island for half of the year.  
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When Padilla took office in 2013, he imposed a serious of fiscal adjustments to ensure that 

the government would not run out of funds. When credit ratings were reduced, another state of 

fiscal emergency was declared. In 2014, the Puerto Rico Public Corporation Debt Enforcement 

and Recovery Act was passed, which was the government’s attempt at a local bankruptcy law. In 

1984, the US government excluded Puerto Rico and the rest of the unincorporated territories from 

the applicability of the Chapter 9 federal bankruptcy law. Padilla also passed a reform of the public 

employee retirement, budget cuts to all public agencies, increased the sales above 11%, imposed 

taxes on oil, and the privatization of the airport and highways through the model of public-private 

partnerships. Along with the falling consumption and investment from the government and the 

diminished available income for personal consumption, there was a smaller market which was 

already shrinking, resulting in significant drop in competitiveness. Despite the island’s credit being 

downgraded to junk status in 2014, a bond deal of $3.5 billion put together by Royal Bank of 

Canada, Barclays, and Morgan Stanley at a 10% yield was to provide the government the liquidity 

it needed but also masking the deep economic trouble it was in and the debt-service payments that 

were looming- including a $415 million payment due for PREPA, $1 billion due for general-

obligation bonds, and $300 million in tax revenue anticipation notes all for the month of July 

(Fajardo & Schoene Roura, 2017). 

In 2015, the governor created the Working Group for the Fiscal and Economic Recovery 

of Puerto Rico, who wrote the report entitled, “Puerto Rico Fiscal and Economic Growth Plan”. 

The report identifies ways to decrease the large fiscal deficit it projects for the future. Its 

recommendations include gradual budget cuts over the next five years, a labor reform reducing 

marginal benefits and thus the real wages of workers; a framework for debt restructuring and 

restoring the competitiveness of the Island, assisted by Congress and the federal government, and 
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a reduction in the value of government bonds using a “voluntary exchange” mechanism that would 

discount the debt and restructure the terms of debt service for bond holders. Along with this report, 

Padilla also submitted an act that would create a Puerto Rican financial control board, ironically 

very similar to the board that now exists under PROMESA, appointed by the Governor from a list 

created by independent third parties, but does not specify if board members are from the United 

States or Puerto Rico. This was received with unanimous opposition from Puerto Rican political 

parties and labor unions. This report and its proposals were also used as a political tool for lobbying 

and negotiating with Congress, U.S. federal agencies, and the bond holding corporations (Pantojas-

García, 2016) 

While each administration of Puerto Rico tends to blame the prior administrations or their 

parties for increasing the debt, the reality is that each governor acted irresponsibly and to some 

degree contributed to the debt crises. The following table shows how much the debt grew between 

each administration since the 1970s:  
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Table 2: Increase in debt by administration since the 1970s 

Year Administration  Political 

Party 

Increase in debt 

(in millions of 

dollars) 

% increase 

1973-1977 Rafael Hernández 

Colón 

PPD $2,991 99.33% 

1977-1985 Carlos Romero 

Barceló 

 

PNP $3,106 48.22% 

1985-1993 Rafael Hernández 

Colón 

PPD $5,129  61.16% 

1993-2001 Pedro Rosselló 

González 

PNP $10,000 76.84% 

 

2001-2005 Sila María 

Calderón 

PPD $10,120 45.73% 

2005-2009 Aníbal Acevedo 

Vilá 

PPD $12,990 44.35% 

2009-2013 Luis Fortuño 

Burset 

PNP $17,828 22.61% 

2013-2017 Alejandro García 

Padilla 

PPD $3,697  5.39% 

"Economía Política de Puerto Rico: 1950-2000" for years 1970-2000.  

"Junta de Planificación" for years 2000-2012. 

In summary, the Puerto Rican local government developed all sorts of special purpose 

agencies and investment vehicles to deal with its revenue shortfall throughout the years: bonds 

backed by sales tax, pension obligation bonds repaid by contributions to the retirement system, 

water and sewer agency bonds repaid by user fees, general obligation bonds repaid by all revenue 

sources, highway bonds repaid by tolls (Whiteside, 2018). Unfortunately, their actions only 

exacerbated the growing debt and increased a need to finance the government by relying on 

financial capital. The table below shows the Fiscal Responsibility Measures, taken since 2007 by 

the government to reduce the financing gaps, as identified in the 2015 Puerto Rico Fiscal and 

Economic Growth Plan. Many of these measures are austerity measures that are forms of 

dispossession of the quality of Puerto Rican life, from education, to labor benefits, to everyday 
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consumption. These negative effects on different aspects of society make Puerto Ricans well aware 

of a debt that has become their burden to pay.  

 

Figure 5: Fiscal Responsibility Measures, as per the 2015 Puerto Rico Fiscal and Economic 

Growth Plan. Reprinted from 2015 Puerto Rico Fiscal and Economic Growth Plan, Government 

of Puerto Rico 

 

As the crisis became worse, the government also sought recommendations from external 

experts. Neoliberalism not only offered a rationale for the continual subjugation of Puerto Ricans 

to financialization, but also a discourse for the root cause of the debt crisis. In many analysis of 

the cause of the debt crisis, we see the logic of debt replace the logic of the white man’s burden 

(Byrd, Goldstein, Melamed, & Reddy, 2017) and use a similar rhetoric of inferiority and being 

‘uncivilized’ or incompetent in modern terms such as the mismanagement of finances, corruption, 

or even the overreliance on federal funding and welfare. For example, in 2015 a report 

commissioned by the Government Development Bank and written by former IMF Director, Anne 

O. Krueger, and colleagues Ranjit Teja and Andrew Wolfe, concluded that the debt could neither 
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be paid when due nor serviced. The main factors of the negative assessment of debt sustainability 

is economic stagnation and fiscal deficits. Krueger concludes that one of the most impactful 

reasons of the economic decline, thus the unsustainable debt, is Puerto Rico’s hemorrhaging of 

jobs, causing it to lack the revenue to meet the debt-service services payments for the next 20 

years. According to the report, workers are disinclined to take up jobs because the welfare system 

provides generous benefits that often exceed what minimum wage employment yields and 

employers are disinclined to hire works because the US federal minimum wage is too high relative 

to the local average and local regulation require benefits that are too costly. However, the majority 

of government assistant programs are funded by US transfers and these were decreasing as the 

debt was increasing (Carabello-Cueto & Lara, 2018). Other reasons it lists are energy costs, 

transport costs, and barriers to competition and business activity, highlighting the effects it has on 

external sources of capital. In terms of fiscal origins, it blames the growth of government and 

weakness in public finances, as well as institutional inefficiencies in the tax and accounting system, 

however as I have pointed out, the tax system was essentially developed by the United States, and 

did not structurally change since the debt began to increase. The Krueger report came to be known 

as the report that opened both governments’ eyes to the severity of the debt crisis and it became a 

significant resource as U.S and Puerto Rican legislation decided what next steps to take. This is an 

example of the explanations towards the debt crisis that go back to our original argument of a 

discourse built around a backwards civilization that could not effectively managed. While the 

discourse is slightly less subtle, it still maintains the same narrative of racism towards Puerto 

Ricans. Essentially the findings of the Kruger report describe the results of the inefficiencies built 

by a colonial government that was interested in the economic exploitation and cultural 

dispossession of a subordinate race, which is at the root of the crisis.   
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 According to the Government Accountability Office report on Factors Contributing to the 

Debt Crisis and Potential Actions to Address Them, the factors that contributed to Puerto Rico’s 

debt crises are related to three reasons: inadequate financial management and oversight practices, 

policy decisions by the Puerto Rico government, and the prolonged economic contraction 

(Government Accountability Office, 2018). Some of the inadequate financial management and 

oversight practices included overestimating revenues for the coming year when developing its 

annual budget which allowed the Puerto Rican legislature to increase appropriations to agencies, 

with approval for the governor and also pass a balanced budget. Some of the reasons cited for this 

are the Puerto Rico Planning Board bases its economic growth projects on projected U.S. economic 

growth and global oil prices. However, Puerto Rico’s economy performed worse than the U.S. 

since 2006, despite having experienced similar growth between 1990 to 2005. Additionally, it was 

reported that elected officials from the legislature would often exert pressure on Hacienda to 

overestimate the revenue estimates. A former Hacienda official reported that Puerto Rico would 

make agreements with specific corporations to reduce their tax rates to attract investment. Another 

inadequate financial management practice was the continual spending in excess of appropriated 

amounts, which is mostly due to lack of transparency in various processes. Examples of policy 

decisions by Puerto Rico’s government that contributed to the debt that are cited in the report 

include allowing the use of funds from bond issuances to balance budgets, and inadequate 

management of public pension funding, PREPA’s financial condition, and expanding health care 

coverage. Lastly, the prolonged economic contraction is due to factors such as outmigration and 

subsequent decrease in labor force, difficultly of doing business in Puerto Rico, high costs of 

importing goods and energy, phaseout of the possessions tax credit (section 936), and banking and 

housing struggles. The report also attributes Puerto Rico’s use of debt to finance operations as a 
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factor in its overall financial condition, which was broken down into high demand for municipal 

bonds Puerto Rico and Puerto Rico’s Development Bank facilitated rising debt levels. In order to 

come up with this report, the GAO interviewed past and current officials from Puerto Rico agencies 

– including the Puerto Rico Department of Treasury (Hacienda in Spanish), Government 

Development Bank for Puerto Rico (GDB), the Puerto Rico Office of Management and Budget 

(Spanish acronym OGP), Fiscal Agency and Financial Advisory Authority (FAFAA), and the 

Puerto Rico Electric Power Authority as well as officials from U.S. Department of the Treasury 

(Treasury), the Securities and Exchange Commission (SEC), the Federal Reserve Bank of New 

York, and the Financial Oversight and Management Board for Puerto Rico (created by 

PROMESA). They also interviewed experts on Puerto Rico’s economy, the municipal securities 

markets, state and territorial budgeting and debt management—including credit rating agencies—

and with select industry groups in Puerto Rico. Aside from interviews they also conducted 

literature review of academic reports, congressional hearing transcripts, and credit rating agency 

reports. It is interesting to note that the Appendix of the report includes a letter of comments from 

the Government of Puerto Rico in which they provided feedback. The letter mentions that while 

they mostly agreed on the factors that were identified, they believed that the GAO needed to 

recognize the “undemocratic, unequal and oftentimes arbitrary federal legal, regulatory, and 

constitutional frameworks that apply to the island as a U.S. territory have had on this situation” 

(Mercader Pérez, as cited in Government Accountability Office, 2018). While the report mentions 

the letter, it fails to indicate whether the feedback was applied, and only mentions that the 

Government of Puerto Rico provides additional context.  

Many studies discussing the debt cite the loss of section 936 was the cause of the disaster 

for the Puerto Rican economy as it promoted plant closings, removed capital from Puerto Rican 
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banks, and led to massive unemployment and depressed wages. With the decline in growth, the 

government’s increasing need for liquidity led it to borrow at unsustainable levels. However, Dietz 

underlines that those who use section 936 as the cause of the decline in the economy is perhaps 

only looking at absolute decline in employment in manufacturing since 1995 as the evidence of 

the impact of the change in federal tax treatment. However, as Dietz notes, there previously had 

been absolute decreases in manufacturing employment prior to the ending of section 936, in 1980-

1983, 1985, 1991, and 1994 (2003, p. 154). Dietz also mentions that the trend in the relative 

contribution of manufacturing to total employment had been decisively downward since 1978 

(2003). However, the elimination of 936 did signal a need for a revamping of since federal tax 

exemptions for U.S. corporations were clearly a part of the development strategy for the past 50 

years and had shaped the development of the economy since the Foraker Act in 1900. Puerto Rican 

policymakers did not change strategies as we mentioned earlier, and in this sense made the path to 

debt unsustainability more inevitable.   

Even though there is an increasing amount of literature on the debt by Puerto Rican scholars 

and experts, not many of them put debt at the subject of scrutiny from a political economic 

standpoint. Most echo the mainstream neoliberal discourse, as they were mostly written by the 

elite that either have stake in the debt themselves, or benefit from supporting the elite. Jose 

Carabello-Cueto and Juan Lara, professors at the University of Puerto Rico, is one of have 

conducted one of the few studies that seeks to study the underlying economic factors, and using 

economic analysis finds that the indebtedness of the government is to a large extent connected to 

deindustrialization. The attribute the unsustainable debt levels to not only failure of fiscal 

management, but also miscarriage of an economic development strategy. According to their 

studies, deindustrialization reduced the demand for water and electricity, affecting two of the 
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largest government-owned corporations; PREPA and PRASA. While this research brings 

important findings to those interested in the debt crisis from an economic standpoint, it is not 

necessarily helpful to those who are believe real change will come from structural change to 

economic and political institutions that focus on economic growth for the sake of its citizens and 

not external capital. The research does point out that the subordination of industrial policy to U.S. 

industrial and fiscal incentives, causing the limitations in policy options the local government 

faced and the excessive local tax incentives contributed to the reduction in government revenues, 

however by not challenging the strategy of industrialization in the first place, the recommendations 

that the study provides may not address the root cause for a country that may be in a similar 

position. By place the debt only in capital relations with an econometric model, the study ignores 

the material conditions that created the possibility of indebtedness of Puerto Rico and diminishes 

the importance of politics and Puerto Rican struggles against colonialism.  

One key characteristic that most of the studies regarding the causes of the unpayable debt 

in Puerto Rico is the lack of scrutinization of role played by financial institutions. In addition to 

their unknown identity, many of the explanations regarding the debt crisis fail to mention the 

crucial role played by these U.S. financial institutions over the years. None of these explanations 

attribute the crisis to the power and influence the various financial institutions exerted on Puerto 

Ricans to buy bonds at huge profits and sell them at any costs. I’ve shown that the large amount 

of public debt in Puerto Rico occurred partly because of the strategy of catering to U.S. capital 

interests -at all costs- and the conditions for that strategy to dominate its modern history. However, 

the financial industry, which began to gain more power and faced less regulation and enabled by 

the island’s colonial conditions and weak institutions, played no small part in helping Puerto Rico 

on their road to indebtedness and crisis.  
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How the Balance of Power in Credit Markets Played Out in Puerto Rico. In 2016 and 

2017, the United States reaffirmed colonialism in Puerto Rico through all three branches of their 

government exercising their colonial power, which greatly benefited the creditors, or the those 

would be first in line to claim full payment from Puerto Rico. First Congress legislated and 

President Obama signed the PROMESA Act in 2016, a solution proposed by the U.S. government 

to address their financial crisis and ensure Puerto Rico’s access to credit markets. It involves the 

imposition of a Financial Oversight Board with broad powers of budgetary and financial control 

over Puerto Rico. It is also seen by some as a colonial body in charge of ensuring the survival of 

the capitalist and financial system in Puerto Rico and guaranteeing the payment of the public debt. 

PROMESA also suspended debt payments from 2016 to 2018 (which was later extended), giving 

the island two-year protections from creditors’ lawsuits and creating the option of Title III, where 

all creditors are granted equal treatment through court-imposed debt settlement. On May 3, 2017, 

after the termination of the original stay preventing creditors from suing the territory, the Board 

filed a petition under Title III, a specific type of bankruptcy for territories, beginning a broad-based 

debt restructuring process. The Supreme Court also reaffirmed colonialism in Puerto Rico with its 

decisions around the bankruptcy law for Puerto Rico. After Puerto Rico passed the local 

bankruptcy law in 2014, Puerto Rico’s nonvoting member of Congress, the Resident 

Commissioner Pedro Pierluisi filed to amend Chapter 9 of the federal bankruptcy code to include 

Puerto Rico. However, the courts argued that Puerto Rico could not pass local restructuring laws, 

and that it did not have access to Chapter 9, which was only for municipalities of states. For this 

specific law keeping Puerto Rico from declaring bankruptcy, Puerto Rico was to be considered a 

state. Coincidentally, while Padilla's administration- with heads of island’s mayor associations to 



 142 

 

the University of Puerto Rico’s president- lobbied for the Bankruptcy Act, another group- namely 

advisers on the level of Millstein and retired U.S. Bankruptcy Judge Steven Rhodes, who oversaw 

Detroit’s bankruptcy case, and Dick Ravitch, former lieutenant governor of New York, was 

working to secure a bill to tackle Puerto Rico’s fiscal crisis, which was filed jointly by U.S. 

Republican Sens. Orrin Hatch (Utah), Lisa Murkowski(Alaska) and Charles Grassley (Iowa). The 

act was the Puerto Rico Assistance Act, which would provide short-term tax relief to the island’s 

workers, while making up to $3 billion available to the commonwealth government from the 

Affordable Care Act. In return, Republicans proposed the creation of the “Financial Responsibility 

& Management Assistance Authority”- a U.S. president-appointed, six-member entity to control 

the commonwealth’s budgetary and fiscal processes, among other tasks. Pierluisi said the bill was 

to impose a federally appointed board who was going to have “total control” over the financial 

decision making for Puerto Rico (Fajardo & Schoene Roura, 2017). This eventually became the 

PROMESA Agreement. 

Much of the attention regarding the debt crisis in Puerto Rico is focused on the Puerto 

Rican government, their constant battles with the fiscal control board, and more recently the effects 

of the restructuring agreements that are being decided by the fiscal control board, also known as 

la Junta Fiscal in Puerto Rico. The mainstream media largely portrays the board as a patient broker, 

attempting to find the best solution for everyone, while having to deal with the inefficient Puerto 

Rican government. The creditors and their identity however, seemed to be rarely in the spotlight 

or scrutinized. In fact, what financial institutions and the amount each owned in Puerto Rican 

bonds was publicly unknown; there has been an extreme lack of transparency regarding the key 

players on the creditor side of the crisis. Luckily, a group of Puerto Rican journalists from the 

Centro de Periodismo Investigativo (CPI) investigated the composition of Puerto Rico’s creditors 
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and helped to reveal the institutional players in the debt restructuring process. Besides other groups 

such as Hedge Clippers that have conducted similar investigations, financial streams have tend to 

cite data from Morningstar when providing estimations.  

The owners of Puerto Rico bonds that make up over $70 billion in debt are mostly hedge 

funds, mutual funds, and individual investors, both from Puerto Rico and the United States. It is 

said that between 40 and 50 percent of the debt is owed to hedge funds (Arbasetti, 2016, “Vulture 

funds have Puerto Rico Cornered”). About 20 percent of the debt is held by mutual funds (Long, 

2015), and 30 percent is held by individual Puerto Rican investors (Long, 2016). Many of these 

creditors- particularly hedge funds known as “vulture funds”, bought bonds from Puerto Rico 

precisely because of the high risk attached – they specifically target distressed economies that are 

near default or bankruptcy. These firms tend to prey on countries that are in crisis from public 

corporation debt, as we have seen in the case of Argentina, Greece, and Spain. In the debt 

restructuring process, vulture funds vehemently oppose any haircut on what is owed to them and 

argue that government should use all of its resources to pay off the General Obligation debt that is 

backed by full faith as per the Puerto Rican Constitution. Despite the predatory nature of vulture 

funds, the U.S. Securities and Exchange Commission (SEC) does not distinguish between them 

between hedge funds, which are known to use a number of speculative investment strategies. Some 

of these strategies include predatory instruments such as Capital Appreciation Bonds, “scoop and 

toss” deals, toxic swaps, and auction rate securities.  

One particular strategy, known as “short-selling” was widely used with Puerto Rico bonds 

as the government increasingly grew its need for liquidity. With short-selling, investors sell at a 

high price today and in a short period of time – six to nine months- buy again at lower prices, 

keeping the difference as profits. These vulture funds were willing to fund Puerto Rico, but at very 
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high interest rates. Hedge funds and vulture funds purchase the bonds in a primary market directly 

from the government and resells the bonds to any third party within the secondary market, which 

usually is carried out through a broker, who has the task of finding a buyer and charges issuance 

fees. However, because the government does not have any control over the secondary market, and 

vulture funds usually purchase in the secondary market first because of the low prices, there is not 

any detailed information on who holds the debt and in what amounts (Arbasetti, 2016, Vulture 

Funds Have Puerto Rico Cornered) 

Mutual funds, on the other hand, generally have middle-class investors, such as pensioners 

as clients and do not necessarily focus on high-risk debt- although they did act on some higher risk 

deals in Puerto Rico. They were big buyers of government bonds because they paid relatively high 

yields and the triple-tax exemption. In 2012, mutual funds began reducing their exposure to Puerto 

Rico’s debt when they believed that Fortuño was too focused on spending cuts. By 2013, concern 

of a Puerto Rico default grew, and many mutual funds and individual holders sold their 

commonwealth securities, pushing the value down to distressed levels. This is when the vulture 

funds swooped in, looking to pick up cheap, tax-exempt bonds sold by a U.S. territory that at the 

time, didn't have the ability to file for bankruptcy. In March of 2014, the government of Puerto 

Rico made $3.5 billion in General Obligation bonds available. Regardless of the junk status at that 

time, 275 investment firms – both mutual funds and vulture funds- ordered more than $16 billion 

combined of the $3.5 billion, which was sold at .93 cents on the dollar and an 8.73% yield 

(Arbasetti, 2016, 275 investment firms jumped on Puerto Rico’s junk debt). The transaction was 

described as the largest and costliest junk bond transactions in history to be carried out by a 

municipal bond issuer (Arbasetti, “Vulture funds have Puerto Rico cornered”, 2015). The purchase 

was used to repay a debt from 2003, which was purchased to refinance a debt from 1987 (Puerto 
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Rico Commission for the Comprehensive Audit of the Public Credit, 2016). Many of the 

institutions that received these bonds then distributed them among the investment firms that were 

clients, who ordered bonds for their client, many of whom were investment banks. These banks 

ended up purchasing these bonds at a huge discount with the intention of reselling them at a price 

much lower than the initial offer. Barclays, along with Bank PR Securities, Popular Securities, 

Morgan Stanley, Goldman Sachs & Co, Santander Securities, among others were some of the 

banks involved in this transaction and were not new to this game. Between 2007 and 2016, 

Barclays paid $15,100 million in fines and compensations to regulatory bodies and private sector 

clients for accusations including fraud, lack of transparency, bad advice to customers, poor 

management of accounts and funds, manipulation of financial data, and massive tax evasion 

(Arbasetti, 2016, “275 investment firms jumped on Puerto Rico’s junk debt”). As the broker in the 

bond markets, banks will step in to structure the bonds being sold and find buyers such as pension 

funds, retirement accounts, and sometimes their own investment clients, which they did in this 

case, in exchange for sometimes exorbitant fees. Banks including UBS, Citigroup, and Goldman 

Sachs, reaped more than $900 million in fees to manage Puerto Rico’s $126.6 billion of bond sales 

since 2000(Kaske, 2017). These banks and many others rushed to underwrite massive loans in the 

form of bond purchases, such as the one in 2014, and then turned around and sold the bonds to 

hedge funds and other investors, making large profits on the underwriting fees. Essentially, these 

banks came in with enormous capital then transferred the risk to other speculators, serving as 

middleman in the process (Draister, 2016) 

The practices of these financial institutions have been highly contested. In a report for a 

congressional committee, it describes how hedge funds knowingly participated and encouraged 

high-risk transactions; the hedge funds “had no excuse for not knowing the risks of buying Puerto 
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Rico municipal bonds. Rather than absorbing the occasional investment losses that are expected 

[…] these hedge funds are now working to pay their profits by cutting off relief options for families 

in the territory” (Grijalva, 2015). Hedge funds in particular have “pushed Puerto Rico to take on 

more debt at extremely generous terms for creditors. In April 2015, they proposed backstopping 

the island’s proposed $3 billion debt issuance, but only if it was made “bulletproof” in a way that 

protected creditor interests. They requested “acceleration rights,” for instance, which would mean 

that the entire amount would be due if the government defaulted. They also proposed requiring the 

government to hold proceeds from the debt in escrow in case proposed tax reform was not enacted 

in advance of the issuance—essentially using their participation in the debt deal as leverage for 

securing austerity measures” (Lycia Ora Bannan, 2016, p. 301). These hedge funds also spend 

heavily on lawyers and lobbyists to ensure they are able to maximize their profits in Puerto Rico.   

Aside from mutual funds and hedge funds, about $30 billions of Puerto Rican bonds were 

sold to 60,000 Puerto Ricans. These bonds were marketed to in large part to middle-class Puerto 

Rican investors who were often times investing money for retirement. During the 90s and early 

2000s, the bonds were marketed to Puerto Ricans as a way to invest in the future of Puerto Rico 

and help build the country; buying bonds became somewhat patriotic (Alarcon & Trelles, 2016). 

This was the narrative built by the investment banks whose job it was to find buyers. These banks 

put intense pressure on financial advisors to sell bonds at any costs, even when the banks became 

riskier and tried to paint an optimistic picture about the economy, masking the fact that Puerto 

Rico would face insolvency soon. Investment banks would hire analysts from the U.S. to advise 

bond sellers to keep selling. When the credit agencies lowered the rating on the bonds, there was 

a wave of individual investors who sold their bonds, making their value drop even more.  
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During this time, the banks trying to sell the bonds, like Santander, encouraged investors 

to over-concentrate in the high-risk, illiquid, closed-end municipal bonds of Puerto Rico without 

properly disclosing the risks of the investment or considering suitability for investors’ actual goals. 

Many of their clients were forced to liquidate their life savings and lost everything they had 

invested to meet margin calls. They also encouraged investors to buy bonds and bond funds with 

lines of credit. Puerto Rican-based financial advisers recommended and aggressively promoted 

Puerto Rican bonds and closed-end undiversified funds. Broker-dealers such as UBS and 

Santander also encouraged this and did not disclose the higher unnecessary risks. They also were 

aware of the increasing risks and even liquidated all their own Puerto Rican fixed income holdings 

before the decline, eliminating its own exposure, while allowing clients to suffer huge losses in 

their own life savings.  

Although many investors ended up selling all of their bonds, there are still individual 

investors who are involved in the fight against the fiscal control board to claim their money. 

Interestingly enough, Jorge Irizarry, ex-director of the Government Development Bank and the 

Administración de Retiro, in 2005 to 2008, and a bondholder, is now the executive director of a 

group called Bonistas del Patio, who claim to represent the 60,000 Puerto Rican bondholders and 

who hold about $15 billion in debt; Irizarry estimates that more than $200 million is in the hands 

of Puerto Rican individual investors (Arbasetti, 2016, “Las dos caras de los Bonistas del Patio”). 

Leaders of the group say that there is a wealthy component within the 60,000, but that beyond that 

it is mostly retirees; on average they own $220,000 (Llorenés Vélez, 2016). This group supported 

the PROMESA act and hired some of the most important lobbying firms to not only lobby in favor 

in the fiscal control board, but also to recommend people to be part of the board. Irizarry was 

involved in authorizing disastrous bond issues by the Employees Retirement System, and also has 



 148 

 

family ties to executives at UBS that are involved in the bond restructuring. It is unclear how much 

Irizarry and the other wealthy investors hold in bonds in relation to the retirees, however it is clear 

that besides the financial institutions in the U.S., there is also an elite group of Puerto Ricans, that 

have benefitted heavily from the whole crisis. However, individual bondholders are rarely 

represented in the debt restructuring because of the amount of money it often takes to enter the 

cases and they have to pay for their own representation (Arbasetti & Minet, 2017). Another group, 

the Mainstreet Bondholders is made up of some of the retired bondholders who opposed the 

bankruptcy law and the control board, and represents older people and is financed David and 

Charles Koch, and the 60 Plus Association. In terms of the the composition of bondholders, the 

firms with the largest debt exposure to Puerto Rican bonds, according to the CPI investigation Joel 

Cintrón Arbasetti y Carla Minet in 2017 are the following: 

• Oppenheimer Funds claims $4.9 billion through 16 funds 

o $1.5 billion is General Obligation bonds 

o $1.9 in COFINA 

o $394 million in ACT bonds (Highways and Transportation Authority) 

o $957 million in bonds from PREPA  

• Franklin Funds claims $1.8 billion in General Obligation bonds, COFINA, PREPA, 

distributed in 22 funds 

• UBS Puerto Rico Family of Funds, managed by UBS Asset Managers of Puerto Rico claim 

$1.4 billion in COFINA, ACT, and Retirement System bonds distributed in 89 funds.  

The leading firms with the most to claim have formed alliances based on the type of bonds they 

holds and hire law firms to represent the alliance as in the court process of collecting their debt. 
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These groups will vary in size depending on who comes in and out, but in the same investigation 

done by CPI, as of late 2017 the following groups were formed:  

• Mutual Fund Group owns $7.1 billions in bonds 

o Oppenheimer Funds, Franklin Funds and Santander Securities ($478 million) 

• Ad Hoc Group of GO’s owns $3.3. billions in bonds, mostly in General Obligation bonds 

o Aurelius Capital, Autonomy Capital, Fundamental Advisors, Monarch Alternative, 

Senator Invesment, Stone Lion Capital, Franklin Funds  

• COFINA Senior Bondholder Coalition owns $3.2 billions in bonds 

o Canyon Capital, GoldenTree, Whitebox Advisors, Taconic Capital 

• Employee Retirement Systems Secured Creditors owns $1.4 billions in bond 

• OTCB Noteholder Group owns $690 millions in bonds 

There are others do not belong to any group such as Goldman Sachs and UBS and those that own 

PREPA bonds. These top three creditors between 2013 and 2016, paid $378 million in fraud fines 

to the Securities and Exchange Commission (SEC) and the Financial Industry Regulatory 

Authority (FINRA). For Oppenheimer and UBS, the SEC funded them for “improper sale” of 

island bonds. These firms, such as mutual funds are also donors to various parties in the United 

States.  

As of October 2019, two of the six debt restructuring agreements have been completed. 

The COFINA agreement led to a reduction in the COFINA debt principal from $17.6 to $11.9 

billion, or a 32% reduction (so 68 percent was restructured and nearly a third was written off) and 

with interest payments, the total debt service will be $32.3 billion over 40 years This includes a 

7% haircut for senior COFINA bonds and a 46 percent haircut for subordinated COFINA bonds 

(Connor & Dennis, 2019). By August 2018 these vulture funds that purchased the debt when bond 
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prices fell significantly between 2014 and 2016, held around $5.2 billion in bonds, or 30% of 

COFINA’s debt. Senior bond holders, many of them hedge funds, will receive 93 cents on the 

dollar and junior bond holders, many of them Puerto Rican citizens- and part of the Bonistas del 

Patio, will receive a little under 55 cents on the dollar. Puerto Rican taxpayers will commit 54 

percent of sales tax revenues to bond repayments for the next 38 or 39 years (depending on the 

bond). Effectively, 5.5 cents out of every dollar spent on taxable item in Puerto Rico will now be 

dedicated to repay bondholders (Dubb, 2019). The results of the COFINA debt restructuring is an 

example of the modern predatory accumulation and devaluation. Through the debt restructuring 

process backed by jurisprudence and the logic of credit markets, it was calculated that Puerto 

Rico’s COFINA debt could be paid for with Puerto Rican citizens’ income for the next 40 years. 

As Lazzarato writes in Governing by Debt, taxes are the principle weapon employed in the 

government of the indebted man. When money stop circulating in debt crisis, taxes assure the 

continuity and reproduction of profit, while at the same time appropriating the populations income 

and distributing it among the creditors.  

The actions of the creditors and their influence on the economy of Puerto Rico points to 

how the debt crisis was not entirely enabled by the local government. The economic asymmetry 

that existed between creditors and debtors was exacerbated by the monetary and tax policies of the 

U.S. government, as well as the deregulation of financial industries that always titled the scales in 

favor of U.S. financial capital. Additionally, while the Puerto Rican elite has also contributed to 

the crisis by policymaking characterized with austerity, corruption, and dependence on the U.S. 

government, they were acting within a colonial structure that they benefitted from. The logic of 

economic necessity is the rationale for austerity, modifying the previous discourse of freedom and 

liberty as a rationale for colonialism. The path up to the debt crisis and its consequences, which 
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are still unraveling, is at its core, an example of the lived experience of colonialism that Puerto 

Ricans have had to face since at least 1898. 

 

Conclusion 

 Throughout this study, I have attempted to relate a history of colonialism, racism, and 

cultural dispossession (as a form of exploitation and oppression) of Puerto Ricans to the roots of 

the debt crisis that the island is facing. This has been done through a historical analysis based on 

historical institutionalism and path dependency, outlining the critical junctures that created 

legacies which put Puerto Rico on a reinforcing path of dependency on U.S. capital, eventually 

leading to eventual debt unsustainability enabled by the power dynamics within their insular 

government, the colonial administration, and business interests. Within these critical junctures, I 

have attempted to analyze the discourse that constructed the identity of Puerto Ricans as an 

uncivilized race and rationalized the racism and that was embedded within the configuration of 

power relations and institutional development, enabling a process of cultural dispossession that 

occurred over time. In the second part of the analysis, I showed how the legacies formed from the 

critical junctures contributed to the modern debt crisis by describing the transition of Puerto Rico’s 

modern economy to neoliberalism, how colonialism is reflected in financialization and how the 

uneven balance of power within credit markets it creates continues to prioritize financial 

institutions over the social welfare of its people.   

 The critical junctures I have identified were the Foraker Act of 1900, the Jones Act of 1917, 

and Operation Bootstrap. The Foraker Act established a civil government for Puerto Rico, imposed 

tariffs on trade between the United States and Puerto Rico, and established that all the U.S. internal 

revenue laws were not applicable to Puerto Rico. As a legacy that still exists today, the Foraker 
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Act defined Puerto Rico as an unincorporated territory of the United States, and that it belonged 

to, but was not part of the United States, creating the colonial apparatus it would use to have 

political control over Puerto Rico and that led to cultural dispossession denying Puerto Ricans 

sovereignty. The Jones Act of 1917 reinforced the unequal balance of power between the United 

States and Puerto Rico, creating an unhealthy dependency on the United States, particularly from 

an economic standpoint. The Act included a restructure of the fiscal system, specifically within 

taxation and public finance, it extended U.S. citizenship to Puerto Ricans, created a bill of rights, 

and it expanded Puerto Rican participation in the insular government. Ultimately, the act 

reaffirmed Puerto Rico’s colonial condition and strengthened the possibility of remaining a 

permanent colony. The fiscal restructure left a legacy of very limited taxing powers and 

insufficient revenue-raising abilities and set up a structure that not only enabled, but also reinforced 

the patterns of writing tax laws to benefit U.S. corporations that were doing business on the island 

rather than incentivizing local entrepreneurship. The inadequate system of taxation began to cause 

excessive borrowing as early as the Jones Act, which also led to higher financing costs. Because 

it opened Puerto Rico to financial capital even more, it also capitalized on the island’s economic 

challenges by expanding the municipal bond supply for U.S. investors, a strategy that would be 

exacerbated and greatly contributed to the island’s rising debt. Lastly, Operation Bootstrap, partly 

a response to poor economic conditions on the island, was implemented as a two-phase strategy. 

The first phase, between 1947 and 1965, was characterized by the attraction of companies that 

were highly labor intensive and came to Puerto Rico for the low wages. In the beginning of the 

1960s, a second stage of industrial development began that was based on attracting companies that 

were highly capital intensive, based on the premise that capital intensive industries would provide 

higher salaries and would stimulate the creation of secondary industries. It is during this time that 
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key tax exemptions such as the Industrial Incentives Act, section 931, and section 936 were passed, 

reinforcing the institutionalization of the idea of foreign capital and foreign business as key to the 

development strategy of the island. Another influential legacy left by Operation Bootstrap was that 

the economy had become mostly integrated into that of the United States. It was basically an 

extension of U.S. economy; it used the same banking system, manufacturing methods, and had the 

same labor, environmental, and juridical regulations. Operation Bootstrap pushed Puerto Rico to 

a path of development that was highly dependent on nonlocal inputs such as knowledge, capital, 

expertise, and entrepreneurship to create economic growth. Essentially its growth was highly 

dependent on exogenous factors, making it increasingly difficult for Puerto Rico to implement 

other strategies of economic development. This externally oriented strategy created a particular 

institutional, social, and economic history underlying the economic model, one that has 

engendered and self-reinforced an ideology that Puerto Rico was could not effectively self-govern 

themselves. 

  In the next chapter, I provided an analysis of the contemporary debt crisis starting in the 

1970s and discussing the effects of the legacies established in the previous chapter. I showed that 

the public debt had been an issue since the 1970s, and that scholars continually warned of the 

possibility of the debt becoming unsustainable. I also described a number of economic reports that 

echoed neoliberal recommendations to fix Puerto Rico’s economy, and that were followed by 

Puerto Rican elite who internalized a belief in the superiority of American institutions, enabled by 

the earlier processes of cultural dispossession. I also deconstructed the discourse of these reports 

which were focused on the importance of finance capital, showing the existence of the social 

relations that were configured by colonialism and the racialization of the Puerto Rican people in 

the 20th century as incompetent and unable to self-govern. These social relations were based on 
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the ‘Othering’ of the Puerto Ricans, and their inability to govern themselves. I described a kind of 

growing rationality associated with a neoliberal view of the economy that emphasized a new mode 

of valorization based on financial markets. Additionally, I show how the increased suggestion and 

implementation of austerity measures recycles the previous discourse around Puerto Rico’s need 

for the United States to govern them and is used to adjust Puerto Rico to the standards of the more 

economically developed world, reinforcing that this is what they should aspire to. It is yet another 

iteration of cultural dispossession, but instead it is the Puerto Rican local elite that is subjecting 

the rest of the island to this differential devaluation. The institutional landscape that United States 

had developed created the space for a new form of governmentality that layered on top of the 

colonial rule of the United States and executed by the Puerto Rican elite, who acted under the 

assumption of economic freedom in the development of wage labor and exchange markets, i.e. the 

United States’ philosophies of progress and development. By highlighting certain policies 

implemented by each administration since the 1970s, I showed that while the Puerto Rican elite 

also shared responsibility for the debt crisis along with the United States as a colonial power, they 

were acting within a landscape where financialization dominated. More specifically, credit 

markets, the subset of financialization which bonds are bought and sold, interact with institutions 

and structures that embody distributive dynamics and power inequalities along the lines of race, 

nations, and other forms of existing social hierarchy. These mechanisms worked together with the 

new form of governmentality of the Puerto Rican elite to lead to unsustainable borrowing and 

created the debt crisis. Essentially, the lived colonial experiences of Puerto Ricans created a Puerto 

Rican elite, that as a result of cultural dispossession, has contributed to neoliberal policies that 

continue to put Puerto Rico in a fragile position of dependency. The economy’s transition into 

neoliberalism and the influence of financialization over its growing debt is, in practice, a more 
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modern form of colonialism, or economic exploitation that oppresses the most vulnerable and 

marginalized communities on the island. This more modern form of colonialism, and the tensions 

between Puerto Rican politicians and electoral and party politics in the local government that does 

not prioritize policies to improve the social and economic conditions of the population, are at the 

roots of how the debt became unsustainable. It is my hope that political analysis of this kind will 

eventually be used a tool in decolonization processes around the world by exposing the concerning 

consequences of financialization and debt as a tool of exercising power, and its foundations rooted 

in colonialism and exploitation.  
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