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Abstract 

The paper presents the necessity to reform ulate Puerto Rico's economic development m odel towards one centered 
on local small and medium  enterprises (SM E's) directed by local entrepreneurs. It purports that such a model m ust 
focus on the educational system as the principal formal institution influencing the key factors of the venture 
creation process. Emphasis is given to the fact that transferring formal educational institutions to a foreign informal 
context creates dysfunctional system s. An exhortation is made to create entrepreneurship educational models based 
on local research and knowledge of the informal institutions. The University of Puerto Pico's (Rio Piedras Campus) 
m odel for entrepreneurship education is presented as an example of this type of educational design. 

1. Introduction  

Since the 1950's, Puerto Rico's economic development model has been built upon its duty-free relation with the US, 
on federal legislation governing tax exemptions for U.S. firms producing for export to stim ulate the local economy. 
Consequently, this policy hindered the formation of a strong local SM E's sector which could direct an autonom ous 
development process. Furthermore, it nurtured a structural dependence on the US economy and on federal transfer 
payments that supported both the displaced population and the government bureaucracy that were the results of the 
policy.  

At present, Puerto Rico is going through a critical period because the structure that sustains that economic 
dependence is threatened by three major changes. First, in 1993 the US Congress decided that tax exemptions on 
profit repatriation would be eliminated in a ten year term. Second, current federal W elfare reforms will reduce 
federal transfer payments and restructure government programs supported by federal funds. Third, trade agreements 
have extended to other Caribbean countries the duty-free access that Puerto Rico exclusively held in the region and 
might stimulate relocation of subsidiaries of large U S corporations away from the island.  

These changes make necessary reform ulating Puerto Rico's economic development m odel. An alternative economic 
m odel centered on SM Es directed by local entrepreneurs is proposed. This option is based on the strong bond 
betw een entrepreneurship and regional economic development, extensively discussed in the literature (Schum peter, 
1967; Leibenstein, 1968; Baumol, 1968; Kirzner, 1983).  

2. Educational system  and developm ent 

The structure of the educational system is linked to the particular economic and social character of the society in 
which it is contained, as well as to its history. Educational systems provide support for these factors, although at the 
same time education can influence the future development of society in a number of ways. Therefore, the linkage 
between education and development is a tw o-way process (Todaro, 1981:310). By reflecting the socioeconomic 
structures of the societies in which they function educational systems tend to perpetuate, reinforce, and reproduce 
those economic and social structures. H owever, educational reform , has a great potential for inducing 


