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This week, the House Committee on Natural Resources will consider H.R. 5278, a bill to address the 
Puerto Rican fiscal and debt crisis (the bill carries the acronym “PROMESA”). Despite a well-funded 
misinformation campaign by hedge funds intent on killing the legislation, PROMESA is widely expected 
to pass the committee in a broad, bipartisan vote. The full House will take up the bill after the Memorial 
Day recess, and the Senate reportedly will send it along to President Barack Obama for his signature. It 
enjoys the support of Americans for Tax Reform and the Council for Citizens Against Government 
Waste, among other respected and prominent conservative groups, leaders and publications. 

PROMESA comes not a moment too soon. Earlier this month, Puerto Rico defaulted on a debt payment 
of over $400 million. In July, they are expected to do so again, only this time the payment is $2 billion. 

Congress has little choice but to act in the face of this massive default. Puerto Rico is a possession of the 
United States, won in the Spanish-American War. Its 3.5 million residents (down 10% in the past decade, 
mostly migrating to Florida) are all U.S. citizens. It’s unfortunately our problem. 

In many ways, the bill is a big win for limited government conservatives. It has no taxpayer bailout of 
Puerto Rico–not a single dime of taxpayer money is sent down there. Rather, Puerto Rico will have to 
work their own way out of $72 billion in debt and defaults. They will be helped by an “oversight board” 
majority-appointed by Speaker Paul D. Ryan and Senate Majority Leader Mitch McConnell. This board is 
modeled after the D.C. control board from the 1990s and 2000s, and their job is to approve fiscal plans 
and budgets, conduct audits, etc. 

There’s no bankruptcy, either, despite this being a goal of the inept Puerto Rican government, 
Congressional Democrats and the White House (who famously called for “Super Chapter 9″). The 
oversight board will control this whole process. It will first try to get the 18 classes of bondholders to 
agree to a voluntary debt restructuring with the Puerto Rican government and government sponsored 
enterprises. If that fails, the control board will recommend a debt restructuring plan to be enforced by a 
non-bankruptcy federal judge. Any plan must ultimately be approved by the control board. 

In doing this, Congress is exercising its Constitutional authority to provide all “needful and useful” laws 
to govern possessions, which is a separate power from the federal bankruptcy clause. There’s no risk of 
“contagion” to other states, despite what misleading multi-million dollar television ads say to the 
contrary. First, it would violate the 10th amendment to the Constitution for Congress to set up an 
oversight board in (say) Illinois or California. Second, pensions are going to face a big haircut under any 
debt restructuring in Puerto Rico–they are generally exempt from this in bankruptcy. Finally, the debt 
restructuring is a package deal–Puerto Rico only gets it along with the metaphorical keys being taken 
away from the fiscal car. It’s doubtful a state would put up with that just to get some potential debt relief. 

All that being said, PROMESA is not perfect. It lacks the necessary pro-growth reforms needed for Puerto 
Rico to get out of its decade-long depression, reverse migration back to the island, attract capital, and 
create jobs. There is a small nod here with minimum wage relief, but that alone certainly won’t do the 
trick. A better idea would emulate bold tax initiatives like enterprise zones (which I have described in 
detail and which were once proposed for Puerto Rico by Paul Ryan) and other strong tax relief. 



 
 

The good news is that the bill sets up a second act. Section 409 of PROMESA establishes a 
“Congressional Task Force on Economic Growth in Puerto Rico,” consisting of eight members (two each 
from Speaker Ryan, Leader McConnell, House Minority Leader Nancy Pelosi, and Senate Democrat 
Leader Harry Reid, in consultation with their respective committees of jurisdiction’s leadership). The 
commission must report no later than December 31, 2016 on recommended changes to federal law to spur 
“sustainable long-term economic growth, job creation and attract investment in Puerto Rico.” 

The commission’s task would be helped by the adoption of an amendment which will be offered at the 
Natural Resources markup by Congressman Tom MacArthur (R-N.J.) His amendment will express a 
sense of the Congress that there should be “permanent, pro-growth fiscal reforms which feature, among 
other elements, a free flow of capital between U.S possessions and the rest of the United States.” 

MacArthur told me, “it is vital that we help resolve Puerto Rico’s debt crisis, but the island will not enjoy 
enduring prosperity until we also include growth initiatives…we also have a unique opportunity to 
establish enterprise zones and apply other pro growth tax policies in Puerto Rico, which will allow this 
island paradise to become an economic miracle.” 

The same conservative groups lining up behind PROMESA are also lining up behind the MacArthur 
amendment. There’s even been talk of a “draft MacArthur” movement among these groups to make sure 
Speaker Ryan appoints MacArthur to the commission to put some legs on the amendment he’s offering to 
PROMESA. 

Why is MacArthur’s amendment necessary? Puerto Rico, despite being a possession, is taxed like a 
foreign country. That means U.S. companies doing business there need to set up controlled foreign 
corporations. There, the corporations pay Puerto Rican income tax, the same as competitors on the island 
from foreign countries. Unlike their competitors, U.S. companies doing business on the island have to pay 
a second layer of tax to the IRS if they want to repatriate the money back to the mainland. This is an 
unfair and stupid IRS double tax on our own companies in our own territory. 

The solution is to enact the same type of international tax reform we want to do in the rest of the world–
the U.S. companies pay tax in Puerto Rico, but don’t have to pay a second tax to the IRS just to bring the 
money home. That’s what the rest of the world does, and it’s called “territoriality.” 

It’s a basic principle of conservative tax reform to move from our outdated “worldwide” tax system to a 
“territorial” one. There is no better place to start than Puerto Rico. 

  


