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THE WHITE HOUSE

WASHINGTON

T October 15, 1975

ADMINISTRATIVELY CONFIDENTIAL

MEMORANDUM FOR: L. WILLIAM SEIDMAN

FROM: JAMES E. CONNOR )/5 ot

-

The attached letter was returned in the President's outbox. It
is forwarded to you for preparation of an appropriate response.

cc: Don Rumsfeld

Attachment

Letter of October 7, 1975 from Charls E. Walker
re New York City Financial Problem

Digitized from Box C29 of The Presidential Handwriting File at the Gerald R. Ford Presidential Library
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THE PRESIDERT HAS SHEN....
October 7, 1975

MEMORANDUM FOR THE PRESIDENT

I am getting very, very worried about the New York City financial problem.

Bill 'Simon may be right about the minimal impact of default, but I personally
believe that there's simply no way of knowing in advance just what the economic -
and financial fallout would be., I am convinced that it would be much more than

the "ripple effect" that the press talks about. And in a recovery period that

has to be handled with much T.L.C., the impact on confidence in an economy in

which many, many things are still "out of whack" could be very damaging.

Politically, there seems to me to be real dynamite here. My conversations on

the Hill indicate that the odds of Congressional action are growing. I can
therefore envisage your having on your desk by Christmas a bad bill (Lud would
handle in the House, but Prox could really foul it up in the Senate). Then, if
you vetoed it in the public interest, NYC defaulted, and the roof fell in -- I
don't like to think about all of that happening at the beginning of a Presidential
electiion year.

I have discussed this at some length with Governor Connally and I think he agrees
with me (but I'm sending him, and Simon, a copy of this, and the Governor can speak
for himself). I also think he agrees that the approach outlined in copy I've pre-~
pared for my next newsletter represents the safest approach (i.e., gets the job
done without tying Uncle Sam into long run municipal fiscal support) and also one
pPerhaps most acceptable to the Congress.

There are false rumors circulating that I have agreed to take on a massive lobby-.
ing job for the mayors and bankers on this issue. Those rumors are false. I've
talked to Hugh Carey about the problem. And I was approached by a representative
of the mayors (but no bankers), made no commitment whatsoever, but did outline the
thoughts in the enclosed copy. Bill Simon called me about the rumors and I pledged
to him that I would not commit our firm to any such project w1thout further discus-
sion with him and The White House, I repeat that pledge.

I think this needs your early and earnest attention. A bad bill to save NYC on
your desk around December 25 would be a lousy Christmas present,

As always, yours to count on,

cec:
The Honorable John B, Connally
The Honorable William E. Simon

P.S.~-Almost forgot to mention that a simple amendment to the Securities Act of 1933,
requiring State and local governments to disclose information in the same manner
as business would (according to a leading accountant) prevent fiascos of the NYC

type.
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NEW YORK CITY: PART IIX

In our last issue we suggested that the financial problems of New York City
will not disappear (and in fact, they have worsened); that the problem is not con-
fined to Fun City but is national in scope; that the proposals now befére the
Congress are not likely to be enacted ("Supér Mac" or Federal guarantees of

municipal securities); and that there was a chance--but only a chance-=~that

legislation could be fashioned which would draw the support of "people in

Paducah, Podunk and Pocatello,™ a euphemism for all those voters "out yonder"
who'bélieve that the Big Apple is getting just what it deserves. Not surprisingly,
our statemehts that existing legislative proposals wouldn't fly prompted queries as
to what might get off the ground. And, having been consulted by some interested
peoplé on this matter, the fact is that we do have some ideas on what Congress
might be willing to do. 1In fact, a variation of our suggestions was presented

by the executive committee of the Conferencémiayors to President Ford two

weeks agé.

Reports last week that Secretary of the Treasury William E. Simon was soften-
ing in his opposition to helping NYC were promptly knocked down by the White House.
However, the statement by highly respected Dr. Arthur F. Burns that a NYC default
could impede recovery--beyond which he refused to elaborate--bolstered the
hopes of New York officials and their supporters in Congress that something might

well be done. To this end, both the Senate and House Bénking Committees are gear-

. ing up for hearings on the issue.

An RFC for Cities? If Congress and the Administration feel compelled to

do somcthing about municipal financing problems in general and NYC's in
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be the preferable approach (let's call it a "Municipal QFC," or "MRFC"). What
follows is not a specific plan, but some of the majoi considerations that would
have to be dealt with ip mounting any such approach.

First, without doubt, the authority of MRFC should be "generic"--that is, ’
its aid should be available to any eligible city, county, or State local assistance
»authority that is able and willing to meet its terms and conditions. The chances
of getting legislation through that zerces in on the NYC problem alone is, in our
) viéw, next to nothing.

. Second, an MRFC should provide assistance only through lending cold c;sh--every
effofi should be made to make certain that it ﬁas no guarantee authority, however
circumscribed, that might be twisted around as a back-up for State and local securi-
ties. This provision would answer the Treasury's major objection to direct Federal
guarantees (that these would create securities as good or better than U.S. obliga-
tions).

. Third, although some sort of public/private board might have overall responsi=~
bility for the policies of MRFC, it should be run by a hard-nosed, take-charge finan-
cial type accustomed to driéing hard bargains and making them stick. .The chairman
of the board~might well be the Secretary of the Treasury, but the president and chief
‘.operating officer-~the hard-nosed manager--would be in charge of making and
enforcing the deals, and we do mean deals, with supplicant governments. To»help guard
against the danger that a politically-oriented operating officer might sooner or later
come to head MRFC, the policy board should contaip no elected offiqials, but perhaps

’

be patterned after the Emergency Loan Guarantee Board which has done an excellent

job in monitoring the Lockheed loan guarantee. That board is chaired by the Secretary

of the Treasury, and includes the chairmen of the Federal Reserve Board and the



Securities and Exchange Commission. Aiso, the Congressional mandate for Mﬁfb
should specify that its president and chief operating officer be an individual
with ippeccable credentials in financial and fiscal matters.

Fourth, rather than providing MRFC with authority for either "on-" or "off-
buﬁget” financing on its part, it should simply be able to "tap" the Treasury
£o£ an amount specified by Congres;. If the full fa;th and credit of the U.S.
backs up MRFC, then tﬁere is no reason to go through the charade of providing
.it with its own financing authority. Moreover, this approach, through the
appropriations process, would show the Congress and the people just whaﬁ the

' efforé\costs. This is in contrast to ‘so many loan or guarantee programs whose
real economic impact is difficult to'determine.

Fifth, although the grant of Congressional autﬂority to MRFC should be rela-
tively broad, there should be the strongegt of statements concerning the strict
terms on which MRFC assistance is té be provided. Thoée terms (including fully
'compgtitive interest rates) should be tough, tough, tough! In essence, any
applicant should be forced to relinguish its "sovereignty" to MRFC in exchange
for emergency financing.

The reasons for this are obvious. New York and some other cities are in
troublé because they've been living far beyond their means. (Uncle Sam would
have been in deep trouble long ago but fof one important distinction. The
Federal Government has the power t§ print money, while States and localiiies
do not.) In the absence of unlimited credit and/or money-creating powers, a

‘ family, business or governmental unit can eat too high on the hoq_for only
so long--then the time comes to pay the butcher. '
Althéugh it is unfair to point to the militant New York City unions as the

sole culprit (many other factors are important, some of which, such as a heavy

-
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welfare load, are perhaps beyond the city's contrﬁl), their demands and power
illustrate the point. Their political and economic power (including‘that of
endangering the safety and health of the city's inhabitants) is so greaf that no
elected mayoerr city council can stand up t;.them. Thus the logic of traﬁsferring
some dégree of sovereignty from NYC to the State (through Big Mac) is apparent.

But NYC's éroblems are now so huge that, as noted, the State may be pulled down
with it. |

Objection will be raised that the MRFC would be in no position to monitor

and enforce these necessary tough conditions relating to taxes and spending in

general, and services and payrolls in particular. Not so.  Our hard-nosed

'ffhanc%al type, the chief operating officer, should be so severe in drawing

up what is gssentially a "trust indenture" with the supplicant city that any
elected official who approaches MRFC would be committing political suicide. As
a result, the number of applicants should be few indeed and the "enforcement”
problem easily manageable. Indeed, tﬁe function could probably be handled by

a relatively small group of retired city controllers and bankers with a reputa-

-tion for skill and toughmindedness.

A final consideration relating to operations of MRFC involves the maturity
of the loans a president is authorized to make. Although he should be given

some latitude in this respect, generally the loans should be of very short term,

-perhaps for no more than a year. The purpose of such short maturities would be

to keep a leash on the local politicians and city power brokers and blocks.
MRFC would be saying, in effect, you must get on the fiscal straight and narrow
not only to get the loan, but stay on that path or your‘credit line will be
revoked. In addition, short-term loans would reduce fhe danger of Uncle Saﬁ
coming to play a long;run role in bolstering the fiscal pogitions of a large

number of cities. In other words, the loans from MRFC would be for the sole purpose

of "bridging the gap" while the city took the bitter medicine necessary to put its

fiscal affairs in order.
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Businessmen who have got into financial trouble and have had to scramble |
for emergency bank credit will recognize the considerations as having almost
“their ekact counterpart in the non-governmental sector. Wwhen a corporation

is in.trouble, extension of bank lines of credit are frequently so laden with
restrictions on management that it's not much of an egaggeration to say that
the head of the company canft even go to the w;sh room without his banker's
permissiocn.

We éubmit that, if Uncle Sam is going to do some£hing about NYC, that
type of arrangement represents the most desirable approach--and one thaﬁ might
-~ well EF sold to a maja}ity in the Congress.

Some Political Problems. First, it will be objected that MRFC is not
really generic, but only a thinly veiled effort to bail out the Big Apple.
Ansﬁer; Both the level of funding and directives té management should provide
strong indications that any distressed ci£y could qualffy for help-~provided
its leaders were‘to lay certain "sovereign" powers on the line.

éecond,vsome will argue that the nation's governors would never support such
an approach, because citie§ are creatures of the state, and the MRFC would by-pass
State Capitals. Answer: This objection, if wvalid, could easily be handled by
bringing the governor of the particular state into the action through a certify-
ing and auditing role, etc. But is it really a problem? Do the governors want to
be the financial court of last resért for their cities? We don't think so.

Third, others may maintain that with many small bu;inesses and homeowners in
distress, Congress will refuse to enact what is likely tq be viewgd as "bail-out"
legislation for some profligate cities while their individual and business con-
stituents suffer. Answer: If so,ban additional title (or titles) can be added to
provide assistance--but still on tough terms--for distressed businesses and/or

homeowners. There is considerable support for this idea on Capitol Hill.
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. Fourth, many believe that the Ford Administration is set in concrete on this
issue and'is not about to accept any legislation along these lines, even if it
applies ac;oss-the-board'to all cities. Answer: Maybe so. But a tightly
arawn bill, to meet légitimate and pressing éizy problems at a time of overall
economic and financial malaisé, would be very h;rd to veto. Any such veto, if

followed by near-calamitous developments in the financial affairs of a number

.of major cities, would have a strong negative political impact on The White House.

Conclusion. The point of ail the preceding discussion is not to lay out in
speciﬁéc terms a legislative éroposal. It is instead to recognize that legisla-
tion to help New York and other cities may pasé the Congress. And, if that be
the éase, it should be drafted with extreme care. Given all our other pressing
economic and financial problems, this is no time to throw the vaults at Treasury

wide open to New York or any other hard-pressed city.





