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ABSTRACT 

In January 2022, a federal judge ruled that a new debt restructuring framework for 

Puerto Rico would be in effect to partially relieve the island of its debt obligations to creditors. 

Despite the judge’s ruling, Puerto Rico remains in a vulnerable economic state and a 

dysfunctional political environment with a slight projection for growth. Without growth, debt 

sustainability is a challenge. This proposal to the Majority Leader Chuck Schumer offers 

adjustments to the excising PROMESA law, which focuses on debt restructuring and fiscal 

oversight.           

 The recommendation creates a more equitable Medicaid system and expands Medicaid 

funding for Puerto Rico beyond the statutory limits, along with implementing a Medicaid-

focused control mechanism to minimize fraud, waste, and abuse. By stabilizing Medicaid, one of 

the main cost drivers in Puerto Rico, debt sustainability is a strong possibility, and the territory 

will be able to meet financial obligations to creditors and its citizens. This paper further 

examines the current political climate within the Democratic-held Congress and the Executive 

branch. 
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TO:    Majority Leader Charles Schumer (D-NY) 

FROM:   Magdalene Bramlett 

DATE:   May 5, 2022 

SUBJECT:  Proposal to stabilize Puerto Rico’s debt through Medicaid equity 

_____________________________________________________________________________________________________________________________________________________________________________ 
 

I. ACTION FORCING EVENT 
 

On January 18, 2022, Federal Judge Laura Taylor Swain approved a debt restructuring 

plan reducing remaining obligations to help Puerto Rico recover from its debt and the associated 

austerity measures1. The new debt restructuring plan is the latest step toward Puerto Rico’s 

financial recovery after the fiscal control board failed to deliver under the Puerto Rico Oversight, 

Management, and Economic Stability Act, known as PROMESA. On June 30, 2016, former 

President Barack Obama signed PROMESA to relieve the struggling US territory from a pending 

economic crisis following its governor’s announcement that the island’s debt burden is 

unsustainable.2 

II. STATEMENT OF THE PROBLEM 
 

Although the newly approved debt restructuring plan reduces Puerto Rico’s debt claims 

by approximately 34 billion dollars to 7 billion dollars 3, thus lowering the Commonwealth’s debt 

payments significantly, the island must ensure that its persisting debt is sustainable. Despite 

being a US territory, the island continues to lack fiscal stability. Data indicate that Puerto Rico’s 

infrastructure, a strong indicator of economic activity, remains in disarray with 43.5% of Puerto 

                                                      
1 Mazzei, Patricia et al. “Judge Approves Deal to Resolve Puerto Rico Bankruptcy.” The New York Times. January 18, 
2022. Accessed January 28, 2022,  https://www.nytimes.com/2022/01/18/us/puerto-rico-bankruptcy.html 
2 Andrew Austin, D. Congressional Research Service Report: Puerto Rico’s Public Debts: Accumulation and 
Restructuring, official government ed. May 18, 2021. Accessed January 29, 2022: 
https://sgp.fas.org/crs/row/R46788.pdf 
3 Puerto Rico Fiscal Agency and Financial Advisory Authority. “AAFAF’s Marrero Says Government Committed to 
Completing All Pending Debt Restructurings in 2022 as Plan Confirmation Lifts ‘Cloud of Uncertainty’ Over 
Commonwealth.” Puerto Rico Fiscal Agency and Financial Advisory Authority. Accessed February 10, 2022: 
https://www.aafaf.pr.gov/press-room-articles/aafafs-marrero-says-government-committed-to-completing-all-
pending-debt-restructurings-in-2022-as-plan-confirmation-lifts-cloud-of-uncertainty-over-commonwealth/ 

https://www.nytimes.com/2022/01/18/us/puerto-rico-bankruptcy.html
https://sgp.fas.org/crs/row/R46788.pdf


2 
 

 

Ricans living in poverty.4 5 The primary issue is Puerto Rico’s ambiguous political identity as a US 

Commonwealth, inevitably affecting its economic status and relationship with the United 

States.6 7 Under the circumstances of political uncertainty, it is challenging for Puerto Rico to 

establish a functioning and stable economy independent of restrictions and regulations placed 

on them many decades ago. 

Growth is necessary to meet the remaining obligations and simultaneously provide 

enough resources to support social programs that are in place to prevent the poverty rate from 

rising. Also, growth calls for expansionary policies, which require an influx of capital into Puerto 

Rico’s economy. The island cannot take on new debt to finance expansionary policies, and new 

financial institutions are apprehensive toward the prospect of providing capital for Puerto Rico, 

given the financial uncertainty.  In fact, Puerto Rico’s, “annual economic growth fell by roughly 

12.5% overall between 2004 and 2020” 8 and the island’s population numbers declined by more 

than 16%.9 

In a policy brief 10, de Rugy and Salmon point out that “the empirical evidence 

overwhelmingly supports the view that a large amount of government debt has a negative 

impact on economic growth potential, and in many cases that impact gets more pronounced as 

                                                      
4 American Society of Civil Engineers. “2019 Report Card for Puerto Rico’s Infrastructure.” American Society of Civil 
Engineers Puerto Rico Section, infrastructurereportcad.org/Puerto-Rico. Accessed January 29, 2022: 
https://infrastructurereportcard.org/wp-content/uploads/2021/-7/2019-Puert-Rico-Report-Card/Final.pdf 
5 “QuickFacts Puerto Rico.” Income & Poverty, Persons in poverty. United States Census Bureau. Accessed January 30, 
2022, https://www.census.gov/quickfacts/PR 
6 Office of the Historian, Foreign Service Institute, 711C.02/10–952. Office of the Historian. Accessed February 10, 
2022: https://history.state.gov/historicaldocuments/frus1952-54v03/d902 
7 Buffle, Nick. “Massive Safety Net Loopholes Hurt Poor Rican Residents.” Center of American Progress. November 12, 
2021. Accessed February 11, 2022: https://www.americanprogress.org/article/massive-safety-net-loopholes-hurt-
poor-puerto-rican-residents/ 
8 Cheatham A, Roy, D. Puerto Rico: A U.S. Territory in Crisis. Council on Foreign Relations. February 2022. Accessed 
February 11, 2022: https://www.cfr.org/backgrounder/puerto-rico-us-territory-crisis#chapter-title-0-4 
9 Ibid 8  
10 De Rugy, Veronique & Salmon, Jack. “Debt and Growth: A Decade of Studies.” [PDF] Mercatus Center. George 
Mason University. April 2020. Accessed February 27, 2022: 
https://www.mercatus.org/system/files/de_rugy_and_salmon_-_policy_brief_-
_debt_and_growth_a_decade_of_studies_-_v1.pdf 

https://www.americanprogress.org/article/massive-safety-net-loopholes-hurt-poor-puerto-rican-residents/
https://www.americanprogress.org/article/massive-safety-net-loopholes-hurt-poor-puerto-rican-residents/
https://www.cfr.org/backgrounder/puerto-rico-us-territory-crisis#chapter-title-0-4
https://www.mercatus.org/system/files/de_rugy_and_salmon_-_policy_brief_-_debt_and_growth_a_decade_of_studies_-_v1.pdf
https://www.mercatus.org/system/files/de_rugy_and_salmon_-_policy_brief_-_debt_and_growth_a_decade_of_studies_-_v1.pdf
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debt increases.” After examining existing literature that studied debt-growth ratios and their 

effects, the researchers conclude that there is an inverse relationship between debt burden and 

potential growth. Applying their findings on the situation in Puerto Rico, the island’s 

presumption that it could grow economically while indebted was never achieved.   

A recent debt sustainability analysis11 discusses Puerto Rico’s economic situation and 

provides insights based on currently approved and predicted fiscal plans and growth rates for 

the years leading up to 2027. According to the projections, Puerto Rico’s debt is unsustainable in 

the long run as it would require surpluses in the range of 3.5% to 7.4% of GNP in the immediate 

future and in perpetuity. The economists Gluzmann, Guzman, and Stiglitz12 proposed different 

debt restructuring scenarios and concluded that Puerto Rico could recover when these 

projected growth rates are met. 

 Because of Puerto Rico’s fragile economic condition, unique status as a US territory, 

and geographic location affected by the consequences of unpredictable natural disasters, 

growth plans are volatile, complicating the island’s ability to forecast accurately. Another 

forecast shows an annual decline in the GDP with an average rate of -0.3 %13, suggesting that 

Puerto Rico’s economy is estimated to shrink rather than grow.  

Moreover, the new debt restructuring plan did not fully relieve Puerto Rico from its 

debt, keeping the debt obligations as an obstacle to allocating funds toward necessary programs 

and initiatives and addressing other severe issues such as the high poverty rates and the 

overwhelmed healthcare system. Also, the study was conducted in 2018, before Hurricanes Irma 

and Maria devasted the island, and thus, the assumption continues to exist that Puerto Rico’s 

                                                      
11 Gluzmann P, Guzman M, Stiglitz J. “An Analysis of Puerto Rico’s Debt Relief Needs to Restore Debt Sustainability.” 
[PDF] National Bureau of Economic Research. November 2018. Accessed February 8, 2022: 
https://www.nber.org/system/files/working_papers/w25256/w25256.pdf 
12 Ibid 11  
13 O’Neill, Aaron. “Puerto Rico: GDP from 2016 to 2026” Statista. November 10, 2021. Accessed February 12, 2022: 
https://www.statista.com/statistics/397848/gross-domestic-product-gdp-growth-rate-in-puerto-rico/ 

https://www.nber.org/system/files/working_papers/w25256/w25256.pdf
https://www.statista.com/statistics/397848/gross-domestic-product-gdp-growth-rate-in-puerto-rico/
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economic position worsened. Although Puerto Rico received 140 million dollars in relief 

payments, which FEMA directed for recovery measures,14 the rebuilding process was hampered 

by the bureaucracy of the procedures associated with Section 428 of the Stafford Act. 15 Under 

Section 428 FEMA has full control of the projects and is authorized to take an “alternative 

procedure” approach to build a resilient infrastructure.  

In addition, the COVID pandemic hurt the global economy, and Puerto Rico and its 

citizens were not immune to the economic devastation caused by the pandemic. Even though 

the US Federal Government (USFG) distributed recovery funds and stimulus, the islanders could 

not benefit to the same extent as other US citizens. For example, residents of Puerto Rico were 

not eligible for advanced child tax credits, significant payments that assisted families to 

withstand financial downturns.16 The crucial benefits are available now, but many families are 

not informed on the processes involved in filing federal income tax to gain access to these 

payments, primarily because native Puerto Ricans are exempt from the US federal income tax 

process.  

Puerto Rico’s current issues go beyond the USFG’s initiatives to help the struggling 

island. The problems are perpetual and rooted in a complex series of intertwined and unstable 

conditions, such as the inability to repay obligations associated with debt, the prevalent poverty 

issue, and the poor infrastructure that threatens every aspect of the tiny island’s existence. In a 

multi-layered crisis, growth is at stake, and Puerto Rico and its people remain vulnerable. To 

                                                      
14 “FEMA Approves More than $140 Million in Assistance to Puerto Rico.” FEMA. October 11, 2017. Accessed February 
10, 2022: https://www.fema.gov/press-release/20210318/fema-approves-more-140-million-assistance-puerto-rico 
15 Marxuach, Sergio. “Taking Stock of Puerto Ric’s Reconstruction Process.” [PDF] Center for a New Economy. May 
2021. Accessed February 10, 2022: https://grupocne.org/wp-content/uploads/2021/05/2021.05.27-Taking-stock-of-
Puerto-Ricos-Reconstruction-Process.pdf 
16 Auxier Richard. “The Child Tax Credit Could Be a Lifeline for Puerto Rican Families – But Only If They File.” Tax 
Foundation. October 27, 2021. Accessed February 10, 2022: https://www.taxpolicycenter.org/taxvox/child-tax-credit-
could-be-lifeline-puerto-rican-families-only-if-they-file 

https://grupocne.org/wp-content/uploads/2021/05/2021.05.27-Taking-stock-of-Puerto-Ricos-Reconstruction-Process.pdf
https://grupocne.org/wp-content/uploads/2021/05/2021.05.27-Taking-stock-of-Puerto-Ricos-Reconstruction-Process.pdf
https://www.taxpolicycenter.org/taxvox/child-tax-credit-could-be-lifeline-puerto-rican-families-only-if-they-file
https://www.taxpolicycenter.org/taxvox/child-tax-credit-could-be-lifeline-puerto-rican-families-only-if-they-file
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complicate matters further, Puerto Rico is hindered by the strict regulations imposed by the 

USFG in the form of the Jones Act from 1920.17 

The Jones Act establishes that Puerto Rico’s imports must be transported on a US vessel. 

So, for example, a ship coming from Asia could not make a stop in Puerto Rico to deliver goods 

but must go to a US State and circumnavigate the island. The goods can then be brought to the 

territory by a relatively expensive US vessel. According to a study 18, this logistic process 

increases Puerto Rico’s annual cost of transportation by 568.9 million dollars and the prices of 

goods by 1.1 billion. The imposed Jones Act also deprives the island of jobs in industries related 

to imports, such as shipbuilding or activities associated with the merchant marine industry, such 

as the transportation of goods, raw materials, and people. Additionally, due to higher prices, the 

Act impacts other sectors that cannot create employment opportunities, and the loss in tax 

revenues is another negative aspect of the Jones Act.  

A second analysis19 found that Puerto Rico’s food and beverage sector spent 367 million 

dollars more on products in one year. Considering that one of Puerto Rico’s primary industries is 

tourism, the island potentially operates on lower price margins to stay competitive in the 

Caribbean. Consequently, the impoverished citizens spend a higher percentage of their income 

on imported products, preventing them from rising out of poverty and distributing their capital 

in a way that would benefit the nation. The Jones Act negatively impacts almost every industry 

on the island, such as hospitality and the need of basic goods and services, and there currently is 

no clear path toward amending or abolishing the decades old Act. 

                                                      
17 Frittelli John. Congressional Research Service Report: Shipping Under the Jones Act: Legislative and Regulatory 
Background, official government ed. November 21, 2019. Accessed February 7, 2022: 
https://sgp.fas.org/crs/misc/R45725.pdf 
18 Dunham John & Associates. “The Jones Act. A Legacy of Economic Ruin for Puerto Rico.” [PDF] February 19, 2019. 
Accessed February 11,2022: https://docs.wixstatic.com/ugd/5b4228_4e79040fd1b043a59df921358825334a.pdf 
19 Advantage Business Consulting. “Analysis of Issues Related to Maritime Transportation.” [PDF] February 2019. 
Accessed February 10, 2022: https://docs.wixstatic.com/ugd/5b4228_d72553c82b2c4ed7957a190a819efcfd.pdf 

https://sgp.fas.org/crs/misc/R45725.pdf
https://docs.wixstatic.com/ugd/5b4228_4e79040fd1b043a59df921358825334a.pdf


6 
 

 

Puerto Rico’s political status also hinders the island from gaining access to federal funds 

in the healthcare sector. As a territory, Puerto Rico is treated differently and is not eligible to 

receive the same infusions of federal funds for crucial safety net programs, such as Medicare 

and Medicaid. For Medicaid, the Federal Medical Assistance Percentage (FMAP) is at 55 %, 

slightly above the lowest share (50 %) the USFG must provide by law, and the amount is capped 

to of approx. $400 million. 20 So, despite Puerto Rico’s relatively high reliance on Medicaid, the 

Commonwealth can only receive assistance up to the amount of the block grant. 

That being the case, with high poverty levels and limited access to federal dollars, 

Puerto Rico spends a higher portion of its finances on Medicaid. The beneficiaries possibly lose 

quality service when operating under low-cost measures. Consequently, the underfunded health 

safety nets have a negative effect on economic activity across the island. In a policy brief21 

conducted by the Kaiser Foundation, experts discuss the positive impact Medicaid spending has 

within the US and in its territories. It creates direct and indirect benefits for various 

stakeholders, including the municipalities, citizens, service providers, and vendors, in the form 

of state revenue, income, or employment. On the contrary, reduced spending hurts the 

economy. 

III. HISTORY/ BACKGROUND 

Puerto Rico’s debt crisis is not attributed to one incident, but it is a sequence of events 

that were a result of several factors contributing to the dysfunctional economic condition of the 

island. Before Puerto Rico’s financial predicament, the USFG authorized favorable tax codes to 

incentivize private corporations to seek out the island as an investment and manufacturing hub. 

                                                      
20 “Quality of Care in Puerto Rico.” Medicaid.gov. Accessed March 28, 2022: https://www.medicaid.gov/state-
overviews/puerto-rico.html 
21 “The Role of Medicaid in State Economies: A Look at the Research.” [PDF] The Kaiser Commission on Medicaid and 
the Uninsured. April 2004. Accessed April 20, 2022: https://www.kff.org/wp-content/uploads/2013/01/the-role-of-
medicaid-in-state-economies-a-look-at-the-research-policy-brief.pdf 

https://www.medicaid.gov/state-overviews/puerto-rico.html
https://www.medicaid.gov/state-overviews/puerto-rico.html
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Tax breaks were the government’s attempt to jump-start Puerto Rico’s economy.22 Corporations 

were encouraged to manufacture in Puerto Rico, which created steady jobs and acted as a 

driver of growth.  

However, the Treasury argued excessive losses to tax revenues, and analysis23 showed 

that the primary beneficiaries of the tax incentives were the corporations.24 Although the 

island’s economy grew since the implementation of the corporate tax code section 936, the 

annual average growth rate was not equal to the US States. The initiative underperformed and 

did not produce the necessary progress and competitiveness to lift Puerto Rico’s economy and 

its citizens substantially. Therefore, former President Bill Clinton signed a law that phased out 

section 936 in 2006 after ten preceding years.25 Puerto Rico lost its attractiveness, and 

organizations that operated on the island and benefited from the tax loopholes moved to more 

strategically and financially convenient places.  

The end to corporate tax exemptions struck the Commonwealth negatively as Puerto 

Rico’s government depended on sectors, such as the pharmaceutical industry, to propel 

development and growth. The exit of businesses created revenue losses and employment 

declines for the US territory. A study26 published in the Journal of the Center for Puerto Rican 

studies estimated that Puerto Rico experienced a “loss of 75 percent of manufacturing jobs 

relative to service sector industries” due to the elimination of section 936. The government’s 

attempt to restore economic growth and improve living standards through the manufacturing 

                                                      
22 Greenberg, Scott & Ekins, Gavin. “Tax Policy Helped Create Puerto Rico’s Fiscal Crisis.” The Tax Foundation. June 20, 
2015. Accessed February 25, 2022: https://taxfoundation.org/tax-policy-helped-create-puerto-rico-fiscal-crisis/ 
23 MacEwan, Arthur. “The Effect of 936.” [PDF] Accessed February 20, 2022: 
https://www.finance.senate.gov/imo/media/doc/Arthur MacEwan and J. Tomas Hexner (Submission 6).pdf 
24 Citizens of Tax Justice. “Puerto Rico and Section 936: A Taxing Lesson from History”. August 9, 2016. Accessed 
February 20, 2022: https://ctj.org/puerto-rico-and-section-936-a-taxing-lesson-from-history/ 
25 Ibid 19 
26 Feliciano, Zadia. “IRS Section 936 and the Decline of Puerto Rico’s Manufacturing.” CENTRO: Journal of the Center 
for Puerto Rican Studies 30, no. 3. Fall 2018. Accessed February 24, 2022: 
https://go.gale.com/ps/i.do?p=AONE&u=googlescholar&id=GALE%7CA581024264&v=2.1&it=r&sid=googleScholar&a
sid=5972a734 

https://taxfoundation.org/tax-policy-helped-create-puerto-rico-fiscal-crisis/
https://www.finance.senate.gov/imo/media/doc/Arthur%20MacEwan%20and%20J.%20Tomas%20Hexner%20(Submission%206).pdf
https://go.gale.com/ps/i.do?p=AONE&u=googlescholar&id=GALE%7CA581024264&v=2.1&it=r&sid=googleScholar&asid=5972a734
https://go.gale.com/ps/i.do?p=AONE&u=googlescholar&id=GALE%7CA581024264&v=2.1&it=r&sid=googleScholar&asid=5972a734
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sector was interrupted. Puerto Rico’s employment fell by 45 % 27, particularly in manufacturing. 

Its poverty levels ranging from 40-45 percent exceeded the US national rate of around 13 

percent 28. Population loss and outmigration deepened the vicious cycle.29 Puerto Rico’s 

population shrunk annually since 2006 and was estimated to continue to decrease. With a 

declining labor force and lower tax revenues that result from reduced population numbers, 

economic progress remained stalled.  

Moreover, Puerto Rico’s officials made ambitious revenue estimates, but the fiscal 

outlooks deteriorated, and the US territory’s economic situation was on an unsustainable path. 

Figure 1.30 displays the increase of deficits between the years 2002 and 2014. In a line-to-line 

comparison, the graph shows that Puerto Rico’s expenses grew on a larger scale than revenues, 

increasing the gap substantially. When examining the trendlines in the chart, one can observe a 

considerable revenue drop in 2008, which appears to be the beginning of the divergence in that 

era. The following year, in 2009, the graph shows a notable peak in expenses. This increase is a 

sign of the aftermath caused by the financial crisis in 2008.  

 

 

 

 

 

                                                      
27 Ibid 20 page 6 
28 Glassman, Brian. “More Puerto Ricans Move to Mainland Unites States, Poverty Declines.” United States Census 
Bureau. September 26, 2018. Accessed February 23, 2022: https://www.census.gov/library/stories/2019/09/puerto-
rico-outmigration-increases-poverty-declines.html 
29 Flores, A & Krogstad, Jens Manuel. “Puerto Rico’s population declined sharply after hurricanes Maria and Irma.” 
Pew Research Center. July 26, 2019. Accessed February 25, 2022: https://www.pewresearch.org/fact-
tank/2019/07/26/puerto-rico-population-2018/ 
30 “Puerto Rico - Factors Contributing to the Debt Crisis and Potential Federal Actions to Address Them.” [PDF] GAO. 
United States Accountability Office. May 2018. Accessed February 23, 2022: https://www.gao.gov/assets/gao-18-
387.pdf 

https://www.census.gov/library/stories/2019/09/puerto-rico-outmigration-increases-poverty-declines.html
https://www.census.gov/library/stories/2019/09/puerto-rico-outmigration-increases-poverty-declines.html
https://www.pewresearch.org/fact-tank/2019/07/26/puerto-rico-population-2018/
https://www.pewresearch.org/fact-tank/2019/07/26/puerto-rico-population-2018/
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Figure 1. Puerto Rico’s Fiscal Analysis (2002-2014) 

 

To fund operation expenditures and withstand economic downturns, the Puerto Rican 

government issued bonds and turned to financial markets on Wall Street. Without regulation 

mechanisms, borrowing was relatively easy but came at the expense of paying predatory 

interest rates.31 Falling behind on obligations, the Puerto Rican government also tapped into the

pension system for public employees and depleted the system of its assets, and thus, putting 

Puerto Rican benefit payments at risk. Public pension liabilities were unfunded, and the resulted 

pension debt rose to $55 billion.32 During the same period, the financial collapse of 2008 added 

to the dire situation. Consequently, the island further defaulted on payments and lost its 

creditworthiness.  

31 The Center for Popular Democracy. “PROMESA Has Failed: How a Colonial Board is Enriching Wall Street and 
Hurting Puerto Ricans.” [PDF] The Center for Popular Democracy. September 2021. Accessed February 25, 2022: 
https://www.populardemocracy.org/sites/default/files/%5BENGLISH%5D%20PROMESA%20Has%20Failed%20Report
%20CPD%20ACRE%209-14-2021%20FINAL.pdf 
32 “The Debt.” Financial Oversight & Management Board for Puerto Rico. Accessed February 22, 2022: 
https://oversightboard.pr.gov/debt/ 
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The United States Government Accountability Office 33 (GAO) identified three major 

stressors such as “(1) inadequate financial management and oversight practices, (2) policy 

decisions, and (3) prolonged economic contraction.” The combination of a lack of proper control 

and budgetary practices and unmet economic trends created the perfect financial storm. Due to 

its territory status, Puerto Rico could not declare bankruptcy, unlike Detroit, for instance, a city 

that defaulted on debt obligations but was able to gain protection from creditors and reassess 

and reorganize its municipal debt following insolvency approval. 34 Nor could the 

Commonwealth reach out to the IMF for financial support, which Greece, as a sovereign nation, 

was able to do when facing a fiscal crisis.35 

Nevertheless, to assist Puerto Rico with its fiscal dilemma, in 2016, the Obama 

Administration enacted PROMESA. Under PROMESA, a Financial Oversight and Management 

Board (FOMB) advised on a process that aimed to restructure the accumulated debt of over $ 72 

billion.36 The initial PROMESA charter from the Obama Administration included additional 

funding for programs to support Puerto Ricans during the economic crises, such as higher 

provisions for the healthcare sector; however, the Republican-held Congress did not approve all 

aspects of the original PROMESA and agreed on a “leaner” version that mainly focused on fiscal 

oversight and debt restructuring.37        

                                                      
33 Ibid 30 page 16 
34 Ibid 8 
35 Masters, Jonathan et al. “The IMF: The World’s Controversial Financial Firefighter.” Council on Foreign Relations. 
September 8, 2021. Accessed February 20, 2022: https://www.cfr.org/backgrounder/imf-worlds-controversial-
financial-firefighter 
36 Ibid 32 
37 Makoff, Gregory & Setser, Brad, W. “Puerto Rico Update: PROMESA, Population Trends, Risks to the Fiscal and 
Economic Plan – and Now Maria” [PDF] CIGI Papers No. 146. Centre for International Governance Innovation. 
September 2017. Accessed February 24, 2022: 
https://www.cigionline.org/static/documents/documents/Paper%20no.146web.pdf 

https://www.cfr.org/backgrounder/imf-worlds-controversial-financial-firefighter
https://www.cfr.org/backgrounder/imf-worlds-controversial-financial-firefighter
https://www.cigionline.org/static/documents/documents/Paper%20no.146web.pdf
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One of the primary responsibilities of FOMB was to develop fiscal plans for Puerto Rico’s 

recovery and further re-establish the island’s access to capital markets.38 FOMB’s revenue 

estimates were to be used by Puerto Rico’s Governor to develop budgets which were subject to 

the board’s approval. The board was ordered to consult Puerto Rico in territorial reforms that 

would lead to fiscal stability and development. The Governor’s financial operations and aspects 

of the island’s administrative responsibilities remained under tight control, and Puerto Rico lost 

its voice and ability to govern itself if it did not fully comply with FOMB’s agenda.39 

Although PROMESA gave Puerto Rico a quasi-bankruptcy option and debt restructuring 

powers that it did not have prior to being under FOMB’s microscope, FOMB made decisions that 

came with strict austerity measures that impacted the Commonwealth’s citizens, who already 

were struggling.  The Center of Popular Democracy reported that “the Board has used its power 

to impose devastating austerity measures and negotiate unsustainable debt restructuring plans 

that enrich Wall Street and hurt Puerto Ricans.”40 PROMESA neglected to implement policies 

that would help citizens by providing additional funding for social programs. On the contrary, 

PROMESA denied the Puerto Rican Governor from implementing his proposed economic 

strategy to move the island forward.41 42 Growth decline persisted as a challenge in an economy 

with a citizenry that suffers. FOMB’s projections missed some of the island’s vulnerabilities, and 

thus, the current form of PROMESA has not delivered. 

                                                      
38 Austin, Andrew. Congressional Research Service Report: The Puerto Rico Oversight, Management, and Economic 
Stability Act (PROMESA; H.R. 5278, S. 2328), official government ed. July 1, 2016. Accessed February 20, 2022: 
https://sgp.fas.org/crs/row/R44532.pdf 
39 Reeves, Richard & Guyot, Katherine. “Keeping our PROMESA: What the U.S. can do about Puerto Rico’s fiscal crisis.” 
The Brookings Institute. September 11, 2017. Accessed February 20, 2022: 
https://www.brookings.edu/research/keeping-our-promesa-what-the-u-s-can-do-about-puerto-ricos-fiscal-crisis/ 
40 Ibid 31 
41 Martinez, Victor. “FOMB Rejects New Fiscal Plan, Awaits Revisions.” Center for Puerto Rican Studies. February 8, 
2022. Accessed February 25, 2022: https://centropr.hunter.cuny.edu/events-news/puerto-rico-news/fiscal-oversight-
board/fomb-rejects-new-fiscal-plan-awaits-revisions 
42 Ibid 39 

https://sgp.fas.org/crs/row/R44532.pdf
https://www.brookings.edu/research/keeping-our-promesa-what-the-u-s-can-do-about-puerto-ricos-fiscal-crisis/
https://centropr.hunter.cuny.edu/events-news/puerto-rico-news/fiscal-oversight-board/fomb-rejects-new-fiscal-plan-awaits-revisions
https://centropr.hunter.cuny.edu/events-news/puerto-rico-news/fiscal-oversight-board/fomb-rejects-new-fiscal-plan-awaits-revisions
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It should be noted that with PROMESA in place, diverse bills were presented to 

strengthen Puerto Rico, establish its economic stability, and relieve the island from unequal 

treatment and the drawbacks and disadvantages of its territory status. In 2019, Senator Mike 

Lee (R-Utah) submitted the “Open America’s Water Act”43, a bill that would eliminate the Jones 

Act that costs Puerto Rico billions of dollars each year. Although the Jones Act was waived in 

times of emergency to ease aid distribution44, no permanent repeal has passed Congress. The 

Congressman Tom McClintock (R-California) also opposes the Jones Act and is supporting Lee’s 

bill in the Senate,45 yet passing of the legislation to repeal the Act faces a steep climb.  

In 2021, the bipartisan “Puerto Rico Statehood Admission Act”46 was introduced in 

Congress, advocating for Puerto Rico to become a US State with full representation, rights, and 

federal assistance. Also, the US Senate initiated a bill seeking the Commonwealth to become an 

equal US member. As of now, these bills have not passed and lack the necessary votes in 

Congress to get out of the early stages of the congressional committee. 

The latest approach to relieve the struggling Commonwealth was proposed in 2021 by 

the Biden Administration in the Build Back Better (BBB) Bill47. The bill included various steps that 

would serve Puerto Rico. A crucial element is the expansion of social programs such as the 

Supplemental Security Income benefits, Medicaid, Refundable Tax Credits, and Educational 

                                                      
43 S. 694. 116th Congress. 1st Session. March 7, 2019. Accessed February 26, 2022: 
https://www.congress.gov/116/bills/s694/BILLS-116s694is.pdf 
44 Department of Homeland Security. Waiver if Compliance with Navigation Laws. [PDF] Department of Homeland 
Security. Accessed February 23, 2022: https://www.dhs.gov/sites/default/files/publications/17_0928_AS1_Jones-Act-
Waiver.pdf 
45 Grabow, Colin. “Lee, McClintock Introduce Jones Act Repeal Bill.” Cato Institute. May 18, 2021. Accessed February 
26, 2022: https://www.cato.org/blog/lee-mcclintock-introduce-jones-act-repeal-bill 
46 “Soto, González Colón Introduce Bipartisan Puerto Rico Statehood Bill.” Press Release. March 2, 2021. Accessed 
February 25, 2022: https://soto.house.gov/media/press-releases/soto-gonz-lez-col-n-introduce-bipartisan-puerto-
rico-statehood-bill 
47 Balmaceda, Javier. “Build Back Better Permanently Extends Economic Security to Puerto Rico and Other 
Territories.” [PDF] Center on Budget and Policy Priorities. December 14, 2021. Accessed February 24, 2022: 
https://www.cbpp.org/sites/default/files/12-14-21tax.pdf 

https://www.cato.org/blog/lee-mcclintock-introduce-jones-act-repeal-bill
https://www.cbpp.org/sites/default/files/12-14-21tax.pdf
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Improvement Tax Credits. Increased funding would relieve Puerto Rico from budgetary pressure, 

allow the territory to assist residents, and establish a more stable economic foundation.  

Further, the BBB initiative aimed to invest in Puerto Rico’s goal to address issues 

associated with climate change48, essential areas required to transform toward a sustainable 

economy and prepare for future challenges brought on by natural disasters. Despite approval in 

the House, the BBB framework was never finalized in the Senate. At this juncture, there is no 

clear indication which policies, if any, will be implemented to assist Puerto Rico.  

IV. POLICY PROPOSAL 

To support Puerto Rico’s government in the repayment of its remaining debt to its 

creditors of approximately $7.4 billion49, requiring the territory to allocate roughly $1.15 billion 

of its general fund budget, I propose an amendment to the existing PROMESA law as a 

sustainable response that will give the island supplemental tools and resources to meet their 

financial obligations in the short and long-term. The three components of the response are a 

request for 1) a permanent increase in federal funding in the form of FMAP, 2) a waiver of the 

existing cap on the allotment for Medicaid and CHIP, and 3) the establishment of a task force, 

the PROMESA Medicaid Consultant Unit (PMCU), to safeguard the management of the funding 

process and appropriate funds earmarked for specific agencies/stakeholders on the island.   

The first and second components of the proposal mirror the conditions written into New 

York Representative Nydia Velázquez’s congressional bill, H.R. 337150, the Puerto Rico Health 

Care Fairness, Accountability, and Beneficiary Access Act of 2019. The bill called for a change in 

“the FMAP percentage from 55% to 83% through FY2029” and further enhancement based on 

                                                      
48 “The Build Back Better Framework Will Deliver for Puerto Rico.” The Puerto Rico Report. November 7, 2021. 
Accessed February 26, 2022: https://www.puertoricoreport.com/wp-content/uploads/2021/11/Puerto-Rico_BBB-
State-Fact-Sheet.pdf 
49 Ibid 8 
50 US HR3371. BillTrack50. Accessed March 28, 2022:  https://www.billtrack50.com/billdetail/1134117 
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per capita income calculations from FY2030 onwards. Velázquez also asked for an exclusion 

from the statutory cap or fixed block grant, starting in 2025. These Medicaid conditions will 

establish state-like treatment for the territory; however, the suggestion that higher FMAP 

matching rates were subject to Puerto Rico’s efforts to expand the Medicaid program.  

The bill did not pass the Republican-led Congress. Still, numbers show51 that the USFG 

augmented the initial budget temporarily on several occasions despite a lack of support for 

Congresswoman Velázquez’s bill. The increase in healthcare funding in Velázquez’s bill is also an 

initiative within the Biden Administration’s agenda for Puerto Rico which plans to increase the 

allotment to $3.6 billion and the federal Medicaid match to 83%.52 Therefore, Velázquez’s 

recommendations continue to validate a request to stabilize Puerto Rico’s healthcare system 

and help its citizens who live in poverty to access health coverage.  

As stated by Puerto Rico’s Governor Pierluisi, “if Puerto Rico was treated as a state for 

purposes of Medicaid, … the [island’s Medicaid] burden will be as little as 13 percent.”53 An 

immediate and permanent increase in FMAP by 28% and the waiver of the capped allotment will 

save the Commonwealth a significant amount of the state budget funds and help individuals 

eligible for the Medicaid program. To determine Medicaid and CHIP eligibility, Puerto Rico’s 

government applies a local poverty level, which led to an enrollment of approx. 1.5 million 

individuals (almost 50 % of the population).54   

The Puerto Rico Department of Health (PRDH) and the Puerto Rico Health Insurance 

Administration (PRHIA) will collaborate to ensure the proper administration of the Medicaid 

                                                      
51 Salomon, Judith. “Latest Medicaid Funding Cliff Highlight Need for Funding Parity for U.S. Territories.” Center on 
Budget and Policy Priorities. July 28, 2021. Accessed April 2, 2022: https://www.cbpp.org/research/health/latest-
medicaid-funding-cliff-highlights-need-for-funding-parity-for-us-territories 
52 Ibid 47 
53 “Governor Pierluisi Outlines Plan for State-Like Treatment on Puerto Rico’s Medicaid Program.” Puerto Rico Federal 
Affairs Administration. June 1, 2021. Accessed March 28, 2022: https://prfaa.pr.gov/2021/06/01/governor-pierluisi-
outlined-plan-for-state-like-treatment-on-puerto-ricos-medicaid-program/ 
54 Ibid 20 

https://www.cbpp.org/research/health/latest-medicaid-funding-cliff-highlights-need-for-funding-parity-for-us-territories
https://www.cbpp.org/research/health/latest-medicaid-funding-cliff-highlights-need-for-funding-parity-for-us-territories
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program. And on the federal side, the responsibility remains with the Centers for Medicare & 

Medicaid Services (CMS) within HHS.55  The management is a joint effort between the territory 

and the USFG,56 that must distribute the resources in the most equitable way possible. 

Effectiveness and efficiency are critical when operating under tight budgets; therefore, the final 

element of the PROMESA amendment is the creation of an overarching and independent control 

mechanism. The GAO57 pointed out concerns about how Medicaid funds are used and if 

processes comply with regulations. 

The PROMESA adjustment proposes a task force focusing on proper allocation and 

management. The unit will collaborate with the agencies, assist throughout the processes, and 

oversee the programs to provide transparency and accountability in meeting the federal 

standards. Although under PROMESA, FOMB provides guidance for the territory’s budget 

structure and “is tasked with working with the people and Government of Puerto Rico to create 

the necessary foundation for economic growth and to restore opportunity to the people of 

Puerto Rico,”58 the board’s responsibility has a general fiscal focus. It does not account for 

efficient and equitable process implementation related to the Medicaid program, which the 

newly created PMCU will deliver.  

PMCU will consist of a small team of healthcare administration professionals and 

finance specialists selected by the USFG and the Commonwealth. The unit will work on the 

administrative efficiency, optimization, and compliance of the Medicaid program. The cost for 

                                                      
55 Yocom, Carolyn L. “Medicaid – CMS Needs to Implement Risk-Based Oversight of Puerto Rico’s Procurement 
Process” [PDF] GAO. United States Accountability Office. February 2021. Accessed March 30, 2022: 
https://www.gao.gov/assets/gao-21-229.pdf 
56 Schneider, Andy & Wachino, Vistoria. “Chapter IV: Medicaid Administration.” [PDF] The Kaiser Commission on 
Medicaid and the Uninsured. Accessed March 31, 2022:  https://www.kff.org/wp-
content/uploads/2013/05/mrbadministration.pdf 
57 Ibid 57 
58About Us. Financial Oversight & Management Board for Puerto Rico. Accessed March 22, 2022: 
https://oversightboard.pr.gov/about-us/ 

https://www.gao.gov/assets/gao-21-229.pdf
https://www.kff.org/wp-content/uploads/2013/05/mrbadministration.pdf
https://www.kff.org/wp-content/uploads/2013/05/mrbadministration.pdf
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PMCU will be initially covered by the administrative expenses under the general Medicaid 

budget. However, cost claims will be sent to HHS, which will reimburse Puerto Rico under the 

Medicaid Integrity Program (MIP) and under Innovation and Equity Initiatives. PMCU will 

coordinate with CMS as they will put a stronger focus on Medicaid in Puerto Rico.  

Providing additional funding and simultaneously working towards an improved Medicaid 

framework will allow the Puerto Rican government to save general revenues allocated toward 

the program and assist in debt recovery as the government might utilize saved revenues 

otherwise. The combination of the new PROMESA elements will address the immediate need for 

financial support and bolster Puerto Rico’s budget by adding much-needed financial resources 

permanently and at the same time work on ways to maximize their Medicaid funds. The new 

approach will complement the enacted PROMESA, which oversees the island’s debt 

management and restructuring procedures. 

Because PROMESA was signed into law by former President Obama, amendments to 

PROMESA require Congressional authorization. As stated in Article 1, Section 159 of the 

Constitution, “all legislative Powers herein granted shall be vested in a Congress of the United 

States, which shall consist of a Senate and a House of Representatives.” Under Article V, 

Congress can propose amendments to laws.60 This proposal should be authorized through a 

two-third majority vote in the House of Representatives and the Senate. As the Majority Leader 

of the Senate, you are a pivotal figure in Congress, and you can introduce this proposal and 

influence the members to act on it. Once it passes Congress, the PROMESA law amendment will 

                                                      
59 National Constitution Center. “Common Interpretation. Article I, Section 1: General Principles.” National 
Constitution Center. Accessed March 28, 2022: https://constitutioncenter.org/interactive-
constitution/interpretation/article-i/clauses/749 
60 National Archives. “Constitutional Amendment Process.” Office of the Federal Register. Accessed March 28, 2022: 
https://www.archives.gov/federal-register/constitution 
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go to President Joe Biden for his signature. Under the Territory Clause61, Puerto Rico will adopt 

the revised legislature and incorporate it into its operations and its budget. Nevertheless, a 

budget proposal will be presented to appointed FOMB for approval which closely monitors the 

debt restructuring efforts. 

V. POLICY ANALYSIS 

This proposal aims to free up general funds budgeted for Medicaid and should assist the 

Puerto Rican government to avoid further entanglement with the public debt build-up. Puerto 

Rico’s unsustainable Medicaid funding cannot be separated from the approach to ensure 

general debt sustainability. Puerto Rico heavily relies on federal funding for the Medicaid 

program and providing more resources directed to health care (approx. $2.5 billion more 

annually) will shift the health care expenses toward the general fund. Puerto Rico’s share will 

decrease notably, and an ongoing commitment with open-end allotment will allow Puerto Rico 

to focus its general revenues on repayment of outstanding obligations. With this plan to provide 

more Medicaid subsidies, the island can be compared to a state which expanded under the 

Affordable Care Act, becoming eligible for additional federal revenues.  

According to the Robert Wood Johnson Foundation62 “expansion states have 

experienced budget savings” and “documented higher GDP, increased state revenue, jobs, and 

higher growth in health care wages.” The territory necessitates all these factors to maintain a 

balanced budget. Also, the Commonwealth Fund63 demonstrated a multiplier effect of increased 

                                                      
61 “U.S. Constitution Annotated. Clause 2” Legal Information Institute. Cornell Law School. Accessed March 28, 2022: 
https://www.law.cornell.edu/constitution-conan/article-4/section-3/clause-2 
62 Manatt, Phelps & Phillips LLP. “Medicaid’s Impact on Health Care Access, Outcomes and State Economies.” The 
Robert Wood Johnson Foundation. February 1, 2019. Accessed April 14, 2022: 
https://www.rwjf.org/en/library/research/2019/02/medicaid-s-impact-on-health-care-access-outcomes-and-state-
economies.html 
63 Ku, Leighton & Brantley, Erin. “The Economic and Employment Effects of Medicaid Expansion Under the American 
Rescue Plan.” The Commonwealth Fund. May 20, 2021. Accessed April 14, 2022: 
https://www.commonwealthfund.org/publications/issue-briefs/2021/may/economic-employment-effects-medicaid-
expansion-under-arp 

https://www.commonwealthfund.org/publications/issue-briefs/2021/may/economic-employment-effects-medicaid-expansion-under-arp
https://www.commonwealthfund.org/publications/issue-briefs/2021/may/economic-employment-effects-medicaid-expansion-under-arp
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federal Medicaid revenue, outcomes that help state economies in various areas. Figure 2.64 

exhibits an example of the interconnectivity between entities and stakeholders and how they 

are impacted by Medicaid spending.  

 

Figure 2. Flow of Medicaid Dollars Through a State Economy 

 

As shown in the visual, although the federal injections are directed toward health care 

services and, in this case, Medicaid, the spending produces income and other opportunities for 

businesses outside of the Medicaid system and triggers direct, indirect, and infused effects. 

Therefore, more federal funds will yield larger increases in Puerto Rico’s national income than 

the money initially spent. Important to mention are also Puerto Rico’s savings of Medicaid share 

that come with a higher FMAP, which will immediately stimulate the economy beyond the 

healthcare sector.  

                                                      
64 Ibid 21 
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In a report on Medicaid Financing and Expenditures65, the Congressional Research 

Service notes that “Medicaid expenditures account for a significant and growing portion of total 

health expenditures in the United States” and further adds that the spending level is “influenced 

by economic, demographic, and programmatic factors.” The Commonwealth is in a financially 

unstable position and records extremely high poverty rates and the islanders rely on federal and 

municipal aid and safety nets. Therefore, programs like Medicaid, which cost the island a 

sizeable portion of its budget, are profoundly important to the financial future of Puerto Rico.  

Although the USFG supplemented the territory temporarily with additional Medicaid 

funds and adjustments to the Medicaid program during the natural disaster crisis and the 

pandemic, funds were a temporary funding stream and are almost depleted. The Center on 

Budget and Policy Priorities66 outlines that “short-term funding solutions don’t provide the 

stable adequate funding needed to provide Medicaid coverage,” and also the Kaiser Foundation 

explained that “temporary funding measures would not address the long-term Medicaid 

financing issues.”67 Thus, the territory lacks a permanent and feasible solution. As of January 

2022, the approved block grant for 2022 was $392.568 million, back to its historical levels, and 

the federal matching rate is subject to return to its original rate for territories (55%). Yet, the 

CMS in the Department of Health and Human Services (HHS) requested a subsidiary $2.9 

billion69 for Puerto Rico’s disposal in 2022 under Section 1109(g) of the Social Security Act, 

                                                      
65 Mitchell Alison. Congressional Research Service Report: Medicaid Financing and Expenditures, official government 
ed. Page 5 November 10, 2020. Accessed March 30, 2022: https://sgp.fas.org/crs/misc/R42640.pdf 
66 Ibid 51 
67 Stolyar, Lina & Rudowitz, Robin. “Implications of the Medicaid Fiscal Cliff for the U.S. Territories.” The Kaiser Family 
Foundation. September 14, 2021. Accessed April 1, 2022: https://www.kff.org/medicaid/issue-brief/implications-of-
the-medicaid-fiscal-cliff-for-the-u-s-territories/ 
68 Buderi, Kacey. “Panel Discussion: Current and Future Issues Facing the Territories.” Medicaid and CHIP Payment 
and Access Commission. MACPAC. March 4, 2021. Accessed April 2, 2022: https://www.macpac.gov/wp-
content/uploads/2021/03/Panel-Discussion-Current-and-Future-Issues-Facing-the-Territories.pdf 
69 Tsai, Daniel. “Puerto Rico Medicaid Program.” [PDF] Department of Health & Human Services. Centers for Medicare 
& Medicaid Services. November 18, 2021. Accessed April 1, 2022: 
https://www.medicaid.gov/allotment/downloads/ltr-of-med-agen-puerto-rico-111821.pdf 

https://sgp.fas.org/crs/misc/R42640.pdf
https://www.kff.org/medicaid/issue-brief/implications-of-the-medicaid-fiscal-cliff-for-the-u-s-territories/
https://www.kff.org/medicaid/issue-brief/implications-of-the-medicaid-fiscal-cliff-for-the-u-s-territories/
https://www.macpac.gov/wp-content/uploads/2021/03/Panel-Discussion-Current-and-Future-Issues-Facing-the-Territories.pdf
https://www.macpac.gov/wp-content/uploads/2021/03/Panel-Discussion-Current-and-Future-Issues-Facing-the-Territories.pdf
https://www.medicaid.gov/allotment/downloads/ltr-of-med-agen-puerto-rico-111821.pdf
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which is also the baseline for FOMB’s budget projections towards sustainable debt 

repayments.70  

Nonetheless, the GAO is not aligned with CMS’s interpretation of Section 1109(g) of the 

Social Security Act and questions their cap amount. GAO71 stated that the policy question of 

federal Medicaid funding “is clearly a matter of Congress” and further adds that “our conclusion 

is one of statutory interpretation and the plain meaning of the language of the statute is clear.” 

Without congressional authorization to permanently increase the allotment or upward 

adjustment to the federal matching rate, the current conclusion could be challenged legally, 

which means that Puerto Rico could face another loss in resources for the Medicaid program, 

federal funds that were part of the forecast assuring fiscal sustainability.  

Puerto Rico’s expected federal Medicaid funds are around $2.9 billion72 annually and 

growing. If the federal government cuts funding, the Commonwealth must supplement with 

approximately $2.5 billion from their general budget ($2.9 billion minus approx. 400 million 

historical cap.) The annual allocation of $2.5 billion of general funds toward the healthcare 

sector will throw Puerto Rico off track and create another financial obstacle as it will take away 

the fiscal space the increased federal assistance creates. Additionally, lack of resources leads to 

the Commonwealth’s Medicaid cuts as they need to operate under tight budgets. Potential loss 

of eligibility and benefits will hurt the already impoverished islanders.  

                                                      
70 Marxuach, Sergio. “Selected Highlights of the Fiscal Plan for Fiscal Year 2022.” [PDF] Center for a New Economy. 
February 23, 2022. Accessed March 29, 2022: https://grupocne.org/wp-content/uploads/2022/02/2022.02.23-
Selected-Highlights-of-the-Fiscal-Plan-for-Fiscal-Year-2022.pdf 
71 “Fiscal Year 2022 Medicaid Allotment for Puerto Rico.” [PDF] GAO. United States Accountability Office. November 
15, 2021. Accessed April 1, 2022: https://www.gao.gov/assets/b-333602.pdf 
72 Ibid 65 

https://grupocne.org/wp-content/uploads/2022/02/2022.02.23-Selected-Highlights-of-the-Fiscal-Plan-for-Fiscal-Year-2022.pdf
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Figure 3.73 illustrates Puerto Rico’s allotment scenarios between 2022 to 2026. Although 

the graph does not give us a long-term view beyond 2026, one can observe the level of impact 

the Medicaid block grant amount has on the territory. The first and current scenario (scenario 

1), in dark blue, shows the block grant of $3 billion in 2022 and grows gradually to 

approximately $3.2 billion in 2026. The second scenario (scenario 2), displayed by the grey bars, 

informs about the Medicaid cap if CMS’s interpretation was to be reversed. Here the annual 

allotment is in the range of $400 million and does not increase. The divergence between 

scenario 1 and scenario 2 is noticeable.  

 

Figure 3. Puerto Rico’s Medicaid Allotment Scenarios 

  

                                                      
73 “A Muni Minute. Puerto Rico’s Fiscal Stability Hinges Upon Medicaid Interpretation.” [PDF] Sage Advisory Services, 
Ltd. Co.Accessed March 31, 2022: https://www.sageadvisory.com/wp-content/uploads/2022/02/A-Muni-
Minute_Puerto-Rico-2.1.22.pdf 
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Moreover, the lines represent Puerto Rico’s surpluses before the debt service and 

contribution to the pension trust. The straight line assumes the current level of surplus while the 

dotted line the surplus under the reversed levels. Although both lines are down-sloping, one can 

observe that in 2024, under scenario 2, the surpluses decline at a higher rate, and Puerto Rico 

cannot balance its budget and would occur losses in 2024 and the following years. The 

visualization shows that a lager block grant is necessary to balance Puerto Rico’s budget. 

By authorizing permanent, and therefore structural changes to the territory’s payment 

and funding mechanisms, as suggested in this memorandum, Puerto Rico will follow the path of 

scenario 1. Going along with the forecast, as demonstrated with scenario 1, the Commonwealth 

will be able to meet its obligations. Nevertheless, the current funds are not established by 

binding laws and regulations, creating a somewhat uncertain future for the Medicaid program 

and Puerto Rico’s finances. Further, the present conditions do not call for an increase in the 

FMAP rate, which is part of the proposal. Adding all these aspects to the model would improve 

the outlook and indelibly change the way the territory approaches fiscal planning.  

The Kaiser Family Foundation74 reports that “looking ahead, long-term Medicaid 

financing reforms such as increased federal matching rates, increased spending caps, or 

elimination of the caps could help the territories, [in this case, Puerto Rico], meet the healthcare 

needs of their Medicaid populations. Conversely, the expiration of temporary Medicaid funds 

without new resources to address the resulting fiscal cliff could negatively affect Medicaid 

coverage and services. Funding in the projected ranges is required in perpetuity to avoid 

declining conditions in health and other aspects of the island. 

                                                      
74 Hall, Cornelia & Rudowitz, Robin. “Medicaid in the Territories: Program Features, Challenges, and Changes.” The 
Kaiser Family Foundation. January 25, 2019. Accessed April 1, 2022: https://www.kff.org/medicaid/issue-
brief/medicaid-in-the-territories-program-features-challenges-and-changes/ 
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Figure 4.75 demonstrates the high dependence on Medicaid compared to the national 

average and Mississippi, the state with the highest poverty rate (approx. 18.7 % vs. 43.4 % in 

PR)76. 49 % of Puerto Ricans depend on Medicaid, twice as much as residents of Mississippi, the 

poorest state. The infographic further reveals the perception of health care in their economy. 

Also, here, Puerto Rico reports the highest rate, with 34 % of individuals considering their health 

care as “fair or poor.” Hence, the recommendation of removing the cap and FMAP adjustments 

will create a more stable environment for Puerto Rico and its residents which could potentially 

lead to other positive outcomes and have an impact on government finances. 

Figure 4. Dependence on Medicaid and Perception of Health Care 

 
Enhancing FMAP from 55% to 83% is beneficial for the island as it will provide higher 

reimbursements to the Puerto Rican government and give the flexibility to expand the Medicaid 

program instead of minimizing eligibility and the number of beneficiaries, limiting services to the 

low-income citizens, and reduce payment rates for providers. Reducing funds for programs such 

                                                      
75 Seervai, Shanoor. “How Hurricane Maria Worsened Puerto Rico’s Health Care Crisis.” The Commonwealth Fund. 
December 18, 2017. Accessed April 3, 2022: https://www.commonwealthfund.org/publications/other-
publication/2017/dec/how-hurricane-maria-worsened-puerto-ricos-health-care 
76 “QuickFacts Mississippi, Puerto Rico.” Income & Poverty, Persons in poverty. United States Census Bureau. Accessed 
April 1, 2022, https://www.census.gov/quickfacts/fact/table/MS,PR/LFE305219 
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as Medicaid could result in Puerto Ricans’ outmigration, seeking health services and job 

opportunities in the healthcare sector on the mainland.  

HHS77 noted that “physicians have been leaving Puerto Rico” and “evidence clearly 

indicates a shortage of specialists, and anecdotal evidence suggests a significant emigration of 

healthcare professionals to the U.S. mainland.”  Outmigration is likely to accelerate Puerto 

Rico’s fiscal issues. It brings consequences such as brain drain, loss of tax-payer dollars, and 

shifts Medicaid costs to other states, which the federal government compensates with higher 

matching rates at no fixed allotment. The benefit of the FMAP increase and further elimination 

of the capped amount would be the immediate and long-term aid the territory would receive, 

avoiding financial pressure and the resulting fiscal downturns governments would experience 

otherwise. Conversely, higher funding also allows for mismanagement. 

In a Risk Assessment Report78, it was “determined that the risk of improper Medicaid 

program payments in Puerto Rico could be increased because there have been no recent 

reviews of Puerto Rico Medicaid program payments performed by the CMS and because Puerto 

Rico’s Medicaid Management Information System (MMIS) has not been fully implemented.” 

Improper training of healthcare professionals and understaffing add another layer to the fragile 

Medicaid program. Other weaknesses are eligibility determination, overpayment to providers, 

and contract fraud.  For example, in 2020, a $3879 million contract was awarded to a small 

organization that does not have a medical background but has political and financial 

connections. According to the Kaiser Commission on Medicaid and the Uninsured80, around 1.6 

                                                      
77 “Evidence Indicates a Range of Challenges for Puerto Rico Health Care System.” [PDF] U.S. Department of Health & 
Human Services. January 12, 2017. Accessed March 28, 2022: 
https://aspe.hhs.gov/sites/default/files/private/pdf/255466/PuertoRico_Assessment.pdf 
78 “Risk Assessment of Puerto Rico Medicaid Program.” [PDF] U.S. Department of Health & Human Services. Accessed 
March 28, 2022: https://oig.hhs.gov/oas/reports/region2/22001011.pdf 
79 Ibid 78 page 8 
80 Ibid 6 
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% of total spending on Medicaid Administration is lost due to fraud and abuse. With an annual 

Medicaid budget of $2.9 billion, there is a potential loss of $46 million in the area of fraud, 

waste, and abuse alone, each year. This money could be saved and distributed amongst the 

agencies that are most distressed. 

The proposed PMCU is a necessary requirement to consolidate the efforts of the various 

organizations that already focus on these areas. PMCU will act as a first-line prevention unit, 

focused on finding fraud, waste, and abuse rather than enforcement. However, this unit comes 

at a high financial cost to both the USFG and the people of Puerto Rico, who would undoubtedly 

not support such a unit, as seen in the case of the FOMB.81 Although one component of the 

proposal suggests establishing PMCU, which would work towards the improvement of 

accountability, integrity, effectiveness, and efficiency of the Medicaid program structure, their 

efforts may be seen as redundant because several entities already exist using the same 

approaches to the same end.  

HHS’ 2022 budget for MIP is $ 87.1 million.82  HHS works closely with the Department of 

Justice (DOJ) and the HHS Office of Inspector General (OIG) to address fraud, waste, and abuse 

issues. HHS states that “CMS uses the funds [under MIP] to provide technical support to states 

and contracts with eligible entities to execute activities such as agency reviews, audits, 

identification of overpayments, and education activities.” In 2022, the submitted HHS budget for 

Innovative Center Obligations is $1.168 billion83. Also, a budget of $25 million is available for 

efforts to improve health equity.84  

                                                      
81 Ibid 31 
82 U.S. Department of Health & Human Services. “Fiscal Year 2022. Budget in Brief. Strengthening Health and 
Opportunity for All Americans.” [PDF] Page 84. U.S. Department of Health & Human Services. February 2022. Accessed 
April 2, 2022: https://www.hhs.gov/sites/default/files/fy-2022-budget-in-brief.pdf  
83 Ibid 82 page 99 
84 Ibid 82 page 104 
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Regarding the island's initiatives, Figure 5.85 provides a detailed breakdown of the 

Medicaid Program Organizational Structure and its responsibilities. There are several hierarchies 

in place to ensure the proper use of Medicaid funds, and Puerto Rico has already implemented a 

controlling mechanism. Nonetheless, the cost is covered under the island’s general Medicaid 

budget and the healthcare system remains fractured due to a lack of collaboration. PMCU would 

be financed by the federal government's initiatives, which would liberate resources the 

Commonwealth could utilize in other areas and for outstanding obligations. 

 Figure 5. Puerto Rico Medicaid Program Organizational Structure 
 

 

Although the PMCU will have a focus on the Medicaid issues at hand, the task unit will 

not be able to deliver outcomes immediately. Proper research is lengthy and labor-intensive. 

Also, the task unit could have “deep-seated disagreement about how to handle the issue”86 or 

                                                      
85 Ibid 82 
86 Center of Community Health and Development. “Developing Multisector Task Forces or Action Committees for the 
Initiative.” Center of Community Health and Development. University of Kansas. Accessed April 2, 2022: 
https://ctb.ku.edu/en/table-of-contents/structure/organizational-structure/multisector-task-forces/main 
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“group meetings may also be slow and unproductive.”87 The situation in Puerto Rico requires 

immediate results and building a new task force aimed at long-term goals will inevitably be 

counterproductive to the current needs of the territory. There will also undoubtedly be 

contention with the issue of staffing given Puerto Rico’s distrust for USFG after the initial 

PROMESA process. 

PMCU will deal with Medicaid weaknesses but would disregard the actual root causes of 

the underfunded program. Therefore, the members of the PMCU must be skillful in both the 

healthcare system and the economic conditions of the island. Finding such individuals within 

both governments may be challenging, given the spectrum of requirements needed to execute 

the tasks within the unit. Another major disadvantage of this proposal is the implementation 

under PROMESA. 

According to the PROMESA, Section 209: Termination of Oversight Board (OB)88, “the 

OB would terminate when the OB finds that the territorial government has access to short-term 

and long-term credit markets at reasonable rates of interest; and achieved balanced budgets for 

four consecutive years,” which would mean that the authorized Medicaid changes could 

potentially be compromised. Once the island’s government establishes fiscal stability with the 

help of alterations to the current Medicaid program’s financial policy, there is no guarantee that 

Puerto Rican leadership will continue to stay on a sustainable path. Even though increased funds 

for the Medicaid program will support maintaining balanced budgets, as a territory, and in a 

vulnerable geographic location, the proposed recommendation cannot prepare the 

Commonwealth for future crises. 

                                                      
87 “Coordinating councils/coalitions/committees/task forces.” UN Women. Virtual Knowledge Centre to End Violence 
against Women and Girls. March 7, 2019. Accessed March 25, 2022: https://www.endvawnow.org/es/articles/1852-
coordinating-councils-coalitions-committees-task-forces.html 
88 Frequently Asked Questions. Financial Oversight & Management Board for Puerto Rico. Accessed April 1, 2022: 
https://oversightboard.pr.gov/faq/ 
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Finally, a significant disadvantage is that Puerto Ricans do not pay federal income taxes. 

Yet, this proposal asks for a considerable allocation of federal taxes to be allocated towards the 

territory. So, simply stated, the federal government will spend resources without collecting 

additional revenues. This proposal costs the USFG approximately an additional $2.5-3 billion in 

Medicaid funds annually, but it cannot collect federal income tax revenues as in other states. In 

an analysis on statehood, GAO89 concluded that Puerto Rico would pay federal income taxes in 

the range of $2.2 billion to $2.3 annually if admitted as the 51st state. Although the focus of this 

proposal is debt sustainability through Medicaid funding and not statehood admission, it does 

ask for state-like treatment, thus, allowing for a cost-benefit comparison. As such, much of the 

federal funding outlaid to Puerto Rico is a cost to the federal government without a fiscal 

benefit. 

VI. POLITICAL ANALYSIS 

Both parties recognize Puerto Rico’s financial disarray, but discussions for structural 

changes have not found bipartisan conclusions. Nevertheless, PROMESA was a collective 

approach to restore the Commonwealth’s financial stability, and an appointed task force 

consisting of Republican and Democrat officials believed that “an equitable and sustainable 

legislative solution to the financing of Puerto Rico’s Medicaid program should be enacted”90 

despite healthcare policy disagreements. They further added that “while it would be wrong to 

attribute Puerto Rico’s annual deficits and accumulated debt solely or even mainly, to the 

disproportionate burden it bears in financing its Medicaid program, it would also be wrong to 

                                                      
89 Cherwinski, Stanley J. “Puerto Rico – Information on How Statehood Would Potentially Affect Selected Federal 
Programs and Revenue Sources.” [PDF] GAO. United States Accountability Office. March 2014. Accessed March 20, 
2022: https://www.gao.gov/assets/gao-14-31.pdf 
90 114th Congress. “Congressional Task Force on Economic Growth in Puerto Rico.” [PDF]. December 20, 2016. 
Accessed April 10: 2022: 
https://www.finance.senate.gov/imo/media/doc/Bipartisan%20Congressional%20Task%20Force%20on%20Economic
%20Growth%20in%20Puerto%20Rico%20Releases%20Final%20Report.pdf p. 17 

https://www.gao.gov/assets/gao-14-31.pdf
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deny that this funding disparity has been a meaningful factor contributing to Puerto Rico’s fiscal 

condition.”91 Several lawmakers in both parties understand the necessity for systematic 

changes, and Puerto Rico’s economic and social points remain on their legislative agenda. 

While in the Senate, you previously introduced “legislation to eliminate disparities in 

Puerto Rico’s Medicare & Medicaid Program,” to provide more equitable federal healthcare 

funding in US territories’, stating that “Puerto Rico should be offered the same treatment under 

federal health program as states.”92 Your support for Puerto Rico’s Medicaid program 

continued, and during the Trump Administration, you announced to return to fully addressing 

the island’s healthcare funding issues.93  

This proposal is a new opportunity to revisit Puerto Rico’s barriers to economic 

sustainability. Currently, your term runs until 2023, with strong projections for re-election on 

November 8, 2022. You won in a landslide decision in your last election with over 70% of the 

vote.94 At the federal level, the Executive branch and the Congress are presently in the hands of 

Democrats, and President Biden has proven to be an ally, given his historical stance on Puerto 

Rico’s economic and political issues.  

The Biden Administration introduced the BBB plan in 2021, which included adjustments 

to Puerto Rico’s Medicaid program. The bill proclaimed an allotment increase to $3.6 billion and 

the FMAP to 83%. There is a clear indication that the Biden Administration aims to assist the 

territory with additional funds for the healthcare sector and sees structural changes to the 

                                                      
91 Ibid 90 page 19 
92 “Schumer Introduces Legislation to Eliminate Disparities in Puerto Rico’s Medicare and Medicaid Program Bill Will 
Help Fix Federal Laws to Provide More Equitable Federal Funding to Territory’s Health Care Providers Programs.” 
Charles E. Schumer. United States Senator for New York. August 6, 2015. Accessed April 13, 2022: 
https://www.schumer.senate.gov/newsroom/press-releases/schumer-introduces-legislation-to-eliminate-disparities-
in-puerto-ricos-medicare-and-medicaid-program-bill-will-help-fix-federal-laws-to-provide-more-equitable-federal-
funding-to-territorys-health-car 
93 “Schumer Announces Plans to Push for More Puerto Rico Medicaid Funding in 2020.” The Puerto Rico Report. 
December 19, 2019. Accessed April 13, 2022: https://www.puertoricoreport.com/schumer-announces-plans-to-push-
for-more-puerto-rico-medicaid-funding-in-2020/#.YligHC2z1xg 
94 “Chuck Schumer.” Ballotpedia. Accessed April 13, 2022: https://ballotpedia.org/Chuck_Schumer#Key_votes 
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Medicaid policy as necessary to keep the island’s economy afloat. Although the BBB did not pass 

in Congress, submitting a separate proposal supporting Puerto Rico’s healthcare policy could 

gain the majority votes in the House and the Senate. Democrats and Republicans are working 

towards healthcare equity in the territories.  

The Republican Resident Commissioner Jennifer González-Colón introduced H.R.230695 

– Puerto Rico Medicaid Act of 2019 in the House, seeking to increase Medicaid funding. Another 

bipartisan bill, H.R. 440696, asked for additional resources for Medicaid, and a few legislators 

recognized Puerto Rico’s need for a sustainable solution to the Medicaid program in order to 

avoid financial shortfalls. In “a letter to Senate Committee on Finance, Chairman Ron Wyden (D-

OR) and Ranking Member Mike Crapo (R-ID), [Republican and Democrat Senators are] calling for 

a long-term solution to Puerto Rico’s Medicaid underfunding.”97  

Although there is some sponsorship on fundamental shifts to the territory’s Medicaid 

budget deficiency, generally, Republican officials do not support increases or expansions to 

Medicaid. An analysis conducted by the UC Berkeley School of Public Health98 noted that 

Republican-led states do not favor providing extended Medicaid benefits (towards more low-

income citizens or by covering more services). Considering that Republicans are not welcoming 

Medicaid in several of the red states, it is questionable if there will be enough support for much 

higher funding for Puerto Rico, an island with a high percentage of Medicaid beneficiaries. In a 

                                                      
95 “H.R.2306 – Puerto Rico Medicaid Act of 2019.” 116th Congress. April 12, 2019. Accessed April 10, 2022: 
https://www.congress.gov/bill/116th-congress/house-bill/2306/actions?r=424&s=1 
96 “Soto, Bilirakis Introduce Bipartisan Bill to Provide Increased Financial Support to Puerto Rico and Other U.S. 
Territories Under the Medicaid Program.” Press Release. United States Representative Darren Soto. July 15, 2021. 
Accessed April 14, 2022: https://soto.house.gov/media/press-releases/soto-bilirakis-introduce-bipartisan-bill-provide-
increased-financial-support 
97 “Senators Support Medicaid Solution for Puerto Rico.” The Puerto Rico Report. July 23, 2021. Accessed April 13, 
2022: https://www.puertoricoreport.com/senators-support-medicaid-solution-for-puerto-rico/#.YlLYRS2z2u0 
98 Keller, Ann. “Republican-Controlled States Continue to Block Medicaid Expansion.” Berkeley. Public Health. 
Accessed April 8, 2022: https://publichealth.berkeley.edu/news-media/research-highlights/republican-controlled-
states-continue-to-block-medicaid-expansion/ 

https://publichealth.berkeley.edu/news-media/research-highlights/republican-controlled-states-continue-to-block-medicaid-expansion/
https://publichealth.berkeley.edu/news-media/research-highlights/republican-controlled-states-continue-to-block-medicaid-expansion/
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survey on Federal Medicaid funding parity for territories, only 50%99 of Republican voters 

supported adjustments to territories’ public health insurance programs. With the midterms 

approaching, Republican sponsors might be hesitant toward a bill proposed by a Democrat 

unless it contains a provision to pay for any increase or major structural changes to Medicaid.  

Also, in a letter100 addressed to HHS, Republican Senators expressed concerns and the 

lack of transparency and accountability with federal Medicaid funds. The Senators brought to 

attention that “there are, of course, difficulties in assessing ‘equitable’ Medicaid funding for 

Puerto Rico, including the fact that while Medicaid is funded out of the general fund of the 

United States, individuals in Puerto Rico do not participate in the federal personal income tax 

system, which helps finance the general fund.”  

As a matter of political practice, the GOP has advocated for the wealthy through 

legislation and is working slowly toward dismantling and retrenching the basic structure of 

Medicaid.101 For years, Republican policymakers tried to repeal Medicaid expansions and 

convert the program into a block grant, minimizing benefit enhancement and eligibility.102 103 

One of the arguments that conservatives may raise is that the federal share for Puerto Rico is 

not returned through tax revenues, which could be perceived as inequitable. Although equitable 

access to health care is the goal, state-like treatment seeks equity and equality but mandating 

                                                      
99 Ortiz, Edoardo & Pagán Vélez, Giovanni. “Congress Must Fully Fund Medicare, Medicaid, SSI, and SNAP for 
Territories.” Data for Progress. August 19, 2021. Accessed April 14, 2022: 
https://www.dataforprogress.org/blog/2021/8/19/congress-must-fully-fund-territories 
100 “After Puerto Rico Arrests & Allegations of Fraud, Grassley Presses HHS For Transparency in Medicaid Funding.” 
[PDF] Chuck Grassley.  July 17, 2019. Accessed April 10, 2022: 
https://www.finance.senate.gov/imo/media/doc/07172019 SFC PR Letter.pdf 
101 DeBot, Brandon. “Harsh Tradeoff at Core of GOP Health Bill: Keep Medicaid Expansion or Cut Taxes for Wealthy?” 
[PDF]. Center on Budget and Policy Priorities. June 22, 2017. Accessed April 15, 2022: 
https://www.cbpp.org/sites/default/files/atoms/files/6-21-17health2.pdf 
102 “Senate Republicans Introduce Medicaid Block Grant Legislation.” Committee for a Responsible Federal Budget. 
May 20, 2011. Accessed April 15, 2022: https://www.crfb.org/blogs/senate-republicans-introduce-medicaid-block-
grant-legislation 
103 Ramesh, Tarun. “Undermining Medicaid. How Block Grants Would Hurt Beneficiaries.” [PDF] Center for American 
Progress. August 7, 2019. Accessed April 13, 2022: https://americanprogress.org/wp-
content/uploads/2019/08/MedicaidBlockGrant-brief.pdf?_ga=2.150544245.2113705319.1650111040-
224479834.1650111040 

https://www.dataforprogress.org/blog/2021/8/19/congress-must-fully-fund-territories
https://www.cbpp.org/sites/default/files/atoms/files/6-21-17health2.pdf
https://americanprogress.org/wp-content/uploads/2019/08/MedicaidBlockGrant-brief.pdf?_ga=2.150544245.2113705319.1650111040-224479834.1650111040
https://americanprogress.org/wp-content/uploads/2019/08/MedicaidBlockGrant-brief.pdf?_ga=2.150544245.2113705319.1650111040-224479834.1650111040
https://americanprogress.org/wp-content/uploads/2019/08/MedicaidBlockGrant-brief.pdf?_ga=2.150544245.2113705319.1650111040-224479834.1650111040
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federal income taxes on the Commonwealth to establish a shared-risk shared-cost mechanism 

would contradict the rules of their territorial status.  

However, in the revised legislature, federal resources would be controlled tightly with 

an effort to maximize tax dollars. Monitoring and responsible administration are important 

elements of this proposal as it incorporates changes under PROMESA and implements 

conditions to the resources, thus taking autonomy away from Puerto Rico. The Congressional 

Republicans voted for fiscal oversight throughout the debt restructuring process and “see the 

strong control board as crucial to the territory’s recovery.”104 Figure 6.105 displays the main 

stakeholder groups involved in the decision-making under PROMESA and shows their viewpoint 

on the bill. The GOP and creditors showed strong support for an oversight board and were 

resistant to debt restructuring. At the same time, Democrats and Puerto Rican Leaders approved 

restructuring efforts and favored no or limited control over finances. 

Figure 6. Viewpoints on Debt Restructuring and Fiscal Oversight 

 

104 Raderstorf, Ben & Jordán, Diana. “Puerto Rico: A Delicate Path to Solutions.” [Blog]. The Dialogue. May 17, 2016. 
Accessed April 13, 2022: https://www.thedialogue.org/blogs/2016/05/puerto-rico-a-delicate-path-to-solutions/  
105 Ibid 101 

https://www.thedialogue.org/blogs/2016/05/puerto-rico-a-delicate-path-to-solutions/
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Since the collective response was the FOMB with control over Puerto Rico’s budgets, 

Republican officials did not argue the decisions made regarding the island’s finances, proving 

that their attitudes towards tight oversight and decreased autonomy are unchanged. Therefore, 

the newly proposed PMCU would most likely not receive objections from the House and Senate 

Republicans. However, the PMCU could be opposed by Puerto Rico and the general public.  

Data for Progress106 recently conducted a survey on PROMESA. Key takeaways are that 

“Americans [islanders and mainlanders alike] overwhelmingly oppose the federal government’s 

takeover of Puerto Rico’s finances,” and oversight is unsupported and seen as undemocratic. 

But about 65% of voters “support various reforms so Puerto Rico can manage its debt more 

sustainably.” The conditions of this proposal might find opposition from the general public as 

they do not favor tight government controls. While the recommendation expands the benefits 

to the territory, it does it under a law that has gained criticism and a negative stigma since it was 

authorized.  

Finally, the dimension of Puerto Rican views and their trust in its government play a 

significant role when implementing transformative changes. A survey107 revealed that the 

islanders identified the healthcare system, corruption, and a lack of government transparency as 

major issues. This proposal introduces improvements to the three areas, which should appease 

those Puerto Ricans who distrust their institutions. Although, at present, Puerto Ricans do not 

have congressional representation and a voice in federal elections, a change in their territorial 

status is debated intensively among all stakeholders. Supporting Puerto Rico in any aspect will 

win votes on the mainland and in the future should statehood be realized.   

                                                      
106 Ortiz, Edoardo & Sánchez, Gustavo. “Undemocratic and Unsupported: Americans overwhelmingly oppose the 
Federal government’s takeover of Puerto Rico’s finances.” Data for Progress. September 15, 2021. Accessed April 14, 
2022: https://www.dataforprogress.org/blog/2021/9/15/undemocratic-and-unsupported-americans-
overwhelmingly-oppose-the-federal-governments-takeover-of-puerto-ricos-finances 
107 Rivera Burgos, Viviana. “Survey of Puerto Rican Electorate.” NueveMillones. December 7, 2020. Accessed April 14, 
2022: https://9millones.com/survey-of-the-puerto-rican-electorate/ 

https://www.dataforprogress.org/blog/2021/9/15/undemocratic-and-unsupported-americans-overwhelmingly-oppose-the-federal-governments-takeover-of-puerto-ricos-finances
https://www.dataforprogress.org/blog/2021/9/15/undemocratic-and-unsupported-americans-overwhelmingly-oppose-the-federal-governments-takeover-of-puerto-ricos-finances
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VII. RECOMMENDATION 

The proposal of addressing debt sustainability through strengthening one of the 

principal budget cost drivers is a feasible solution for Puerto Rico. Federal support is necessary 

to overcome Puerto Rico’s liquidity crisis and economic decline, and the Commonwealth, 

because of its territorial status, has been in a dire situation for decades. The US territory, faced 

with unsettling challenges, such as extremely high poverty rates, poor infrastructure, and a debt 

burden that the island’s government accumulated over the years, deserves a fundamental and 

sustainable response. It is important to point out that the liquidity issues and the accumulated 

debt result from the USFG’s poor policy choices implemented on the island, Puerto Rico’s fight 

during recessions and crises, and mismanagement by the territory’s governing officials.  

As described by a group of economists in a document known as the Krueger Report108, 

Puerto Rico’s “debt cannot be made sustainable without growth, nor can growth occur in face of 

structural obstacle and doubts about debt sustainability.” The authors add that “the debt crisis 

is not just a fiscal one but also reflects structural problems that held back growth – both need to 

be tackled together.” We have observed that with the initial PROMESA, the USFG mainly tackled 

Puerto Rico’s fiscal crisis emphasizing the financial aspect rather than the root causes. Structural 

reform was not favored as a bipartisan solution. While this proposal does not discuss a growth 

strategy, it calls for a structural change, which will address budgetary pressure and healthcare 

system distress.  

Changes to the Medicaid system and an upward adjustment of federal funding will 

create much-needed relief to the island’s budget. By giving Puerto Rico additional provisions in 

the amount of approx. $2.5 billion annually will free up capital required to meet the ongoing 

                                                      
108 Krueger, Anne, Teja, Ranjit, Wolfe, Andrew. “Puerto Rico – A Way Forward.” [PDF]. June 29, 2015. Accessed April 
20, 2022: http://www.gdb-pur.com/documents/PuertoRicoAWayForward.pdf 
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obligations, and for that reason, debt sustainability is secured to a great degree. This solution 

will show immediate impact as the government can count on more robust federal assistance 

and thus incorporate higher revenues in their debt sustainability planning. Puerto Rico will 

observe instant and long-term results of more federal aid and the realities that emerge from a 

healthier citizenry and economy. 

Medicaid plays a vital role in fiscal recovery. Evidence shows that increased federal 

funding has a multiplier effect and can generate economic benefits for citizens and the state 

economy in general. For Puerto Rico, permanent FMAP revisions and an open-ended block grant 

will release a guaranteed influx of federal revenues to address challenges in the island’s 

ambiguous and fragile environment. The Commonwealth will be able to stabilize its healthcare 

system and repair its long-lasting financial issues in Medicaid and beyond.   

 Although the proposed PMCU, one elements of the recommendation, might have 

disadvantages, such as slow progress, potential disagreements, or the perception of being 

irrelevant due to processes already in place, the task force has a more targeted goal to minimize 

mismanagement and ineffectiveness. It provides an additional control apparatus the federal 

government might find necessary when distributing more taxpayer dollars. Nevertheless, it is 

understood that systematic accountability and transparency are crucial factors when spending 

public resources.   

Despite the gains this proposal provides, it comes at an annual cost for the USFG and 

the mainland residents, but not for the Puerto Rican taxpayer since they are exempt from 

paying taxes that are used to cover the federal Medicaid expense. While the argument is strong, 

we must see “the bigger picture.” In a struggling Puerto Rico without improvement and growth 

in sight, islanders will be motivated to relocate to one of the states in the US that offers more 

opportunities and a better standard of living. As US citizens, Puerto Ricans are entitled to do so. 
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Consequently, Puerto Rico’s economy will weaken, and the USFG will incur a cost as it will 

support Puerto Ricans elsewhere in the US at a much higher rate. 

In summary, the benefits of the proposal outweigh the cost. Under a revised PROMESA, 

making Medicaid more equitable is a functional approach to maintaining debt sustainability. 

With a House and Senate in the hands of Democrats, several Republican officials supporting 

diverse political and economic matters regarding Puerto Rico, and a Puerto Rican Governor 

outlining the need for Medicaid equity, this proposal, with your support, has an opportunity to 

proceed through Congress and deliver the long-promised financial relief. Therefore, I do 

recommend this proposal. 
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