Social security reform key. 
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Article 4, Section 3, of the U.S. Constitution, known as the territorial clause, gives Congress broad authority to govern U.S. territories. Puerto Rico is the most populous U.S. territory. Others include American Samoa, Guam, the Northern Mariana Islands, and the Virgin Islands. They are granted various measures of self-rule, but lack their own sovereignty. Though Puerto Ricans are U.S. citizens eligible for military conscription and subject to federal laws, they lack full congressional representation. A single member of the U.S. House of Representatives, known as the resident commissioner, represents the island’s interests but has no voting power; Jenniffer González-Colón has held the position since 2017. Nor can Puerto Rico residents cast ballots in U.S. general elections, though presidential candidates curried support on the island in 2020 to win votes from the Puerto Rican diaspora in the primary race. Puerto Rico also lacks economic sovereignty. The U.S. dollar is its currency, U.S. federal regulators oversee its businesses, and U.S. laws dictate its trade policy. Residents pay most federal taxes; their contributions totaled more than $4 billion in fiscal year 2021. However, Puerto Ricans generally do not pay federal income tax, and they continue to enjoy the tax exemptions that have historically incentivized outside investment. Largely because of these exemptions, residents receive fewer federal benefits than other Americans. Puerto Rico residents are ineligible for the Earned Income Tax Credit and earn less, on average, in Social Security and veterans’ benefits. However, some benefits could change as a result of legal challenges. In August 2020, a district court judge ruled that denying island residents several forms of federal assistance, including Supplemental Security Income (SSI), is unconstitutional. The federal government appealed the decision, and in November 2021, the case was heard by an appeals court, which held that Puerto Rico’s exclusion from the SSI program violates the Fifth Amendment. In April 2022, the Supreme Court reversed that decision. Like most U.S. states, the island receives billions of dollars more in federal spending, including on Medicare and Social Security, than its residents pay in taxes. In addition, the U.S. government has allocated more than $25 billion in disaster-recovery funding to the island since 2017. What is the island’s economic outlook? Puerto Rico continues to be ravaged by a sustained recession. Annual economic growth fell by roughly 12.5 percent overall between 2004 and 2020, while Puerto Rico’s population shrunk by more than 16 percent. It has also struggled under a large public debt in recent years, totaling about $70 billion—or 68 percent of gross domestic product (GDP)—in 2020. Puerto Rico’s downward spiral has been compounded by natural disasters, government mismanagement and corruption, and the COVID-19 pandemic. Unable to borrow on global markets, Puerto Rico was in economic limbo for years after turning over its budget to an independent control board appointed by Washington as part of a plan to restructure its debts. Making matters worse, in 2019, U.S. authorities arrested former high-level officials in a corruption scandal, leading to the resignation of Governor Ricardo Rosselló. The island’s average household income is about one-third of the U.S. average, and its poverty rate is more than twice that of the poorest state, Mississippi. Meanwhile, the territory’s unemployment rate has stayed at almost twice the national average for the past decade, at times reaching double digits. However, it fell to about 8 percent in 2021 and has continued to drop. In January 2022, a federal judge approved a final plan between the PROMESA board and Puerto Rico’s government, paving the way for the island to escape bankruptcy and resume making payments to creditors. The deal cuts $33 billion in total debt obligations down to $7.4 billion, lowering Puerto Rico’s annual debt payments from nearly $4 billion to just over $1 billion. Supporters say the deal puts the island on a sustainable path while avoiding any cuts to public pensions, which had been a major point of contention. However, critics are wary of the resolution. Some argue that cutting debt without requiring deeper structural reforms means problems are likely to repeat. Others worry that maintaining pension obligations—which amount to $2.3 billion yearly—will prove unsustainable. Advocacy groups such as the Center for Popular Democracy say the deal will result in more economic austerity, including cuts to health care and education. They echo many critics who oppose the PROMESA process on the grounds that it undermines the territory’s already weak self-rule. PROMESA’s oversight board will remain in place until Puerto Rico meets several financial milestones—three more years at least.
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