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THE WHITE HOUSE

WASHINGTON

November 3, 1975

ADMINISTRATIVELY CONFIDENTIAL

MEMORANDUM FOR: RON NESSEN
Vel
FROM: JIM CONNOR(]r&_ i
/
SUBJECT: The President's New York Speech

Initial Reaction

The President returned your memorandum of October 31 and
black binder with the following notation:

"Excellent!

cc: Don Rumsfeld



THE WHITE HOUSE

WASHINGTON

October 31, 1975

THE PRBSIDENT HAS SEEX. e

Mr. President;

Here is a compilation of newspaper
articles, editorials, and cartoons through Thursday
night, which resulted from your National Press
Club speech on New York City.

~
Ron Nessen




THE PRESIDENT HAS SEEN .-wewsm

THE PRESIDENT'S NEW YORK SPEECH:
INITIAL REACTION

OCTOBER 30,1975

TAB A NEWS STORIES
TAB B EDITORIALS AND CARTOONS

(Complied by the News Summary Office)
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Post-Default

AldtoN Y C

ER o LouCannon S
v VR Washmqmn Post Staft Writer .., - - v
Presxdent Ford yesterday promised for the ﬁrst tlme i
that he would come to-the aid of New York City if
mecesiary to preserve essenual clty ‘services after a -
default .
/ But he vowed, in a toughly worded speech, that he
avould veto any leglslatlon ‘“that has as its purpose a
ederal bail-out of New York City to preventa default.”

In a speech at the National
Press Club -the President
retreated slightly from his
earlier stance that the federal
government should not assist
New York City in any fashion,

However, he lashed out at

/ény officials and bankers who -
have advocated that the
‘federal - government
guarantee city debts. He said
city . officials were using
“scare tactics’’ that would not
work. -
~ “The people of thls country
will not be stampeded. They
will not panic when a few
desperate New York City
officials and bankers try to
scare New York’s mortgage
payments out of them,” the
Presidentsaid. -

Answering questions after
his speech, Mr. Ford said he
thought that the city and state
had the capacity to prevent
default, and predicted that the
plan - he - advocates for
streamlining federal
bankruptcy - laws would
prevent any loss of money by
the federal government.

The legislation proposed by
Mr. Forgd calls for the city, .
with state approval, to file a -
petition with the U.S. District
Court in New York saying that .
itis unable to payits debts. ..

The petition would be ac-
companied by a proposed plan
for ultimately. paying off the .
debts and would, Mr. Ford
said, “provide a breathing -
space for an orderly plantobe
developed so- that the city ;
could wark out arrangements
with its creditors.”

The President said thab
essentinl services of the city .
would be maintained while ~
this **compromise’’ with
creditors was being worked
out. :

“In the event of default,” he
said, “the federal government
will work with the court to






By David S. Broder

washmgton Post Sva" Writer

Progresswe Republicans,
alarmed by what they see as a
“drift- to the -right’’ by
President Ford in response to
Ronald - Reagan’s. chalienge,
are considering .running a
candidate of their own in next-
year’s presidential primaries.

Sen. Charles McC. Mathias
Jr. (R-Md.), one of those in-
volved in the discussions, is
expected to express his “deep
concern’’ over Mr. Ford’s
becoming “a captive of the
Reagan right”’ when he speaks
at the National Press Club this
noon.

Mathias reportedly was .
considering including a eall- -

for a challenger to Mr. Ford
from the progressive side of
the party in his talk, but has
discarded it as. “premature

atthistime . e

But Ma hias and others
among the dozen Republican

senators who last month urged ,;

Mr. Ford to take a less con-
servative . course in hig
campaign are privately
alarmed at what they see as
signs. of a. continuing .right-
ward turn in his rhetorrc -’;

The Pre51dent s speech
yesterday, . bristling with
crmusm -of New York City's;

“mismanagement,” was the

latest -evidence of “Reagans '

like rhetoric,” in the eyes of
the progressive Republicans..
Mathias contended that “the
President threw out ananchor; .
to New York when they
needed a lifeline.”
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‘ord ‘Drift to nght’
larms GOP Center

~ The same concern _.was
expressed last week' By a
prominent: . :€California
Republican :.and: .former
-Washington official who asked
a reporter, ‘Does Ford really
think ‘he~can:outdo Ronald
.Reagan in-bidding for the anti-
governmentvote"” S

‘Since the. defeat at the 1964
-Republican -convention,
. progressive Republicans have
had ; increasing difficulty

 maintaining their influence on
"national GOP policy..

Many of them now express
*the: fear-that’ if the only
challenge ‘to Mr. Ford comes
» from Reagan; who is expected
to. announce his bid next
month, they will be excluded
- from any voice on the party
' platform and ticket.

It is that behef that has
* provoked :the discussion of
. entering a candidate from the
© progressive ‘wing in New
¢ Hampshire- and. other early
primary states, 'so-that “we
cover 180. degrees .of the
Repubhcan spectrum not just
20 degrees as one offlcnal put
Lt
So far that strategy has
been blocked by advice from
! Vice President Rockefeller
“and - others ¢ that" the
progressives “should not rock
the boat:!> - i

'But some of them fear that
. even if Mr, Ford turns back
‘the Reagan’ challenge, the
" positions he is adopting in
order to counter Reagan will
Jeopardize his chances in the
general election ‘and reduce

the base of support Ior
Republican candidates up lnd
downtheline. . 1_

.- An even greater concemm
some of the progressives is the .
“vacuum” that would exist if
Reagan should defeat My,
Ford in the early primariesiin.

New Hampshire and Florida;;

Former Secretary of the
Treasury John B, Connally,
who will speak in New.
Hampshire on Monday, s
reported by associates to e’
poised ' to jump ‘into the
Republican race against’
Reagan under those cir-
cumstances. But Connally i
no more acceptable to the
progressives in the GOP than
is the former Californiar
governor., o

Without a - progressin“
candidate in the field or
prepared to run, the
progressives fear they woyld’
again find themselves blocked-
from any leverage on the,
national party ticket, u
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Jng a defauit.

Ford to veto

default aid
to New York

By STEPHEN E. NORDLINGER
Washington Bureau of The Sun

Baltimore

Sun,

10/30/75

Washlngton—Pres1dent Ford, sternly chastising New.
York city officials for “bad financial management,” said
yesterday that he would veto any congressional actlon de-

Signed to prevent a city default.

In a tough speech at the National Press Club on the New
York fiscal crisis, the President confined himself to pro-
posing a change in the federal bankruptcy laws so that the

_essential services of police offi-
cers, firemen and sanitation
workers are preserved follow-

His comments, delivered be-
fore Mr. Ford resumed his pol-
itical campaigning in Califor-

President Ford’s speech
caused “minimal reaction”
to municipal bond prices.All

nia, appeared to have virtually
ruled out the possibility that a
bill to provide a federal guaran-
tee of city loans will be enact-
ed. Without such assistance,
New York state and city offi-
cials have said, the city will be
in default by December 1—and
perhaps as early as November

Desplte the veto threat,
Democratic leaders on Capltol
Hill said that Congress must
face its responsibility to act on
legislation to avert a default.
The Senate Banking Committee
will meet this morning to vote
out a bill that would provide a
$4 billion loan guarantee for
the city and parallel legislation
is pending before the House
Banking Committee.

Senator William Proxmire
(D., Wis.), chairman of the Sen-
ate committee, conceded that
the difficulty of breaking an ex-
pected filibuster to win Senate
passage of a loan-guarantee bill
had increased in the wake of
the Ford speech. Representa-
tive Thomas P. O'Neill, Jr. (D.,
Mass.), the House majority
leader, said that he could not
muster enough votes to over-

As meetings occurred all
over Capitol Hjll after the Pres-
ident’s speech in an effort to
frame some kind of new rescue
legislation, the two Senators
from New York state publicly
spht over the Ford message.
Senator Jacob K. Javits (R.,
N.Y.) charged at a news ‘confer-
ence that “the President’s bank-
ruptey prescription will damn
the city for at least & decade
and by then its declme and fall
could be irreversible.”

In contrast, Senator James
L Buckley, Jr. (C-R., N.Y.),
who reportedly advised the
President on the course to take,
praised the speech as the “pro-
per scenano” if the city is “to
face reality.”

In New York, Mayor Abra-
ham D. Beame called the Ford
proposal “nothing less than a
declaration of default by the
White House—a default of pres;
idential leadership.

New York’s Gov. Hugh L.
Carey, said, “The Ford formula
would make New York city a
ward of a federal court, with an
appointed judge acting as fed-
eral marshal, instead of Wash-
ington acting as a guarantor

ride a veto. .

See VETO, A6, Col. 4

Ly
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Ford to veto default aid to New York

" VETO, from Al

while the city and state repair
its fiscal integrity.”

After rejecting any form of
a “federal bailout” of New
York city to prevent a default,
the President proposed what he
described as an “orderly and
fair means” to deal with the le-
gal bankruptcy in the federal
courts. :

The legislation, which Mr.
Ford said he would send to Con-
gress, would allow New York or
other municipalities in similar
financial straits to petition for
bankruptcy, thus staving off a
host of lawsuits from ereditors
that could stymie essential city
services.

A federal referee in bank-
ruptecy would assume fiscal
control over the city affairs and

y city workers before meet-
r:g the obligations to holders of
city bonds.

The proposed legislation
would require the city as a con-
dition for filing for bankruptcy
that it file a “good faith plan”
for payments to its creditors
and a program “for placing the
fiscal affairs of the city on a
sound basis” President Ford
said. ‘

At the heart of the Ford pro-
posal was a recommendation
that the federal referee be em-
powered to authorize the issu-
ance of debt certificates to cov-
er new loans which would be
backed by future revenues to
gze city ahead of other obliga-

ons. :

Inhisspeeéhandlnreéponse

" | to questions later, the President

did not spell out how these cer-
tificates would attract inves-
tors or the federal role in assur-

ing that the certificates ‘clould‘

be marketed. * ‘

Mr. Ford said only that the
government will work with the
courts and that he could not
prescribe the “means and

‘I method,” although the govern.
‘I ment “will see to it that essenti-
1 al services are maintained.”

He said that he foresaw “no
loss to the federal government
whatsoever” from his plan, but
a prosidential aide, L. William

dman, did not rule out the
possibility that some federal
aid might have to be made
available to the city if other
revenues could not be found.

At his news conference, Sen-
ator Javits said that the “com-
plete fallacy” of the Ford ap-
proach was the belief that these
certificates could be marketed
without a federal guarantee in
view of the city’s flnancial con-
dition. Mr. Javits said that “on-
gethe United States will

m anyhow.” -

An aide to the senator noted
that the city in the three
months after an expected de-
fault December 1 would face an

ting deficit of $1.2 billion
and that, without federal assist-
ance, essential services would
have to be reduced 35 to 50 per
cent. o ‘

Senator Buckley talking to

rters on theegapiwl steps

d be will introduce legisla-
tion shortly to provide the
“mechanism” for a federal role
in assuring that the certificates
can be sold. He declined to give
details of his bill.

A Senate Judiciary Commit-
tee subcommittee announced
that it will hold hearings tomor-
row on the Ford proposal to re-/
vise the bankruptcy laws. Both
Senate and House subcommit-
tees have held extensive bear-
ings on municipal bankruptcies
and probably could report out a
bill quickly. _

There seems little opposition
in Congress to dealing with this
part of the problem but it will
not prevent a defauit.

: Occasionallimshaking his fin-
ger and speaking in a stern
voice, President Ford delivered
almost a diatribe against past

and present New York officials |

for their fiscal policies.

Saying that “the time has
come for straight talk,"_ Mr

Ford added that “no city can
expect to remain solvent if it
allows its expenses to increase
by an average of 12 per cent ev-
ery year, while its tax revenues
are increasing by only 4 to §
per cent a year.”

here. the real Tesporsibity
where the t
lies,” he sald. “And whenANez
York city now asks the rest of
the country to guarantee its
bills, it can be no surprise that
m:ny other Americans ask
w ."
he President dismissed as
“scare talk” warnings from ci-
ty officials, bankers and other
authorities that a New York de-
fault would have serious eco-
pomic repercussions nation-
wide. He maintained that the
financial markets had already

made a “substantial adjust-|
ment” in anticipation of a de-
fault. :

- “What I cannot understand
—and what nobody should con- |
done—is the blatant attempt in
some quarters to frighten the
American peog‘le and their rep-
o iy
pa support of patent
policcyk,z the President said.
“The people of this country will
not be stampeded; they will not

when a few desperate |

ew York officials and bankers
try to scare New York’s mort-
gaﬁr yments out of them.”

-Mr. Ford at one point dis-
missed the possibility of a “cat-
astrophe,” a word recently used
e e

pa
of a New York default. ‘




On Services

Associated Press

WASHINGTON—President ~ Ford
asked Congress yesterday to approve
legislation ensuring police and fire
protection and other essential serv-
ices if New York City defaults on its
debts. . ’

But Ford announced for the first
time that he would veto any legisla-
tion to bail out New York through
federal debt guarantees or other fi-
nancial help. S

“Why ... should all the working

sple of this country be forced to
rescue those who bankrolled New
York City’s policies for so long — the
large investors and big banks?” Ford
asked in a speech to the National
Press Club. o

The President proposed amending
federal barkruptcy laws to prevent
New York City’s creditors from tying
up. the city’s finances in lawsuits if
the city defaults.

He said such action would make it
possible for the city to use what is
left of its revenues, including federal!
revenue-sharing or special borrowing
money, to provide police and fire
protection and other services.

New York Mayor Abraham D.:
Beame called Ford’s proposal *noth-
ing less than a declaration of default
by the White House — a default of pres-
idential leadership.” .

Beame, a Democrat, said that Ford
“has created a climate of crisis and
confusion, which, if unchanged,
would lead directly to a default.” .

New York’s Democratic Gov. Hugh;’
Carey also criticized the President’s!\
plan, saying, “The Ford formulal

would make New York City a ward!

1 federal court, with an appointed |
' _ ge acting as federal marshal, in--
stead of Washington acting as a
guarantor while the city and state re-
pair its fiscal integrity.” He said he
would again ask Congress for help.

Sen. William Proxmire (D., Wis.)
said Ford’s proposals would shove
the city into “tin-cup status” and
place it “on the federal government’s
back for years to come.”

Proxmire is chairman of the Sen-
ate Banking Committee, considering
gadel:al logn guarantees for New

ork. :

Moody’s InveSiors Service reacted

to Ford’s speech by lowering its
credit rating on New York City bonds
to “CAA,” one of the poorest possible
ratings for any municipal bond.
Moody’s defines a “CAA’.bond as
one. which “may be in default” or

one whose holders had no assurance : *

they would get their nmesey back, ~ :
In his tough-sounding speech, Ford
blamed the city’s problems on those
who he said have misled the people
of New York for the last 10 years. He
«said direct federal help would set “a
terrible precedent.” :« = 7
“I can tell you now that I am pre-’

s

pared to veto any bill that has as its
purpose a federal bailout of New
York City to prevent a default,” Ford
said. ,
Although city and state officials
have said that New York City may
be unable to pay'its debts as early as
Nov. 14, Ford said he thought it was
still possible “for action that could
avert a default.
Ford said he foresaw “no loss to
(See NEW YORK op 4-4)

¢

The Philadelphia Inquirer,
10/30/75

NEW YORK, From 1-A
the federal government whatsoever”
from his plan. -

But a presidential aide, L. William
Seidman, did not rule out the possi-
bility that some federal aid could be

: made available to the city’ in the
“.event of a default if other revenues
“could not maintain essentlal services.
£, Ford’s. amendments would em-
nger‘ the U. S. District Court in
. New. York' to authorize spnecial .debt.
; cbrtificates to meet the city’s short-
térh needs, in the event of default.
" But to obtain this help, the city,
+ with state approval, would have to
file a plan to repay its creditors. The
new debt, certificates would be paid
out bf futute reventies ahead of exist-:

ing creditorg.v. - %, v a0 !

“While New York City. works out a

compromise with its creditors the es-'

sential governmental functions of the
city would continue,” Ford sdid.

. Ford derided *'scare talk” by some

. officials and bankers to “frighten the

- American people and their represent-
- ., atives in Congress into panicky sup-

port of patently bad pdlAiAc'y.' 4

. “Thé people of this country will‘ts
be stampeded; they will not panic

- when a few desperate New York offi- -

cialsand bankers try to scare New '

York’s mortgage payments out of
them," he said. :
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of mdulgmg in “fiction and fear-
) mongenng .. (to) frlghten the.
American  people ° “and - their-

representatives in Congress -into™

panmky support of patent.ly bad
1 policey.”

Questioned after his speech
Ford said that he was still not
convinced that the city will have
to default, He said the city *
pacity” to prevent default: Btlu'
has the through additional budg-
et cuts and more taxes. .

The Dow Sfumps -

Beame and Carey reacted bit-
terly to Ford’s remarks and the
Dow-Jones industrial index. fell
12.83 points in trading on the
New York Stock Exchange.

Beame accused Ford of:“writ-
ing off New York City-in one
speech” and insisted that’ there
were remedies avallable in- the
,Congress at -“no " cost to the
American taxpayer.” - :

Carey said that the ' conse-
quences of default to other cities
and states would:-be “far grim-
mer than Mr. Ford’s complacent
‘words suggest,” ‘and that Ford
;probably was mgqtivated. hy pw
litical considerations. "~
: “Sufficient Authorlty”

. Ford said that his proposed
irevision of the federal bankrupt-
cy law would provide “the feder-
‘al courts with sufficient author-
ity to preside over an orderly
reorganization = of New “York
City’s financial affalrs — should
that become necessary.”

- However, .- Chairman Wﬂllam
Proxmire (D-Wis.), whose Sen-
ate Banking Committee plans to
vote on a proposed $4 billion
loan guarantee plan for the city
tomorrow, said that Ford had
chosen *¥a course that would
shove New York- into tin-cup

'Sfab in Back' |

The N ews charged in an
- editorial: today that
-President.Ford’s speech
- was a¥stab in the back”
= and“ an act “of.. “cheap
.- politics” that threatens
* ‘both New York City and
"t he nation’s economic
recovery. (See page 67).

'to” take such- action,

status arfl onto the federal gov-

b .
— am

S

ernment’s back for years.” Sen.
Jacob K. Javits (R-N.Y.) agreed,
saymg that Ford’s plau was &
“grave error.”

- Sen, James L Buckley (R-C-
N.Y.) and most other Senate
Republicans .backed Ford’s pro-
gram.as the only prudent way to
force the city back into sound
fiscal shape. New York “must
face the reality that it no longer
has’ the resources to meet its
obligations,”

. A New Chapter

“Under the Ford plan, the city,

with state approval would file a

bankruptey. petition under a pro-
‘posed “new* Chapter 16 of the

federal  bankruptcy act. In-order
the city
would first have to state that it
is' unahle to pay its maturing

"debts as well as ‘present.“a pro-

gram for placing the fiscal af-
fairs to the city on a sound
basis.” .

The federal ¢ourt then would

‘be authorized to accept jurisdie~

tion over- the case,” Ford said,
resulting in “an automatic stay
of suits by creditors so that the
essential functians of New York
City would not be disrupted.”
Once this happens, the Presi-
dent went on, the court would be
empowered to . authorize debt
certificates — a type of bond —

(Continued on page 37 col. 1)

. %§lard Measures”
. “I.don’t want anybody mlsled "
Ford warned.

( Contmued from page 3)

covering new loans to the city.

These bonds — which Ford
maintained would be attractive
to 1iInvestors eventhough the

municipal bond market has been| .

closed tothe city for months —
would be paid out of future city
revenues before any. other city
creditors were pald

“This - proposed
legislation will not, by itself, put
the affairs of New York:City in

- order, Some hard measures must

be taken by the officials of New
York City and New York State,
They must either increase reve-
nues of cut expenditures of ee-
vise some combination that. will
bring them into a sound finan-
cial position.” -

White House officials said
that the Ford plan should be
passed “as quickly as possible,”
particularly since the city’s de-
fault deadline has now been
moved up from Dec 1 to mid-
November.

They - said that President’s
plan to revise the bankruptcy
laws would apply only to New

“York City (and other strapped

cities with a population of a mil-
lion or more), but not to New
York State. Gov. Carey has
warned repeatedly that if the
city is forced into default, the
state may default shortly there-

“On the Beat”

Despite Ford’s ¢ontention that
the federal government would
“work with the courts” after de-
fault to see that there are “po-

licemen on the beat, firemen ini
the statipn and nurses in the:

emergency rooms,” the officials
noted that the administration
“does not anticipate” that feder-
al money will he used to pay for
the continuation of these serv-~
ices. L. William Seidman, Ford’s
top economic adviser, was asked
if the administration included
the city’s schools among “essen-
tial services.

“No,” Seidman responded. He

refused to elaborate.

During his 35-minute speech,
which was tel~vised in New
York City on’ ind in a brief

}- dropped

question perio. that followed,

o T

Bond Ratmg

Stating that the chances that
“the cxty will - avoid ' default
“have all but. disappeared,” "
Moody’s Investors Service an-
nounced yesterday ‘that. it had
its rating .on New
~York City debt from “Ba” to
“Caa.” The “Caa™ rating is
used, a spokesman ° said, to
1dent1fy issues of poor quahty
“that “have either :already de- -
-faulted or .are.in danger of”
domg 80.

Ford made no mention of the
steps New York_has taken to cut
expenditures and raise revenues.
Nor did he discuss the stringent
restraints that would be imposed
upon ' the -city and . state as
preconditions - to any 'of the
federal -loan-guarante plans now
before -the House and Senate
Banking committees.

Instead, Ford argued that such
guarantees would give the feder-
al government an improper role
in local affairs as well as pro-
vide “immediate rewards  and

city ‘that follows the

example of our largest city.”
“When New York City now

asks- the rest of thecountry to

surprise that many other Ameri-
cans ask why,” Ford said.

“NewYorkAdvantages”

“Why, they ask, should they
support advantages in New York
that they have not been able to
afford for their own communi-
ties ?

“Why, they ask, should all the
workmg people of this country
be forced to rescue those who
bankrolled New York City’s poli-
cies for so long — the large
investors and big banks?” °

Without ealling £6r . specific
changes or cutbacks, Ford noted
that “New York City’'s wages
and salaries are the highest ithe
United States.” He cited the
$15,000 annual salary paid sani-
tation workers after three years.
National surveys . have shown,

category in which New York
pays top dollar. Other cities
were shown to pay higher sal-
-aries . than New York to their

policemen, firemen and teachers.

The New York Daily News, 10/30/75
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guarantee its bills, it can be no.

however, that this is the only]

Lieeendd

7d to New York: Drop Dead

Mood Chops'

‘eventual rescue to every other*
tragic’
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Glum on

Baclrers

Bail-Out

By BRUCE DRAKE
Washmgton Oct. 290 (News Bureau)—Congrebsmnal

supporters of legislation to

help New York City avoid

default, dismayed at President Ford’s announced veto
threat, 'held out little hope today that the House or Sen-
ate would approve any r-mch measure, even on an emerg-

ency basis.

Sen. . William Proxmire (D-
Wis.), insists that Fords pro-
gram — wl.ch calls only for re-
vamping of the -federal bank-
ruptey laws to make the city's
transition . into default more
orderly — would have “relative-
ly slight effecit” on ultimate ac-
tion by his committee, since all
the Republican members of the
panel are against any aid-New
York bill anyway.

bill were . reported to the. full

‘given the fence-sitting status of
another committee member, Sen.
Joseph R. Biden (D-Del) — it
would face tough going.

“Default i3 a miserable course
to take,” Proxmire said. Eofd’
proposal would simply “shove
‘New York into a:tin-cup status
and onto the federa: govern-
ment’s back for years to come,’
Lie said.

Senate - Democratie Leader
Mike . Mansfield - (Mont,) said
that Congress,had a responsibil-
ity to act in the face of the veto
threat, but he did not sound as
if he believed the lawmakers
would override the President. “If
.we make a move and he vetoes
‘it, that’s that,” said Mansfield.

The U.S. Conference of
Mayors charged that Ford had
“failed to address the question
of the national economie condi-
tion which has broug‘ht cities to
the current crisis,”
| But Senate GOP Whip Robert
P. Griffin (Mich.) spoke for
most Republicans when he said
that Ford “has said exactly the
right thing and proposes the

But he conceded 'that even if a].

Senate — which also is doubtful,

correct solution.” He and other
GOP lawmakers brushed aside
talk of a major economic impact
due to a New York default,
echoing Ford’s claim of “scare
talk,”

But Sen. Jacob K. Javits (R~
N.Y.), who has been working for

-gome kind of legislation to avoid

default, declared that ‘“sentenc-
ing New York to bankruptcy is
a grave error.”

.“The President’s bankruptey
rescription will damn the city
or at'least a decade,” he said,

fand by then its decline and fall

could. irreversible.,” He said
that - the city would effectively
be’ olosed off from raising capi-
tal in private markets for years.

'Seri,;* James L. Buckley (C-R-
N. Y.), -whose own bankruptey
revision bill yesterday ‘fore--
shadowed the Ford plan, praised
the ‘President’s speech, saying
that New York City “must face
the reality that it no longer has
the resources to meet its obliga-
tions.” He said that bankruptey
was preferable, because any
save-New York legislation com-
ing. out of Congress ‘would be.
“draconian.’

After a late afternoon caucus
in the Capitol, members of New
Yorks congressional delegation
vowed to fight on for emergency
legislation and to inteusify
lobbying among other lawmakers
to make Congress aware of how
New York’s fiscal problems
might have a “ripple” effect on
other cities and states.

In addition, thke New Yorkers
said they would” press for “equal
time” on television to try to
counteract Ford‘s speech, which
was tclevised live in New York,
although not nationally.






: ”f S SN S AN ENA L LRSS S TSR EEES A FIVEECGE SIS L § n G EIIBEE B ONFLRN RO DR GEDOCINS

ans refiahe’ o nnsiony feovani et e sty on v* riets 2

dDUs g glisneg lsuhuh

Big pple’s

‘ tock prices on Wall Street plunged on a broad front yesterday followmg Presi-’
‘dent FErg’cs Iﬁedge to veto any legislation to prevent New York City default. Ford's
proposal to alter the bankruptey |

law to accomodate the  Big
Apple’s financial coring created
no visible investor enthusiasm..

The Dow Jones average of 30
New York Exchange industrials
sank 12.83 to 838.63, virtually
wiping - out the 12.98. gain the
previous. session on hopes of a
softening = Administration stand
on the city. Standard & Poor’s
425-stocks dropped 1.28 to 100.19.

Lack of significant selling
pressure was one encouragement,
as Big Board volume slowed to
16.1 mililon from 17 million
Tuesday. Falling issues beat gam~
ers, 1,078-347.

Piror to Ford's speech the
market opened lower in the wake
of the announced first drop in
leading economic indicators in
seven months. At noon. the DJ
was off 5.90

Analysts and brokers sug-
gested the tough Administration
position did little to clear the un-
certainty of what a default of
the city’s magnitude might
bring,
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Bv WILLIAM BROW‘\T

Eliot Janeway Says ...

The stock market saw another one of its time-honored rules
diversed ‘yesterday. Towards the end of any pre-election year,
Wall Street revives the rule that what’s good for it is best for
any President seeking reelection. President Ford took the hara
line against a New York City bailout and undid the rally of tne
previous day which had bet on the bailout. Ford’s strategy is
forcing a painful readjustment on the market. Whether Ford’s
“political savvy is better than Wall Sreet’s, only time will ¢all,

The New York Daily News, 10/30/75

Bank isues, wtih large hold-
ings of New York state and city
obligations, were sold almost
uniformally. Chase fell 114 to
256%, Citcorp 1% to 273%, Chem-
ical the same to 2% and Bank-
ers Trust Manufacturers Han-
over 1 each to 29% and 251%, re-
spectively.

Gold shares, as is the custom
in periods of equity decline, glis-

teend. ASA Ltd. rose 1 % to.

35%, Homestake 1% to '38% and
Dome % to 36.

Among the movers, IBM lost 4 :

to 211 in heavy trading, Coca-
Cola fizzed 2% to 80%, Bristol-
Myers shed 2% to 65 and Beth-

lehem Steel dropped 1% to 64. |
Quaker Oots posted a substan- |

tial rise in profits and climbed
1% to 22, Gulf & Western slip-
ped to 20% despite record
earnings. Pillsbury couldn’t ex-
plain its 3% decline to 79%
Prices on the A'merlcan Fx-
change slumped in hght trading
with losers leading gainers by 2
to 1. Brad Ragan gave up 1%
of Tuesday’s 1% gain, closing at
155%. Syntex eased % to 32%.
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‘Page 2

Continued from Page 1 s
He would veto any bail-out ‘bill ‘he ad-

nounced, for federal guarantee of New York
Mr. Ford, like Secretary of’the Treasury

* William E. Simon, took a relatively calm view

of default: ‘‘For the financial commmity." he
said, “the default may bring some temporary

, dnffxcultus but the repercussions should not

be large or long lasting.” = '

In his divided Cabinet, President Ford has
come down emphatically on"the side of Mr.
Simon, who has told Congress that default

- would not seriously set back the"natlonsl
. recovery fromrecession.

'As contrasted to this, Vleidthdm
A. Rockefeller has urged federal intervention

: andhaspubhclywamedofdangerlﬂhereis

none.

Arthur F. Burns, ‘chairman of the l“ederal'
Reserve Board, has taken a mxddle course..
_ New York City’s eight nullion resldents

*would appear to lose normal democratic
control over their governmental affairs if the

municipality defaults, under the Ford plan. As
the President explained it, the city must “‘file
a good-faith plan for payments to creditors™

"% New York rebuffed—Congress to rescue?

with a federal court. The latter would be
empowered to authorizé” debt certificates
covenng new 1oans w1th pnority over other
debits .

Mr, Ford saw “hard, measures” “ghead for
gﬁy and the state: “They must either increase
t‘evenuaorcutexpmditm-es g

* 'This "will not be ‘easy,’some cong!msm%n
noted The city already has a 6 percent Sales
tax, one of the highest in America, and’the
state leads the nation iﬁ per capnta state nnd
local taxes, at $894.

‘Mr. Ford warned ',of constltutional ,con-
sequences in a federal bail-out of an erring
‘municipality. 1t would set a precadent for '

breakdown of fedétalism, hé argued. '

. There was an undercurrent of mtlcism of
New ‘York bankers in Mr. Ford's caustic
suthmary. He repeatedly coupled ‘boliticians
who had led the city astray. with financial

Institutions that ‘supplied the cash. He hinted

that . the local financial commiunity’ now

. Wanted federal intervention for its own ends,

Pressed after his talk as to why Washington
had bailed out Lockheed Aircraft, President
Ford said that the government ‘“‘may have
made a mistake.””
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A|d plan for New York
old cheer’ for Beame

By George Moneyhun " Mayor Abraham D. Beame sees httle reason
Staff correspondent of " for rejoicing in the Ford plan-to create a
The Chnstlan Sclence Momtor i . *‘mechanism to manage default.”” The Mayor

insists that allowing the city to default before
any federal action is taken would be catas-
trophic for municipal credit markets and bond
“holders. Tens of thousands more layoffs of
city workers would be required, and vendors
who contract for the city’s goods and services
would be hard hit, city officials complain.

Mayor Beame insists the federal loan guar-
antee under consideration in the Senate
Banking Committee would cost the federal
government nothing and would give the city
the breathing time it needs to whittle down the
size of its $800-million debt.”

“Who is the Mayor foolmg'?” asks one Wall
Street analyst. ‘“The federal guarantee would
cost somebody something. These bonds have
to be repaid. Where is the money going to
come from to pay back New York City?” -

Wall Street supporters of the President’s
plan argue that the current federal bank-
ruptcy statute which would apply to New York

New York

President Ford’s new plan to aid New York
City draws no cheers from City Hall here —
“but on Wall Street, some analysts call the Ford
proposals a step in the right direction. :

b

R A
for Beame

at most — but the long-term impact will be

% Aid plan ‘cold cheer

Continued from Page 1

City if default comes is impossible to imple- |

ment.

The President's plan would not prevent a,

default, but would create a federal referee to

pay the salaries of city policemen, firemen,
and sanitation workers before attemptlng to’

pay off the holders of city bonds.

At the heart of the controversy over the -

impact of the President’s proposal is the
continuing uncertainty as to just what reper-

cussions a default by New York City would'
have. Mayor Beame, Governor Hugh L..Carey, -

and a number of the nation’s biggest bankers
have repeatedly warned that default would be
disastrous for cities in the U.S. and abroad and
that the U.S. -economic recovery likewise
would be endangered.

President Ford shares the view of some Wall '

Streeters that default would have only a
minimal impact. -

‘“‘Sure, there will have to be some agonizing
cuts made and there will be some short
shocks in the stock market — for a day or two

~ good,” remarked one analyst in support of the
President.

Mayor Beame already has given up consid-
érable control over the city’s fiscal affairs to
state overseers, and, regardless of what kind
of federal help is finally approved in Washing-
ton,” the Mayor stands to lose even more
authority.

. Governor Carey, meanwhile, has been
weighing a request for a $300-million corpo-
rate tax increase to help the state’s ailing
budget. The state has already gotten into -
financial hot water by trying to bail out New
York City.

New York City already has some of the
highest taxes in the U.S., a fact that has driven
many large firms out of Manhattan in recent
years and has added to the city’s budget woes.
Despite the gloomy prospects of higher taxes,
the Governor says the overhauling of the city’s
management will bring long-term benefits
and,* perhaps, ‘“solutions to problems that
have heretofore been insurrmountable.”
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Offers plan
to retain
services

By Bill Neikirk
Chicago Tribune Press Service :
WASHINGTON—President Ford vowed
Wednesday to veto any bill to prevert a,
New York City default, but at the same.
time proposed leglslauon to continue a.
flow of services to its cltlzens xf the clty
goes under. '
Calling ‘a bailout bill a “lmrage »
Ford told the National Press Club that a
" federal rescue of New York City would '
keep the c:ty from balancmg its budget

' ;vsl

The government’s index that anticl-’
pates future economic trends fell for the °
first time in seven months In Septem-
ber, contradicting other signals showlng
continued economic growth. Page 2, °

. set a “terrible precedent” for the na-’

tion, and reward mesponmble fiscal be-
. havior.

“The primary beneflcianes would be
the New York officials who would thus
. escape responsibility for thexr paat fol-
. lies,” he said.

R ohs 1wy

FORD PROPOSED amendmenu to ”
.. the federal bankruptcy laws .thst would -
. permxt the .city to file for reorganization
¥ in federal court, autoinatically stave off .
. 6uits by creditors, and continue police,
fire, and other essential services,

Ford’s political gamble was addressed
in a question and-answer session. Asked -
“if he thought he could carry New York
City in-an election, the President said
the people of New York have known for
a long time that they were being misled
on their financial future.

“They would like straight answers and
straight talk,” he said.. “If we can do it
and do it right, I think I'll have a friend
or two_in New York.”

It a default occurs, Ford said, the
* federal government will work ‘with the
~court to assure that essential services

are Thaintained. He did not speclfy the
. contémplated help.. - :

Ford’s proposal for revised bankrupt-
cy-laws to prevent fihancial: chaos:in
" case of a city’s default is not new. Both
Democrats and Republicans on Capitol
Hill are considering such 'a proposal, -
* Sen. Stevenson [D., L.}, who has a
more far-reaching approach to the city’s -
problems, plans to offer a similar pro-
posal :

Under Ford’s proposal New York
‘must not only file a plan for payments
to its creditors, but “must also present. .
a program for placing the fiscal affairs . -
of the dty on a sound basis.” - -

FOR THE CITY’S short term cash -
needs, Ford said the court would have
power to allow the city to issue debt
certificates,  “which "would be paid out.
of future revenues ahead of other credi-
tors.”

Ford chose the press club forum fte
explain his position to the country after,
being pressured by some of his political™

Continued on page 5, col. 5
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President vows to Veto
N. Y. aid, keep services

Contmued from page one

-advisers to. support some type of New..
. York City aid. Some of Ford’s advxsers
believe that politically he is on’ the
.wrong side of the New York issue.” ~ .
Coming to that point, Ford said many
Americans are askmg why they should -
support advantages in New York they

" have. not been able to afford in thelr

. own communities. -

“Why, they ask, should all the work-" »
.ing people 'of this country be forced. to
_rescue those who bankrolled New. York

City’s policies for so long—the large in-
vestors and big banks"

'HE REJECTED AS a “scare storv"

the reports that.default by New York
would mean catastrophe for the United
States and. the rest of the world. He
-called it'a ‘“‘blatant attempt to frighten
the "American ~people ... We have
heard enough scare talk.” .
- Ford noted af least eight proposals on
Capitol Hill would guarantee. New York
loans. “I can teli you now that I am
" prepared to veto any bill that has as its
purpose a federal bailout of New York
City to prevent a default,” he said.

The President sald his proposal would.
not by itself put the affaxrs of the city in.
order.

“Some hard measures. must "be taken

" by the officials of New .York City and

New York State,” he said. ““They must -

either increase revenues or cut expendi- -
tures, or devise some tombination. that

will brmg them to a sound fmanmal
posmon N

THE REPLRCUSSIONS of a del‘ault
on the financial community ‘“‘should not

be large or long-lastmg " he said. —
Ford closed by saying that if the na-
tion 'spends’ and - provides sérvices as -
New York has, then a “day of reckon-
ing” will come: . g

> “When that day of reckonmg comes,
who will bail out the Umted States of
.'i

,America?”’ he asked, .~ - i
‘f»LThe President’ sald he thought default

could be avoided, but he didn’t say how
He said his approach would make.in:-

- vestors in city and state bonds more dis-

cerning. He called it the “greatest ‘de-
terrent to mismanagement of state adh-r

‘c1ty admmlstratlons "






Crying Wolj
Analysts Say Crlsls N
\nd Pohtlcklng, Hult
New Y01k S Chances
‘Help, I’nﬁ Poor’ Plea Failed

To Sway Lenders; Cash
Mlght Have Been Raised

Losmg a Gz\me of ‘Chicken’ K

:

' By BARRY NEWMAN
Staff Reporter of THE WALL STREET JOURNAL

NEW YORK—The way to get things done
in New York City, according to classical pol-
itical wisdom hereabouts, is to create a
crisis. With a good crisis going, this city’s
intractable interests somehow find it easier|
to give something up without catching too
much flack for letting their constituencies
down. It always has worked.

Over the past six months, however, the
classic political wisdom hasn't worked at
all. It anything, crisis management of New
York's budget problems has worsened the
squecze—or so say a number of academic
experts, citizens’ watchdog groups, politi-
cians and financiers involved in the city’s
chaotic attempts to find the money it needs
to survive.

Some people think crisis management is .

“ the only effective way to force compromise
here, and many observers say that accusing
Mayor Abraham Beame of weakness in the
face of disaster fs the worst kind of arm..
chair quarterbacking. ‘‘The notion of default
is just so unpalatable,” says Raymond Hor-
ton, head of a commission appointed by the
mayor to study the city’s long-term financial
picture, ‘‘that you just had to go through a
string of crises to try to prevent it.” :

But in recent days, New Yorkgrs have
discovered that what works well with New
York labor and political leaders doesn’t
work with congressmen. And- yesterday,
President Ford sniped at the city’s poor-
mouthing strategies as ‘“‘blatant attempts in
some quarters to frighten the American peo-
ple.” He added that ‘‘The people of this:
country will not be stampeded; they will not:
panic when a few desparate New York offi-
cials and bankers try to scare New York’s
mortgage payments out of them.”

“Playing the Same Game”

It is a question that has beén asked re-
peatedly as the city staggered along the
brink of default from one tumultuous press
conference to the next,’ from all-night ses-
sion to all-night session, from ‘‘poignant
final act’”’ to “tension-filled episode,” as the
newepapers in town took to describing the
uguy changes in “unchangeable” positions,

“Everybody was playing the same!

ame,” says Herbert Kaufman, co-author of{ -

. ‘book on the city’s government called
“Governing New York City.”” The game ev-
erybody was playing, Mr. Kaufman says, is
called ‘‘Chicken.”

‘The Wall Street Jouragl, 10/ 30/ 75

The problem with playing. that favorite
New York game’this time was that bankers
and. bohd -~ buyers aren’t ‘big- fansg 'of
“chicken,” a game in which two teenagers
drive their cars straight at one another at
breakneck speed, bluffing untl the last pos-
sible moment when one of them sweérves
away. They are in the businéss of lending
money, and they enjoy lending money most
to people who need it léast. The.more the
city complained of its dire, need, the less
likely it Was to have the need satisfied. And
the more pushing and pulling among union-
ists and deputy mayors and legislators and
accountants, the more the city lost stat'ure
with creditors.

At the outset, observers say, it was fm-
possible to distinguish threats from realities,
political squabbling from fundamental dif-

ferences. Back in December, the city’s con:
troller, Harrison Goldin, was issuing state-%
ments saying the city’s deficit was bigger
than Mayor Abraham Beame said it was.

Mr. Goldin turned out to be more than right;
but the psychological impact of his argu-
ment was blamed in part for the upsurge in
interest ‘the city was forced to pay on its
borrowings; and that was blamed for bring-
ing on the current crunch.

Scare Talk Cost Real Money

“You want to reduce the budget, and the
only way to do that is to convince the politi-
cians that the problem is bad,” says one of
the controller’s aides. ““But you have to do

“that without panicking the financial com-

munity. If you generate uneasiness for any
reason, you can expect to pay for it."”;

Recognizing the crisis and acting deci-
sively to deal with it made investors. jittery
and exacerbated the situation. -Until the
middle of June, with the city facing bank-
ruptey if its debts weren’t paid by the end of
the month, Mayor Beame stuck to the angu-
ment that things weren’t really all that bad.
He and othérs accused the banks of trying to
make the city accept a conservative politi-
cal philosophy. The creation of tHe Munici-
pal Assistance Corp. to help the city borrow
its needs at the end of that month at first
seemed like a sure solutlon. But politics in-
tervened.

"~ To balance his budget for the last t)scal
year, the mayor went to Albany to plead for

" more taxes. He was met there by Republi-

can legislators willing to make a deal: They
would vote the taxes if upstate school dis-
tricts got more state aid. Gov. Hugh Carey
didn’t want to agree to that, and as a result
the legislature didn't act. Wit the end of
June approaching, the mayor began threat:

ening massive layoffs of city workers—as
many as §7,000. It was classic politics work-
ing again. The mayor got his taxes, and the
Republicans got their ald. Huge layoffs took
place at the end of June, but a great many
people were immediately rehired.

“We all knew they would be put back,”
Mayor Beame said in an interview with The
New York Times this month, “and I tHink
that, more than anything else, really hurt
our credibility in the nation, not only in the
city.”

With enormous confusion over the num-
ber of layoffs, even to the point that the city
had trouble figuring how many people it em.
ployed. to begin with, the job' of sglling

ey
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MAC'’s bonds was made difficult tar beyond
anybOdy s expectations.

“‘We created MAC in three weeks," the
corporation’s chairman, Felix Rohatyn, sald

this week, ‘‘and we no sooner created it that
we had to put together a $2-billlon public of-
fering for an organization that people never
heard of other than it seemed to remlnd
them of & cheeseburger, .

. ‘“We were doing rather ‘well in any case,
and I felt that if we had made that original
oftering we had a chance of getting the city
back in the market. But in the middle of this
we had the spectacle of the city and Albany
in violent arguments over taxation, a series
of announcements about budget cuts end a
sanitationmen’s strike.’!*"

Throughout the summer the Municipal
Assistance Corp. continued trying to cajole
the city into making the dramatic gestures
that could restore investor confidence. “We
tried a series of actlons,’” Mr. Rohatyn says,
“that were embraced by the city with a fer-
vor that could only be described as tepid.”

‘A primary need was a wage freeze, But
because a wage freeze was So distasteful to
city unions, the mayor's strategy was to
hold off pressing for it until the city was
again on the verge of default, and the crisis
leverage could be used. Finally MAC ftself
had to demand publicly that the city act.
That .help fosters the belief that the city|®
was unwilling to take the necessary action to
bring its finances in order. '

As the summer wore on, many changes
were ‘made. The city’s payroll was ulti-
mately reduced by 1093, -according to the
mayor. The budget was trimmed by about
$1 billion. A management advisory board
was installed to. revamp city operations.
But, in deference. to usual practice, the
changes were made under pressure.
‘‘Whatever reforms were adopted,’”” Mr. Ro-
hatyn says, “they were adopted with such
struggle and obvious reluctance that the im-
pression around the country got worse and
worse.”” By mid-August it was clear that the
MAC rescue was a failure,

That set in motion a fresh attempt to as-
suage bond investors by creating another
agency to oversee the city’s finances. The
mayor labored over his own plan to put to-
gether the city’s required funds, but the plan
was somehow -forgotten in late-August when
the mayor and the governor agreed to esta-
blish a “panel” to supervise the city. At the
announcement of that accomplishment in a
crowded bedroom of the Waldorf Astoria the
mayor expressed his opinion that the new
plan really wouldn’'t make any difference in
the way the city was governed Apparently
because of that statement, the banks whose
agreement was vital, rejected the scheme
the next day.

Under redoubled pressure, the state leg-
islature in special session rammed.through
a law establishing a Financial Control Board
with tougher provisions for supervising the
city and with a series of .financing arrange-
ments intended to tide the city over until De-
cember. At this point, though, MAC officials
were publicly pessimistic that the plan
would succeed, and they were right. 4,,

The city lurched through September. with
the financing plan under a cloud of uncer-

tainty, A- teachers’ strike compounded the
city’s problems further, and. a costly 'Settle-
ment (which the control board nixed) didn’t
enhance the bullet-biting image of the Board
of Education. In October, amid seemingly
endless confusion over the actual size of the
city’'s operating deficit, the controj board or-
dered the mayor to make $200 million more
in economies. Again, this was effected ln all-
nlght sessions with uncertain results

Less than two weeks ago, the seams split
again on the financing plan when the teach-
ers pension fund balked at buying $150 mil-
lion in MAC bonds. The turmoi}-that en-
gulfed that last-minute bailout was the pre-
lude to the city’'s current ‘““last-ditch’ suppli-
cations In Washington, - during which’ Mr.
Rohatyn told a congresslonal committee
that New York could "hang the mayor” and
still not be able to sell any bonds

Whether or not it was truly necessary to
handle the city’s problems this way will re-
main a matter of debate. ‘‘You could postu-
late,”” Mr. Rohatyn says, “that it the city
had done {n June what it finally did in Au-
gust and September, it could have ¢ome into
the markets in October. It was a long shot,

but there was a chance of doing it.”” 'On the!

other hand, according to Mr. Kaufman, the
author of the book on ity government the
temporizing may have been ‘worth'it be-
cause it meant ‘‘the hard decisions were put
into the hands of a group not subject to the
same political pressures as the mayor.”

In any case, many analysts say the co'n-
stant crisls atmosphere has hurt the city!
and will continue to hurt it in the futuré..For |
one thing, both the city and the State of New
York are going to be socked with millions of
dollars of additional annual interest pay-
ments on the bonds whose interest rates
have soared to nearly 109 during the recent
upheavals: The city also has lost about $2
million in revenue simply by giving a dis-
count to businessmen to induce them to- pay
$33 million in advance real estate taxes.

“ In the longer term, the city will’ be pay-
ing for it§ ‘‘crisis ‘management” in .ways
that will ‘make New York harder to goVem
and more’ difficult to do business in. The
mayor's power has been eroded in’ a. eity
which s supposed to have what is called a
“strong mayor” form of government -and
considerable controversy is- likely to “sur-
found efforts to get the *‘political houise back
In' order,” according to mayoral Adviser
Raymond Horton.

Layoffs made under the pressure to ‘dém-
onstrate overt lmprovements (and to’ dra-
matize  the e¢ity’s suffering) wete “made
mostly among line workers instead of back
officé bureaucrats, Young, aggressive pol-
fcemen on the department’s ‘‘decoy squad "
to cita a small example, were the first fo go
becausa of senfority considérations, despite
their excellent conviction records. ‘‘They
killed the guys doing the best work "‘says
Bert Marks, president of the Clty Club a
watchdog group.

In the same vein, ‘the freeze on wages for
thiddle-level employm has already begun to
increase the “brain drain’ of the city’s best
talent to private pursuits. Marhattan Dis-
trict Attorney Robert Morgenthau se?s ‘the:
defectioh: of many assistant district. attor-
fieys makes cases harder to try, increases
Jail costs and also increases crime. “If we

|




ca.nt make people feel reasonably safe 8 heb
says, “‘a fot"of ‘them are “Foing {6 move.”

'And that rwon’t do the citys economy any

gOOd. Ve :r‘i :-s,""y, \A K 'T'p';m\ } ‘;"‘f
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During'the érisis, ‘the city 15 betng torced
to drop nearly $500 million in capital proj-
ects, which; will put more peoplé-out of work
and mit . revenues. It shelved plans to buld
a big convention center, which was supposed
to draw business into the city. It imposed a
bond transfer tax and increased the stock
transfer tax, which has already prompted
two securities firms to plan’ moves to Jersey
City. It increased the . transit fare to 50
cents, a move considered erly to reduce ri<
dership on buses and subways and. to make
it harder for the poorest people to get to
their jobs v '

As something- ot a fmal !rony, some ex-
perts say the city's crisis will ultimately
draw the federal govemment more deeply

into the cltys atfalrs-—just the opposite of} ',
what President Ford seemed to be saying|-

yesterday.

| “I’s impossible to ﬂnance a large inner
city with the resources of the inner city
‘alone,” says Edward Hamilton, the city’s
deputy ‘mayor under John Lindsay. “It's a
fiction that the city must learn to live within
its ‘means.”” Mr. Kaufman says the federal
governmerit'is sure to get deeply involved,
particularly in efforts to create a form of re-
glonal government for the New York area.
“I don’t think the feds will be able to stay
out of urban finances,” he says, "no matter
how hard they try.”.. ..

“‘Look" at all the people who live on ﬂood
plains,” he ‘goés on. “It’s the same as New
York. They don't have to live there; it's
damn foolishness. But whenever it ralms,
they can count on the federal government to
come in and, literally, bail them out.”
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End of the Line?
Ford’s Proposal Means
AlmostCertamDefault
'For New York City
"For Big and Small Investors,

Payment Delays Likely;
“More Serv1ce Cuts Seen

A Kansan 'lakes It Calmly

A WALL STREET JOURNAL N ewa Roundup

Bankruptcy became an. almost certain
prospect for the nation’s largest city yester.
day as President Ford dashed New York's
desperate hope for a federal financial bail-
out and offered instead a plan tor going
broke without chaos.

The President’s decision to slam the door
on a congressional bailout, to accept the un-
certain risks involved in a New York de-
fault, and to offer a plan for a court-con-
trolled bankruptey suddenly plunges the city

avoid. This apparently final' stand by the
White House means that time has almost ex-
pired on New York City: When its cash runs
out, probably next .month, the city almost
certainly will default on its debts and be-
come a ward of & bankruptcy judge, ' .

“This city will default,”” said Brenton W.
Harries, president of Standard & Poor's

lunits. Turning grimly away from a small
television set in his office after listening to
the President’s harshly worded prescription,
Mr. Harries said, “The city has no cash
available and no opportunity to raxse cash.”
“Deeply Concerned”

“The President’s speech closed the possi-
bility of avoiding default,”” agreed Arthur

“I'm deeply concerned about the future.”

have a cash shortage of about $1 hillion,
ieven if it doesn’t make any payments on
;debt coming due. In mid-November, the city
‘needs $150 million, and there isn't ‘any
source in sight for it.

A default on these debts, state and city
officials have warned, would threaten the
tinancial standing of the state itself and pos-
sibly- other governmental borrowers. New
York Gov. Hugh Carey reiterated such fears
yesterday, saying the impact of default on
other areas would be “far grimmer than
Mr. Ford’'s complacent words guggest.”

-But the specifics 6f what kind of ripple
effects a default would have..and, for that
‘matter, what kind -of city New York would
be under bankruptéy—can’t be forecast with
any certainty. Citles have gone bankrupt be-
fore in this country—and have eventually re-
covered after slashing city services, delay-
ing debt payments. and = halting tapital
spending for schools,” hospitals and other
needs, but never on the scale of New York.

toward the fate it has fought so hard to -

|Corp, an investment -advisory firm that,
,rates the credit-worthiness oI governmental :

Levitt, the New York State comptroller,

From riow until next Jan. 30, the city will

Despite the unknowable consequences of
default, the President said for the first time
yesterday that he would veto any pre- -default
rescue plan for the city. Instead, he pro- .
posed an alternative—a bankruptcy plan.
(For details, seé story on page 3.) The pro-
posal would aim at assurance that, after de-
fault, the city-would continue to provide
minimum essential services, such as pollce
and tire protection. ;

What would actually happen, nobody
knows. But it seemed all but certain that
there would be further cutbacks in some city
services—the specifics and the extent of
which would be determined later. A key
problem might be what is considered an
‘“‘essential” service. All of this, of course,
would mean further reductions in city pay-
rolls, It was also possible that default could’
lead to abrogation of some labor contracts,
including large pension beneifts to retired
city employes. And for banks and other
holders of city debt—both large and small—
the President’s plan would almost gertainly
bmean long delays in payments. -~
Meanwhile, New York City’s champions
in Congress will keep trying to pass some
pre-default rescue legislation. But their
task, never easy, has become next to impos-
sible now ‘that: Mr. Ford has promlsed to
veto any bailout. ' L
Senate Prospects Doubtful Lt
In the Senaté, the banking committee will
press ahead today with a'plan for $¢ billion
of federal loan guarantees—a plan aimed at
averting default.”Chairman’ Willlam Prox-
mire of Wlsconsin said it is "lﬂsely" there'
are enough votes to send’ the bill to the full
Senate. As for.the bill's ultimate fate, how-
ever, Mr, Proxmire acknowledged In'an’ ins
terview: ¢TI think it will be extremely hard
for us to pass I, and overriding ‘a veto'
would be much, much harder. That doesn‘t
happen very often.” S
In the House, Majority Leader Thomas
O'Neill of Massachusetts "conceded that
there isn't any chance of getting the two-
thirds majority needed to oveiride a veto.’
*‘No, definitely no,” Rep. O’Neill told report.
ers. i o

On the other .hand, prospects for MTr.
Ford’s proposed:change in the bankruptcy
law look fairly good. As it happens, judi-

. |clary subcommittees In both houses have

been engaged in a leisurely study of changes
in all federal bankruptcy laws, not just those
applying to municlpalitiées. In the Senate,,
Chairman Quentin Burdiok of North Dakota.
responded quickly to Mr. Ford's speech by,
scheduling a hearing for tomorrow by his
Judiciary subcommittee on.the presidential
bankruptcy plan ‘“so that congressional ac-
tion can get under way immediately.”

Javits Supports Revision

‘Even proponents of ‘a loan guarantee for
New York have been saying: that the bank-
ruptey law for cities should be changed. Sen.
Jacob Javits, a New York Republican,
while bitterly critical of Mr. Ford’s re]ectlon
of d loan guarantee, sald he would support a
bankruptcy-law revision. “Somewhere along
the road we may need it,’ he said.

The full meaning of the prospect of de-
fault {s unclear. The President is gambling
that the finantial'and economic fallout from
default won’t ‘ripple ‘across -the U.S. ‘or

Please Turn to Page 22, Column 1 2
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- across the world, as pro-bailout forces warn.

Reactlons to the President’s stand will have

- important bearing on the ultimate outcome.
. New York City and State officials could al-

ter, for good or ill, the shape of the problem:
by their actions or inactions between now|
and D-Day. The uncertain reaction of stock

" and bond markets, private investors and

even foreign govemments could aifect the
outcome.

Despite these uncertalntles the Presldent
emphasized the possibllity of an “orderly"
way out of the city’s dllemma in outiining
his proposal yesterday. Condemning ‘fear
mongering’ by New York City and State of-
ticials, bankers and others who have warned

of “catastrophe’ in event of default, the,
President asked Congress to pass quickly a

- new federal bankruptcy law that would keep:

the city functioning under protection.of &

* " court whila it rearranges its finances.

Bondholder Suits Barred -

The new law—which Congress would
have to pass in a hurry—would put the city
government in the hands of a federal district
judge who would oversee a restructuring of
the city’s debts, determine how it spends in-
coming tax revenues and make sure that es-
sential city services are maintained. Bond-
holders and others would be barred from
suing to tie up the city’'s funds while a new
debt-repayment plan is worked out. The
court, under the Ford plan, could help the
city raise -mew money by authorizing it to
sell debt certificates that would have first
call on incoming revenues.

While some embattled New Yorkers: welo
comed the Ford proposal as offering an or
derly means of working out the city's finan-
clal problems, none expected the process to
be less than painful. Whatever. the. final
shape of a courtordered plan, it is consi-
dered likely to involve long delays in pay-
ment of city debts to banks and small inves-
tors. alike, further cutbacks in payrolls and

- city services on top of those already made

and possibly increased taxes.

Beyond the boundaries of the city, how-
ever, the consequences of a municipal de-

fault on an unprecedented scale are still far.

from clear. For months, as the city sank

deeper into its fiscal morass, government of.

ficials and busihess people have. hotly

argued over the possible “ripple effects’ .ot:

such a default on the nation’s financial insti-
tutions and markets, especially the market

for state and local debt securities. The ques-

tion is whether a New York default ¢an be
isolated or whether investor confidence will
be destroyed for even credit-worthy borrow:
ers,

On the whole, investor reaction in the
markets yesterday was calm, -although
prices of most securities declined. Trading
volume on the New York Stock Exchange,
for example, was lighter than Tuesday. The
Dow Jones industrial average yesterday fell
12.83 points to 838.63 at the close.

Sell-Off in Tax—Exempts

There was a sharp sell-off in the tax-ex-
empt bond market, causing the price of a
typical $1,000 state or city hond to be
slashed by about $25. Dealers noted, how-
ever, that a panicky atmosphere didn’t ma-
terialize and also that a technical price ad:
justment could have been expected anyway

in view ot the 1mpressive $68 rise by a typi-
cal bond over the past three weeks.

“At a time when bhond professionals are
concerned with the consequences of this re-
cent price rally and expectations regarding
its duration, they are being told by politi-
cians that the municipal market is on the
verge of disaster and disorganization,” John
Nuveen & Co. commented in advance of the
‘President’s speech. Certainly, circumstances
may. change, but. today's market actlvity
argues strongly In favor of a localization ot
the New York problem, and against any
furthier significant, especially durable, na-
tional impact resulting from default,” the
bond firm added.

Nor do many dealers see much substance
to the, widespread belief that a New York
City default automatically will prevent other
local governments, from raising capital in
the public bond’ tharkét, Indeed, Bank of
New York remarked that enthusiastic retail
receptions to recent new tax-free obligations
of several New York State issuers, “in.
cluding Syracuse; Rochester, Niagara Falls
and Onondaga County, show that buyers
have overcome their almost universal fear
of New York issues and will buy them on a
selective basis.”

Bond dealers reported steady and calm
trading after President Ford's speech. In
fact, firms west of the Alleghenies seemed;
little concerned with the city’s immense fis-
cal problems,

‘‘Hell, it's no disaster out here if they de-
fault,” one Kansas bond dealer acknow-
ledged. “We sell Kansas bonds to Kansas|
bankers, and they don’'t give a damn what'
New York City does.” '

- Prices of U.8. Treasury ‘securitles rose,

partly "because’ investors were selling muni-
«cipals- and ‘16oking. for ‘a  safer haven for
their money, Corporate bond prices also
Tose ‘In what one. dealer: descrlbed as a
A surprislngly calm’” market. = ..

.- In “foreign countrles the dollar lost
ground against other currencies Foreign ex-
change dealers and foreign government offi-
clals fret that a shock to the U.8. finane¢ial,
system is likely to ifpede ‘the nation’s de-
veloping economic recovery.

Effect on-U.S.. Bankmg System

Aslde trom its lmpacf on markets, there
ara - fears that a. New’ York. default .will
threaten the nation’s banking system. It is
estimated, for example, that New York City|
banks alone hold $1 billion in face amount of
New York City securities in their own port-
folios. Marking them down. to a realistic.
value in the event of a default would be a

severe drain on bank earnings,
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‘Ford Vows to Veto Rescue Plan for New York City, '
-Urging Legislation to Allow an ‘Orderly’ Bankruptey -

He Outlines Way to Keep
Vital Services Operating
After Probable Defatilt

By JAMES P. GANNON
Staff Reparter of THE WALL STREET JOURNAL

WASHINGTON--With a vow to veto any
‘“bailout” of New York, President Ford
urged Congress to pave the way for an
‘“‘orderly,” court-controlled bankruptcy by
the financially desperate city.

In a speech bristling with condemnation
for the city’s political and financial leaders,
Mr. Ford stiffened his resistance to any fed.
eral financial rescue of the city and outlined
an alternate proposal designed to keep New.
York functioning after a near-certain default
on its debts. :

The President’s speech yesterday to the:
National Press Club practically foreclosed:
the possibility that the federal government,
will prevent the city from becoming insol.
vent, probably next month. Mr.. Ford de-
clarcd that “I am prepared to veto any bill
that has as its purpose a federal bailout ot
New York City-to prevent a default,” a:
promise designed to cover the key loan-
guarantee proposals being- drafted in Con-
gress, ’ -

Legislative leaders agreed it would be
nearly impossible to enact financial aid for|
New York over a presidential veto, though|
efforts to pass such a measure are likely to
continue., At the same time, lawmakers ap-
peared ready to go to work quickly on Mr.
Ford’s bankruptcy proposal.

Providing a federal guarantee to enable
New York to borrow more money wouldn't
be a solution to the city's problems but a
“mirage,” Mr. Ford said, “By giving a fed-,
eral guarantee we would be reducing rather:
than increasing the prospect that the city’s,
budget will ever be balanced,’”’ he asserted.

. “New York City’s officials have proved.
in the past that they will not face up to the
city’s massive network of pressure groups
as long as any alternative is possible,” the
President stated. In harsh language, he
charged that ‘‘a few desperate New York of-
ficlals and bankers’ are trying to panic the
Congress into a loan guarantee by forecast-
ing ‘‘catastrophe” it New York City -de-
taults. .
‘Chapter 16’ Proposed .

To provide an alternative to federal aid,
Mr. Ford proposed legislation modifying
federal bankruptcy laws to give the federal
courts ‘‘sufficient authority to preside over
an orderly reorganization of New York
City's financial affairs, should that becomsa
necessary.” Mr, Ford didn’t flatly predict

‘efault, but White House officials conceded
New York’s chances of avoiding it have al-
most disappeared. !

* The President proposed a new Chapter,16
of the federal Bankrubtcy Act, under which
New York could file for bankruptcy. Under
the Ford plan, the city would declare itself
unable to pay its bills and propose to the

“court a plan for reorganizing its debts, in-
:cluding possibly scaling down the amount
.owed, stretching out the maturity dates and

”

lowering the interest rate to be paid. Such a

‘plan would be subject to approval by the
"U.S. judge overseeing the bankruptcy case. |

The bankruptcy  procedure would autod
matically prevent greditors from suing the
city for immediate payment. Mr. Ford said
this stay of any suits would provide ‘a
breathing space for an orderly plan to be
developed” to restructure the city’s debts.

“While New York City works out a com-
promise with its creditors,” Mr. Ford ex-
plained, ‘‘the essential government functions
of the city would continue.”” The President

'pledged that the federal government would‘

assure continuation of police and fire protec-]
tion, emergency medical care and other
such services after a default.

“In the event of default,”” he said, ‘‘the
federal government will work with the court}
to assure that police, fire and other essential
services for the protection of life and ptop-
erty in New York are maintained.” |
Vagueness on U.S. Aid +

The President wag deliberately vague on
how the federal government would “‘work
with the court” to maintaln city services. He
declined, in response to a question after his
speech, to specify the ‘‘means or method’ of
doing that. ' ’

At the White House, 4n aide to the Presi.
dent said that the post-default maintenance
ot city services possibly could invoive use of
federal funds, but .that isn’t the White
House's design. “We don't expect that fed-
eral revenues will be needed,” L. William

Seidman, an economic aide to Mr, Ford,
told newsmen. ‘‘We don’t foresee that possi-
bility, but we don’t totally preclude it,”” he
added. -

Mr. Seldman said the precise actions the
federal government might take to maintain
city . services are -necessarlly . “vague,"” be-
cause much would depend on the judgments
of the Bankruptcy Court and actlons by the
city or state in cutting other expenses or
raising taxes to pay for services, -

The White House aide also declined to
specify which city services would be consi-
dered “essential” after a default, Mr. Ford
cited police and fire protection as essential,
but Mr. Seidman wasn’t willing to say that
operation of the public schools or paymert
lof welfare benefits would merit that desig-
nation. o e F

To meet the city’s short-term cash needs,
the President said, the court under his pro-
posal would be able to authorize the city to
borrow money by selling debt’certificates
that would “be paid out of future revenues
ahead of other creditors.”

New York officials have estimated that,
even if they stop paying interest and princi-
pal on the debt, the city's expenses will run
about $1.2 billion higher than its expected in-
come during - the' perfod from December
through March. This cash gap could be nar-|
rowed significantly, White Héuse offjctals
suggested; if the city chopped sognefﬁoxie‘s-"
sential spending’ and raised taxds.and then
the ¢ourt-authorized debt certificafes’ could,
cover any remaining gap. ‘ . 1

Asked why any investors would buy such
bankruptey bonds when almost: nobody is
willing to invest In New York debt sectirities
now, White House .officials . said ithat the
notes would be salable because they wolild
have first call on any incoming revenue. .,
. The President gaid hig plan will ‘do.
three essential things'’::prevent: clty funds'
from being tied 1p by lawsuits aftér default,

provide the -conditions. “for an orderly plan

;to be developed for payments to New York's’

reditors over the long term” and “provide
a way for new borrowing to be secured by
pledging future revenues.” .- o

The President stressed that his proposa
wouldn’t solve New York’s fundamental fi-
nancial woes, though it is designed to force
city and state officials to take politically un-
popular steps to do so. ‘“Some hard mea-
sures must be taken’’ by those officials, Mr.,
Ford said. ‘“They must elther increase rev-
enues or cut expenditures or devise som2
combination that will bring them to d sound
tinancial position,” he said. | :

His plan would mean ‘‘some temporary
inconveniences” to New Yorkers, the Prest-
dent said, but he called those inevitable.
“For the financial community,” he added,
“the default may bring some temporary d't-
ficulties but the repercussions shouldn’t bei
large or long-lasting.” ‘ .

Citing what he called. “fear-mongering”
that a default by New York would trigger a
national financial crisis, Mr. Ford-lashed
out at “the blatant attempt in some quarters
to frighten ths American people -and -their
representatives in Congress into panjcky.
support of patently bad policy,” meaning a
loan-guarantee bailout bill. “We have heard
enough scare talk,” he said. IR
New York’'s problems stem. from “bad

tinancial management,”  the President

i
i

charged, citing a tripling of the city budget



i'ln the past Gecade. He critjcized New York’s

high public-employe wages and pensions,

free college tuition, city-run hosp\tal system

and other spending programs as factors in
je city’s financial bind.

* The “primary beneficlaries!’ of any bail-
out of New York “would be the New. York
officials who would thus escape responsibil-
ity for their past follies,”” Mr. Ford charged.
The “secondary  beneficiaries”” would he
large investors and banks who bought city
bonds expecting a high, tax-free return, he
added. The President’s tough talk publicly
articulated what some Ford administration
officials had been saying privately—that a
financial rescue of New. York would only
bail out city politicians and bankers, who
got the city into its present tix to begin with,
Until yesterday, congressional advocates
of a loan guarantee for New York had
pinned their hopes on Mr. Ford's previous
refusal to say flatly that he would veto such
a proposal. Yesterday's speech dashed those
hopes, but momentum may carry a loan-
guaraniée bill forward for a while longer

Senate Panel to Meet

The Senate Banking Committee had
scheduled a final vote for today on a plan
for $4 billion in federal loan guarantees to
help the city stave off default. That meeting
will go ahead as planned, said Chairman
William .Proxmire (D., Wis.), despite tha
difficulties sponsors face with a Senate fili-
buster and the high hurdle of overriding a.
veto.

the resolve of conservative Senators in both
parties who had planned a filibuster to pre-
ent a Senate vote on the loan-guarantee
-will. Sen. Proxmire would need the votes of
60 Senators to defeat the filibuster. Now the
President has put Mr. Proxmire on notice
that he will ultimately need 67 votes, it all
Senators are present, to override a veto of
any bailout bill that clears Congress.
Nevertneiess, Sen. Proxmire {sn't giving
up yet. “Once New York City has gone
bankrupt,” said the Senator in a blast at Mr,
Ford’s plan, “she will be unable to borrow
in the private market for years to come."
He predicted that ‘‘the President’s bank.

ernment more money in the long run than a

loan guarantee that heads off default. -
Sen. Proxmire admitted that ‘it will be

extremely hard” to pass a loan-guarantee
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Quick Actlon in Congress .

Committees in both houses of Congress
had been working on revisions in federal
bankruptcy laws, and Mr, Ford's proposal
may get quick action.

In the Senate, a judiciary subcommittee
scheduled a hearing for tomorrow on the
President’s plan. In the House, a Judiciary

subcommittee already has completed hear- -

ings ‘on revisions in the bankruptcy law as
applied to cities; a committee source said
only two or three days would be required to
draft a bill. Subcommittee Chairman, Don
Edwards (D., Calit.), however, sald his
panel would wait to see how the loan- guar
antee legislation fares before drafting a
bankruptc)L bill. He sald the subcommittee
could act quickly because there is blpartlsan
agreement on the matter .

Ford’s Plan Lo

Under the leglslatlon proposed by Presi-
dent Forfl, any city with = population over
one million would be eligible to tile for reliet
under federal bankruptcy law, provided that
the action first was authorized by the state.

In New York’s case, a petition would
have, to be filed in federal court in New
York City. It would have to state, among
other things, that the city was ‘“‘insolvent or

Please Turn to Page 22, Column 1

Mr. Ford’s speech 1s sure to strengthen

ruptey solution” will cost the federal gov-.

bill “and overriding a veto would be much,

jmuch harder.” House Majority Leader
Thomas O'Neill ¢D., Mas.) said there isn't
any chance the House would muster the two-

“No, definitely No,” he told reporters. Still,
House Democrats appeared determined to
plow ahead with a bill to stave off default, if
only to pln the blame more clearly on the
President for any distress that might follow.

Rep. Thomas Ashley (D., Ohio), chair.

that both his panel and the full committee
would approve the legislaton, perhaps this
week, But Mr. Ashley said a New York de-

1t ‘‘appears to be certain’’ and forecast
_.at the federal government will have to
provide billions of dollars in aid to keep city
services going.

thirds majority needed to override a veto.’

man of a House Banking subcommittee
working on a loan-guarantee bill, predicted .

" against the city couldn’t enforce them ex-

.proposed plan by the court clerk at the

“Veto of Rescue Plan

For New YorkCity:
Is Pledged by Ford:'+:

C’«mtlnued From Page fl‘hraq

unable to pay its debts as they mature” -
that it wanted to carry out & plan for eltheq
partial payment of ereditors or extension of

* the maturities on its deht. The city would

have to submit lists of 'outstanding claims
against it and “to the exténtipracticable
names of persons who mlght be hurt by the
plan,

The court couldn’t accept jurlsdlctlon un-
less the. petition was accompanied by a
““good faith” debt-repayment plan that the’
city certified was ‘‘in its view fair, equita-’
ble, feasible and not unfairly discriminatory
in favor of any creditor or class of credi-
fors.” In addition, the city would have to
provide current and projected revenue and.
expenditure figures showing that its budget
would be in balance ‘within a reasonable
time after adoption of theé plan.” The pro-,
posed legislation doesn’t deﬂne “‘reasonable
time.”

Once the petitlon was ﬁled. the Ford pro-
posal  provides that those with claims

cept as permitted by the court. Creditors, as
they were identified, would be notitied of the

city’s expense.

Creditors would have 90 days to accept or
reject the payment plan or any proposed
moditication and they could act in person or.
by authorlzing attomeys or committees to
represent them,* 7

Of the creditors votlng, those holdlng
two-thlrds of the amount owed each class

materially and adversely affected”’ would
have to favor accéptancé before the court

~ could confirm a debt-repayment plan, Hold-

ers of preferential claims, such as those se-
cured by pledges of property or revenue,

~would be in separate classes: trom ;hoae

with ordinary ¢laims. ,

Finally, following a hearing on the plan.
the judge could clear it if he found, among
other things, that it was feasible and equita-
ble and that it appeared the city would meet

the goal of a balanced budget “wlthln area- .

sonable time.”
The President’s bill specifies that.a debt-
repayment plan could include  provisions

* “moditying or altering the right of creditors.

generally, or of any class of them, secured
or unsecured” through such methods as {s-
suance of new. securltles “‘of any charac-
ter.”

While a bankruptcy plan was pendlng,
the court_could authorize the city to {ssue
new debt “under such terms and conditions
and with such security and priority .in pay-
ment over existing obligations as the court
may approve,”. according to the administta-
tion bill. :

All creditors would be bound by a con-
firmed plan, even if they had objected to it.
If a plan required surrender of securities as
a condition to participation, creditors would
have five years to take such action. Any
money or property unclaimed at the end of
thet time would revert to the city.

[ ———



However, the bank regulatory autnoriues
have agreed that such markdowns don’t
have to be made until six months following
a default—after the dust settles. And the
Federal Reserve Board has repeatedly sald

city’s unionleaders was relatively calm. For
example, Victor Gotbaum, head of the muni-
cipal employes’ union, ruled out & strike un-
less city workers. aren’t paid because they
‘|aren’t considered in the ‘‘essential-services’
‘tclass. In that case, he ‘sald,they will’ walk
‘toff their jobs.

“I see a phasing-out of §1 billlon of costs
"|in welfare, medicaid, correctlon and higher,
'l edueation,” he sald.”

Mr. Gotbaum sand some other city lead-
ers said they still see a chance of avoiding
default, but they concede it is remote. Plans
are under way, the union leader said, to in-
volve the city, the state, the banks and the
unions in a coordinated effort to put New
York on a sound financial footing. :

Similarly, Walter B. Wriston, chalrman
of First National City Bank, sald: “I think
there is still a possibility of avolding default
if there is a catalyst to bring together all the
parties involved. The President’s statement
may increase pressure to put together a
plan.”

Mr. Wriston conceded that such a plan is
‘‘problematical,” and he described the Ford
proposal as ‘‘an intelligent thing to do” as
an alternative. The Bankruptcy Act amend-
‘ment, he said, ‘‘will glve an orderly way of
making a financial transition.”

Abrogating Contracts
Bankruptcy "would also provlde another

cording to some legal specialists, it would
permit the court to abrogate existing con-

the restructuring of pension programs that
provide large benefits to retired city em-
ployes—benefits so costly that they may not
be covered by existing pension.funds.

‘“The pension funds are broke, and the
union leaders know it,”” one analyst says.
jUnder a federal court order, he argues, the
union leaders can go to their membership
with the bad news and still have a chance of
being reelected to oftice— somethlng they
couldn’t do on their own,

Among the key questions still unresolved
is whether the “prior-lien”” debt certificates
to finance city services, as proposed by Mr.
Ford, could be sold. ““If you change the in-
dentures on existing debt obligations, who is
to say the indenture on new ‘debt certifi.

it stands ready to make loans to individual -
_anks that funt-into finaneial trouble because
~1of such mavkdownq . . o ’
Reaction: tq‘a,the Ford proposa.l by the

‘1element that some analysts see as crucial to, .
the city's future financial health—that is, ac- -

tracts. And this, it is argued, would permit.

cates’ won't be changed six months later,”
one securities analyst asked. ‘I suspect the
Federal Reserve Bank of New York would
be the major buyer.”

Abrogation of prior bond contracts—or
labor-union contracts, for that matter—
would undoubtedly be challenged in court,
The legal tangle could go on for years, ana-
lysts say, but in the meantime the: city
would be operating under a court-order

plan. !

The Chance of Cbaos

What kind of city’ would it be? In the
frantic months léading up to the current dt-
sarray, there havo been predictions of soclal-
chaos a5 ‘welfare reciplents failed to get,
their checks, police and firemen were laid|
off, and schools were closed. There have
been threats, now withdrawn, of a general
strike by: the city’s unionized employes.
Bondholders, many of them small investors,
would be betrayed as solemn repayment
commitments were cast aside.

This could happen, some analysts say,
hut it doesn’t have to. For one thing, the
Ford program makes an obvious effort to
avert soclal unrest by providing for mainte-
nance of essential services. Also, the city,
currently under the control of an emergency
state agency, already has tightened its fi-
nances considerably without major upheaVo
als.

The payroll has been cut to 263,000 people
by a reduction ot 31,000 jobs since last Janu-'
ary. The subway fare was ralsed to 50 cents

from 35 cents. Seven schools lLave been
closed, and 13 more will be. The tuition-free
city university—a particular . source of re-
sentment outside New. York-—has had its
budget cut by $60 milllon, * *

All new construction contracts have been
eliminated from the capital budget for the
next three years. Real-estate taxes have
been increased and new taxes imposed
(New York state and local taxes repregent
15.8% of the citizens' personal income, com-
pared to 11.5% nationally.) S 8

More of this is coming, detault or no de~
fault. The city budget. which now 18 con:
irolled by the state Emergency Financial
Control Board, calls for cutbacks in expendi-
tures over this fiscal year and the following
two of $725 million.. The current budget 1s
being cut 3200 mlllion to about 312 1 bllllon. .

Detrolt as an Example

”The plan proposed by President Ford for
ma.naging the city:~beats;a close’ Fesem:’
blance to the state plan,: already operating,
under which these cutbacks are being made.
Thus, the city in bankruptcy might not differ
'too much from the city in a sort of state-ad-'
ministered receivership.

Such receiverships have worked ln the

pest. Bond analysts say no local governmen-
tal body has ever failed to pay off general-
obligation bonds, despite .bafikruptcy, al-
:though the holders had to wait for thelr
money.
- Detroit provides an example of how thls
.can be done. In the 18208 the city boomed,
riding the coattalls of the burgeoning auto-.
mobile industry and soaring real-estate
prices. But with thie coming of the Deprea-
sion, the city was ih trouble.

The city slashed- its ope_ratlng budget,
fired hundreds of employes, cut services snd
reduced salarles. For a while. salaries were
paid only In scrip.

Even so, the city went- lnto default Feb
14, 1933. The city administration and a bond-
holders' committes declared a' moratorium
on debt payments.and agreed to 4 refunding
plan. The refunding plan cost Detroit sev-
eral million dollars-in fees and: $125 fillion
in added interest costs.

But, according to the Advisory Commis-
sion on Intergovernmental Relations In
Washington, “the refunding plan worked out
even better than could have been expdcted,’

and the city eventually pald off all its back
|dehts,
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By DAVID ROSENTHAL s

N. Y. Post Correspondent

WASHINGTON—The eity
and Congress today are wait-
ing to learn the fine points
of President Ford's speech
on New, York’s fiscal erisis
in hopes that confusion over
the Administration’s' policy
on Congressianol aotlon will
be cleared up.

* Ford’s address, before the

National Press Club here; is"

almost certain to have an

gress’ troubled - efforts to
provide some form of ‘assls-
tance to New York. e

While the President has‘
“rof, fedq'l'a

steadfastly opposed any fed-

eral intervention, there have
- without some GOP backing

been conflicting reports on
whether he would in fact

veto ald legislation should
it gain Congressional ap-v-

proval.

Alt.hough Forrd is’ expected
to propose a revision in the

federal bankruptcy laws to- .

day, it is unclear if his plan
would also entail the grant-

ing of ‘'some U. 8. loans to -

the city to provide it with
cash to pay for essential

The New York Post, 10/29/75

gress,
W Wait
‘or F ord

services ‘after a default.

The influence of Ford's
remm-ks on Congress takes
on an important new dimen-

“slon’ as the time avallable

for federal action seems to
grow. shorter. Munie¢ipal As-
sistance Corp. officials in

‘New York are now saying a

default is possiblé as early
as the second week of Nov-
ember

ot particulaa- concern to
some proponents of dity ald

“Is that Ford’s speech could
Jmportanvt impact on Con-

‘effectively foreclose” hopes
that some Republican law-
makers might support a plan
which wotld avoid“a city de-
fault: through the - granting
1 loan guarantees.
It is generally believed that

chances of Congressional ap-
proval would be very slim.

“It may reinforce their

- feelings somewhat,” sald Sen.
“Willlam Proxmire (D-Wis.) of

‘the potential effects of Ford’s
speech on Republicans, most
of whom so far have opposed
U. S ald"~ <

Asked whether chances
for Senate passage would be

Continued on Page 80
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Presidential Default. ..

Like a bemused stranger from another place and tlme; ,

President Ford yesterday addressed the contemporary
crisis .in urban America’s largest city in' terms -of the

political and economic dogmas of an lSth-century rural :

confederacy. - . - :
Mr. Ford’s. “fair and sensnble" plan for purging New

* York of its fiséal sins and restoring the-¢ity to solvency A
- is neither sensible nor fair. It does not begin to offer .
~ solutions to.the city’s complex problems, let alone to the .
. deeper national urban crisis of which New York’s a.cute
- budgetary dlsorder is merely a symptom. Lo e
The President’s pietistic lecture on.the city's 1lls and »
his prescription for dealing with them are based on'a .-
number of fundamental fallacies which h1s Administra-
tion has been promoting for weeks; : .
" ® New York’s situation is unique. and the c1tys col- !
* lapse would have no serious repercussions on other cities .-

which “simply have been better managed.” As we have .

often noted New York’s elected officials certainly have

helped precrpltate the city’s present predicament through -
political. chicanery and fisqal mismanagement. But to-
reiterate that- truism is no service now. Congress, and
presumably .the White House,  have heard the testimony
of Mayors from across the country indicating that they

too are struggling with many of the problems that have

pushed New York to the brink. But, as New York is the
largest city, the magnitude of its crisis is obviously -
larger. and less tractable than any other city 's~—and the -
effects on the natwn correspondingly more pmround and,,

far-reaching.

& New York’s default would have no lastmg effects .

on financial msutuuons or the national economy. There
is an accumulatmg Welght of expert testimony to the

contrary—enough, in our view, to convince any prudent”

person that the President is taking unpacceptable risks -

with the fate of the nation in dismissing this indetermi-

nate question so cavalierly. The fragile interdependence
of a'modernindustrial society cannot be brushed aside -

with slogans from an agrarian past.

© ® Default could still be averted through local efforts .
by city and state officials who have “abandoned” New '
. York on Washingtan’s doorstep.; That is an ignorant insult

to New Yorkers, of both parties and from many walks

of life, who have performed superhuman feats of rescue
and refori, to keep the city afloat through the agomzmg g

months of recurring crises.

. ® The Fedeml Government has no. busmess mterven-
ing on behalf of a troubled city, a concept of federahsm )
that has no constitutional validity and ¥ ‘which_has been _
repeatedly ‘belied by Federal interventions on’ “behalf of
distressed communities, corporatxons, ‘interest groups and .

even foreign countries. .

© The President’s plan for, a court-managed default
could sustain the - ‘essential :life of this city with: only
“temporary lnconvemence” to’its citizens and- at nocost -
to the Federal Government. If it-would work at all, w’hich
is doubtful, Mr. Ford's vaguely defined scheme would in ;
fact result in a far higher cost to the Federal taxpayer
and a mich deeper and ‘more’ endurmg Federz{l mvolVe-
ment in the affairs of the c1ty than any of the so- called
“bailout’ plans . that are gestating’in Congress. Contrary -
to the President’s. assertion, all of thOSe plans ihvolye
tough restnctlons that would compel. New Yotk ar hny
other endangered <ity to put ts flscal house in. order
as a condition for.aid.. - o0 o e mede i

r

posturing

New York Times,
10/30/75

The difference between the Ford plan and those bemg
advanced- by concerned ‘mefnbers :of Congress. is_that
Congress is seekmg a-way to’ help the cxty help: 1tsélf
back to ﬁscdl health: The President indulges in moralistic::
f(om his’ shaky pulpxt, ak- he recklessly: waits
for the dity 'to founder, draggmg state. and naﬂowm ltst
train, '(;vf-%. retny ; IR
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Sad Tldmgs for F‘un Clt

< Presxdent Ford is quite prepared to have’ New
York city default on billions in municipal bonds held".

not only by big financial lnshtutlons but by many! .

Americans of modest means, He is quite willing to
‘have federal bankruptey laws amended on an ex .
post facto basis not to ward off the insolvency 'of
the nation’s largest city but to facilitate it. He is

cates” who would have first claim on the city’s reve-

- nues under his bankruptcy-law revisions.

. Very well. Then let the President of the United
States set an example by being the first to buy one
of these “debt certificates.” Because if he does not,

or his federal government does not, there is reason -
to doubt there will be many other takers. New York

state tried to prevent the Big Apple’s insolvency this
summer by issuing so-called Big MAC bonds with a
first call on the state’s sales tax revenues. Yet the
value of those bonds has fallen. Now, if a federal
court were to authorize new “debt certificates,” po-

tential buyers would be sure to know that over the -
next three months the city faces an operating deficit

of $1.2 billion, So where would the money come
from to amortize these certificates?
We suspect it would have to come from the very

Ford administration that refuses any “bailout” in -

the form of federal loan guarantees on New York's
current indebtedness. We suspect, but we are not
‘sure. When the President was asked at the National
Press Club to specify whether the federal govern-
ment would provide cash or guarantees or troops {o
maintain the city’s essential services, his answer

(IR e

I

! was as follows: “I can only say that the federal gov- X
B emment will work with the’ ‘courts. I do not want to
prescnbe precxsely the means or methods but I can’

;- say that in working thh the courts after the refusal

. of local and state people to assume their responsibil- -

|ty this federal government will see to it that ess-

‘ ent1a1 services are majntained.”
quite ready to place existing creditors at a distinet
. disadvantage to purchasers of new “debt certifi-

- The President’s non-answer is worth quoting be-
cause it goes to the fiscal nub of the “calm, rational”
-approach he espoused after attacking the “desper-

ate' New York officials and bankers” trying to-
" “stampede” the American people, Senator Mike

Mansfield, who comes from Montana rather than
Manhattan, had an interesting reaction. He ex-
pressed concern that the Ford plan might finally
confirm the “domino theory,” meaning that would-
be investors in municipal bonds elsewhere in the
country might turn wary if new bankruptcy laws

would permit a defaulting city to put new creditors

ahead of them on the say-so of a federal court.

It may well be that revisions of the bankruptey
statutes are in order to bring the law closer to the |
financial realities with which cities and states have :

to deal. But this need not prevent Congress from *

drafting federal loan guarantee legislation to guide
and goad New York out of its fiscal quagmire. Mr.

matter how severely they force New York to end its
profligacy. But if Congress can find a way to com-
bine such guarantees with needed amendments to
municipal bankruptcy laws, the President in the end
may have to accept a flexible rather than a vindic-
tive approach to New York city’s problems.

- Ford has vowed he will veto loan guarantees no |
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Ford Peels the Blg Apple

The week before his Natlonal Press

. Club speech yesterday, President Ford

t
i

—astonished “-by fierce antagonism
throughout the nation against any
federal bail-out of New York City—has
passed this private word to top officials:
no federal help until after the city
defaults. .

T can tell-you now,” Mr. Ford said

. yesterday, ‘that I am prepared to veto

any bill that has as its purpose a federal

: bail-out of New York C1ty to prevent a

" default.”

- Such hard-nosed obduracy may cast

Jerry Ford in the role of Ebenezer’

~ Scrooge. But from the standpoint of
practlca] politics, it puts him four-square
* "both with his own party and the ‘vast

) maJonty of American voters.

}

.Indeed; Mr. Ford took pams to "~
: telephone Vice

Presndent Nelson
Rockefeller ten days ago with friendly
advice. Reading in Hobart Rowen’s
‘interview” with Rockefeller in The

Washington Post that the Vice President . .
. predicted ‘‘catastrophe’.if the Big Apple -

had to default, the President gently

« admonished Rockefeller ‘not to make
. things “more confusing.”

Some high administration offlcxals say
- that Rockefeller has pulled back from
his electrifying break with the President.
In his speech in Indianapolis last week,
Rockefeller. appeared to temporize

3

(saymg he “completely agreed" with -
Mr. Ford that the.city.has.to _put.its.'
t’mancnal house in order before it get.s .
. help)

“But that ‘Jeaves unchanged the fun-
‘damental dlfferencebetween Prosldent
‘and Vice President. + ¢

Rockefeller wants the clty to prove its

- future solvency by budget cuts before the
- December bond default deadline, then
‘receive massive federal aid in the form

of bond guarantees to avoid default.

The President’s hardened position is -
" exactly the opposite: Only default can’
. make federal aid politically ‘saleable.
.. .Any federa) life-saving operations before
" default, he now feels, would be perceived. -
_across the country as a-bail-out for rich--
. bankers who hold almost 50 per cent of
_all tax-exempt municipal -securities in .
the nation and, hence; would be the first -
'to reap_the harvest of federal in-

tervention.
Evidence to support th|s is flowmg into
the White House. For example:

Item: A poll of 1972 Republican
. National Convention delegates from

western states, commissioned by the ° makes bond redemption impossible.

Western Conference of Republican
Governors, came out 255 to 12 against

~federal aid to New York City. . . '
Item: The bail-out issue has begun to
- dominate the regular nightly telephone

poils taken by Albert Sindlinger's polling

orgamzatnon At this writing, Sindlinger

- shows.national anti-bail-out sentiment of

more than 4 to 1 (and even in New York
state, a pro-bail-out ratioof only 3 to 1.)
Item: An offhand remark leaning
toward -federal bail-out by Sen. Lioyd
Bentsen, running- both for the
Democratic presidential nomination and

- Senate reelection from Texas, unleashed

withering anti-Bentsen political fire at
home. - The strong pro-bail-out
statements of the most popular politician
in Texas, John B. Connally, have sub-
jected him to hostile editorial attack.
One well-informed Texas politician tells
us: ‘New York bail-out is now the hottest
single issue in this state.” -

Perhaps most telling is the way an
anguished Congress, almost 2 to 1

" Democratic, is pulling .back from the

sulfurous bail-out question.”

The President’s legislative experts a -

month ago were worrying over what Mr.
Ford should do not if but when Congress
sent him a bail-out bill. Today, thanks to
the natural force of politics, pre-default
aid in-any form looks unlikely with only
five weeks before the city’s cash flow

~ If the President sticks.to.his. present
course, there will be a clear winner in-
side his administration: Secretary of the
Treasury William Simon, arch-critic of
any federal aid before default.

Yet. no mood of triumph dominates the

-"1
R T

Treasury, where there is understandlng
of troubling -questions that cannot be
fully answered until after default. For
example: with New .York bankers
predicting financial chaos if default
occurs, would the country react in a
psychological frenzy, rushlng to redeem
gilt-edged municipals in other cities and

_ states and even maklng runs on local
banks" '

Simon'’s economic; experts claim the
evidence is to the contrary. A Maryland
tax-exempt bond issue, for example, sold
quickly last week ata comparatlvely low,
5.27 per cent. The market.in mumclpals
generally has been. good,’ undereu[tlgg
the fear campaxgn of. the New York
bankers.

Moreover, Treasury men are conf ident
of their post-default plan; A quick cash
flow in the form of a federal loan to meet
current bills,

Then, with the U.S. Treasury riding
herd on the city’s return to fiscal
solvency and with the default itself
acting as the catalyst for essential
peeling of runaway costs (including city
pensioners), New York City will be
forced into a retrenchment that might be

" impossible under a pre-default bail-git..
Sticking to this plan over the next five '

weeks will not be easy. But glvemthe
hardened new mood in the Oval. force;*
thereis no doubt the effort will be made.

¢ 1975, Fieid Enterprises, inc.,
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Ford Must Admit His Part in New York City’s Troubles

i Washmgton.

Prosldent Ford bas come
up with a plan for New: York
that would put the city under
the stigma of bankruptcy and
punish all New Yorkers ex-
cept the forces of law and or-
der, whose pay would be guar-

anteed. In assessing that plan,

thoughtful people will want to
set apart those who are:to

Only such distinctions ‘can
yleld just ..opinions as to
whether ;the federal govern-
ment has a special responsi-
bility to help the city Only by

separating the bad guys from.

the rest, moreover, can it -be
fairly established who should

be made to pay the price for-

the city’s difficulties.

One of the big, bad guys, it
turns out on inspection, is pre-
cisely . the federal. govern-
ment.

The deep recession, which

_flows from poor management
of the economy by the Ford
. administration, has had a dev-
- astating impact on New York
' city. It has raised unemploy-
“ment and held down income in "
' ways which cut the city’s tax -
' take while increasing its ex-
. penses for welfare and other

services such as free hospital

To be sure, other cities
have also suffered from the
recession. But for two reasons
New York has been hit hard-
est. It has heavier service
charges which thus go up
more in a recession, and its
being dependent

Ja

chiefly on income and sales
=, levies, ‘g0 down -more than
those of mostcities which rely
mainly on property taxes.

*So even apart from what
bad effects a default-in New
York might -have on the pest
of the country and the world,

Washington-has an undoubted
“involvement in the’ cxtys

; ;phght.
blame for.the city's trouble
_from those who are not.

- Far more du-ectly involved
in the city’s sickness are the

recent municipal administra-
“..tlons. Mayors beginning with
Robert Wagner and continu- °
ing through John V. Lindsay -

and Abraham D. Beame un-

dertook to sponsor welfare,.

medical, education and trans-
portation services the city
could not afford. They bought

labor peace with outrageous

giveaways (particularly in the

nicipal unfons.. - " .- 5 i ""pay A pledging of the state’s

Worse still, they covered .. credit, and the making availa-

up their profligacy with ac-

counting devices tricky to the -
point of fraud. Large amounts -
" of operating costs, which yield

no return, were regularly in-
cluded under the heading of

~capital expenses which sup-

‘posedly pay for themselves
over time.

There was also consistent
and reckless overstatement of

the moneys the czty would get
from the state and federal

government to- cover their
.. share-of various projects.

But- the budgetary frauds -
were not- perpetrated by the
various city administrations
in isolation. There were other
parties... -

* New York state, for one

" thing, kept. tacitly approving
- the city budget. So did the ma-
. jor New York banks by buying

bonds.

What all this says to me is
that  punishment for the
crimes of New York ought to
be fairly widespread. Clearly,
New York city officials have
to pay heavily. It is only right
that fiscal authority over the
city has, in effect, already
been' taken away from the

. mayor, - .- -
matter of pensions) to the mu-

-New Yofk state also has to

ble of state funds, is a mini-
mal sacrifice.

The beneficiaries of the ci-
ty's improvident generosity

cannot escape, either. Chargeg- |’

have to go up for educatio,’

transportation and medical.

care, The pension system,
which puts the city in hock to
municipal employees forever,

will also have to be rede-
signed.

Neither can the bankers,
who defaulted on their respon-
“gibilities, get off unscathed.
Senator Adiai E. Stevenson 3d
(R., IlL) is right in asserting
that the city debt should be
restructured so that the big
banks are repaid at lower in-

_terest rates and only after

more pressing operational

claims are met.

This suggests to me that a
just bail-out plan for New
York could have béen devel-
oped in Congress. President
Ford, I believe, made his
move in order to preempt con-
gressional action and gather
unto himself the political ben-
efit of stampmg on New York
city.
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FORD’S STAB IN THE BACK

Presxdent Gerald Ford made it abundantly “clear

. yesterday that the White House wants no part of any
. construct ve effort to help New York City avoid default.

"Indeed, the President seems
_to feel that we ‘ought to welcome
insolvency as a healthy, purify-
ing atonement for all our past
fiscal - sins  of omission and
| - commission.

With that in mind, Mr. Ford
proposes to “aid” the city by
“having Congress adopt a munic-
ipal bankruptcy law. He argues
that it would afford New York
breathing room . for refunding
its .debts - while maintaining
essential services.

This totaily negative ap-
proach was accompanied by a
great deal of solemn sermonizing on the city’s abysmal
record for waste, extravagance and financial finagling,
the lushness of its welfare-state ‘programs, the exorbi-
tant salaries and pensions it has granted civil servants.

This recital of wrongdoing was nothing less than a
stab in the back of a great city — an act .of cheap p011t1cs
that plays recklessly on anti-New York sentiment across
the nation.

To further fan such feelings, Mr. Ford 1es01ted to—

GROSS DISTORTIONS

—in-.degeribing- the proposals for federal assistance that
have heen offered. According to the chief executive, we
are segking a straight handout from the government so
that Neéw York can continue on its merry, spendthrift
way with the rest of the country picking up the tab.

No responsible person who has recommended loan
guarantees or other forms of federal help has ever sug-
gested that the city be given a free ride. On the contrary,
the pleas have been coupled with demands that the city
be required to make stringent economies, and to repay
within a reasonable time any money Washington had to
pay out..

Mr. Ford also chose to 1gn01e, in a statement given
in a natjonal forum, the—

REAL AND EARNEST EFFORTS

—that the city and qtate have made to cope with our
fiscal crisis.

Not a word d1d ‘hie mention about the Municipal
Assistance Corp., the Emergency Financial Control
Board, accounting reforms, pay freezes, program cutbacks

" President Ford

~and the dlsmISSdl of thousands of pollce firemen and other

public employes

Surely, in fairness to New York, Mr. Ford ought: to
‘have informed the millions of" Amerlcam unfamiliar with
day-by-day developments hére about those pamful
measures that have been adopted.

But it appears that Mr. Ford has not the slightest
interest in being fair or helpful to New York.

Instead, he has offered a “solution” which would be
ruinous to New York, and which many hard-headed fi-
pancial experts——mcludin'r some within the President’s
close circle of advisers — believe avould send damaging
shock waves through the entlre national -economy.,

i w7 e,
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SO WHO CARES?
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“We haven’t got a rope, but here's a life jacket’ -
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that cities remain, legally, creatures
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gers of New York's finances yester-

day was highly appropriate; anyone

who thinks it was political opportun-
ism should reexamine the issue.

(The President’s speech is excerpted . taxe X
’ . give the cities access to the federal

ety

elsewhere pn this page.)

The refusal of the Presxdont and
the unwillingness of much of ‘Con-
gress to give New York a federal
bailout loan or loan guarantee is not
based in rednecked prejudice.
Washington has been more than gen:
erous to New York. over the last
decade—that’s one root of the city’s
problems.

Rather, the. President’s invita-
tion to New York to commit volun-

tary bankruptcy-—and his proposals:

for removing some of the legal
stickerbushes on that path—is the
only rational stance. And while he
displayed a marked animus towards

. those who have mismanaged the

city, that does not imply an animus
towards the people of New York.
However, the President’s warn-
ing that there is no painless cure for
the city’s problems should be taken
to heart by all the people of New
York, particularly its middle class.

There is no prospect that New York -

can balance its budget without a

drastic and painful reorganization.
It must restore its tax base by

removing rent controls and elimi-

nating tax forgiveness on large par-*
cels of middle class housing. A mor-:
atorium on debt service that would"

be likely under bankruptcy would
afflict middle and upper income
holders of the city’s securities. The

reorganization will have to restruc--
ture debt to reduce short-term oblx- 5

gations. .

And the city’s vast work force
will be hit by further job reductions
and a pressing need to rewrite the
city’s pension contracts. Erosion of
the tax base, the heavy burden of
short-term debt and unreasonably
generous salaries and pension bene-
fits are the key to the city’s budget
problems. If you total up the consti-
tuency that will be affected by an
effective reorganization on these
three fronts you have the answer to

why New York city and state pohtl- :

cians have not dealt with reorgam-
zation themselves.

None of these measures would
necessarily cast further burdens on
the poor. The claims that the city
got into its mess through compas-
sion are mainly nonsense. It got into

the mess mainly through self-in-\

dulgence.

based on fundamental principles of
major importance. It is. important

e i

+ The. Duteh Uncle Pl'es:(i;nt

Presxdent Ford’s Dutch uncle
lecture to.past and ‘present mana-:

of the states, ‘and not become wards
of the federal government. Wash-
‘ington already is too.much tempted
to inflate the currency to cover

_debts. Americans are paying a 10%

inflation tax on top of all their other
taxes because of that tendency. To

money machine would -invite the

kind of currency inflation that can

wreck a modern industrial econ-
omy. :
There is a moral issue as well
The managers of New York’s fi-
nances have been guilty of practices
that would land a private business-
man in jail. They have concealed
extensive dipping into borrowed
capital to meet current expenses.
They have claimed fictitious back-
ing for securities. The only way to
restore standards for good conduct
in government is to condemn this
sort of thing, as the President did.
The strong adherence to moral
and economic. fundamentals in the
President's address is salutary. He
promised to veto any federal loan
guarantee that might get through
Congress. He faced up .to Mayor
Beame’s predictions of catastrophes.

. that would result from bankruptcy:’

He is willing to let banks and other:

“investors suffer for their bad-judg--

ments. Interestingly enough, finan-
cial markets did not collapse on this.

~show of spirit. The Dow Jones In-

dustrials improved slightly just be-
fore the speech and - slipped back
later, but not badly. Industrial

‘bonds were firm. Treasury bill in-*

terest rates declined. There was
some selling of municipals. None of
tl‘us should be surprising. Any se-
curities markets .jitters were bal-
anced against the tonic effect of get-
tmg somethjng more than lip ser-
vice to sound economlc principles
from Washington. .

If New York defaults in mid-No-
vember ' the President’s proposed

.new Chapter- 16 ‘for the federal
_bankruptcy law, assuming it passes

Congress, will set up procedures to
avoid an explosion of creditor htlga-
tion. It will put reorganization in the
hands of a federal judge. But that
does not mean there would be no
further problems ahead. The politi-
cal process won't have ended. There
will still be resistance from city and
state politicians to some of the more
painful steps towards reorganiza-
tion. There could be strife’ among
municipal employes. It remains to.
be seen whether the city could sell
short-term . financing certificates,.

" even under court supervision.
_ The reasons the President cﬂ:ed
for not bailing out the city are

But for the moment the Presx-
dent has adopted the only proper
stance. The Dutch uncle lecture was

. overdue, not only for New York but\

for the entire country. 4
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The Christian Science Monitor, 10/30/75

Reoders write

- I have been deeply disturbed to find-the

editors of the Monitor — a paper which I have
long admired - leading the public, and being
led, up the same garden path trod by the mass
of mass media in relation to the controversy
over New York City's financial woes.

You rightly point out that a number of
conditions beyond the control of the city

; administration are contributing to the eco-’

nomic problems of municipal government. But
you completely ignore, as do the others, the
decisive fact that there are even more
contributing conditions which are completely
under the control of municipal government.

The fiscal crises of the:cities must be
related to the extravagant labor contracts

negotiated with city workers, including pen-

sion plans beyond the wildest dreams of the
ordinary working citizen, and these facts in
turn must be related to the kickbacks which
political parties regularly expect and get from
these municipal ‘workers in the form  of

contributions of time and money — often in_
violation of local or state law, and always in-

conflict with the public interest and the intent
of civil service and merit hiring systems. -
The fiscal crises of the cities must be

related also to the cost overruns commonly"

permitted on contracts where the low bidder
was a political crony who was assured that his

real recompense would ‘come in exorbitant

payment, suitably divided up, for change
orders on which there is no blddlng

There are the gaping wounds in the body -
politic in comparison with which the condi--

tions beyond control are only scratches. It is

corruption and cronyism, inefficiency and’

On New York woes

wasle which have bled “away. the financial
resources of the cities, Dishonest and in-
competent leaders who' hve by the spoils.
system, public lootérs” rather than public
servants must carry the blame for the crisis
— not some lmpersonal set, of condxtlons
beyond control. .
1 hope you will give 'some attention to ‘the
ways and means of redressing the grievances
turned up, by bringing thesé érimes to light
and by exposing the ways in which the corrupt
have tried to preserve their power by per-
verting the local elections processes. .
Phlladelphla * Donald Barnhouse

Savlng gas

‘Stewart Dill McBride’s artlcle on the home
sewage unit called clivus multrum:sounded
like an-important step toward productive
waste disposal. However it.does not go far
enough.

CAsl understand 1t the odorlas gas which is
allowed to escape. would be methane gas,
which has proven to be an excellent gas for.
fuel. From what I understand, the poisonous
chemicals of this gas can be removed by a
very inexpensive mtermg process. ..

"Then not only would we be saving fresh
water and producing nutrient-rich fertil-
izer, but. we would be heatmg our homes as
well, thereby saving preclous fuel. :
San Antonio. .. Rebecca Sears

“Letters are WQlcoine.. Only a selection ,
_can be published and none individudlly .
f,“‘achnowledged ‘All are subject to con-

densation.





