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ABSTRACT 

This article provides an overview of the key research findings of the 
study on Fiscal Responsibility performed by the Center for Public and 
Corporate Governance. The study places emphasis on the role of 
governance practices and fiscal results; transparent and open gover-
nance; the capabilities of public institutions; the legal and regulatory 
framework; proper alignment between strategic planning, budget for-
mulation and evaluation; the transparency and accountability of pub-
lic affairs and, the economic development of Puerto Rico. The aim of 
the study is to analyze the government of Puerto Rico’s fiscal and eco-
nomic practices in the context of governance, with special emphasis 
on the following variables: fiscal policy, economic policy, government 
budget revenues and expenditures, budget results, public debt and 
the Gross Domestic Product (GDP), Gross National Product (GNP) and 
economic development. The study was conducted by: Eneida Torres, 
Rafael Durand, César Sobrino, Mari Glory Gonzalez, Alba López, Saúl 
Pratts and Ramón Torres. 

*The authors of this article are researchers of the Center for Public and Corporate Governance at 
Universidad del Turabo gobernanza.ut.pr  
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OVERVIEW 

As Puerto Rico confronts the chal-
lenge of addressing its fiscal crisis, 
it must consider the root causes 
of weak governance, lack of fis-
cal responsibility, and poorly func-
tioning public sector institutions. 
Given the complexity and depth 
of the challenge, the agenda for 
the next decade will be to foster 
a comprehensive reform strategy 
and focus on the necessary con-
ditions for economic competitive-
ness, sustainable development 
and prosperity.  

This article provides an overview 
of the key research findings of the 
study Fiscal Responsibility by the 
Center for Public and Corporate 
Governance. The study places 
emphasis on the role played by 
governance practices and fis-
cal results; transparent and open 
governance; the capabilities of 
public institutions; the legal and 
regulatory framework; proper 
alignment between strategic 
planning, budget formulation and 
evaluation; the transparency and 
accountability of public affairs 
and; the economic development 
of Puerto Rico.  

Over the past decades gover-
nance, transparency and fiscal 
responsibility have been some of 
the most critical issues facing sus-
tainable development in countries 
around the world. Governance, 
has been defined as a system of 
values, policies, and institutions 
by which a society manages its 
economic, social, and political 
affairs through interactions within 

and among the state, civil society 
and the private sector. It com-
prises mechanisms and processes 
so citizens and groups articulate 
their interests, mediate their dif-
ferences, and exercise their legal 
rights and obligations. It is the rule 
of law, institutional capacity, and 
practices that set the boundaries 
and provide incentives for individ-
uals, organizations and the busi-
ness sector. 

Three actors are involved in gov-
ernance: the State, which creates 
a conducive political and legal 
environment; the private sector, 
which generates jobs and income; 
and civil society, which facilitates 
social and political interaction. 
The essence of governance is to 
foster interaction between these 
three types of actors to promote 
people-centered development. 
Good governance refers to the 
question of how a society can or-
ganize itself to ensure equal op-
portunities and equity (social and 
economic justice) for all citizens 
(UNDP 2000). 

The study establishes that over 
the past four decades public trust 
in Puerto Rico’s government has 
fallen dramatically due to a “per-
fect storm” of contributing factors: 
(1) government has failed misera-
bly to respond adequately to the 
crisis and generate long term solu-
tions to the problems affecting PR 
citizens; (2) a pervasive fiscal cri-
sis; (3) persistent scandals have 
shaken the foundations of public 
administration; (4) poor quality of 
services; (5) lack of political will, 
politicians reluctance for activat-
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ing transparency and accountability principles and 
practices, and virulent political infighting. 

The study proposes that open and transparent 
governance can generate trust among the various 
stakeholders and promote appropriate measures to 
develop alignment among the various economic 
variables: reducing inequality and influencing favor-
ably, through fiscal public policy and private invest-
ment, the distribution of wealth and the creation of 
social capital to promote the necessary reforms to 
move forward economic competitiveness, sustain-
able development and prosperity in Puerto Rico. 

The aim of the study is to analyze the government 
of Puerto Rico’s fiscal and economic practices in the 
context of governance, with special emphasis on 
the following variables: fiscal policy, economic poli-
cy, government budget revenues and expenditures, 
budget results, public debt and the Gross Domestic 
Product (GDP), Gross National Product (GNP) and 
economic development. The research study also ex-
plores and analyzes the legal and regulatory frame-
work related to fiscal responsibility, and its core pillars 
of transparency and accountability of public actors 
and institutions, recognized as best practices for fis-
cal responsibility and good governance. The study 
found that in the last four decades the government 
of Puerto Rico has been under pressure to respond to 
the demands of its citizens and to restructure policies, 
capabilities, and fiscal resources to effectively inte-
grate Puerto Rico into the world economy.  

The literature of governance has gained relevance 
in public administration studies. One of the main con-
tributions has been its connection with economic 
competitiveness, prosperity and citizens well being. In 
today’s “ecosystem” of governance, 1 transparency 
and access to public information plays a pivotal role 
in building a government capable of meeting social 
needs, open to public scrutiny, with a high level of 
accountability and fiscal responsibility on the part of 
public officials, and the participation of non-govern-
mental components and civil society in the design 
and evaluation of public policy. 

When examining the situation of Puerto Rico the 
study found that there is broad consensus in various 

1 The term “ecosys-
tem” in the biolog-
ical field refers to a 
natural system con-
sisting of a set of liv-
ing and interdepen-
dent organisms that 
share the same hab-
itat. The concept 
is metaphorically 
used in the context 
of governance to 
highlight the bene-
fits of using network-
ing schemes and 
associations of indi-
viduals, businesses 
and organizations. 
The “ecosystem” of 
governance can 
generate responses 
to public problems 
(economic, fiscal 
and social) through 
multidisciplinary ap-
proaches and deci-
sions that translate 
into better results 
with added value 
for society.
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sectors of society that the island is lagging in good 
governance, processes and systems that set the stan-
dard for economic competitiveness and sustainable 
development. Some manifestations of this failure in-
clude a weak legal and institutional framework; the 
continuity of an obsolete economic model; the lack 
of transparency and accountability; the hierarchical, 
centralized, bureaucratic government model; the 
lack of quality in the provision of public services; and 
a deteriorated political system and lack of political 
will to tackle the reforms needed to move forward 
the sustainable development of the Island. 

In the last decade transparency has received con-
siderable attention from both policy makers and re-
searchers. Transparency is a concept widely used in 
the fiscal context, measuring the level of efficiency 
and effectiveness of public expenditure and promot-
ing the democratization of the budgetary processes. 
Transparency promotes awareness to those affected 
by fiscal measures not only of the resulting figures, but 
also of its fiscal policies, mechanisms and processes. 

A study on The State of the Legal and Regulato-
ry Framework of Transparency and Accountabili-
ty in the Government of Puerto Rico performed by 
the Center for Public and Corporate Governance 
(CGPC, 2013) concluded that Puerto Rico still lacks 
legal or formal mechanisms regarding transparency 
and accountability requiring officials to disclose rele-
vant information on government performance and 
results. This absence contributes significantly to the 
level of actual and perceived transparency.2 Without 
transparency in public administration (both formal or 
legal /real  or perceived) accountability cannot ef-
fectively operate. The obligation of public actors is 
to assume responsibility for their actions in managing 
the affairs entrusted by citizens. It is vital to promote 
a transparent and accountable government able to 
make decisions for the common good and that it´s 
actions are efficient, effective and ethical as possible 
(CGPC, 2013). 

The concluding remarks of the research study on 
transparency and accountability stresses that: 

2 It refers to the ac-
tual access to public 
information and the 
opportunity for citi-
zens to participate 
effectively in gover-
nance, which is irre-
spective of the legal 
framework.  
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“The practice of transparency in government, that is, to make 
accessible and understandable all public matters to ordinary 
citizens, should lead to greater fiscal responsibility on the part 
of officials [...] and greater efficiency and effectiveness in the 
use of public resources. It should also drive citizens to become 
watchdogs of the actions and decisions of government and 
strengthen citizen participation in decision-making and the for-
mulation of public policy. [...]. 

Accountability therefore, must be understood within the context of 
management (administration) of results, having a public manage-
ment that promotes compliance with government goals and strategic 
objectives. Accountability encourages focus on the quality of pub-
lic services and meeting the specific needs of citizens. Government 
components are centered in obtaining measurable results, disclo-
sure to citizens and effective use of public resources. This is achieved 
through the formulation of strategic plans including long terms goals 
and measurable objectives, implementation plans and periodic re-
sults reporting along with full disclosure mechanisms “. 

 However, it is well known that Puerto Rico faces a series of circum-
stances that adversely impact the governance of public affairs, pro-
cess through which government institutions conduct matters of com-
mon interest, manage public resources and guarantee the attainment 
of human rights (UN, 2006). The profound crisis of the last decade has 
exposed the government’s inability to maintain economic stability and 
generate results that promote sustainable development, economic 
competitiveness and social well-being. 

Concerning the political system, José Joaquín Villamil (2013) states that 
in Puerto Rico there is a marked “institutional gap” with considerable po-
litical ruptures. Politics has become the mechanism to support a system 
that has transferred the capacity for innovation and management of 
the Island to federal agencies (which by definition have a limited scope). 
The political class has become a privileged economic class. Staying in 
political power has been the source of personal wellbeing (the political 
party and their relatives), which has relegated the general welfare of 
Puerto Rico. 3  

The political rupture is also evidenced by the growing dissatisfaction 
and disillusionment of citizens with regard to politicians and political 
parties in general that do not demonstrate long-term vision, causing 

3 Villamil, J. Cometary the presentation of the book Una Nueva Gobernanza para Puerto Rico , 
March 13, 2013, Universidad del Turabo, Caguas, 
Puerto Rico. Available in: http://www.suagm.edu/ut_pr/gobernanza/pdfs/Resena-Presentacion.
Libro-Una.Nueva.Gobernanza.PR.pdf 



112

Eneida Torres de Durand / Rafael Durand Aldea

lack of credibility and confidence 
in the system and alienation from 
the political scenario. This makes 
the political process a poor indi-
cator of social preferences and in 
fact only certain groups advance 
their agendas through the politi-
cal system. 

Another indication of the gov-
ernment’s inability to accomplish 
its purpose is its commitment to a 
public administration paradigm 
that for the past decades has 
created a bureaucratized and in-
effective structure to meet social 
and economic needs. Elected of-
ficials have exercised an almost 
autocratic role in generating re-
sponses and decision-making of 
public affairs without obtaining 
the desired results in the public 
interest. The lack of integration of 
diverse social actors in the search 
for solutions to the problems fac-
ing Puerto Rico has hindered fur-
ther development and effective 
management of public long term 
economic and fiscal policies. 

Similarly, in Puerto Rico signifi-
cant commitment to the econom-
ic development model of the 50s’ 
which focused on industrialization 
and essential conditions (cheap 
labor, access to the US market, 
and federal and state tax incen-
tives) that are virtually nonexistent 
today. Furthermore, there is signif-
icant dependence on foreign in-
vestment capital (mainly from the 
US) whose production is basically 
for export and its relationship with 
the rest of the Puerto Rican econ-
omy is minimal (Ruiz, 1982).  

The island demonstrates a sub-

tancial deficit in the quality of 
governance to the extent that 
it cannot effectively guaran-
tee the constitutional right to 
free public education, at prima-
ry and secondary level, and the 
advancement of human devel-
opment (quality education), nor 
the achievement of  aspirational 
rights such as housing, adequate 
nutrition, suitable medical care, 
among other social protection 
and access to justice rights. 

The United Nations Develop-
ment Program (UNDP, 2008) has 
stated that the institutional ca-
pacity of government depends 
on the administrative capacity 
and its ability to integrate and net-
work with various actors in society 
and citizens towards solving prob-
lems, as its management structure 
alone is not enough to advance 
the necessary reforms. Institution-
al capacity fosters effective and 
efficient actions that repeat over 
time, and bring about manage-
ment transformation. At one level 
capabilities manifest as effects, 
impacts or outcomes. At a sec-
ond level capacities are drivers 
of change (strategic leadership, 
knowledge, human resources skills 
and mechanisms of accountabil-
ity). The activities at this level are 
reflected in products (outputs).

A priori, factors which mainly con-
tribute to the deficit in the quality 
of the management of public af-
fairs in Puerto Rico are the lack of 
institutional capacity to perform 
functions, solve problems, define 
and achieve objectives in a sus-
tainable manner and lack or abdi-
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cation of political will. Political will, 
implies the desire to resolve public 
problems and improve social con-
ditions through democratic politics 
and  the institutions that define it. 
Refers to take action to create 
the changes expected by groups 
and stakeholders. It is to observe 
and enforce the rules, agendas 
and commitments above parti-
san and personal interests or the 
convenience of public actors and 
create conditions for change as 
expected by society. 

In the words of Kofi Annan, sev-
enth Secretary General of the UN 
during the period 1997-2006: 

The will of the people 
must be the basis of gov-
ernment authority. This is 
the foundation of democ-
racy. This is the founda-
tion of good governance, 
which will give every citizen 
... A real and lasting role 
politically, economically 
and socially in the future of 
their societies. 

 Reflecting on the reality of Puerto 
Rico in the context of governance 
it is evident that the Island finds it-
self in a paradox and a crossroad. 
On the one hand, governance 
is essential to promoting good 
governance and advance a sus-
tainable development agenda; 
whereas, policy makers and pub-
lic administrators seem to avoid 
at all costs the strategies and 
processes that advance a reform 
and transformation agenda4  The 

apparent inability of public actors 
to undertake a new road towards 
good governance with new and 
varied forms of social interaction 
makes it necessary to strength-
en the partnership between the 
government, the private sector, 
non-governmental and civic inter-
est groups to push forward collec-
tively determined solutions to the 

4 Last year the Center for Public  and Corpo-
rate Governance law has driven without suc-
cess in this direction. In particular, has driven 
the Draft Law on transparency, access to infor-
mation and accountability in governance as 
an effort to establish the public policy of the 
Government of Puerto Rico in this field and 
regulate the principles for implementation; to 
recognize the right to public information as 
one critical and autonomous and establish 
procedures to ensure the effective exercise of 
this right; to establish public policy regarding 
the regime or system of exceptions to the dis-
closure and right of access to information; to 
provide mechanisms for the establishment of 
strategic planning and performance measure-
ment of public programs and the dissemination 
of results and impacts of public administration, 
among others. The intention to move this bill, 
which was the result of the first research proj-
ect of the Center for Governance, has been 
to strengthen transparency and accountabil-
ity in governance Puerto Rican, through an 
integrated and coherent legislation allowing 
ordinary citizens to know governance, have 
the relevant information and strengthen pub-
lic confidence in public institutions based on 
the knowledge of its operation and the re-
sults obtained for the work they perform their 
officials. The ultimate goal is to guide public 
action to serve the specific needs of citizens, 
according to the principles of legality, efficien-
cy, effectiveness, economy, speed, simplicity, 
accessibility, timeliness, consistency, transpar-
ency, good faith, honesty and accountability 
accounts, among other relevant principles. 
The Bill was articulated in consideration of the 
importance of education, prevention, action 
and finally the disclosure of the specific con-
sequences of non-compliance with the rules of 
transparency, access to information and ac-
countability. All this initiative was intended to 
lay the foundations of budget transparency as 
a sine qua non for it to operate effectively sur-
render and relevant accounts in which citizens 
participate of government work. 
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pressing problems facing Puerto 
Rico and ultimately the satisfac-
tion of social needs. 

FISCAL  
RESPONSIBILITY AND 
ECONOMIC  
PERFORMANCE: 
PR’S LANDSCAPE AT 
A GLANCE 
The fundamental premise is that 
economic and fiscal performance 
of a country is influenced by fac-
tors such as the ability of public 
sector administrators, the various 
functions of public spending and 
the fiscal structure through which 
the public sector is financed. A 
look at prior fiscal results of Puer-
to Rico in the past years shows 
continued fiscal negligence on 
the part of the public actors who 
formulate the annual income and 
expense budget, a significant in-
crease in public spending, a per-
sistent fiscal deficit and a high lev-
el of borrowing. Recognizing these 
circumstances, Puerto Rico is 
challenged to achieve long term 
fiscal sustainability and to recover 
sustained economic growth. 

The study on Fiscal Responsibili-
ty emphasizes the role played by 
fiscal practices and outcomes; 
transparent and open gover-
nance; the capacity of public 
institutions; the legal and reg-
ulatory framework; proper co-
ordination of planning, budget 

formulation and evaluation; trans-
parency and accountability of 
public affairs and interactions 
through which this affects fiscal 
policy and economic develop-
ment.  This perspective suggests 
that an open and transparent 
governance can generate trust 
among the various stakeholders 
and introduce appropriate mea-
sures to promote balance among 
the various economic public pol-
icy variables; reducing inequality 
and influence favorably public 
investment through fiscal policy; 
while generating an impact on 
private investment, distribution of 
wealth and the creation of social 
capital for reforms (CEPAL, 2007; 
IMF, 2013; ILPES, 2006). 

During the past two decades, in-
ternational organizations such as 
the International Monetary Fund 
(IMF), the International Budget 
Partnership (IBP), the Organization 
for Economic Cooperation and 
Development (OECD) and the 
World Bank (WB), have supported 
efforts to increase transparency, 
accountability, fiscal responsibility 
and participatory budget proto-
cols which have been identified 
as important to cope with the fi-
nancial crisis (IMF, 2013; IBP 2015; 
OECD 2005). 

Fiscal transparency is part of a 
broader notion of transparency or 
access to information in the pub-
lic sector. Transparency has two 
distinct dimensions: first, access 
to information about the process-
es and procedures by which the 
public sector makes and imple-
ments decisions; and second, ac-
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cess to information generated, owned and used by 
the public sector. 

Fiscal transparency is important because it allows 
citizens and financial markets to accurately assess 
the government’s financial position and the true costs 
and benefits of government activities, including pres-
ent and future economic and social implications”.5 

Disclosure of fiscal information reduces market risks 
and asymmetries of information allowing markets to 
function more efficiently. By enabling accountabili-
ty for public spending, fiscal transparency can also 
reduce fiduciary risks and improve efficiency and ef-
fectiveness of public spending. Cross-country analy-
ses have shown that countries with more transparent 
public finances display better fiscal discipline, a low-
er perceived level of corruption, better credit ratings 
and lower public sector borrowing costs.6  

In recent years, transparency has become an in-
tegral part of a broader good governance agenda 
pursuing to achieve improvements in accountability, 
institutional capacity and government performance. 
The term is also used in reference to the develop-
ment and administration of a balanced budget in 
which operating expenses do not exceed revenues. 
It is related to the commitment of government offi-
cials to act with prudence in public spending and to 
maintain a balanced budget. 

Fiscal responsibility is defined as the state’s commit-
ment to generate the revenue needed to operate 
the government apparatus without imposing an un-
sustainable burden on citizens and the obligation to 
prudently manage public resources. The term is also 
used in reference to the development and adminis-
tration of a balanced budget in which the operat-
ing expenses do not exceed revenues. It is related to 
the commitment of government officials to act with 
prudence in public spending and to maintain a bal-
anced budget. 

According to the research findings, the necessary 
institutional capacity to solve the problems facing 
Puerto Rico depends on both the design of coher-
ent public policies, administrative, legal and fiscal 
capacity and the political authority (the ability to in-
tegrate and interact with various social actors and 

5 George Kopits and 
Jon Craig (1998) 
Transparency in 
Government Opera-
tions, IMF Occasion-
al Paper 158.  

6 Farhan Hameed 
(2005) Fiscal Trans-
parency and Eco-
nomic Outcomes, 
IMF Working Paper, 
WP/05/225. 
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citizens), as the government structure alone is not 
enough to advance the necessary reforms. 

The most relevant fiscal performance outcomes of 
Puerto Rico found in the research includes: a fiscal 
deficit of unsustainable levels; poor budget formu-
lation and execution, accompanied by noticeable 
discretionary public spending; a lack of accountabil-
ity by public policy makers and public actors; lack of 
reliable and accessible fiscal information, and lack 
of coordination between strategic planning, budget 
formulation and execution and managing for results. 

Over the past decade or so there has been growing 
evidence that the best way to improve the allocation 
of public finances is through budget systems that are 
transparent, open to public engagement and scru-
tiny, and that have robust oversight institutions and 
mechanisms. (OECD 2005,2002, IMF 2003, 2013). Re-
search commissioned by the IBP finds that, after con-
trolling for various economic variables, countries with 
higher levels of fiscal transparency have higher credit 
ratings and lower spreads between borrowing and 
lending rates, thus reducing governments’ borrowing 
costs.7 Even for countries with similar credit ratings, 
higher transparency is associated with lower spreads. 

An International Monetary Fund (IMF) study found 
that an important predictor of a country’s fiscal cred-
ibility and performance is the level of transparency in 
its public finance system and practices. In looking at 
the recent global economic crisis, the IMF study attri-
butes almost a quarter of the unexpected increases 
in government debt across the countries studied to 
a lack of available information about the govern-
ment’s fiscal position.8 In other words, opacity in fiscal 
matters contributes significantly to the suffering being 
felt directly by the citizens of the crisis-stricken coun-
tries in Europe. 

The new evidence on the impact of budget trans-
parency and accountability indicates that: Transpar-
ency can help attract cheaper international credit; 
Opacity in fiscal matters can undermine fiscal dis-
cipline; Transparency and public participation can 
help shine the light on leakages and improve effi-
ciency in public expenditures and Transparency and 
public participation foster equity by matching na-

7 See http://in-
t e r n a t i o n a l b u d -
get .o rg/wp-con -
t e n t / u p l o a d s /
I B P - W o r k i n g - P a -
per-1-Budget-Trans-
parency-and-Finan-
cial-Markets.pdf.  

8 See http://inter-
n a t i o n a l b u d g e t .
org/wp-content/
u p l o a d s / I M F - F i s -
c a l - T r a n s p a r e n -
cy-Accountabi l i -
ty-and-Risk.pdf. 
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tional resources with national priorities. 
Given such evidence, and the current fiscal environment, it is not 

surprising that there is a growing international consensus among gov-
ernments, civil society, and other public finance and economic de-
velopment actors on the need for greater budget transparency and 
accountability. This consensus has spurred several global, multistake-
holder initiatives to promote open and accountable governance. 

Notwithstanding, in Puerto Rico there is no genuine commitment to 
comply with the constitutional provision that public spending should 
not exceed tax revenues in order to attain a balanced government 
budget. The study highlights that in 1999-2012 the government exceed-
ed the amount budgeted for spending by $ 6.8 billion, while, revenues 
were overestimated by a total of $ 4.7 billion. The persistent practice 
of underestimating expenses and overestimating revenues is a high-
ly negligent fiscal practice allowed and encouraged by the lack of 
openness, transparency and access to relevant, accurate information 
understandable to the public during the budget formulation and exe-
cution process (See Table1); 

TABLE NO. 1 BUDGET OF INCOME VS. COLLECTIONS 
Budgeted income vs. collection levels of the executed budget

Fiscal Year Budgeted Collected Difference %
1999 6703 6540 (163) (2.4)
2000 7043 6877 (166) (2.3)
2001 7490 6745 (745) (10.0)
2002 7342 7186 (156) (2.1)
2003 7554 7341 (213) (2.8)
2004 7771 7834 63 0.8
2005 8144 8603 459 5.6
2006 8699 8423 (276) (3.2)
2007 9065 8718 (347) (3.8)
2008 9104 8207 (897) (9.9)
2009 9340 7583 (1757) (18.8)
2010 7512 7593 81   0.6
2011 7933 7994 61 0.7
2012 8522 8573 51 0.6
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Figure1. Budget of Income vs. Collections

Table 2. BUDGET OF INCOME VS. COLLECTIONS
Fiscal Year Budgeted Collected Difference %

1999 4530 4430 (110) (2.4)
2000 4952 4887 (115) (2.3)
2001 4755 4778 18 0.4
2002 6908 8542 1634 23.7
2003 7187 7366 179 2.5
2004 7537 7942 405 5.4
2005 8128 8908 780 9.6
2006 8419 9461 1042 12.4
2007 8511 8786 275 3.2
2008 8458 8809 351 4.1
2009 8840 9927 1087 12.3
2010 9582 9640 58 0.6
2011 2949 9075 126 1.4
2012 9081 9911 830 9.1
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Real
Budgeted

Figure 2.  Budgeted Expenses vs. Expenditures  

The continuous budget deficits have led to yearly 
budget insufficiencies financed through loans, de-
cisions that were not adequately disclosed to the 
public. Balancing budget deficits with borrowing 
and constantly refinancing debt close to maturity 
increased the total public debt from 1972-2013 from 
$ 2.6 billion to $ 70 billion, the latter being greater 
than the current Puerto Rico GNP. The enormous in-
crease in public debt is also due to the use of an ex-
tra-constitutional financing mechanisms which today 
represents 85% of total public debt or approximate-
ly $59.4 billion. Of this amount $25.6 billion has been 
generated by  public entities and corporations. 

From 1999 to 2012 the central government trans-
ferred to public entities and corporations close to 
$15.0 billion of their already limited funds, as most 
of these do not generate enough revenue to cover 
their operational costs. These fund trans“The contin-
uous budget deficits have led to fers have seriously 
worsened the fragile fiscal poyearly budget insuffi-
ciencies financed through sition of the government 
of Puerto Rico (See Taloans, decisions that were not 
adequately ble 3; Graphic 3; Table 4; Table disclosed 
to the public”. 5)   
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TABLE 3. INCREASE IN PUBLIC DEBT  1972 - 2013 ( BILLIONS ) 

Fiscal Year Public Debt % In-
crease GNP

Public /
GNP 
Debt

1972 $2596 - 5,768 45%
1976 $5587 115.00% 7,550 74%
1984 $8693 56.00% 14,183 61%
1992 $14336 65.00% 23,696 60%
2000 $25284 76.00% 41,827 61%
2004 $37434 48.00% 51,827 72%
2008 $53393 43.00% 62,703 85%
2012 $69948 31.00% 68,698 102%
2013 $70043 0.14% 70,740 99%
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Figure 3. Increase in Public Debt



121

Reframing the “Rules of the Game”: 
Through Governance, Transparency and Fiscal Responsibility

TABLE 4. DISTRIBUTION PR PUBLIC DEBT 
(IN MILLIONS) JUNE 30, 2013 (BGF, 2013)

Nature of Debt Ouantity % Observations

General Obligations $10,599 15.2 Guaranteed with 
General Found

Debt Guaranteed by 
the Commomwealth 5,634 8

COFINA 15,224 21.7 Guaranteed by tax 
collections

Corporations and 
Public Agencies 25,575 36.5

Guaranteed to 
revenues generated 
by corporations and 
public agencies

Municipalities 3,882 5.6 Guaranteed by pro-
perty taxes

Other 9,129 13
Total: $70,043

 

TABLE 5. TRANSFERS FROM THE GENERAL FUND TO ENTITIES 
AND PUBLIC CORPORATIONS (IN THOUSANDS) 1999-2012

Year Quantity
1999 $1,643,557
2000 1,803,020
2001 2,030,523
2002 583,809
2003 677,214
2004 980,681
2005 808,797
2006 936,617
2007 921,373
2008 514,492
2009 1,100,289
2010 *1,071,259
2011 1,071,259
2012 991,303
Total: $15,062,934

In some instances the central government has funded the fiscal defi-
cits of public entities and corporations with the intention of postpon-
ing increases in the costs of the services provided by such entities. This 
practice has hindered the urgent transformation of public entities and 
corporations into highly efficient and effective institutions. 
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The findings of the research analysis regarding the eco-
nomic policies of the past four decades reveals that the 
development strategy based on foreign direct invest-
ment (FDI) has created a significant difference between 
GDP and GNP. For the past 50 years, Puerto Rico´s GNP 
- GDP ratio has decreased while this ratio for the United 
States has remained stable. This means that the income 
produced on the island is much higher than the income 
received suggesting that federal transfers from the Unit-
ed States have not offset the benefits of US companies 
and the granted tax exemptions (See Graphic 4).  

Similarly, the results of the Granger-Wald test Modified, 
Toda and Yamamoto (1995) indicate that in the line.
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Figure 4. GNP-GDP ratios: USA and Puerto Rico 

Short term the fiscal deficit has caused a deterioration 
in the current account of Puerto Rico. This is corrobo-
rated by using fiscal spending instead of fiscal deficit. 
In other words, increases in government spending have 
also worsen the current account. One of the reasons for 
Puerto Rico´s current account position is its primary defi-
cit (See Graphic 5). A persistent current account deficit, 
with a stagnant economy and a level of debt of in ex-
cess of 100% of GNP, worsens over time the repayment 
capacity of the public debt of Puerto Rico leading to 
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potential insolvency and worsens the present conditions and future of 
the population. This situation is exacerbated by cost increases in the 
economy such as energy costs, bureaucratic costs and the effects of 
the Jones Act (see Table 6). 
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Figure 5. Fiscal Account -GDP and current account GDP (1950-2011) 

Less private investment (gross capital formation) less government spend-
ing minus the change in stocks. The tax bill is direct taxes less government 
consumption. Data obtained from the website of the Planning Board. 

TABLE 6. GRANGER CAUSALITY TEST -WALD MODIFIED 
Excluded Variables

Dependent variable Fiscal Account - GNP Current acount - GNP

Panel A)
Fical Account - GNP -------- 0.02

Current account - GNP 6.08* --------
Fiscal Expenditure - GNP Current account - GNP

Panel B)

Fiscal Expenditure - GNP -------- 0.03
Current account - GNP 7.75** --------

Critical Values of Chi-square

Degrees of freedom (1)
5% 3.841

10% 2.706
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The manufacturing structure of 
Puerto Rico is very fragile affect-
ing its short and long term perfor-
mance. The persistently negative 
current account makes Puerto 
Rico a net debtor, in need of cap-
ital (longterm or external funding) 
to fund private and public con-
sumption, and private investment. 
Econometric evidence, apart from 
the weak manufacturing structure 
and the effects of the Jones Act, 
indicate that the main determi-
nant of this persistent external defi-
cit is the fiscal deficit. A persistent 
current account deficit with a 
stagnant economy worsens over 
time its ability to repay its debt. 

The economic insolvency of Puer-
to Rico today has led to the reduc-
tion of essential public services; job 
losses in the public and private sec-
tor;  an overall impact on the eco-
nomic climate and investment; an 
increase in taxes, license fees and 
other taxes; increases in the cost of 
living; increases in the cost of pub-
lic services, among others. 

 Furthemore, Puerto Rico´s lack 
of institutional capacity (legal, 
fiscal, administrative, policymak-
ing and political will) is linked to 
the absence of a coherent pub-
lic policy that promotes transpar-
ency and accountability in the 
public sector as well as the lack 
of integration between strategic 
planning and the budgeting pro-
cess in all its phases. In this context, 
governance (capacity of public 
institutions), governance (how to 
manage public affairs) and the 
legal framework governing public 
processes is very frail. 

The lack of institutional manage-
ment capacity of the past de-
cades has been linked with high 
politicization of public administra-
tion; a lack of vision and coherent 
planning to promote sustainable 
development; high levels of bu-
reaucracy in civil service and high 
operational costs; poor quality of 
services and the lack of results and 
outcomes to meet citizens’ needs. 

“The lack of institutional 
management capacity of 
the past decades has been 
linked with high politiciza-
tion of public administra-
tion; a lack of vision and co-
herent planning to promote 
sustainable development; 
high levels of bureaucracy 
in civil service and high op-
erational costs; poor quali-
ty of services and the lack 
of results and outcomes to 
meet citizens’ needs”. 

In the context of the study, the 
lack of metrics and information 
about the financial risks and fu-
ture fiscal plan that meets interna-
tional standards of transparency, 
accountability and fiscal respon-
sibility prevented the formulation 
of appropriate responses to cope 
with the social, economic and fis-
cal crisis that it faces. 

The research findings reveal that 
fiscal policy in Puerto Rico can 
improve through a change in the 
way public affairs are governed. It 
is imperative to raise awareness at 
all levels of public organizations of 
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the importance of discipline and 
efficiency to achieve fiscal perfor-
mance and the macroeconom-
ic effects of fiscal policies. In this 
process of change is important to 
assess the role played by each so-
cial actor as part of a society that 
has common expectations. 

A noteworthy finding of the study 
is that fiscal responsibility legisla-
tion should clearly establish how 
the government will disclose pro-
posed and adopted fiscal poli-
cies to ensure that citizens know 
how government will comply with 
the principles of responsible fiscal 
management adopted. The IMF 
establishes the best practices prin-
ciples required in a fiscal respon-
sibility law: (1) The publication of 
a statement of budgetary policy 
that contains the strategic priori-
ties for each financial year, specify 
the short-term fiscal intentions, and 
express, in turn, its medium and 
long term goals; (2)The projection 
and disclosure of the impact of 
fiscal decisions over a multiyear 
period; (3) The inclusion of all fi-
nancial information according to 
international generally accepted 
accounting principles; (4)Provide 
timely, adequate and accessible 
to the public of all fiscal, economic 
and financial statements required 
by law; (5) Demand greater re-
sponsibility to the heads of agen-
cies with incentives to those who 
comply and penalties for those 
who breach compliance; (6)Es-
tablish processes for assessing and 
measuring results of public man-
agement indicators.

 

To address the lack of fiscal disci-
pline Puerto Rico needs to reform 
its government spending practic-
es, its tax and budget policies and 
control its level of debt to retake 
the path toward fiscal sustainabil-
ity, sustainable development and 
economic growth. It is also nec-
essary to adopt a comprehensive 
and coherent institutional and 
legal framework that addresses 
the following issues: High discre-
tionary public spending; Failures 
in the formulation and implemen-
tation of public budgets; The lack 
of mechanisms to control public 
spending and fiscal deficits; The 
lack of government accountabil-
ity; The lack of fiscal targets, with-
out medium-term planning, cri-
teria or evaluation mechanisms; 
and the absence of indicators of 
public sector performance. 

LEGAL AND 
INSTITUTIONAL 
FRAMEWORK
 
The institutional framework is deter-
mined by the legal framework. This 
refers to the group of institutions, or-
ganizations, networks and agree-
ments, national or municipal that 
are linked in one way or another to 
the implementation of laws, rules, 
regulations, policies and guide-
lines for the provision of services. 
An institutional framework lays out 
the roles and responsibilities of the 
different institutions involved in the 
provision of services and the levels 
of authority and monitoring, and 
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their interaction and ways of sharing information (adapted from IEEC 
2006 HERRÁN C. 2012). 

On the other hand, the legal framework is the set of laws, rules, and 
regulations that generally relate to each other and provide the regula-
tory information needed to perform activities by a given sector. 

There is no categorical list of the principles of sound fiscal responsibility. 
However, studying and comparing fiscal responsibility initiatives in the 
international arena we identified several principles that transcend the 
boundaries of the countries analyzed, which in turn are recognized by 
organizations such as the IMF and the IBP. The research study highlights 
five key principles: (1) Identify and clearly delineate the roles, responsibil-
ities, goals and objectives; (2) Establish transparent and open methods 
of formulation and statement of public policy; (3) Enact transparency 
rules for public information on fiscal policies; (4) Require accountability 
and assurances of integrity; and (5) Establish a system of sanctions and 
responsibilities, both administrative and at the citizens level. However, it 
should be noted that these principles do not work in isolation, as they 
are interconnected and dependent on each other, so that compli-
ance with one, sets forth the basis for the requirement and eventual 
achievement of the other. This paper examines the fiscal responsibility 
legal framework that an increasing number of countries are using as a 
tool of governance. Table No. 7 details the general legislative guiding 
principles adopted by: New Zealand, Australia, Brazil, Colombia, Mexi-
co, Chile and the United States discussed in this research study.

TABLE 7. GUIDING PRINCIPLES 
FOR FISCAL RESPONSIBILITY LEGISLATION 

Country Year of 
approval

Guiding Principies

Roles, res-
ponsibilities, 
goals, and 
objetives 
clearly 

delineated

Transparent 
procedures 
for formu-
lating and 
reporting 

public policy

Availability 
of informa-

tion on fiscal 
policies and 
economic

accounta-
bility and 

assurances
 of integrity

Penalties and 
admminis-
trative and 
citizenship 

responsability

Nueva 
Zelanda 1994

Australia 1996
Brasil 2000

Colombia 2003
México 2006
Chile 2006
EEUU Varies

Puerto 
Rico

There is no integrated fiscal responsibility legislation, although there are scattered 
laws that serve some of these international principles
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TABLE 8. ANALYSIS OF INTERNATIONAL CRITERIA FOR FISCAL 
RESPONSIBILITY PRESENT IN THE LEGISLATION OF PUERTO RICO

Country Year of 
approval

Guiding Principies

Roles, res-
ponsibilities, 
goals, and 
objetives 
clearly 

delineated

Transparent 
procedures 
for formu-
lating and 
reporting 

public 
policy

Availability 
of infor-

mation on 
fiscal 

policies 
and 

economic

accounta-
bility and 

assurances 
of integrity

Penalties 
and 

admminis-
trative and 
citizenship 
responsa-

bility

Constitución 
de PR 1952 Yes Partially Partially No No

Ley Núm. 230
Ley de 

Contabilidad
1974 Yes No No No Yes

Ley Núm. 147
Ley Orgáni-

ca OGP
1980 Yes No No No No

Ley Núm. 91
Fondo interés 
Apremiante

2006 No No No No No

Ley Núm. 103
Reforma 
Fiscal y 

enmiendas

2006 Partially No No Partially Yes

Ley Núm. 236
Sostenibili-
dad Fiscal

2010 Yes No No Partially No

Ley Núm. 236
Sostenibili-
dad Fiscal

2014 Yes Partially No No No

Ley Núm. 71
Cumplimien-

to 
Corp.

 Públicas

2014 Yes No No No No

With regard to Puerto Rico the study reveals that the island still lacks an 
integrated and coherent legislation on transparency and accountabil-
ity, Table 8 examines Puerto Rico´s legal framework legislation in the 
light of the aforementioned international principles. 

The discussion of the legal framework in countries analyzed in this re-
search study by key principles found that: 
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1. ROLES, RESPONSIBILITIES, 
GOALS AND CLEARLY 
DELINEATED OBJECTIVES 

Fiscal responsibility laws are char-
acterized by identifying the roles 
and responsibilities of the actors 
involved in the budget process 
and clearly outline 

the goals and fiscal targets, al-
low the correction of goals not 
achieved and provide a contin-
gency clause for fiscal emergen-
cies. Thus, fiscal management of-
ficials and the public will know in 
advance where to direct the ef-
forts of the management of pub-
lic affairs. 

New Zealand and Australia, be-
ing the pioneer countries in this 
field, have laid the groundwork for 
other countries to establish clearly 
defined roles, responsibilities, goals 
and objectives. For example, in 
New Zealand, before presenting 
the budget proposal to the Legisla-
ture, the government must define 
and disclose short term and long-
term fiscal objectives. It must also 
describe the annual budget and 
the medium-term strategy that 
serves to achieve fiscal targets. 
While in Australia, the develop-
ment of a fiscal strategy is required 
with medium-term goals and short 
term objectives in order to improve 
public finances. The medium term 
strategy is aimed at increasing 
public savings. The main objective 
is to ensure that government sav-
ings would be enough to cover 
future investments, without the use 
of private financing. To achieve 
fiscal balance over the economic 

cycle it is necessary to incorporate 
fiscal targets, such as: (1) maintain-
ing fiscal surpluses while continuing 
growth, (2) reducing the public 
debt ratio, and (3) appropriate re-
sources to sectors in greatest need. 

In 2000, Brazil joined the interna-
tional trend towards fiscal responsi-
bility and passed legislation to that 
effect. The Fiscal Responsibility Act 
of Brazil was innovative in urging 
the state to include a schedule with 
the fiscal targets. The approved 
law contains clear and precise 
rules for the management of pub-
lic revenue and expenditure, the 
level of indebtedness and asset 
management in general. In Brazil 
spending limits were established 
for officials of the three branches 
of government and different gov-
ernment levels (union, state, fed-
eral district and municipality), a 
balance budget and public debt 
limits and a requirement for an 
emergency reserve. 

In 2003, Colombia passed a law 
on fiscal responsibility with the pri-
mary aim of rationalizing fiscal ac-
tivity, limiting sustainable public 
debt and to generate economic 
stability that allows reaching ex-
pected levels of development. This 
law determines the rules, process-
es and procedures for the different 
administrative bodies on public 
finances, to a constant account-
ability on the use of public resourc-
es. Among its objectives is the 
sustainability of debt through the 
preparation and presentation of a 
balanced budget and streamlin-
ing the programming and budget 
execution, among others. 
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Moreover, Chile established in 
the Fiscal Responsibility Act (2006) 
the obligation of the President, 
within 90 days of the date he as-
sumes his duties, to outline the fis-
cal policies that will apply during 
his administration. This statement 
should express the implications 
and effects that such policies will 
have on the structural balance. 
Also, it must provide information 
on the structural state of public 
finances, reflecting the sustain-
ability of fiscal policy and its mac-
roeconomic and financial impli-
cations. Thus, the calculation of 
the structural balance of the pub-
lic sector is incorporated into the 
financial program. 

In 2006, Mexico had the oppor-
tunity to incorporate international 
experiences with fiscal responsibil-
ity to enact legislation in this direc-
tion. For example, Mexico´s Legis-
lation requires that the country be 
in a stable and sustainable medi-
um-term fiscal position and facili-
tate the reallocation of resources 
to higher priority applications with 
the necessary flexibility. This law 
has focused on strategic plan-
ning through clearly delineated 
goals and objectives, including in-
centives for entities that operate 
more efficiently and obtain the 
expected results. Requires that 
the interests of society and the 
new parliamentary activism (de-
mocratization of the budget) are 
reflected and that transparency 
and accountability in the use of 
resources is promoted. 

The Act applies throughout Mex-
ico, all public spending, including 

legislative, judiciary and auton-
omous entities. All are bound to 
account for the administration of 
public resources. So administra-
tors of public expenditure should 
have a management unit, respon-
sible for planning, programming, 
budgeting, measures for internal 
administration, monitoring and 
evaluating their activities on pub-
lic expenditure. Although the law 
seeks a balanced budget, it rec-
ognizes that certain circumstanc-
es may generate a fiscal deficit. 

On the other hand, the United 
States Constitution has no specific 
provision for the adoption of the 
federal budget; but states that 
“Congress shall have power to im-
pose and collect taxes, tariffs, du-
ties and consumption; to pay the 
debts and provide for the com-
mon defense and general welfare 
of the United States; but all duties, 
taxes and excises shall be uniform 
...”. Section 2 provides that “Con-
gress shall have power to borrow 
money on the credit of the United 
States.” Similarly, “any bill to in-
crease revenue shall originate in 
the House of Representatives; but 
the Senate may propose or con-
cur in the same way as on other 
projects.” And although the initial 
responsibility is conceived as a 
constitutional requirement, unlike 
the aforementioned countries, the 
legal situation in the United States 
differs by the absence of a law as 
the basis and guiding principles. 

Puerto Rico´s Constitution, con-
fers authority to the legislature to 
enact general budget laws, in-
cluding budget allocations and 
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rules for disbursement. The prepa-
ration of the budget draft consti-
tutionally has been delegated to 
the Executive; who in turn, has the 
responsibility to implement it when 
approved by the Legislature. 

The study demonstrates that in 
the past fifty years Puerto Rico has 
not clearly established goals, even 
in the short term. In more recent 
years, the State of the Common-
wealth address has not included 
the facts and information needed 
for the formulation of a program 
of economic and fiscal legislation. 
It has become more a progress re-
port and the formulation of politi-
cal promises, while the spending 
proposal is forwarded separate-
ly near the end of the legislative 
session, detached from the pro-
cess of managing for results and 
accountability. Consequently the 
public does not have access to 
the information necessary to de-
termine the strategic direction of 
the commonwealth, much less 
how it relates to the budget. 

2. OPEN PROCESS FOR 
FORMULATING AND       
REPORTING PUBLIC POLICY 

A fiscal responsibility law has fiscal 
transparency as its guiding princi-
ple. Any proposed tax imposition 
has to be transparent and include 
timely and adequate information 
on the institutions involved, reli-
able statistical data and project-
ed fiscal and social risks. 

The New Zealand Act details how 
the government should disclose its 

proposed fiscal policies to ensure 
that the legislature and the pub-
lic can learn how the government 
will comply with the principles of 
fiscal responsibility. It lays the foun-
dation for procedures and policy 
statements aimed at reducing 
debt. In turn, it requires the gov-
ernment to publish a statement of 
fiscal policy including the strate-
gic priorities for the next budget, 
detailed short -term fiscal inten-
tions, and, indicates the long-term 
fiscal objectives, prior to the sub-
mission of the document to the 
legislature. Moreover, the govern-
ment must disclose the impact of 
fiscal decisions over a three-year 
forecast period, with appropriate 
updates in economic, tax and ex-
penditure matters. Nonetheless, 
it recognizes that situations may 
arise where the government can 
set aside or temporarily postpone 
the principles adopted, but must 
do so publicly, and provide the 
justification for such changes, and 
report how and when it will meet 
the standards adopted. 

The “Charter of Budget Honesty” 
of Australia requires establishing a 
fiscal strategy based on the prin-
ciples of good administration and 
facilitate public scrutiny of fiscal 
policies and performance evalu-
ation. In compliance with interna-
tional principles of transparency, 
the Charter of Budget Honesty 
requires that the fiscal strategy 
be disclosed, on or before the first 
budget, then the annual report 
at the end of the fiscal cycle. This 
will increase public awareness 
about the government’s strategy, 
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and in turn, provide a benchmark 
for evaluation. The fiscal strategy 
should include, among others, an 
explanation of the priorities on 
which the budget is based; eco-
nomic assumptions used; fiscal 
measures that the government 
considers important; objectives, 
goals and budget estimates for 
the fiscal year and the next three 
years; disclosure of risks and ex-
pected results. Similar to New 
Zealand, the law allows that if the 
government changes or amends 
the fiscal strategy, if it known in 
advance by the public. 

Furthermore, in Brazil the Law 
recognizes the importance of the 
processes of planning and fiscal 
management complemented by 
the Budget Guidelines Law (LDP) 
and the Annual Budget Law (LPA) 
which establish the basis for finan-
cial planning. In the area of trans-
parency, the Law refers to the LDP 
processing and publication of two 
annexes: Tax Goals and Fiscal Risks. 

The first Appendix (Fiscal Tar-
gets), provides information on the 
assessment of compliance with 
the fiscal targets the prior year, 
setting goals and priorities for the 
next two years, changes in equi-
ty, actuarial projections, assess-
ment method and estimates tax 
waivers, among others. This report 
gives flexibility to the government, 
and in turn, lays the foundation for 
the following fiscal year. Further-
more, the Law provides for gov-
ernment to make decisions that 
include the foregoing of income 
either by amnesty or other tax 
strategy. In addition, it must show 

that the waiver of revenue will be 
offset by other activity, either by 
increasing or formulation of a new 
tax or contribution. In that case, 
the waiver will only apply when 
compensation is insured by in-
creased revenue. 

For its part, the Annex Fiscal Risks 
report includes three categories: 
(1) budget fiscal risks (possibility of 
not achieving revenues and/or ex-
penditures); (2) fiscal risks of debt 
for government securities (arising 
from changes in interest rates, ex-
change rates and/or inflation); and 
(3) contingent liabilities, especially 
those involving judicial disputes. 
This toolkit aims to inform society of 
the evolution of public accounts, 
to demonstrate to the taxpayer 
how funds raised are used. 

In Colombia, to ensure ac-
countability and transparency in 
their fiscal processes, a horizontal 
planning process is promoted for 
a period of 10 years. This displays 
the future effects of decisions on 
taxes, spending capabilities and 
level of indebtedness. The Me-
dium Term Fiscal Framework is a 
key instrument of the Colombian 
law on fiscal responsibility, which 
requires the delivery of a finan-
cial plan, which must consider 
the historical trend or behavior of 
income or earnings for the three 
years prior to the annual cycle in 
question and the inclusion of new 
policies. It will also include a report 
on macroeconomic and fiscal 
current year results, evaluation of 
public services, and an estimated 
cost of exemptions, deductions or 
discounts it offers. Thus, it is intend-
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ed that the development of each 
annual budget, each agency an-
alyze its fiscal responsibility to en-
sure debt sustainability. Manag-
ers of public resources should be 
cautious in the calculation and 
estimation of revenues, greater 
control of their operating costs, 
and meet the goals established 
primarily to service the debt. 

In Chile procedures for fiscal 
transparency and public policy 
are highlighted by the creation 
of two funds to maintain and in-
vest the tax savings resulting from 
the structural balance approach: 
the Pension Reserve Fund (FRP) 
and the Fund for Economic and 
Social Stabilization (FEES). This, in 
order to distribute over time the 
financial burden. 

The FRP was created with the 
aim of providing financial stabili-
ty to the treasury, to build part of 
fiscal surpluses to secure funding 
from the public budget for deficit 
years. With FEES Chile avoids ex-
posing social spending and pub-
lic investment to changes in the 
economy, while facilitating public 
savings. For both funds, the law 
provides different percentages 
and formulas by which the contri-
butions should be increased, and 
the investment ceiling. 

However, in Mexico the prin-
ciples of transparency require 
that fiscal instruments be devel-
oped on the basis of objective 
and quantifiable parameters of 
economic policy. They must be 
accompanied by performance 
indicators, based on the objec-
tives, strategies and annual goals. 

Projections must cover a period of 
five years and the exercise of the 
fiscal year in question, which are 
reviewed annually; while the re-
sults of public finances, including 
financial requirements, must also 
be projected for a period of five 
years immediately preceding the 
fiscal year in question. 

Under this Law Mexico will al-
ways procure a balanced bud-
get, however the law recognizes 
that due to economic and so-
cial conditions, it may incur in a 
budget deficit. If this happens, 
the specific amount of funding 
needed to cover the deficit, the 
reasons for it, and the time and 
actions required to eliminate the 
deficit to restore budget balance 
must be revealed to the public. 

The constant changes in fi-
nancial regulations in the United 
States makes it difficult to identify 
whether fiscal transparency is im-
plemented in the formulation and 
statement of public policy. For ex-
ample, when the Budget Control 
Act (2011) was adopted, several 
mechanisms, such as the creation 
of the Congressional Joint Select 
Committee on Deficit Reduction 
and the “budget sequestration” 
were introduced. This law delegat-
ed to federal agencies and de-
partments budget cuts. Two years 
later, Congress approved the Se-
questration Transparency Act of 
2012 to require the President and his 
administration to report in 30 days 
detailing how it will implement the 
automatic cuts. The report would 
include an estimate for each cate-
gory of percentages and amounts 
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necessary to achieve the required 
reduction and identification of the 
accounts, estimates of resources 
and projects, among other details. 

Reviewing the situation in Puer-
to Rico, we observe that it is far 
from adopting transparent pro-
cedures and formulation of fiscal 
policy similar to those enacted in 
the countries analyzed. There is a 
constitutional provision that tax al-
lowances for any fiscal year may 
not exceed the total resources 
calculated for that year. The Con-
stitution also requires that there 
be a budget; and if there are no 
funds, it establishes an order of 
priority, where debts are paid first 
and then other spending priorities. 
Although there is a clear legal limit 
for a balanced budget of income 
and expenses, the practice in re-
cent years has been to use non-re-
curring sources of income (debt) 
to cover recurrent costs (financ-
ing of government operations). 
These sources of income are not 
disclosed to the public when the 
budget is established, but when 
obligations are to be met and 
there are no resources available, 
the legislature then authorizes the 
issue of new debt. 

The Tax Reform Act passed in 
2006 to address the econom-
ic and fiscal crisis of Puerto Rico, 
established that the government 
should develop a Strategic Plan 
which would contain strategies 
for fiscal stabilization, including 
restructuring of agencies, auster-
ity measures and other govern-
ment management measures. 
All budget requests submitted by 

the Governor would be accom-
panied by a seven year Strate-
gic Plan. A review of the Strate-
gic Plan of Puerto Rico reveals 
that it contains a broad general 
statement of the goals set for the 
required period. However, the 
process for approval of the Plan 
is not clear, and the strategies de-
scribed are not transparent, they 
do not reflect the sources of reve-
nue or identify measures and per-
formance indicators.

 
3. PUBLIC ACCESS TO 
INFORMATION ON TAX 
POLICIES 

Another essential principle of 
transparency and fiscal responsi-
bility, is the disclosure to citizens of 
proposed and adopted policies. 
This implies that citizens should 
be provided complete informa-
tion on past and present fiscal 
activities and major fiscal and so-
cial risks. The information must be 
timely, adequate, complete and 
accessible. 

The New Zealand Act details 
how the government should dis-
close its proposed policies to en-
sure that the legislature and the 
public can learn how government 
is complying with the principles of 
fiscal responsibility. All financial in-
formation must be presented ac-
cording to generally accepted 
accounting principles. The gov-
ernment has a duty to inform the 
projected fiscal position, including 
income, expenses, operating bal-
ance on an accrual basis, total 
debt and equity. All the required 
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financial statements are similar 
to those of any private compa-
ny and include a statement of 
responsibility, where the Minister 
of Finance affirms the integrity of 
the information contained in the 
financial statements. 

In Australia, the Charter of Bud-
get Honesty requires that annual 
reports be published with the fiscal 
budget and economic outlook. 
This annual report shall include, 
among others, estimates for the fis-
cal year and the next three years; 
economic assumptions used; sen-
sitivity analysis; summary of esti-
mated tax expenditures for the 
budget year and the next three 
years; and a statement of risks. 

The law in Brazil establishes trans-
parency as a control mechanism 
by publishing reports and certifi-
cations on budget execution and 
provide the taxpayer the actual 
use of public resources. Specifi-
cally, it outlines the instruments of 
transparency in fiscal manage-
ment, among which are public 
hearings, accountability publica-
tions, and fiscal reports. The Act 
provides that public hearings be 
conducted at the time of the 
preparation and discussion of the 
budgetary documents (multian-
nual plan, budget directives law 
and annual budget law). It also 
establishes the requirement, ev-
ery four months, for the Executive 
to publish and assess compliance 
with fiscal targets. 

Colombia´s Medium-Term Fiscal 
Framework must be reviewed pe-
riodically and as if the assessment 
shows that it has not met the proj-

ect goals it must make the neces-
sary adjustments. Adjustments re-
quire a justification and a review 
to meet debt sustainability. Both 
the framework and the financial 
plan and the corresponding eval-
uation must be accessible to the 
public, including through elec-
tronic means. 

Legislation in Chile requires the 
Treasury to issue quarterly reports 
on the status of the sovereign 
funds, and in turn, prepare every 
three years an actuarial study to 
assess its sustainability. The State 
shall maintain permanently avail-
able to the public through their 
websites, updated information 
at least once a month, of various 
government activities, including 
information on the allocated bud-
get and reports on its implemen-
tation, under the terms provided 
in the respective Budget Act each 
year. In addition, the government 
must provide the results of finan-
cial year audits of each entity 
and, when appropriate, addition-
al clarifications. 

In Mexico the principle of acces-
sible information is covered in the 
law by requiring public institutions 
to deliver monthly and quarter-
ly reports. Quarterly reports must 
be submitted with monthly break-
downs and must include informa-
tion on the Income and Expendi-
ture Budget performance and on 
the economic situation, including 
an analysis on production and em-
ployment, wages and prices; and 
the situation of public finances and 
generation of tax and non -tax rev-
enues, status of collection targets, 



135

Reframing the “Rules of the Game”: 
Through Governance, Transparency and Fiscal Responsibility

realization of public expenditures, 
among others. These also include 
key indicators on the results and 
progress of programs and projects 
in meeting the goals and objec-
tives and the social impact, in order 
to facilitate its evaluation. 

The US has established the Of-
fice of Budget and Management 
which is responsible for reporting 
the fiscal situation, including the 
“budget sequestration” agen-
cy. This includes adjustments to 
spending limits for the fiscal year 
and each succeeding year, as 
required by law. The law requires 
a timetable for presentation and 
disclosure of reports, including 
the holding of public hearings, if 
necessary.  

In the case of Puerto Rico, its 
Constitution proclaims one of the 
most fundamental parliamentary 
functions in a democratic society: 
Keep citizens informed by various 
means on legislative procedures. 
This constitutional provision also 
applies to aspects related to tax 
legislation and budget. Howev-
er, this regulatory progress on the 
principles of transparency, access 
and availability of information, has 
not gone hand in hand with our so-
cial reality. The Constitution does 
not set a term or deadline for the 
State to provide relevant informa-
tion. In practice it is difficult to find 
official documents; statistics are 
not updated, and public reports 
do not contain all information 
necessary for proper evaluation of 
policies and fiscal practices. 

4. ACCOUNTABILITY AND
ASSURANCES OF INTEGRITY 

Another guiding principle, which 
is shared among the legislations 
analyzed, is accountability and 
providing assurances of integrity. 
Accountability ensures that the 

government provides and 
demonstrates that the decisions, 
actions, or authorized and imple-
mented projects are consistent 
with clearly defined and approved 
goals. In addition, information and 
fiscal practices must meet certain 
accepted quality standards and 
are subject to independent verifi-
cation. Thus, without the principle 
of transparency in the budgeting 
processes accountability cannot 
operate effectively. 

The New Zealand Act requires 
the State to follow the legislated 
principles and publicly assess their 
fiscal policies against such prin-
ciples. The Act requires that the 
government present all financial 
information in accordance with 
accepted accounting practices. 
All required financial statements 
are similar to those of any private 
company and include a state-
ment of responsibility, where the 
Minister of Finance ensures the 
integrity of the information con-
tained in the required financial 
statements. 

In compliance with the princi-
ples of accountability and fiscal 
transparency, the Charter of Bud-
get Honesty Act of Australia re-
quires the government to analyze 
and publish to the public a report 
and statement of responsibility, 
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within six months implementation 
of the budget. The purpose of this 
report is to present the econom-
ic and fiscal outlook and provide 
updated information to allow cit-
izens to assess government fiscal 
performance against previously 
established and disclosed fiscal 
strategy information. The informa-
tion contained in the reports must 
include all government decisions 
and circumstances that may 
have an effect on the fiscal and 
economic outlook. 

The government of Australia has 
to provide a report on the eco-
nomic and fiscal outlook within 10 
days of the order issued for gener-
al elections. This report should in-
clude the situation of government 
for the year and expectations 
for the next three years; with the 
economic assumptions that have 
been used in the preparation of 
tax estimates; An updated list of 
risks, including data declaration. 
The information provided should 
reflect, to the extent possible, all 
decisions of the government and 
other circumstances that may 
have a significant effect on the 
fiscal and economic outlook. In 
addition, the law requires that the 
report be signed by the responsi-
ble officials asserting that the re-
port reflects their best professional 
judgment; which includes all the 
financial information provided by 
the Treasury Department and all 
fiscal information available; and 
incorporates the tax implications 
of government decisions. 

The law in Brazil provides that 
top government officials should 

be available for public consulta-
tion. Reports of public accounts 
must provide a portrait of the per-
formance of public spending to 
test the government’s fiscal posi-
tion. The law provides for ample 
disclosure of the results of the as-
sessment of the accounts and that 
these remain available for consul-
tation and assessment by citizens 
and institutions of society. Similar-
ly, uniform procedures for all gov-
ernment agencies are regulated 
which facilitates the standardiza-
tion of reports. By complying with 
the rule of transparency, publica-
tion of consolidated accounts in 
electronic format is also expected. 

On the other hand, the process 
of transparency and accountabil-
ity established by law in Mexico is 
the evaluation of programs. This 
is to verify compliance targets, 
which show the results of the al-
location of public resources. All 
evaluations are made public and 
contain at least general data of 
the external evaluator, general 
data of the responsible admin-
istrative unit to monitor the eval-
uation; the hiring process of the 
evaluator; evaluation contract 
type, the database generated 
for analyzing the evaluation; the 
data collection instruments (ques-
tionnaires, interviews and formats, 
among others); the methodology 
used; an executive summary out-
lining the main findings and rec-
ommendations; and the total cost 
of the external evaluation, with its 
source of funding. 

The United States requires ac-
countability through various forms, 
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special laws and the establish-
ment of inquiry commissions. While 
these mechanisms are known to 
the public, its exercise is essential-
ly by the legislature, which is insuf-
ficient. The presidential message 
to the House of Representatives is 
interpreted as a form of account-
ability to the people. 

The Commonwealth of Puerto 
Rico, approved in 2010 a public pol-
icy that every government agency 
should implement a program to 
optimize performance and service, 
which should be achieved through 
the formulation of strategic plans 
with measurable goals and objec-
tives. Thus, the State intends to im-
plement a system of accountabili-
ty and open government in which 
the government components are 
directed to the achievement of 
goals and objectives to determine 
the efficiency, effectiveness and 
quality of services through the dis-
closure of results. 

This legislation was novel and 
took a step in the right direction 
by requiring a strategic planning 
document to agencies and pub-
lic corporations. Nevertheless, we 
found that this law did not have 
the necessary elements for the 
creation of an integrated assess-
ment and implementation tool 
to evaluate the outcomes and 
measure their impact; it does not 
contain mechanisms for quali-
ty control in the development of 
agency strategic plans; does not 
set the parameters for the dis-
closure of plans or require that 
plans be linked to the budgeting 
process. Also, the law does not 

require agencies to review and 
certify that the strategic plan de-
veloped is aligned with the agen-
cy mission as manifested in the 
law which governs its operations. 
Less than a third of the agencies 
(49 as of 2013) have submitted 
their strategic plans to OMB and 
of these just a few publish a prog-
ress report on its Web site. 

A look at the OMB web site re-
veals the absence of a timetable 
established for the evaluation of 
public services. Citizens have no 
official information about the ser-
vices rendered or the economic 
or social impact evaluated. An 
evaluation report or audit must 
provide the public an explanation 
for the accuracy and reliability of 
the use of public funds, including 
whether it has complied with the 
laws and administrative guide-
lines, and efficiency and effec-
tiveness of government spending 
(IBP, 2011). Disclosure and evalua-
tion of public services performed, 
provides citizens with a glimpse of 
the implementation of the bud-
get during the fiscal year. 

5. DEFINITION OF PENALTIES 
AND ADMINISTRATIVE AND 
CIVIL RESPONSIBILITY 
 
Notably, as social control is essen-
tial for the enforcement of legal 
compliance, establishing sanc-
tions serves as a powerful tool for 
initiating responsible governance 
(Almeida, 2008). 

In Brazil the lack of publication 
of the required reports can cause 
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the offender the suspension of all 
voluntary budget transfers and 
the prohibition to contract cred-
it operations. The LRF is comple-
mented by the Penal Code and 
the Law on Tax Crimes to address 
penalties for noncompliance. The 
penalties are classified as civil (to 
repair the damage); administra-
tive (loss of office, disqualification, 
fines, suspension of political rights) 
and criminal (commission of of-
fense). The law emphasizes that a 
civil case does not preclude crim-
inal or administrative proceed-
ings. Furthermore, the omission of 
a ministerial duty under law brings 
about the sanctions described 
(Almeida, 2008). 

Penalties are classified as per-
sonal or institutional. Institutional 
penalties befall on the adminis-
trative bodies responsible for the 
irregularities, while personal sanc-
tions affect the agents or individ-
uals who committed the wrongful 
act. The author points out as an 
example: the prohibition to carry 
out voluntary transfers is an institu-
tional sanction and removal from 
public office is a personal penal-
ty. The penalties associated with 
noncompliance of the LRF have 
varying degrees of severity, but 
require from the public adminis-
trator: integrity; acceptance of 
responsibility, and commitment 
to legality and transparency of 
their actions. Penalties apply to 
all those responsible in the three 
branches and the three levels of 
government. 

Notwithstanding, the article, “Fis-
cal Responsibility Law: The Experi-

ence of Latin America”, explains 
that although it is unlikely that a vi-
olation of the law reaches criminal 
charges because of the slowness 
in the judicial system, many poli-
ticians prefer to avoid entangle-
ment in the process. The law serves 
as a tool for denying political fa-
vors. In several places in Brazil signs 
have been posted expressing the 
repercussions of failure to under-
stand why certain projects are not 
possible. However, in Colombia a 
breach of this law, by a public ser-
vant, “will be considered as a dis-
ciplinary offense” under the provi-
sions of Act 734 of 2002. 

On the other hand, in Mexico 
situations that could lead to dis-
ciplinary measures are identified. 
The law asserts that the acts or 
omissions involving its breach be 
punished in accordance with the 
Federal Law of Administrative Re-
sponsibilities of Public Servants 
and other applicable provisions. 
The law lists various situations re-
quiring sanctions, and in relation 
to accountability, transparency 
and fiscal accountability high-
lights the following: 

... not comply with the 
general provisions on pro-
gramming [budgeting] 
exercise, monitoring and 
evaluation of federal pub-
lic spending established in 
law; do not adopt the bud-
getary and accounting re-
cords in the form and terms 
established by this Act, with 
reliable and accurate in-
formation; comply with the 
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obligation to provide time-
ly and required informa-
tion; take actions or incur 
in omissions that impede 
the efficient, effective and 
timely exercise of resourc-
es and the achievement 
of annual goals and objec-
tives; and perform actions 
or incur in omissions that 
deliberately cause failure 
to meet targets and annu-
al targets in their budgets.

In addition to the penalties pro-
vided by law, public servants 
which cause harm or damage 
will be responsible for paying the 
due compensation. However, 
sanctions and compensation will 
be imposed regardless of the re-
sponsibilities of political, criminal, 
administrative or civil character, if 
any, come to be determined by 
the competent authorities. 

In relation to non-compliance 
with fiscal laws in Puerto Rico, as 
in the US, we have segmented 
laws that consider this problem. 
For example, Article 24 of the Tax 
Reform Act establishes sanction 
to any person who willfully vio-
lates any provision of this Act shall 
be charged with a misdemean-
or, and upon conviction shall be 
punished with fine from $ 1,000 
to $ 5,000, which will be paid by 
the official or employee who, for 
his carelessness, negligence or in-
tention, commits the violation. In 
addition to any appropriate disci-
plinary action against any officer 
or employee who carelessly or 

negligently violates or assists in the 
breach of any provision of this Act 
or of any laws, regulations or rules 
adopted under it. 

CONCLUDING 
REMARKS 

The research team ascertains that 
Puerto Rico must embrace the 
challenge to sustainable devel-
opment by reframing its gover-
nance practices. The absence of 
good governance principles and 
practices in Puerto Rico has cre-
ated uncertainty and lack of con-
fidence in citizens, entrepreneurs 
and investors. The lack of consis-
tency in the development and 
management of fiscal policies 
has increased governance prob-
lems and a lack of capacity of 
government agencies to comply 
with their mission. The lack of insti-
tutional capacity in the manage-
ment of public affairs in the past 
decades has been linked to high 
politicization of public administra-
tion; lack of vision and coherent 
planning to promote sustainable 
development; high levels of bu-
reaucracy in civil service and high 
costs operations; the poor quality 
of services and the lack of results 
to meet citizens’ needs. 

Among the most significant find-
ings of this study we can mention: 
the fragile fiscal situation of the is-
land; numerous flaws in the bud-
geting process; a high govern-
ment deficit; unsustainable levels 
of indebtedness; lack of planning 
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of public expenditures; lack of clear goals and metrics 
for evaluating results; significant discretionary public 
spending; lack of reliable and accessible information 
and statistics to citizens and an obsolete manage-
ment model utilized during the past four decades. 

Moreover, Puerto Rico lacks an integrated and 
coherent fiscal responsibility legal and institutional 
framework. The lack of a clear and consistent fiscal 
policy has led to weak performance by the entities 
in charge of managing economic and fiscal matters. 

Among the major recommendations of the study 
we can highlight the adoption of fiscal policies of 
transparency and accountability that attune with the 
best practices guiding principles followed by nations 
globally and used by successful countries such as: In-
creased participation of institutions and public sector 
agencies; Reporting and publishing comprehensive-
ly the public assets and liabilities of the government; 
Publish more frequent and timely fiscal reports; Using 
a more rigorous approach to developing fiscal pro-
jections; Develop and implement standards to align 
strategic plans, budgets, statistics and accounts. Build-
ing on experiences of countries such as New Zealand, 
Australia, Mexico, Chile, and others are valuable and 
can serve as a reference to move forward. In addition, 
the study provides general and specific recommen-
dations to strengthen the institutional capacity of gov-
ernment; develop a coherent institutional and legal 
framework; and strengthen the capabilities of human 
capital among other pressing matters. 

The research study also proposed a model of open 
and transparent governance of public affairs an-
chored on international principles (the model pro-
posed by the Governance Center model in its book, 
Una Nueva Gobernanza para Puerto Rico) is a sci-
entific roadmap to guide the process of formulation 
and implementation (Figure no. 1);  

To articulate pillar 1, culture of good governance, it 
is necessary to focus on transparency, accountability 
and government fiscal responsibility. Pillar 2 address-
es economic competitiveness by improving the in-
vestment climate, generating capital, creating jobs 
and developing a culture of entrepreneurship and 
productivity. 
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Pillar 3, developing social capital, emphasizes the importance of fos-
tering the skills and capabilities of human capital, social culture and 
resilience to overcome adversity, uncertainty and crisis management 
capabilities. Finally, to successfully advance the governance reforms 
a platform of indicators and metrics to assess the results and impacts 
of the progress of efforts is necessary to ensure that they maintain sus-
tainability in the long run and that transparency and accountability 
permeate the whole process. 

Figure 6. Governance Model Source   Una Nueva Gobernanza para Puerto Rico   2013

The study also emphasizes, the following key findings: Puerto Rico must 
adopt an integrated fiscal responsibility legislation as a first step to pro-
mote order and discipline in the management of public finances; The 
establishment of general rules and strict reporting requirements to fos-
ter a more transparent budget formulation process, improve the qual-
ity of public spending, control the level of indebtedness and provide 
a framework to improve public policy and weigh the effects of fiscal 
decisions; Enhance the government institutional capacity (design of 
policies, systems and administrative, legal, fiscal processes and political 
authority) suitable and sufficient to manage public affairs in an increas-
ingly complex and volatile environment with limited resources; Adopt 
a national strategic plan with long-term strategic vision for sustainable 
development which considers short and medium term actions to ensure 
a balance between planning, budget formulation, fiscal discipline and 
managing for results and outcomes; Adopt the international principles, 
practices and metrics of transparency and accountability in the man-
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agement of fiscal affairs as a pillar 
to create an environment that dis-
courages corruption; Undertake 
structural reforms in public admin-
istration anchored on strengthen-
ing human capital competencies 
management; Adopt transpar-
ency and accountability policies 
in fiscal affairs that incorporate 
components used by success-
ful countries; Develop a model 
of sustainable development of 
the economy of Puerto Rico to 
take into account its competitive 
strengths and address and reduce 
risk and the impact of unfavor-
able conditions; Develop a trans-
parent, accessible, coherent and 
integrated results management 
and budget planning as a tool to 
promote quality in the delivery of 
public services and more efficient 
use of limited public resources; 
Adopt the criteria and standards 
established by the IMF and the IBP 
for transparent budget processes 
and involve citizens in the discus-
sion of the budget as a measure 
to improve the formulation, im-
plementation and evaluation of 
fiscal policy; Develop multi-year 
budgets as defined in internation-
al standards; and Strengthen infor-
mation technology infrastructure 
as a mechanism to improve the 
quality of data as a basis for gen-
erating better quality information 
to support the decision-making 
process in fiscal and budgetary 
matters (“e-government”, “open 
government”). 

In summary, for Puerto Rico it is 
imperative to take advantage 
of the deep and prolonged cri-

sis as an opportunity to advance 
structural reforms which require 
commitment and willingness. Ad-
vancing the agenda for manag-
ing public affairs in the current 
historical juncture to generate re-
sponses and produce the results 
will require talent, participation 
and willingness of all. In the words 
of Albert Einstein “the crisis is the 
greatest blessing that can hap-
pen to people and countries 

Given the complexity and depth 
of the challenge Puerto Rico must 
focus on the necessary reforming 
agenda anchor on strengthen-
ing governance, improving fiscal 
practices and reforming public 
institutions. The understanding 
needed to develop the roadmap 
to mobilize action to undertake 
the structural (economic, fiscal, 
budgetary, and public adminis-
tration) reforms and generate re-
sponses and outcomes for society 
are clear. Furthermore, all the tools 
needed to advance reforms are 
at hand: consensus on standards, 
stakeholders and understanding 
of current deficiencies. If these 
tools are used properly and in a 
concerted manner, Puerto Rico 
can achieve historic progress in its 
capacity to govern public affairs 
that allows fiscal transparency, 
accountability and fiscal respon-
sibility can be accomplished for 
the common good and prosperity 
of the Island. 
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