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the dust settle, focus on integration 
and look for organic growth via 
market share movement opportuni-
ties among the fallout,” said Slack, 
adding he didn’t know if that would 
take three to six months, or one to 
two years. “I think, at a minimum, 
we need to get through the rest of 
the second quarter before really 
having any clues as to where we go 
from here.”

A WELCOME SHOT IN THE ARM
That, however, should not dimin-

ish the importance of the FDIC-
coordinated transaction on April 30, 
which had the equivalent of inject-
ing $6.53 billion into the island’s 
fi nancial system, an outstanding 
amount given that it tops the $6.49 
billion in American Recovery & 
Reinvestment Act (ARRA) federal 
stimulus funds Puerto Rico is receiv-
ing over a two-year period running 
through the end of this year—a life-
line local offi cials acknowledge is 
the main thrust of the local economy 
right now. 

The new injection is a combination 
of the FDIC’s cost of $5.28 billion 
for the three failed banks and the 
$1.8 billion in fresh capital raised 
by the three winning banks in addi-
tion to Doral Financial Corp., which 
raised capital but was outbid in the 
FDIC auction. 

The economy may be starting 
to show signs of stabilization, but 
the fortunes of island banks are 

expected to take a bit longer to turn 
around, part of a natural economic 
cycle known as the lagging effect. 
In addition, real estate defaults are 
due to increase this year, which will 
hold down real estate prices. 

The Puerto Rico Planning Board 
is forecasting a 3.6% contrac-
tion during the current fi scal year, 
which ends June 30, and a slight 
0.4% growth during fi scal 2011, 
which starts July 1 and ends June 
30, 2011. This year’s loss marks the 
fourth year of recession, with the 
economy contracting 3.7% in fi s-
cal 2009, 2.8% in 2008 and 1.2% 
in 2007. 

Despite the dreary landscape, 
government offi cials believe the 
$6.53 billion boost is big enough 
to jolt commercial and consumer 
lending, sorely needed to spark the 
economy. 

“The process we have been going 
through was critical to enable the 
economy to grow and move for-
ward. Now this solid and strength-
ened banking industry must help 
move the island economy forward 
by lending money to fi nance our 
economic growth and develop-
ment,” said Gov. Luis Fortuño.

There will apparently be more 
pressure to do so. Government 
Development Bank (GDB) President 
Carlos García said that there would 
be report cards on banks’ ability to 
lend, saying it was necessary for 
the banks to support eight priority 
public-private partnership projects 
the administration has on tap, which 

include power-plant upgrades, new 
highway projects and an aggressive 
school-modernization program.

“Without a solid banking industry 
that can lend money to the establish-
ment of new businesses and proj-
ects, the economy can’t move for-
ward and grow,” García said. “We’ll 
have a report card soon about banks’ 
ability and willingness to lend.”

More than $2 billion has been 
raised in the banking sector and in-
vestors expect this capital to be de-
ployed into the economy to produce 
a return on their investment. Two of 
the banks that made winning bids, 
Popular and Oriental, raised a com-
bined $1.25 billion in capital. 

Doral Financial Corp., the holding 
company of Doral Bank, announced 
in a fi ling with the Securities & 
Exchange Commission last week 
that it will retain $180 million in 
capital raised but return to inves-
tors $420 million in additional funds 
raised contingent on an acquisition 
of one of the three Puerto Rico 
banks seized by the FDIC on April 
30. Doral did not pick up any part 
of any of the three banks that were 
auctioned off in the FDIC-imposed 
consolidation.

“Now we have a fi nancial sector 
with the capacity to lend and we ex-
pect them to do so. We expect the 
banking sector to put their money 
and capital on the table to support 
the public-private partnerships and 
tourism projects we have on the 
table. There is no excuse now,” 

García added.
Yet, economists caution, while the 

consolidation is positive, it will still 
take some time for the industry to 
turn things around and return with 
renewed vigor to lending. Chances 
are that banks will be so busy with 
the merger activity that they will 
not increase their lending activity 
for now.

“It’s positive, but this is no quick 
fi x. The rest of the banks still have 
signifi cant issues with nonper-
forming loans, largely construc-
tion loans,” said Sergio Marxuach, 
policy director at the Center for the 
New Economy, an island think tank. 
“The rest of the banks still have sig-
nifi cant issues. What we will see is a 
gradual writing down of these assets 
over time. That will lead to a signifi -
cant repricing of real estate.”

  
WHY THIS IS HAPPENING

CARIBBEAN BUSINESS (CB) 
has been reporting about the chal-
lenges within the banking industry 
since the bloom was fi rst taken off 
bank profi ts earlier this decade, and 
the need for industry consolidation 
became increasingly apparent. 

In fact, CB was the fi rst media out-
let, local or national, to bring to the 
limelight the fi rst hints of a possible 
consolidation in the local banking 
industry in an article titled “Bank 
consolidation on the horizon” (CB 
Jan. 25, 2007) regarding Scotiabank 
going after First BanCorp. 

CB was also fi rst to alert readers 
on the imminent FDIC action in an 
article titled “Local banking indus-
try consolidation now imminent” 
(CB March 25) and to alert online 
readers as the events unfolded April 
30 through our website www.carib-
beanbusinesspr.com.  

While many are painting the cur-
rent consolidation in negative tones, 
the move will be largely positive for 
the island’s economy, just as they 
have been in the past. 

Since this newspaper began pub-
lishing, Puerto Rico has passed 
through 26 bank industry consolida-
tions, recalled Bankers Association 
Executive Vice President Arturo 
Carrión. Twelve of those have 
been FDIC-induced consolida-
tions, such as the one involving the 
Banco Crédito y Ahorro Ponceño in 
1978, while the others were either 
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BY RAFAEL HERNÁNDEZ COLÓN

A travesty upon the 
most fundamental 

of all rights—the right to 
vote—has been avoided 
by the U. S. House of Rep-
resentatives. After the re-
peated defeats of statehood 
in local referenda, the state-
hood leadership took it upon 
itself to discredit common-

wealth as a legitimate status option for Puerto 
Rico’s self-determination. Blithely ignoring 
U.S. Supreme Court precedents, they went to 
Congress with the specious argument that com-
monwealth was a colonial relationship; unfi t to 
be on a ballot with statehood or independence.

Gone were the days when statehood party 
founder Luis Ferré and other Puerto Rican 
leaders joined the representatives of the U.S. 
president, Senate and House to proclaim that 
commonwealth was a status with equal dignity 
to statehood and independence. These men and 
women belonged to the U.S.-Puerto Rico Status 
Commission, created by law in Congress, which 
recommended the fi rst plebiscite ever held on 
the future status of Puerto Rico. It included 
commonwealth, statehood and independence.

The statehood leaders forget that their party 

was born out of this plebiscite, which respected 
the right to vote of all Puerto Ricans. They only 
remember that commonwealth defeated statehood 
and independence, garnering 60% of the votes. 
During the Ford administration, they set out, 
undemocratically but successfully, to undermine 
the implementation of the mandate in that 
plebiscite for the enhancement of commonwealth. 
Having lost the two ensuing plebiscites that they 
promoted, they came to the conclusion that the 
solution to their lack of votes was to eliminate 
commonwealth from the ballot.

The House of Representatives balked at this 
affront to democracy. A wide majority voted to 
amend H.R. 2499 to include commonwealth as 

one of the four options in the 
second round of the process 
for self-determination. The 
wheel has come full circle. We 
are back to the equal dignity 
categorization that the U.S.-
Puerto Rico Status Commission 
gave commonwealth 44 years 
ago when we were young and 
thought that our generation 
was the one that would fi nally 
resolve the centenary status 
question.

But, given the underdeveloped level in which 
this debate evolves in Puerto Rico, a level where 
no progress is made in a debate because no issues 
are ever held to be adjudicated, 
we can be sure that we shall 
soon say, “here we go again.” 
The statehood leadership and 
the embittered independentistas 
who blast away over the airwaves 
will continue to say that the 
relationship is colonial and 
unworthy of competing against 
statehood or independence, even 
if the people want it.

H.R. 2499 has been approved 
by the U.S. House and was sent 
to the upper chamber, where the 
Senate Energy & Natural Resources Committee 
has set a hearing for May 19. This hearing should 
be most helpful in order to perfect this bill. Since 
the amendment to include commonwealth was 
included in the fl oor of the House in the midst of 
a heated debate, the bill passed the House with 
two plebiscites.  

The self-determination process is still structured 
on the basis of a fi rst plebiscite to see if Puerto 
Rico wants commonwealth or a change of status. 
If voters say they want a change of status, which 
will be the case because the statehooders and the 
independence voters will join forces, a second 
plebiscite would be held. In the second plebiscite 

we would choose the permanent 
status we want. Having included 
commonwealth in the permanent 
status options on the second 
plebiscite, the fi rst plebiscite 
makes no sense.  

Having a fi rst plebiscite 
is wasteful. It costs a lot of 
money—over $2 million—to our 
government that has had to dismiss 
thousands of public servants due to 
a structural defi cit in our budget. It 
is also redundant and unnecessary. 

The fi rst plebiscite was conceived when 
commonwealth was not to appear on the ballot 
in the second plebiscite because the statehood 
leadership deemed it colonial. The House vote 
including commonwealth in the second plebiscite 
vindicated commonwealth under the premise of 
equal dignity: the premise established by the 
U.S.-Puerto Rico Status Commission, which 
undertook by congressional mandate the most 
exhaustive study (1964-1966) of the status 
question for Puerto Rico.

Given that commonwealth is now included in 
the second plebiscite, it makes no sense to hold the 
fi rst plebiscite because the question as to whether 
we want to continue under commonwealth will 
be repeated in the second plebiscite.

A second amendment to the House bill is in 
order. The statehood leadership has sold H.R. 
2499 to Congress on the basis that the plebiscites 
are nonbinding. But, they control the governorship 

and the Legislature in Puerto Rico. 
They have legislation in process in 
Puerto Rico to elect, in the event of 
a statehood victory in the second 
plebiscite, two would-be senators 
and six would-be representatives, 
who would come knocking at the 
doors of the next Congress for the 
admission of Puerto Rico as a state 
of the union.

Fairness demands that 
commonwealth supporters must 
have an equal opportunity through 
a process mandated by Congress 

so that they can seek in an offi cial way before 
Congress the amendments to the commonwealth 
compact necessary to make the commonwealth 
relationship a more perfect union between Puerto 
Rico and the United States. �
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Commonwealth option vindicated in H.R. 2499

Given that commonwealth is now 
included in the second plebiscite, 
it makes no sense to hold the first 

plebiscite because the question as to 
whether we want to continue under 

commonwealth will be repeated in the 
second plebiscite.


