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  PUERTO RICO GOVERNOR PROPOSES LABOR REFORM  

On September 9, 2015, the Working Group for the 

Fiscal and Economic Recovery of Puerto Rico 

commissioned by Gov. Alejandro García Padilla, 

released its “Fiscal & Economic Growth Plan” 

(“FEGP”).   The FEGP contains an encompassing 

blueprint for the local government to follow during 

the next five years, to reduce staggering public debt 

and overcome decade-long economic stagnation. 

 

The FEGP follows the footsteps of a recent report 

issued by Dr. Anne O. Krueger and a group of former 

International Monetary Fund economists, which 

concluded structural reforms were required in 

conjunction with a restructuring of the 

Commonwealth’s debt, in order to restore Puerto 

Rico's long term economic growth. 

 

Section 1.1 of the FEGP is aimed at stimulating job 

creation in the private sector.  To that end, it proposes 

significant changes in several labor laws applicable to 

the private sector (“Labor Reform”); modifying 

eligibility criteria for welfare programs ("Welfare 

Reform"); and an Earned Income Tax Credit 

(“EITC”) for low-income workers. 

 

This Alert provides a bird’s eye view of the 

Governor’s Labor Reform for the private sector; 

identifies additional proposals being advanced by 

several local business organizations; and initial 

guidance on actions you may consider to undertake.  

 

What Are the Labor Reform Proposals? 

 

The FEGP’s private sector Labor Reform proposals 

create incentives for new hires; stimulates the hiring 

of employees less than 26 years of age by lowering 

their labor cost; and reduces the government’s 

involvement in employer job termination decisions. 

The latter is generally described as reforms to 

Employment Protection Legislation (“EPL”). 

 

The Labor Reform proposals are summarized as 

follows: 

 

 Probationary periods. Permit one year 

probationary period contracts (which are presently 

limited to 90 days; with a permissible 90 day 

extension, at the discretion of the Puerto Rico 

Secretary of Labor and Human Resources).  

 

 Youth Opportunity Minimum Wage. Require the 

local government to request Congress exempt 

employees in Puerto Rico, with less than 26 years of 

age, from future federal minimum wage increases.  

This exemption would only apply during the first 2 

years of employment, and the exemption would be 

subject to a sunset provision after 10 years. 

Accordingly, if the local government is able to 

persuade Congress,  Puerto Rico young workers 

would continue to be subject to a $7.25 p/h rate.    

  

  “White-Collar” employee exemption. Require 

the Puerto Rico government to request the U.S. 

Department of Labor to exempt employers in Puerto 

Rico from the presently proposed increase in the 

minimum guaranteed weekly salary for the executive, 

administrative, and professional exemptions under the 

Fair Labor Standards Act.  (In fact, the local 

Secretary of Labor filed such a request on September 

2, 2015.) 

 

 Flextime. Improve the flexibility of daily 

overtime rules, by amending the law to provide that 

daily overtime (excess of 8 hours) will be determined 

on the basis of the calendar day, instead of the present 

rolling 24 hour cycle.  
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 Compressed work weeks.  By legislation, 

authorize alternate scheduling arrangements, whereby 

overtime will only be determined on a weekly basis 

(excess of 40 hours).   

 

Although not detailed in the FEGP, our sources 

inform a procedure will be established to circumvent 

the local constitutional provision requiring a premium 

payment for daily overtime by either (1) authorizing 

voluntary waivers of the constitutional daily overtime 

right and/or (2) exempting “alternate workweek 

employees” from daily overtime coverage. (Many 

employees are already exempt by legislative 

designation. “White–collar;” outside salesmen; 

certain commissioned employees; domestics are just 

examples of a laundry list of employees already 

exempt from the constitutional protection). 

  

 Reduced vacation leave accruals for new 

employees. The FEGP announces a reduction in the 

monthly mandatory vacation leave accrual rates for 

new employees. As such, this proposal lowers their 

labor cost. No details are provided, although the 

FEGP states the initial lower accrual rates will 

subsequently increase with years of service. 

 

 Christmas bonus. Employees under 26 years of 

age would not be covered by Puerto Rico’s 

mandatory yearly bonus. Also, the proposal suggests 

making more flexible the process to obtain an 

exemption from the yearly bonus payment due to the 

company’s financial condition. 

 

 Wrongful Discharge Reform. The EPL reform 

proposal would limit Puerto Rico’s wrongful 

discharge law (Law No. 80 of May 30, 1976, as 

amended) to “non-exempt” employees. This term is 

not defined, but generally, such a term means those 

employees who are not “executive, administrators or 

professionals” under the Fair Labor Standards Act.  

Future clarification will be required.  

 

The proposal would also cap the discharge 

compensation at 6 month’s salary and authorize 

employers to retain employees on the basis of 

performance in workforce reductions or 

reorganizations. Although not clearly stated, the 

apparent intent is to grant employer’s greater 

selection discretion in such scenarios and reduce the 

impact of existing   statutory seniority criteria.   

 

 Maternity leave payments.  The FEGP proposes 

to replace the existing employer mandate of paying 

100% of the employee’s 8- week maternity leave, 

with a fund that will be responsible for making such 

benefit payments.  The fund would be nurtured by 

premiums paid by all employers, thereby reducing the 

cost to the individual employer.    

 

 Simplification & uniformity.  The FEGP also 

calls for the simplification and greater uniformity in 

other labor market regulations, including a one-year 

uniform statute of limitations for all labor claims.  

The contents and extent of this proposal is unclear, 

but appears related to establishing a basic law to 

govern the interpretation and effectiveness of 

employment contracts and employment relations.  

 

Other Business Group Proposals    

 

The FEGP adopts many of the proposals advanced 

during recent years by The Private Sector Coalition, 

the Puerto Rico Chamber of Commerce, Puerto Rico 

Manufacturer’s Association, the Puerto Rico Society 

of CPAs, the Puerto Rico Products Association; the 

Puerto Rico Marketing, Industry and Food 

Distribution Chamber, the Puerto Rico Chapter for 

the Society of Human Resources Management 

(SHRM-PR), among others. 

 

These business groups have advanced several other 

proposals that were not expressly included in the 

FEGP.  Among these are: facilitating the use of term 

or temporary employment agreements; eliminating 

the daily overtime double rate for those industries 

presently subject to same; granting small employers 

total or partial exemption from several employment 

laws; permitting employers to pay 50% of the 

Christmas bonus to new hires, during the first 3 years 

of service; increase to 1, 350 the amount of hours that 

need to be worked in a year for the Christmas bonus 

entitlement; repeal the special minimum wage of 

$11.50 p/h for Sunday work in retail stores; eliminate 

the statutory presumption that all discharges are 

unjustified; and harmonize Puerto Rico’s employment 

discrimination law with the evidentiary and remedial 

provisions under federal law. 
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What should employers do? 

 

The FEGP private sector Labor Reform proposals 

have already been rejected by several labor unions 

(primarily government union- who are also being 

subject to public sector labor reforms); and a small 

but influential group of left wing or populist 

politicians and members of the press. A small group 

of economists, who appear uncomfortable with 

International Monetary Fund, World Bank and World 

Economic Forum labor reform policies, have also 

opposed the FEGP proposals.   

 

To the extent the Labor Reform proposal is tied to 

government austerity and tax increase measures 

contained in the FEGP, its prognosis on the health of 

the Labor Reform proposal is “guarded.” 

 

To these adverse currents must be added the historic 

political realities of the pre-general election year.  

Even though there seems to be a greater public 

awareness of the need to change institutions that 

adversely impact the ability to do business, 

significant business efforts are necessary to overcome 

the resistance to change based on multiple adverse 

interests. 

 

Employers in Puerto Rico, traditionally reluctant to 

assume leadership on labor issues, should consider 

whether the future of their business justifies adopting 

a more active role in the ongoing process.   

 

O’Neill & Borges, LLC is monitoring the 

legislative process for individual clients-upon request, 

and several of its lawyers are actively counseling 

business groups.   Should you need assistance in 

participating in, supporting or monitoring the 

legislative process please contact our labor and 

employment lawyers. 

 

Jorge L. Capó-Matos, Esq. 

Dimitri González-Izquierdo, Esq. 

  

 

 

 

 
 

 
 
 
Note: Because of the general nature of this Labor 
Newsletter, nothing herein should be considered as 
legal advice or a legal opinion.  
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