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A smaller share of total income goes to hired 
labor in Puerto rico than in any state in the 

U.S. In Puerto rico, hired workers take home 25 
cents of every dollar in net private-sector income, 
the rest going to investors, proprietors, and the self-
employed.1 In the U.S. as a whole, employees earn 56 
percent of private income. (There are more precise 
ways to calculate labor’s full share of income in the 
U.S., but this paper uses a method that matches U.S. 
and Puerto rico data.2) even in sparsely populated, 
resource-rich states such as Wyoming and Alaska, 
hired labor’s share is 40 percent or more.3

Big Pill, Small Impact
The primary reason for Puerto rico’s extremely 

low labor share is its specialization in pharmaceuti-
cal manufacturing, an industry that uses vanishing-
ly little labor in its productive process. 

The Economic Census of Island Areas records 
that Puerto rico shipped $77 billion of manufac-
tured goods in 2012. Of those, $51 billion worth were 

“pharmaceuticals and medicines,” and another $9 
billion were “medical equipment and supplies.”4 

because Puerto rico’s manufacturing industry is so 
concentrated, it is unsurprising that it has aggregate 
statistics unlike anywhere else in the U.S. However, the 
degree of difference is astounding: In Puerto rico, just 

8 percent of manufacturing income goes to hired labor, 
compared to 61 percent nationwide. manufacturing 
dominates Puerto rico’s income statistics, yielding 55 
percent of net domestic private-sector income in 2013. 
On the mainland, manufacturing of all types account-
ed for only 13 percent of private income.

Hired labor’s share of income is not puny because 
manufacturing workers are poorly paid—the average 
compensation was 39 percent higher in manufactur-
ing than elsewhere—but because Puerto rican fac-
tories use so few workers in the productive process. 
In 2013, just 95,000 out of a workforce of 1,030,000 
were employed in manufacturing.5

Subsidies and Regulations Distorted 
Manufacturing

Puerto rico ended up with such an extreme 
industrial concentration thanks to two federal laws. 
Section 936, a tax provision, offered subsidiaries of 
U.S. corporations very favorable corporate tax treat-
ment if they located in territories.6 but the maritime 
Jones Act, which is still in effect, granted a shipping 
monopoly to a handful of shippers, who use their 
power over consumers to raise prices much higher 
than competitive levels.

The two laws attracted an industry that produc-
es high-value goods that are very small and light: 
pills. The labor-intensive aspects of the pharma-
ceutical industry, such as research and marketing, 
remained on the mainland. Puerto rico received 
billions in investments for the factories that stamp 
out billions of pills that Americans rely on for daily 
health. Pills are small and light enough that the 
costs added by the Jones Act were outweighed by 
the tax benefits.
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most other manufacturers found that the costs of 
the Jones Act, Puerto rico’s unresponsive government, 
expensive electricity, and rigid labor laws outweighed 
the tax benefit. These manufacturers stayed away. 

Since Section 936 lapsed in 2006, Puerto rico’s 
pharmaceutical sector has stalled, shedding 36 per-
cent of its workforce.7 

Laborious Regulation
even in other sectors of Puerto rico’s economy, 

hired labor’s share of income is lower than the U.S. 
average. Dropping manufacturing, mining, and 
agriculture, all of which are geographically unique, 
Puerto rico’s hired labor share of income is lower 
than 48 states8 and 8 percentage points lower than 
the U.S. average.

Puerto rico has strict regulations on labor that 
are intended to benefit workers. The minimum wage 
in Puerto rico is closer to the median wage than in 
any U.S. state, and Puerto rico has european-style 
laws that make it difficult to fire workers. In spite 
(or perhaps because) of these laws, Puerto rican 
employees earn a smaller share than their mainland 
counterparts.

At the same time, investors, proprietors, and 
workers are splitting a smaller pie: Puerto rico’s 
economy has failed to converge to mainland levels 
of productivity and income. Strict labor laws failed 
to distort the distribution of income in the intended 
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direction. Investment incentives plus strict labor 
laws only attract factories that use very little labor. 
moreover, strict labor laws restrict growth and 
lower productivity, shrinking the pie and making 
everyone poorer.

Conclusion
Puerto rico’s experience is a reminder that gov-

ernment does a terrible job at directing economic 
development. If congress had pursued economic 
freedom for Puerto rico throughout the 20th cen-
tury, the island’s economy would have developed sus-
tainable patterns of production and trade that reflect 
its true comparative advantages.

In response to Puerto rico’s current fiscal crisis, 
congress has received a variety of poorly conceived 

proposals intended to siphon federal money to Puer-
to rico or to shield the island’s failed public utili-
ties from reforms. No bailout, however, can address 
the underlying policy failures that have kept Puerto 
rico from growing. 

congress and Puerto rico’s government should 
pursue economic freedom by repealing the mari-
time Jones Act, lowering the minimum wage, rooting 
out local corruption, and liberalizing labor markets. 
With full economic freedom, Puerto rican workers 
can expect to receive a bigger slice of a bigger pie.
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