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Disclaimer   

BCG is supporting the Puerto Rico Financial Oversight and Management Board (“Board”) in a short, 
focused effort to assess how Puerto Rico can best position itself to create mutual value for 
biopharmaceutical and medical device manufacturing companies, the US, and Puerto Rico. As part of 
the project, BCG was asked to consider: 

• Companies and/or product segments most likely to in-shore to the US in the face of COVID-19 
impacts and potential federal action; 

• Puerto Rico’s competitive position and value proposition for biopharmaceutical and medical 
device manufacturers, particularly those identified as most likely to in-shore; 

• Related potential impacts of federal tax incentives currently under consideration in Congress 

 
Operating on a rapid four-week timeline, BCG developed recommendations set forth herein based on 
critical assumptions provided by and scope aligned with the Board and estimated impacts from policy 
and economic analysis, relying on best-faith efforts and stakeholder interviews, and to the extent 
possible, utilizing data that currently existed. Note that where location-specific data was unavailable, 
BCG leveraged similar data from other locations as an illustrative proxy to inform decision making. 
The results of the analysis reflect current context and are subject to change based on evolving federal 
and local action, insights from outreach efforts to companies, and information on global 
manufacturing shifts in the coming months. This report is intended to provide directional guidance 
based on the current state of in-shoring discussions, scenario planning, and federal action. It is also 
based on a critical assumption provided by the Board that federal legislation is significant enough that 
it brings back material manufacturing to the US and is applicable to companies in Puerto Rico.  
 
The services and materials provided by Boston Consulting Group (BCG) are subject to BCG's Standard 
Terms (a copy of which is available upon request) or such other agreement as may have been previously 
executed by BCG. BCG does not provide legal, accounting, or tax advice. The Client is responsible for 
obtaining independent advice concerning these matters. This advice may affect the guidance given by 
BCG. Further, BCG has made no undertaking to update these materials after the date hereof, 
notwithstanding that such information may become outdated or inaccurate. 
  
The materials contained in this report are designed for the sole use by the board of directors or senior 
management of the Client and solely for the limited purposes described in the report. The materials 
shall not be copied or given to any person or entity other than the Client (“Third Party”) without the 
prior written consent of BCG. These materials serve only as the focus for discussion; they are 
incomplete without the accompanying oral commentary and may not be relied on as a stand-alone 
document. Further, Third Parties may not, and it is unreasonable for any Third Party to, rely on these 
materials for any purpose whatsoever. To the fullest extent permitted by law (and except to the extent 
otherwise agreed in a signed writing by BCG), BCG shall have no liability whatsoever to any Third 
Party, and any Third Party hereby waives any rights and claims it may have at any time against BCG 
with regard to the services, this presentation, or other materials, including the accuracy or 
completeness thereof. Receipt and review of this document shall be deemed agreement with and 
consideration for the foregoing. 
 
BCG does not provide fairness opinions or valuations of market transactions, and these materials 
should not be relied on or construed as such. Further, the financial evaluations, projected market and 
financial information, and conclusions contained in these materials are based upon standard valuation 
methodologies, are not definitive forecasts, and are not guaranteed by BCG. BCG has used public 
and/or confidential data and assumptions provided to BCG by the Client. BCG has not independently 
verified the data and assumptions used in these analyses. Changes in the underlying data or operating 
assumptions will clearly impact the analyses and conclusions.
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Executive Summary 

Current events and trends are driving expectations that there will be material in-shoring of 
healthcare manufacturing in the US – though views among key stakeholders in the industry and 
government are mixed on the likely magnitude. Puerto Rico is poised to create value from such 
an in-shoring opportunity, with an attractive value proposition for many of the pharmaceutical 
(“Biopharma”) and medical device (“MedTech”) products and companies likely to consider in-
shoring.  
 
In this report, we summarize the results of a four-week rapid assessment to characterize the 
potential value to Puerto Rico.  
 

• First, we discuss how we evaluated the products and company segments with high or 
medium potential for in-shoring. We then examine Puerto Rico’s value proposition and 
primary areas of advantage over other established manufacturing locations and 
economically distressed zones in the US to establish priorities for early outreach, 
assuming federal action in 2020 will spur some in-shoring of Biopharma and MedTech 
manufacturing to the US overall such that Puerto Rico is not competing with locations 
outside of the US for in-shoring value. 

• Given this context and set of priorities, we consider the potential impacts of the types of 
federal legislation and tax incentives currently proposed in Congress to understand the 
implications for the companies and products for which Puerto Rico may be an attractive 
option. We assume that – for the purposes of this analysis – federal actions will apply to 
US company affiliate activities in Puerto Rico. For two categories of tax proposals, we 
also estimate the potential value to the island over an approximately five-year period 
(including contribution to US sales, direct job growth, and incremental tax revenue for 
Puerto Rico).  

• Finally, we recommend a path forward for Puerto Rico, including a blend of proactive 
outreach to high potential companies, refined marketing of Puerto Rico’s value 
proposition to dispel key misconceptions, and continued monitoring of federal actions 
and the industry landscape to be able to refine and adapt plans. In this plan, we assume 
that companies will primarily choose to load or expand existing facilities in the US before 
building or opening new sites. 

 
Recommendations are based on a synthesis of expert interviews, data analysis, additional 
secondary research, and BCG experience, with a summary of findings and recommendations as 
follows: 
 

• No matter the ultimate magnitude of near term in-shoring, we recommend refining and 
building on Puerto Rico’s marketing campaign to clarify Puerto Rico’s value proposition 
and clearly separate fact versus fiction as perceptions between companies, and even 
stakeholders within companies, can vary significantly. 

• Given the current expectations of federal actions and their impact (“middle of the road” 
scenario), Puerto Rico should prioritize outreach to companies which own or could 
manufacture medically essential products that have a strong fit with the island’s value 
proposition – especially focused on those already operating in Puerto Rico.  These 
include Biopharma companies (including Generics and Branded) and MedTech original 
equipment manufacturers (OEMs) with an existing footprint in Puerto Rico, as well as 
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contract manufacturing organizations or contract development manufacturing 
organizations (CMOs or CDMOs). 

o Note: More extreme federal action (“extreme” scenario), such as import bans or 
strict US content requirements, could drive broader in-shoring of upstream 
manufacturing steps (e.g., API, raw materials, subassemblies). In preparation, 
Puerto Rico can also begin scenario planning with the same set of companies who 
own the end products, then expand direct outreach to select major players in the 
space if federal actions dictate. 

• Of the current categories of federal tax incentive proposals in Congress, tax credits for 
economically distressed zones are likely to have the greatest potential impact on in-
shoring to the US broadly and Puerto Rico more specifically– assuming Controlled 
Foreign Corporations (CFCs) and branches of US-domiciled parent companies are 
eligible for those credits. These tax credits will be especially attractive for lower-margin 
generics companies, CDMOs, and some MedTech OEMs, for whom Puerto Rico’s value 
proposition compares favorably to other economically distressed zones. 

• Beyond helping secure near-term initial legislation that supports the island’s growth, 
Puerto Rico should take a mid-to-longer term view and consider other measures as 
further changes could help to ensure volume comes to or, at minimum, stays on the 
island. There will continue to be pressures and sensitivities on tax issues and potential 
for additional tax benefits to impact Puerto Rico’s value proposition (e.g., for higher 
margin branded Biopharma players, foreign tax credits will continue to be a topic of 
conversation). Ongoing improvements to the other fundamentals (political stability, 
talented labor, infrastructure, industrial development targeting a broader industry 
ecosystem) will also be critical to driving innovation and the continued competitiveness 
of the island.
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1 Context for this Report 

In recent years, changes in trade laws and tariffs, especially between the US and China, and 
uncertainties about future shocks and geopolitical conflicts have led some industries and 
companies to explore regional or local supply chains over global trade. The COVID-19 crisis has 
created further momentum in this direction; in particular, it has exposed the fragility of 
healthcare supply chains globally, including US dependence on countries like China and India 
for essential medical products. Healthcare players today, specifically pharmaceutical 
(“Biopharma”) and medical device (“MedTech”) companies, have globally-interconnected supply 
chains and most complement their internal networks with contract manufacturing organizations 
or contract development and manufacturing organizations (CMOs or CDMOs).1  
 
To safeguard against future supply chain disruptions, over 15 localization bills to incentivize or 
require in-shoring of healthcare manufacturing have been introduced in the US Congress in 
2020.2 Several proposals target special benefits to economically distressed zones, including 
Puerto Rico. Executive orders or mandates are also possible, as well as specific stipulations in 
government or other contracts (e.g., hospital networks) requiring US manufacturing. 
 
With this context in mind, the Financial Oversight and Management Board of Puerto Rico 
retained the Boston Consulting Group (BCG) to conduct a rapid four-week, outside-in 
assessment of Puerto Rico’s opportunity to attract its share of any new healthcare 
manufacturing in-shoring activity to the island.  
 
This report covers four main topics across the Biopharma and MedTech sectors: 
 

• Companies and/or product segments most likely to in-shore to the US and to Puerto 
Rico specifically in the face of COVID-19 impacts and potential federal action; 

• Puerto Rico’s competitive position and value proposition for Biopharma and 
MedTech manufacturers, particularly those identified as most likely to in-shore; 

• Related potential impacts of federal legislation and tax incentives currently under 
consideration in Congress 

• Synthesized proposed near-term action plan, including recommended initial 
outreach 

 
While any federal action has yet to be taken – and may ultimately not be taken – for the sake of 
this report, we have assumed federal action in 2020 will spur some in-shoring of Biopharma and 
MedTech manufacturing to the US overall. We focus on a “middle of the road” scenario, 
consistent with expectations cited in our interviews and other industry reports,3 in which 
government actions result in incremental moves (using existing capacity or adding a product or 
line to an existing site, with potential for some new sites) rather than large scale investments in 

                                                   
1 For the purposes of this report, the term “CDMOs” is understood to be inclusive of companies offering 
manufacturing but not development (i.e., CMOs) 
2 Examples include H.R. 6443 (Gonzalez-Colon, R-PR-At Large), H.R. 6648 (Plaskett, D-VI-At Large), H.R. 
6930 (Carter, R-GA), H.R. 6482 (Gallagher, R-WI) 
3 Eurasia Group. (24 July 2020). Healthcare: Reshaping and reshoring supply chains post-pandemic. 
https://library.eurasiagroup.net/document/view/wfpub_eurasia_4015_493f16dd/2020-07-
24_healthcare_supply_chains_special_report.pdf/589e1abc-1bab-48fe-8ea1-04bace73d026 

https://library.eurasiagroup.net/document/view/wfpub_eurasia_4015_493f16dd/2020-07-24_healthcare_supply_chains_special_report.pdf/589e1abc-1bab-48fe-8ea1-04bace73d026
https://library.eurasiagroup.net/document/view/wfpub_eurasia_4015_493f16dd/2020-07-24_healthcare_supply_chains_special_report.pdf/589e1abc-1bab-48fe-8ea1-04bace73d026
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new manufacturing facilities in the US. The “middle of the road” scenario implies that essential 
products and categories may be required to have significant portions of their manufacturing in 
the US, but there will not be a requirement to have every step of the supply chain in the US.  
 
Although not broadly expected, there may be an “extreme” scenario where federal actions 
necessitate in-shoring of full Biopharma or MedTech supply chains (e.g., 100 percent sourced 
and made in the US to sell in the US). Under this “extreme” scenario, scope of in-shoring could 
expand to many new sites and more complex and/or upstream manufacturing steps (e.g., active 
pharmaceutical ingredient (API) manufacturing or raw material manufacturing), which are 
often more challenging and costly to transfer. These more aggressive requirements would have 
a far greater impact on the US broadly (over $200 billion direct and indirect value according to 
some studies4 compared to $10-60 billion direct and indirect value in a “middle of the road” 
scenario5) and on Puerto Rico specifically. 

2 Priority Product Segments and Company Archetypes Given Expectations and 
Puerto Rico’s Value Proposition 

To understand the most likely products and/or companies to in-shore to the US, we considered 
products and segments that have supply chains likely to require resilience and/or be impacted 
by federal legislation. To understand potential impact on Puerto Rico specifically, we also took 
into account the island’s value proposition compared to other US locations and companies' 
current global manufacturing footprint. This approach is summarized in Figure 1. 
 

 
Figure 1 Approach to determine priorities for Puerto Rico in current context 

                                                   
4 Steven L. Byers and Jeff Ferry. (17 March 2020). Reshoring US Pharmaceutical Production Would Create 
800K Jobs. Coalition for a Prosperous America, 
https://www.prosperousamerica.org/reshoring_us_pharmaceutical_production_would_create_800k_jobs.  
5 Based on BCG estimates of $5-25 billion in direct value and the US Bureau of Economic Analysis (BEA) 
RIMS II multiplier for indirect impacts 

https://www.prosperousamerica.org/reshoring_us_pharmaceutical_production_would_create_800k_jobs
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2.1 Product and Segments with In-Shoring Potential 

While the ultimate magnitude of any overall Biopharma and MedTech manufacturing moves to 
the US remains to be seen, certain products and segments are more likely to shift to US-based 
supply chains moving forward.  Even if components of their supply chains are already US-based, 
some companies may need to expand them or consider adding additional US steps. Specifically, 
we examined three main factors: 

• Medical necessity of products or product types6 

• Impetus to change (i.e., risk to supply chain), including critical manufacturing steps 
outside of the US market (e.g., API manufacturing in China or India) or other likely 
disruptions (e.g., shortages)  

• Ease to adjust supply chain, including capital constraints, regulatory workload, and 
technical difficulty or capability constraints in other locations  

 
Biopharma 
 
Based on our analysis, there are over to 100 “high potential” products (primarily essential small 
molecules, e.g., asthma/allergy medications, pain relievers, anti-infection drugs), representing 
over $45 billion in estimated US sales in 2026.7 In addition, there are over 1,000 “medium 
potential” products largely not defined as essential on the WHO list or as only drugs for a given 
indication by EvaluatePharma, but with noted supply chain risk (e.g., antibiotics, blood clotting 
medication, anticoagulants). These products represent even greater value, with approximately 
$500 billion in US sales estimated in 2026.8 While these are large sales numbers, we will note 
that many of these products already have some component of their supply chains in the US, and 
limited federal action will likely not spur material movement of manufacturing.  
 
With this said, companies may need to expand, build out, or extend the US footprints of 
different portions of their supply chains depending upon the magnitude of federal actions. 
Under stricter mandates for US content or import bans, more upstream manufacturing steps 
(e.g., API for small molecules, raw materials or subassemblies for medical devices) may also be 
in-shored, or more medium potential products may also be considered.  
 
The intellectual property rights for the highest priority products are owned by about 10-15 
companies9 (e.g., AbbVie, Johnson & Johnson, Mylan), many of which have operations in Puerto 
Rico today and would be attractive candidates for expansion opportunities should in-shoring 
become more compelling. Early outreach to these companies can position Puerto Rico for the 
incremental moves expected while also planting the seed as an option for API or raw material 
production in the case of more significant federal action. 

 
  

                                                   
6 Note that while it is unclear what ultimate list of products or product types will be used for any potential 
government action, we have used the WHO essential medicines list and the Evaluate Pharma list of the 
products that are the only approved drug for an indication as a proxy for Biopharma, and the WTO 
COVID essential product list as a proxy for MedTech, and we believe it will be directionally accurate. 
7 WHO (2020); EvaluatePharma (2020); BCG analysis 
8 Ibid. 
9 Inclusive of companies with high and medium potential products; excludes CDMOs 
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MedTech 
 
MedTech manufacturing is best discussed at a segment level as there is less anchoring to specific 
products, and product flows are not as well documented as Biopharma.10 Thus, we prioritized 
MedTech at a product category level based on which products (or their parts) are most likely to 
be impacted in the current context based on the WTO COVID essential product list, stakeholder 
interviews, research and trends, and BCG experience. High potential categories were identified 
through consideration of both elements: segments with high likelihood of being impacted 
(through federal actions as well as potentially through specific contracts) and higher likelihood 
of transferring to the US due to lower capital costs or technical complexities were noted as high 
potential, while segments with high likelihood of being impacted but lower likelihood of 
significant moves were noted as medium potential. 
 
As one might expect given COVID-19 context and even some recent announcements,11 
consumable product categories (e.g., gloves and ostomy) have the highest potential for in-
shoring to the US overall, particularly essential products where manufacturing is somewhat less 
capital intensive or has a lower regulatory workload to move between locations. There are also 
several medium-potential medically essential device categories (e.g., cardiac equipment, general 
surgical instruments) that are more difficult to transfer between locations but that in some cases 
have supply chains running through Puerto Rico today (e.g., Medtronic, Flextronics, Baxter, 
Jabil). The high potential categories represent approximately $5-15 billion in estimated US sales 
in 2026, while the medium potential categories are approximately over $130 billion in 2026.12 
 
Like the situation in Biopharma, many of the segments discussed have supply chains that run 
through the US at least for final assembly. Upstream steps such as raw materials production and 
sub-assembly, often less well documented, are frequently outside the US with heavy footprints 
in Asia. Extreme legislative scenarios could force re-examination of the full supply chains of 
these segments, bringing into play a much more significant magnitude of potential in-shoring to 
the US. 

2.2 Puerto Rico’s Value Proposition 

Puerto Rico has some natural advantages as it positions for these policy changes: in 2019, the 
island exported over $40 billion in Biopharma products (over $30 billion to the mainland US – 
more than twice the value of any foreign country or US state)13 and has experience in 
manufacturing across a breadth of MedTech product segments with approximately $3 billion in 
export value.14 However, there are also considerations that make it less attractive, most notably 
questions about operational risk, stability, and infrastructure. If federal action is significant 
enough to drive manufacturing to the US overall, Puerto Rico would then be competing against 
US locations to capture in-shoring value instead of locations outside of the US. 
 

                                                   
10 MedTech has variable supply chain flows, often including a high number of parts and subassemblies, 
and less traceability across the complex supply chain. There is a high volume of diverse product types, 
with sales tracked at the product category level only 
11 Jabil, Inc. (2020, June 30). Jabil Launches High-Volume Mask Production in the United States. 
https://www.jabil.com/news/jabil-launches-high-volume-mask-production-in-us.html 
12 Fitch Solutions (2020). Pharmaceuticals and Healthcare Report: Q2 2020. 
13 Pharma Boardroom (January 2020). Healthcare & Life Sciences Review.  
14 Puerto Rico Manufacturers Association (5 May 2020). Reshoring to Puerto Rico: Increasing the 
Manufacturing Supply Chain to Puerto Rico and the Mainland.  

https://www.jabil.com/news/jabil-launches-high-volume-mask-production-in-us.html
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Compared to established manufacturing locations in the US (e.g., Boston, Bay Area, Research 
Triangle Park, Indiana), Puerto Rico is generally perceived less favorably as an option to expand 
or place a new site. While the island’s strength and scale in small molecule and technical 
MedTech device manufacturing is noted, most company decision makers cite several factors 
driving preferences: other locations have even better manufacturing ecosystems (especially for 
new modalities like Cell and Gene Therapy as well as Biologics), lower perceived operational 
risk, better proximity to R&D centers, and declining cost gap to Puerto Rico due to changing tax 
law (although specific competitiveness on these factors depend on modality and company 
context).  
 
Compared to low cost US manufacturing locations (e.g., Southeast US, US Border States), Puerto 
Rico is generally seen as a favorable option because of the island’s experienced workforce (e.g., 
engineers, chemists, biologists, etc.) and existing, underutilized capacity for turnkey solutions. 
The cost profile of Puerto Rico combined with an ability to limit invested capital (e.g., through 
brownfield sites) becomes quite attractive to lower-margin companies such as Generics or 
CDMOs. The manufacturing ecosystem that is considered a disadvantage versus some of the 
established manufacturing hubs is seen as an advantage versus most other low-cost US 
manufacturing locations. The perceived operational risk, infrastructure concerns, and stability 
(e.g., potential changes to local tax incentives) are still drawbacks for companies comparing 
Puerto Rico to other US options, but as noted Puerto Rico is generally preferred.  
 
While not broadly expected, it is noted that Puerto Rico would have a strong value proposition 
compared to all US options considered if API or raw material manufacturing were to come to 
the US at a large scale due to the close link to small molecule manufacturing, the skilled 
workforce and ecosystem and ability to quickly retrofit existing site shells. 
 
It should be noted that many other US locations are also considering how best to position for 
potential in-shoring, highlighting the importance of solidifying and clarifying Puerto Rico’s value 
proposition and starting outreach in the near term.   
 

2.3 Companies to Consider for In-Shoring to Puerto Rico 

Taking into account the products and segments most likely to be impacted as well as Puerto 
Rico’s value proposition and status, certain company archetypes emerge as potential good fits 
for in-shoring in Puerto Rico – and can be the focus of early outreach: 
 

• Multinational biopharma companies including branded and generics players (e.g., 
Amgen, Mylan) and Medtech OEMs (e.g., Medtronic, Stryker) with existing footprint 
in Puerto Rico and with key priority products and/or operating in priority segments. 
Puerto Rico must first ensure retention of existing volumes, then explore potential to 
add volume of priority products to Puerto Rico, consolidate volumes in Puerto Rico 
from non-priority products for scale or incentive benefits, or in more extreme 
situations, bring additional supply chain steps to Puerto Rico 

• CDMOs broadly, both Biopharma (e.g., Patheon, Catalent) and MedTech (e.g., Jabil, 
Flextronics), and both with existing Puerto Rico footprints and without them – Again 
important to protect existing volumes if relevant, then explore potential to consolidate 
volumes across companies impacted without US / Puerto Rico footprints; CDMOs likely 
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most influenced by low cost operating environment and potential for low capital 
investment given brownfield options 

 
As noted previously, the extent of manufacturing expansion and potential for more significant 
in-shoring will depend greatly on degree of federal action, and how different incentives impact 
company siting decisions (e.g., generics versus branded). In the extreme scenario, there is 
another set of players that would become relevant, such as Biopharma companies and MedTech 
OEMs without current Puerto Rico footprints, as well as in the API, raw material, and sub-
assembly space. However, given the current views of impacted stakeholders and a need for 
Puerto Rico to prioritize actions, we recommend Puerto Rico assess upstream concern and 
opportunity through conversations with the early-outreach company archetypes described 
above. Thus, there are two additional company archetypes to consider but not prioritize 
immediately for outreach: 
 

• Multinational biopharma companies (e.g., Sun Pharma, Dr. Reddy's) and Medtech 
OEMs without existing footprint in Puerto Rico (e.g., Cardinal Health, Philips) with 
existing or potential for material US sales of priority products or product categories. 
These companies may have an existing US footprint but could require additional 
capacity to produce for the US market, creating the opportunity to open new sites if 
there is sufficient scale or to establish a larger US component of their supply chains 
through CDMOs. This is especially pertinent for non-US based biopharma companies 
who are also heavily invested in manufacturing sites in potentially high-risk locations to 
serve the US market (e.g., India) 

• Small to medium biopharma companies with potential for material US sales. These 
companies may have an existing US footprint but are expected to have significant 
growth in next 5-10 years driven by launches of new products, some of which may still 
be in clinical trial phase, with opportunity for Puerto Rico to capture transition to 
commercial manufacturing15 

  
As discussed previously, companies in all archetypes note that incentives will be an important 
factor in decision-making. Understanding the impact of different potential legislation on the 
types of companies in this consideration set should inform how Puerto Rico weighs in on current 
and ongoing federal legislation activities. 

3 Potential Impacts of Federal Legislation and Tax Incentives 

Based on direction from the Board, our scope was to consider existing legislation and determine 
which type of option was expected to be most beneficial for Puerto Rico. In addition, we 
synthesized industry perspectives on what other actions could lead to significant in-shoring 
activity and / or benefit for Puerto Rico specifically.  
 

                                                   
15 Although many emerging companies have some US manufacturing footprint today, these typically 
produce only small volumes for clinical trials. The main opportunity is to capture the transition to large-
scale commercial manufacturing, especially for the US market which is likely to be key to early success of 
new products. 
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Starting from a long list of federal action, we focused on plans for financial incentives and 
narrowed down further to two major categories of proposals16 that appeared most attractive to 
companies and potentially impactful for in-shoring to the US:  

• Tax credits for economically distressed zones (e.g., H.R. 6443), assuming activities of 
Controlled Foreign Corporations (CFCs) operating in Puerto Rico with a US-domiciled 
parent company are eligible for and can claim the credits17 

• Elimination of global intangible low-taxed income (GILTI) for US Territories (e.g., H.R. 
6648), combined with other standalone tax credits  

 
To compare the incentive plans, we addressed three key questions: 
 

• What are the relevant characteristics of companies/product segments that are 
highest potential for in-shoring in Puerto Rico (described in Section 4)?18 

• What is likelihood of in-shoring to Puerto Rico based on the level of tax benefit and fit 
with Puerto Rico’s value proposition by company/product segment? 

• What is the potential impact for Puerto Rico in terms of manufacturing value in-
shored, new jobs created, and incremental tax revenues for the island? 

 
In general, legislation to support economically distressed zones could be more advantageous 
than GILTI elimination for Puerto Rico. Compared to GILTI elimination and standalone 
incentive plans currently under consideration, the higher tax credits19 associated with the 
economically distressed zones could provide greater economic benefits for companies of most 
types who are eligible for those credits, although the level of benefits varies by company tax 
status, margin and cost structure, and assumed liability: 
 

• Tax benefits provided in the economically distressed zones legislation are most 
attractive to cost- and quality-conscious lower-margin companies (e.g., generics 
biopharma companies in small molecules and biologics, and OEMs in medical devices). 
As discussed in Section 2.3, these companies/products are a strong fit with Puerto Rico’s 
value proposition, which compares favorably to other economically distressed zones. In 
particular, Puerto Rico’s existing manufacturing ecosystem and talent pool can be 
leveraged to stand up and/or expand new manufacturing in underutilized or turnkey 
facilities with an experienced workforce. By contrast, the tax benefits under the GILTI 
elimination plans are slightly less attractive because on average the current GILTI 

                                                   
16 Since the purpose of this analysis was to analyze potential impacts of federal action and not to 
recommend specific legislation, we focused on categories of federal tax incentive proposals rather than 
individual legislation and the terms and restrictions defined therein 
17 Based on expert interviews, our analysis assumes that, in the version of H.R. 6443 introduced in the 
House in April, US businesses operating in Puerto Rico would benefit from tax credits as a result of being 
deemed a member of an “affiliated group”.  There are other potential proposals, drafts, and amendments 
for federal legislation that could also allow US-domiciled parent companies to claim tax credits from CFC 
activities and employment in US Territories that qualify for economically distressed zone designation. 
18 Relevant characteristics for the purposes of this analysis include, but are not limited to, company tax 
status (e.g., CFCs vs. branches of US-domiciled parent companies), pre- and post-tax profit margins, 
foreign source income, and cost structure by product segment  
19 Between 20-40 percent of wage and depreciation expense allowances in proposed legislation including 
H.R. 6443 (Gonzalez-Colon) and H.R. 6930 (Scott/Carter), compared to 3-10 percent in GILTI elimination 
proposals including H.R. 6648 (Plaskett) 
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liability is relatively small for lower-margin companies.20 Other “standalone” tax credits 
that could accompany that proposal would also be lower and are not likely to change 
the economics; thus, under the GILTI elimination plans, we would expect more limited 
in-shoring moves by lower-margin companies. 

• As written, neither the economically distressed zone plans nor the GILTI elimination 
plans are likely to drive change for higher margin companies (e.g., branded 
Biopharma and MedTech OEMs with higher margin product segments). On average, the 
economic incentives (though also higher for branded companies in the economically 
distressed zones plan) are not material enough to fundamentally change their siting 
decisions, which are driven by existing manufacturing footprint and availability of 
skilled labor versus cost savings or incremental improvements in their post-tax profit 
margins. For higher margin biopharma companies, stakeholders noted they would 
continue to prefer siting facilities near existing R&D clusters with specialized labor, 
especially for certain biologics and new modalities. Although GILTI elimination or 
reduction for Puerto Rico income would generate more potential value for branded 
companies given their higher tax liability on average, that value is limited by a cap on 
foreign tax credits and would not necessarily translate to more manufacturing 
investment in Puerto Rico or the US more broadly.21 

• Like lower-margin companies, CDMOs are concerned about cost and quality, and thus 
also find the tax benefits provided in the economically distressed zones legislation more 
attractive (again, in small molecules, biologics, and medical devices). CDMOs can 
similarly take advantage of Puerto Rico’s manufacturing ecosystem to stand up and/or 
expand new manufacturing in underutilized or turnkey facilities at an attractive return 
on invested capital (ROIC). For CDMOs, the tax benefits under the GILTI elimination 
proposal are less attractive because on average their current GILTI liability is even 
smaller than that of lower-margin companies. Combining the GILTI elimination with 
other standalone tax credits would provide some added benefit; even so, we would 
expect more limited in-shoring moves by CDMOs because accompanying tax credits 
would likely be much lower compared to credits in the economically distressed zones 
incentive plans (if eligible based on company tax status). 

  

Assuming a moderate level of in-shoring to the US overall and tax credit eligibility for Puerto 
Rico branch and CFC activities, if Puerto Rico is able to attract at least its current share or more 
– especially from generics and CDMOs, or in small molecules or MedTech product categories 
broadly – the impact of the economically distressed zones incentive plans in 2026 could be on 
the order of approximately $1.5-4.5 billion in incremental value to Puerto Rico.22 As a result, 
new jobs created in direct manufacturing roles could add up to 1,000-3,000 full-time equivalents 

                                                   
20 On average, OEMs have a higher theoretical benefit from the GILTI elimination because on average 
margins are somewhat higher than generics companies and CDMOs, but the realized benefits are capped 
by their liability, which is less than that of branded companies. 
21 Since GILTI is a global tax and not specific to Puerto Rico, there is a possibility that eliminating GILTI 
for US Territories may only lead to a change in reporting of income to optimize GILTI obligations and 
foreign tax credits against the cap, and not a wholesale shift in manufacturing. 
22 Estimate of Puerto Rico’s share of the manufacturing value for US sales of final products in the high and 
medium potential product segments in 2026 in direct value, which represents approximately 3-10 percent 
of Puerto Rico’s total export value in 2019; using BEA’s RIMS II multiplier, direct and indirect value would 
be approximately $3-10 billion in 2026 
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(FTE) by 202623 and provide an additional $70-220 million in annual tax revenue for Puerto 
Rico.24 Given the lower credits and the limited application of the GILTI elimination to the US 
Territories, legislation eliminating or reducing GILTI for CFCs in Puerto Rico would have less 
direct economic benefit to companies compared to economically distressed zone plans and 
incentivize less in-shoring to the US overall (approximately $5-15 billion under GILTI versus 
approximately $10-30 billion under economically distressed zones). Under the GILTI elimination 
scenario, we estimate a potential impact of approximately $0.5-2.5 billion in incremental value 
to Puerto Rico in 2026.25 This would represent approximately 500-1,400 FTEs by 2026, and an 
incremental $35-105 million in annual tax revenue to Puerto Rico.26 
 
Again, we expect the magnitude of potential impacts will likely vary significantly with the 
timeline and scope of federal action, as well as definitions of tax incentive eligibility. If CFC 
activities in Puerto Rico are not eligible for the tax credits or they cannot be claimed by a US-
domiciled parent company in the economically distressed zone plans, then companies would no 
longer gain a tax advantage from in-shoring in Puerto Rico compared to other states. Under 
those terms, the GILTI elimination proposals would become a more attractive option since they 
are a tax on foreign income and would be applicable to CFCs. However, there could also be 
potential limitations to the economic impact of GILTI elimination proposals as drafted, which 
may require additional language to ensure manufacturing investments and job creation are 
realized to secure the incentives. 
 
It will be important for Puerto Rico to monitor federal action and company or industry 
responses in the coming months to adapt a path forward. Moreover, the impacts for Puerto Rico 
represent a fraction of the overall US in-shoring opportunity. For Puerto Rico to be preferred US 
location and capture greater manufacturing value, there are other dimensions beyond tax 
incentives to consider, which we discuss in the Action Plan (Section 4). 

4 Action Plan 

Given the potential in-shoring opportunity, we recommend Puerto Rico take near-term actions 
with a focus on high potential companies/product segments that best match Puerto Rico’s value 
proposition and leverage the potential benefits of proposed federal actions. Beyond helping 
secure near-term legislation that supports the island’s growth, actions can include: 
 

• Refining marketing to focus on correcting or clarifying misconceptions of Puerto Rico’s 
value proposition, with an emphasis on (e.g.) the breadth of Puerto Rico’s core 
competencies, talent availability across modalities and segments, turnkey or brownfield 
sites, infrastructure resilience, economic and policy stability, and shipping and 
distribution logistics 

                                                   
23 Excludes indirect jobs and economic benefits; estimates vary depending on the in-shoring mechanism 
(e.g., adding new products / lines, expanding sites, greenfield development) 
24 Only includes Puerto Rico excise tax and local income tax revenues 
25 Estimate of Puerto Rico’s share of the manufacturing value for US sales of final products in the high and 
medium potential product segments in 2026 in direct value, which represents approximately 2-7 percent 
of Puerto Rico’s total export value in 2019; using BEA’s RIMS II multiplier, direct and indirect value would 
be approximately $1.5-5 billion in 2026 
26 Only includes Puerto Rico excise tax and local income tax revenues 
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• Starting an initial wave of company outreach and engaging in ongoing discussions to 
prepare for potential movement spurred by federal actions or the broader need for 
supply chain resiliency 

• Monitoring ongoing federal discussions and adapting outreach priorities and messages 
as appropriate, as well as considering what supplemental actions may make sense  

 
There are also mid-to-longer term actions that will drive value and benefit for Puerto Rico. For 
example, depending on the extent of federal action and longer-term in-shoring potential, a 
second wave of outreach focused on those who are off-island, including more emerging 
companies, could be triggered by a stronger push for re-shoring in federal action. In addition to 
managing perceptions of Puerto Rico’s value proposition, there is also an ongoing need to 
address some elements of the operating environment (e.g., infrastructure resilience to natural 
disasters, stability of tax climate) that will take longer to change but will enable capture beyond 
the in-shoring activity driven by near-term federal action.   
 
In addition, we have noted a broader set of federal and local incentives to explore beyond the 
current proposals. Although these broader actions were not in the scope of this report to 
evaluate, they may have a material impact on Puerto Rico’s value proposition. Examples 
(illustrative, not exhaustive) from stakeholder interviews and other research to watch and/or 
consider include: 
 

• Amending BEAT27 to reduce liability for payments to Puerto Rico CFCs 

• Increasing the cap on foreign tax credits applied against the GILTI 

• Providing additional innovation credits for businesses and grants for universities to 
increase research conducted on island to attract opportunities in new modalities 

• Increasing Free Trade Zone coverage with Department of Commerce approval  

• Phasing out or reducing excise tax burden in Puerto Rico, with clarity around timetable 
for tax revenue replacement options 

 

It will be important for leaders and decisionmakers to keep in mind that while near-term federal 
actions can act as a catalyst, these actions alone will not change the trajectory of the island’s 
healthcare manufacturing economy. Federal action should be seen as part of an ongoing 
development plan to support the island’s long-term competitiveness and a more sustainable 
economy. 

5 Conclusion 

In the context of shifting global trends, Puerto Rico has an opportunity to create mutual value 
for the island, the U.S., and for manufacturers, but must prepare for a wide range of outcomes 
at the federal level. The proposed approach and action plan aim to leverage Puerto Rico’s 
current competitive positioning while accounting for the variability in potential outcomes.  
Better articulating Puerto Rico’s current and potential value proposition, and early, active 
company outreach are “no regret” moves that will create value under any scenario.  

                                                   
27 Base Erosion and Anti-Abuse Tax (BEAT), added under the Tax Cuts and Jobs Act (TCJA) 
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