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t he Federa l go v e:nm2~t's ~artici~at l c~ to
secure d l oans or s~ara~~~es foe a li~it~d

sea s o~ a l l y

term.

( 4) Removi ng any Fe d e r a l pr e s e nc e
affair s of the City .
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( 5) Demon strat i ng th a t New Yor k ca ~
l ems thro ugh its own r e so ur c es .
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This is a tompro mise which I be liev e is wis e a nd so und u nder th e circum stance s.
I compli ment the offici als who ~ ave
work e d to achiev e i t .
I am convin ced that i~ was possib le onl y
~ecaus e the Admin istratio n made clear that a
F e d e ral b ail - out
was unilcc e ptable . We can no~ look forward to ~ · r e ju'le n a ted
Ne\,7 York City again assumi ng its leader ship role aiClong the citi e s o f o ur countr y .
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OFFICE OF THE SECRETARY OF THE TREASURY
WASHINGTON, D .C.

20220

May 1, 1975

MEMORANDUM FOR:

Jim Falk
Domestic Council

FROM:

Robert A. Gerard, Director
(?~
Office of Capital Markets Poli~\ - j)

SUBJECT:

New York City Financial Situation

I understand that Mayor Beame will be meeting with
the Vice-Preside nt to discuss financial assistance for
the City. I have been participatin g in meetings of a
staff level working group (list of members attached)
attempting to develop a fiscal improvement program
designed to restore the City's access to the public
securities market. The following is a summary of the
activities of that group and of other relevant events
concerning the City.
I.

Borrowing Requirements
By May 15
By June 11

$650-750 Million
$750-850 Million

Total through end of FY 74-75
July 1 - August 8

$1.5 Billion

$2.0 Billion

Total Borrowing through August 8
II.

\

$3.5 Billion

Condition of the Market

The City's bankers have advised that even under the
best conditions -- i.e. presentation by the City of a
credible balanced budget for FY 75-76 -- the City could
raise no more than "a couple of hundred million" in May.
The bankers are even more pessimistic concerning the
market's response to future offerings.
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The finan cial commu nity finds the Mayor 's recen t
pronou nceme nts on the budge t not credi ble, and even
if true, inadeq uate. They find much gimmi ckry and
little substa nce in the $240 millio n cut annou nced by
the Mayor last week (for examp le, a reduc tion of $67
millio n in debt servic e was includ ed on the impos sible
assum ption that the City would satisf y the bulk of its
short term borrow ing needs by issuin g secur ities which
did not requi re debt servic e payme nts until FY 76-77 ).
Equal ly distur bing is the attitu de of the City offic ials.
They appea r unwil ling to recog nize the need for radic al
measu res on the expen diture side, instea d conten ding
that the State , the USG and the banks should come up
with whate ver additi onal funds the City requi res.
~-
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There is little doubt that a defau lt by NYC would
have a subst antial psych ologic al impac t on the munic ipal
marke t and the capit al marke ts gener ally. NYC accou nts
for 25% of the short term tax-ex empt marke t; its total
outsta nding debt is $12-13 billio n. A defau lt on even
a single note issue would sever ely reduce the marke t
value s of all NYC secur ities, if it did not close the
marke t entire ly.

~

On the other hand, the catacl ysm threat ened by some
City offic ials and some banke rs is unlik ely. NYC banks
hold appro ximat ely $1.25 Billio n of NYC secur ities,
sligh tly more than 1% of their total assets . To the
exten t a defau lt create d liquid ity proble ms for one or more
banks , the Fed would undou btedly step in with loans .
There could be seriou s hards hip to indivi dual inves tors
who need to conve rt to cash, but, if the City took prope r
measu res, it would be short lived.
A defau lt could trigge r the kind of radic al fisca l
action by the City which is requir ed. Such action could
induce the bankin g commu nity -- proba bly with the blessi ng
of the Fed -- to provid e the City with the cash to cure
the defau lt and condu ct its affair s until enough tangib le
eviden ce of progr ess exists to return to the public marke t.
r;,
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The City's Requests

Mayor Beame is likely to make two types of requests:
a direct bail-out in the form of a loan, guarantee or
securities purchase and a request for increases in
Federal social program payments.
Bail-Out
USG financial aid in any form would require legislation. Both for reasons of equity and for political
reasons, such assistance would have to be offered to all
local governments. Such action would have two types of
adverse fiscal impact. First, it would be extremely
expensive for the USG. Perhaps more importantly, it
would lessen existing pressures for fiscal restraint at
the local level (Detroit, for example, recently laid off
approximately 2.5% of its municipal work force) .
Moreover, such aid in any form would increase the
burden on the capital markets. We would be unable to
avoid the fact that the markets would be subject to
the pressure -- in one form or another -- of new USG
borrowing equivalent to the amount of the aid provided.
This would adversely affect the borrowing programs of
all other issuers.

'

Social Program Payments
The City contends that USG should bear a greater
portion of its welfare and medicare load on the theory
that NYC attracts the indigent from all parts of the
country. We have not discussed this issue with the City
in any detail.
Attachment
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ATrENDEES
, Elmore
and

Patterson~

Cha:inna.n, Morgan Gua.ranty Trust Company

the Financial Community Liasion Group.

~oairman o~

Peter Goldmark, New York State Budget Director.
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. John

Lanigan~
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Deputy Budget Director - New York City.

William Scott, 3rd Deputy Controller - New York City.
· · Robert Gerard,

Of~ice o~

Capital Markets - U.S. Treasury.
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Peter Sternlight, Vice President, New York Federal Reserve Bank.
\

Richard Adams, Senior Vice President, Chemical Bank.
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David Barry, Senior Vice President,

Ha.nu~a.cturers

Hanover

Trust Company.

.

National City Bank.
Richard Kezer, Vice President, First
.
Jean Rousseau, Merrill Lynch, Pierce, Fenner & Smith Inc.
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Charles Sanford, Executive Vice President, Bankers Trust •
.__Frank Smeal, Executive ·-vice President, Morgan Guaranty Trust
Company.
David Grossman, Senior Vice President, Chase Manhattan Bank, N.A.
Thomas G. Labrecque, Executive Vice President, Chase Manhattan
Bank, N.A.
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WASHINGTON

/)J)N
May 15, 1975

:ti.~EMOR A ND U?v1

FOR :

,#,..

<

~nA ur-

J AM ES CA NN ON

~·o.

THROUGH:

MAX FRIEDERSDORF

FROM:

VERN

SUBJECT:

Mayor Abe Beame and Governor Hugh Carey

LOENVL

You asked me to find out the subject of their conversation with the
Speaker after their White House visit the other day.
They met jointly with the Speaker and Senator Mansfield in regard
to the City of New York's cash flow problems. The objective was
to mount Congressional pressure on the Fed and the White House
to take action to address the City's financial problems.
As nearly as I could gather, the Speaker and Senator Mansfield
dodged the issue by referring them to the Banking and Currency
Committees which have jurisdiction o v er the Fed. Governor
Carey quoted the President as saying that "no New York bail-out"
bill could pass the Congress.
Attached is a wire story concerning this matter.
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--NEW YORK CITY CONGRf.S~)t,!F.N RF-~E:IV[O NO

ItJ /-\ r1EETING t,lE:DNESDf-\Y 1;liTH CJ[AIRt·1Ml ARTHUR BUP 11S OF
THE io'[DCRAL F\ESU"lV[ THAT THE FED \WULD HELP THE CITY OUT OF ITS
!'.:t-:COlHU;,G!:~!·1ENT

FISCAL

ENLRGE~lC Y.

"HL COULDN'T H?\\J[ BEEN t•10RE BLE?\1'\," REPORTED HEF. J.C:.t·:ES r'CllEUE:R,
D-fLY., DURHJG A BREAK IN THE CLOSED t·iEETHJG.
THE COt,lGRESSHEN \!lAtHED TO DISCUSS \IJITH BURNS THE POSSIBILI TY OF fl.
Ft::D::f<AL RESL:RVE LO A~! TO ~)[1.'} YORJ\ CITY TO TIDE IT THI~O
ll

G

H

ITS C /~ SH
?LO~ PROBLEM THRU JUNE 30.
r! ~_:\,.1 YO~~I< ~lr.YOR ABRAHAtrl BE?\t'lE
TO f']~:CT ITS P?tYROLLS, P?I.Y DEBTS

H,(l,S SAID THE CITY i-1EEDS $ i .5 SIL L ION
BECOrliNG DUE AND trJLL T NOR[·:JAL. EXPENSES

DVER THE NEXT SIX WEEK S.
Tl·[[ FED COULD t•lfl.l\E .6. LOf:l.N UPON THE P.PPROVAL OF F IVE OF' IT S SEVEN
IT H,~S NOT t~PDE ANY SUCH LOANS SINCE t9,'i 6 .
SCHEUEf~ ~;~.ID BURNS SAID t~IE\•.1 YORJ< COULD FILE f.d'l APPL ICP.T IOP BUT HE
DID NOT ~ANT TO AROUSE FALSE HOPES OF FAVORABLE ACTION.
"HI~ SOUNDF:D AS THOUGH HE WISHED WE DIDN'T }\N0\'.1 THE FED EXISTED, "

GOVF::~~IORS.
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THE WHIT E HOU SE

Conf ident ial Mate rial Atta ched

WAS HING TON

May 2, 1975

MEMORANDUM FOR:

DICK DUNHAM

FROM:

JIM FALK

SUB JECT :

New York City Fina ncial Situa tion

9-;7-

As indic ated in the mem oran dum Pat Dela ney and
I prep ared for you
the othe r day, we have now rece ived a more detai
led anal ysis of the
New York City finan cial situa tion whic h is attac
hed at Tab A. (Con fiden tial)
The mem oran dum from Robe rt Gera rd, Dire ctor
of the Offic e of
Capi tal Mark ets Polic y is a fairl y thoro ugh anal
ysis of the prob lem and is forw arde d for your infor mati on.
'I

In the even t that you or the Vice Pres iden t are
aske d to meet with
May or Beam e, I woul d sugg est that we up-d ate
this infor mati on
from Trea sury at that time .
Attac hmen t
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Possib le economic consequences
A defau lt on its note issues by New York City probably would
not have signif icantl y adverse effect s on the nation al economy, assuming
that the City is permitted to continue to meet payro lls and other curren
t
expenses. An auste rity program undoubtedly would be forced upon New York
City, and the result ant cutbacks over time in curren t activi ties would
tend to increa se the alread y substa ntial unemployment problem in that
area. Some other hard-pressed communities and governmental entiti es,
adversely affect ed by increased invest or sensit ivity to the risk factor
in tax exempt secur ities, might also be compelled to curtai l some activi
ties
for lack of financ ing.

But the scale of these direct impacts would be

very small relati ve to the overa ll economy.
Poten tially more damaging to the economy would be the possib le
psychological effect s of a New York City defau lt. Banks and other lender
s
might tighte n up on their credit standards gener ally.

Consumers, confronted

with this new evidence of weakness in the financ ial struct ure of the
country, could become even more cautio us in their spending behavior.
Markets for stocks and corpo rate bonds could suffer a reacti on, with
select ive declin es in those issues judged to be of doubtful or marginal
qualit y.

Such a reacti on, if it developed, would obviously weaken th e
prospects for recovery in business capita l spending, constr uction , and
postponable consumer expen diture s.
On balance, though, these adverse responses seem unlike ly to
develop on any apprec iable scale. The problems of New York City financ
es
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have come to be incr easi ngly widely recogniz
ed over rece nt weeks and
months, so that a defa ult would come as no
grea t surp rise . The supply
of cred it is gen eral ly abundant and liqu idit
y is ava ilab le through the
banks--and, if necessary,through the Federal
Res erve --to cushion shocks
in par ticu lar markets that might occur. Rea
ssuring statements could be
issued regarding the limi ted exposure to ulti
mat e loss that banks and
othe r inst itut ion sal inve stor s are like ly to
face with resp ect to this
and othe r municipal secu rity holdings. \ Alto
geth er, it s
to make it rath er quickly apparent to the pub
lic that the fina ncia l problem
of New York City is a loca lize d one, without
sign ific ant imp lica tion s
for the hea lth of the U.S. economy as a who
le.
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Possible market consequences
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The possible consequences of a default by New York City
on its note or bond obligations are difficult to predict, but it
seems reasonable to anticipate that general effects on the credit
marke'ts would be confined to New York City's own is sues and to

..

other issues regarded as having relatively weak credit standings.
It is not anticipated that there would be a widespread collapse of

the rnark.ets in State

a~d local issues generall@ major unknown

in this analysis is the possible secondary effect that might :?tern
\

from a significant weakening of confidence in the large New Yorl;:
City banks.

The major banks hold sizable amounts of New York

City obligations and depositors could be fearful of the consequences
of the City banks facing large losses or significant liquidity problems.
While this result is a risk, it is by no means a foregone conclusion
or even a likelihood.

Available information on the exposure of large

New York City banks does not suggest that such exposure is a major
proportion of capital.

On the other hand, one cannot entirely diswis s

the possibility of "irrational reactions" in the financial community.

'---

.

The immediate impact of a d.efault on New York City would

be a further accentuation of the quality upgrading that has already
been in process, in the wake of continued discussions in the pre ss
and financial community about New York City financial problem ~~ . ,.. : .. ·-.._
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Upgrading of this type was very clear after the UDC's failure to
pay off maturing notes in February.

The immediate impact then

was a sharp drQp in prices ofUDC obligations, other "moral
obligations" of New York State, and to some extent, New York
City .ol?ligations.

On the other hand, New York State general

'

obligations were not affected; nor were the general
other well-regarded issuers.

~bligations

of

New York City general obligations

were affected adversely by UDC 's e>..'"Perience because New York
City was another issuer that investors had come to regard with
scepticism.

.

Clearly, a default on a New York City obligation would
sharply cut prices on all New York City debt.

Other cities that

are known to have financial problems-- such as Newark, Detroit,
Philadelphia- -would also con1.e under pres sure.

However, the

abilit.y of well-regarded issuers to sell debt probably would not be
impaired.

Demand for very high grade issues probably would

increase.
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FOR IMMEDIATE RELEASE

MAY 13, 1975

OFFICE OF THE WHITE HOUSE PRESS SECRETARY

THE WHITE HOUSE
PRESS

CONFERENCE
OF
JAMES T. LYNN
DIRECTOR OF THE
OFFICE OF MANAGEMENT AND BUDGET
HUGH L. CAREY
GOVERNOR OF THE STATE OF NEW Y()RK
AND
ABRAHAM D. BEAME'
MAYOR OF THE CITY OF NEW YORK
THE BRIEFING ROOM
4:07 P.M.

EDT

MR. NESSEN: I have two~pieces of business,
first, before I introduce everybody.
There have been some queries about the Reuters
Story that I think you know about, concerning a Navy
reconnaissance plane being hit by gunfire. Let me just
say the story is essentially correct, and I cunnot go
any further than that.
We are preparing a statement by the White House
by the President on the sustaining of his farm bill veto.
We should have that for you shortly.
To report on the meeting a.bcut Ne·11 York City's
financial problems, we have the Mayor, Hayer Beame,
Governor Carey, and Director Jim Lynn.
Gentlemen?
GOVERNOR CAREY:

Thank you, Mr. Nessen.

On behalf of the people of the State of New
York, I deeply appreciate the warmth and understanding
which was shown by the President,as the Mayor indicated
the purpose of our visit. The extent to which the
President listened and inquired about the problems we
face was such that we felt encouraged to this degree:
1 The President had said that he will look at
this problem for 24 hours and then respond to us. This,
I think, is an indication that he is doing this to give
proper consideration to all the matters which were
addressed in his presence with his advisers for more than
an hour and 40 minutes.

MORE
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During all of this time, the President showed
very definite and deep interest in the solution of the
problems we face in New York City, and that is
encouraging to me, on behalf of the people of the State
of New York.
MAYOR BEAME: I want to add to what Governor
Carey said that my own feeling that I was very much
impressed with the fact that the President showed an
interest and concern to try to help, and that various
matters came up for discussion.
He talked about certain possible options, which
he wants to consider, and that as the Governor indicated,
that we expect to hear within the next 24 hours. I was
pleased that he had an open mind.
MR. LYNN: I have nothing to add here, but
will answer some questions, if they have some.

Q

Are

you going to stay here the 24 hours?

GOVERNOR CAREY: No, we have an appointment
immediately with the leadership on the Hill. We are
going there right now because part of our suggested
solution would involve the understanding of the Congress
on what would be required here.

Q

Governor, what options are we talking about?

GOVERNOR CAREY: A variety of options the
President is considering. I think it would be premature
to discuss those until the 24 hour time has elapsed.

Q
Are they the same options which were
rejected by Secretary Simon?
GOVERNOR CAREY: I think it is correct to
say that contrary to what spokesmen for the President had
indicated, his mind was not made up, his mind was not
closed, he listened and then took the matter under consideration for the 24 hours forthcoming. So, that is contrary
to the notion that the President and the Administration
position was such that there was no hope.

Q

Mr. Lynn, you wanted to say something?

MR. LYNN: If I might on that subject, the
context of this meeting is that Secretary Simon -speaking on behalf of the Administration -- had made
the statements that he gave with respect to there not
being ·~(ieral assistance in the offing as to this matter.
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The President, however, upon the request of the
city and the State, agreed to listen personally to the
position of the city and the State. He has, as the Mayor
and the Governor have said, listened, and I think it
was a good give and take discussion of trying to bring
out the facts very fully.
It is a situation where having listened -- I
know the President well -- he likes to mull this kind
of thing over, consider everything he heard carefully
before he makes up his mind.

Q

Mr. Lynn, does this mean that the President's
position may change, that the Administration's position
may change now?
MR. LYNN: I think what we will have to do is
wait and see what the President comes up with. I can
say this to you, that one of the concerns that the
President expressed -- and I think there was general
agreement about --was that New York 9ity's problems in
this regard did not arise overnight. These are problems
that have been in the making for years, that solutions,
therefore, are not arrived at instantaneously.
However, it is a very good lesson, I think,
with respect to cities and States throughout the
country, that all of us, whether it is the Federal Government or local governments,have to keep our expenditures
in line with our expected revenue.
The President is very familiar with this problem
in his efforts to hold the Federal budget down to a
reasonable deficit. $60 billion is a big deficit. We
are trying to hold it against bigger deficits.
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Q
Is he going to visit the sins of past city
administrations on the present citizens and Mayor of
New York?
MR. LYNN: I think that is begging a question of
whether he is visiting the sins one way or another. I
don't think I ought to get into that.
GOVERNOR CAREY: We hope that by tomorrow, Mr.
Lynn, he won't be a sinner, he will be a saint. (Laughter)
MR. LYNN: All I can say is that the President
was deeply interested in the steps that the city and the
State intend taking in this regard, deeply interested
in those steps, and I would guess that there will be
further conversations amongst representatives of the
city and the State, and members of the administration,
in the hours and period immediately ahead.

Q
Mr. Mayor, is it save to assume that
you did not hear today any legal doubletalk or specious
arguments?
MAYOR BEAME: I think we heard from the President,
whatwe would hope that he would say,that his mind is open,
he is going to consider this, all the facts that were
stated, and we hope that the decision will be favorable.

Q
Mr. Beame, without disclosing the various
options mentioned by the President, obviously you are
talking to the Congressional leadership. Are you talking
about things that need Congressional
MAYOR BEAME:

Q

That was one of the areas discussed.

How about the area of the Federal Reserve?

MAYOR BEAME:

There were various areas discussed.

Q
Did the President give you any suggestions
for perhaps trimming your own expenses even more?
MAYOR BEAME: I explained very clearly to the
President exactly what we were doing in New York and
I sincerely hope I made an impression upon him.

Q
What role did the Vice President play
in the talks, Mr. Mayor?
GOVERNOR CAREY: He attended and was very well
informed on the subject matter.
MAYOR BEAME: The Vice President knows the
situation in New York and we hope that he will be helpful.
MORE
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Q
Do you think you got a better reaction than
you expected today?
GOVERNOR CAREY: I have known the President for
14 years. I have known him to be a fair-minded man
and one who makes firm judgments based upon the facts,
and we are relying on that.
MAYOR BEAME: As far as I am concerned, I am
glad that he had an open mind and that he didn't give
us an answer right off the top of his head. He wanted to
listen to what was said and he listened carefully. I sincerely
hope that is going to be the way we --

Q

Did he say he would get back to you tomorrow?

MAYOR BEAME:

I beg your pardon?

Q
In 24 hours.
to you personally tomorrow?

Did he say he would get back

MAYOR BEAME: He said he would let us know
tomorrow, within 24 hours.

Q

Governor, if the President's answer is
no, can the State of New York and will the State of New
York bail out the city?
GOVERNOR CAREY: The State of New York is limited
in what it can do because by its constitution it must have
a balanced budget. The State has a gap of its own. These
matters are realized by the Mayor and will be made clear
to the President. That is why we are here.
MAYOR BEAME: One of the things I want to
emphasize, we are not asking the Federal Government for
money for additional aid. We are not asking for revenues
to balance our budget. We are merely asking for a bridge
that will enable us to improve the possibility of cash
flow in the market.

Q
Mr. Mayor, do you leave the White House as
gloomy as you were when you arrived?
MAYOR BEAME: I didn't know I looked gloomy. I
was asked how I felt. I said, "I am always optimistic."

Q
Are you as optimistic now as you were when
you came in,or more so?
MAYOR BEAME:
conversation.

Well, I think we had a very nice
MORE
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GOVERNOR CAREY: I think the lehgth of time that
the President gave us to explore all possible avenues
of assistance speaks for itself. It was a lengthy
and very helpful meeting in getting an understanding
directly to the President of conditions that we face in
New York State and New York City.

Q
Mr. Mayor, if the President, on reflection,
says, "There is nothing I can do to help the City of New.
York with your cash flow," what happens to the City of
New York then?
now?

MAYOR BEAME:

Why don't you ask me 24 hours from

Q
What is the President's major objection or
what is the reason,Mr. Mayor, right now why the Federal
Government, particularly the Federal Reserve, will not
be able to extend either further credit to the banks
right now so they can be able to underwrite city securities,
increase the money supply or to directly buy city paper
right now?
MR. NESSEN: We ought to let Jim Lynn probably
state the Administration position.
MR. LYNN: As I said in my opening remarks, the
meeting was held in the context of there being an
Administration position of not being willing to go
to the Congress and seek authority to allow Federal
guarantees of the debt.
There were a number of reasons for that position.
One is a belief that there are fundamental problems
that need to be thoroughly addressed by the city, itself,
with respect to its expenditures, with respect to its
revenues, its progra~s. There has been a good deal of
discussion, we are aware, in New York at this point.
I should say the President today was very firm
in his statement,without making any commitments whatsoever.-except to get back to the people -- that he wanted to see
whatever proof could be provided him that the city is
taking the kind of steps that are necessary to pull it
out of the difficulties that it is in now; not just
short-term, but intermediate term and long-term, because
many of these problems are not problems of just today,
as I think the Mayor would agree, these are problems that
must be addressed with all three perspectives in mind.
A second problem that the Administration has
had has been the idea of using Federal credit capacity,
which is credit that is used generally across the whole
country for people in all of the States, people in all
of the cities, to solve the problems of one city.
MORE
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A third reason that we have had problems in this
respect is the precedent effect: that if we do something
for New York City, we know very well that there could be
arguments made -- no matter how strong arguments might be
made the other way
that New York is unique--that there
areothercities that also ought to be aided, and we would
end up not just with the billions we are talking about
here, but many more for other places.

MORE
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Q
Mr. Lynn, was the President satisfied
that if the City of New York should default, for
example, by not being able to get the needed cash flow,
that it would not have a devastating effect on the
banking industry right now?
MR. LYNN: I don't think I ought to comment
with respect to the meeting with the President. I can
say to you that based on the information that I have seen
both as to the nature of New York's problems itself, as
well as some knowledge of the banking community, I do
not believe that it would have a serious effect on the
other cities or States.

Q
Did the President make any specific suggestions on what the city could do for itself, such as in the
area of subway fares and university charges, tolls and so
on?
MR. LYNN: I don't believe that it would be
appropriate at this meeting to get into the details of
the give and take. I can say to you -- and I believe
the Governor and the Mayor would agree with me -- that
the meeting hit on a number of specific points with
respect to specific things, but also general directions.
I should repeat once more what the President
said was in connection with his making his mind up in
making a decision in this matter, that he would like to
have as much evidence as possible as to both the realism
and the dedication to solving these problems on the
expenditure side, as well as on the revenue side.

Q
Mr. Beame, what evidence are you going to
present to the President within the next 24 hours if
that is part of this agreement to demonstrate longer term
austerity measures?
MAYOR BEAME: I presented all of the facts that
I think the President should have known and some of it,
of course, he was acquainted with, some of it he may
not have been acquainted with, and there was some information they sought from us.
We submitted that to the President's man -- I
think it was Dick Dunham, who has that information -- so
that so far as I am concerned, he has all the information.
I do want to make one point, and Iam sure that
Jim Lynn didn't necessarily try to put it in that context
alone rather firmly.
MORE
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One important point I want to make with
respect to this question of precedent is that there is,
to my knowledge, no other city in this country which
has been faced with a cash boycott, and·therefore,
from that point of view, I don't believe this is a
precedent, but that was something among other things
which was discussed.
GOVERNOR CAREY: I want to make one comment.
I don't want to say anything to attribute to the President
what he said because that is custom that we do not, but
I do want to make it specific because Mr. Lynn brought up
the point, or at least said in response to a question
that there was no finding that I heard on the question
of what a default would mean .across the country in terms of
its impact upon municipal bond markets.
This matter was discussed. I think it is
unfortunate we are talking in these terms because we are
here to avert that. My finding is that that would be
unthinkable in the credit markets of this situation as an
elected official, and we are here to express the clearcut warning that the very notion that the City of New
York would go into default when it has credit, when its
credit is sound, is something that should not be
discussed because it must not happen.
Let me say further that it is ~~ a question of
supplying information. The laws of the City of New York
and of the State of New York require that the city have
a balanced budget and the State have a balanced budget,
and we will be standing behind that budget.
That is the best guarantee we can give the
people.
MR. NESSEN:

Thank you, gentlemen.
END

(AT 4:22 P.M.

EDT)
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FOR IMME DIAT E RELE ASE

MAY 14, 1975

Offic e of the White Hous e Pres s Secre tary
--~------------------------------------------

---------------

THE WHIT E HOUS E
TEXT OF THE LETT ER FROM THE PRES IDEN T
TO THE MAY OR OF NEW YORK CITY
THE HON ORAB LE ABRA HAM BEAM E
Dear Abe:
The purpo se of this letter is to respo nd to your and
Gove rnor Care y's
reque st to me for my suppo rt for Fede ral legis lation
which would
enabl e the City of New York to use the credi t of the
Unite d State s
for a perio d of 90 days and in the an ount of $1 billio
n.
As you and Gove rmr Care y expla ined it to me, this
90-da y perio d
would enabl e the City to bridg e the perio d neede d
for the New York
State Legis lature to act upon your requ. est for incre
ased taxin g autho rity
and subse quent ly enabl e you to subm it, and the City
Coun cil to adopt ,
a balan ced budge t for the fisca l year begin ning on
July 1, 1975.
I was deepl y impr essed with the probl ems you and
the City Coun cil
must face in the next few week s in meeti ng the finan
cial probl ems
of the great City of New York . I was also deepl y
impr essed with
the diffic ult steps confr ontin g you to elimi nate the
extra ordin ary imbalan ce betwe en curre nt reven ues and curre nt expen
ses. Howe ver,
it was also clear that the City' s basic critic al finan
cial condi tion is
not new but has been a long time in the makin g witho
ut being squar ely
faced .
It was also clear that a ninet y day Fede ral guaro
.ntee by
itself would provi de no real solut ion but would mere
ly postp one, for
that perio d, comi ng to grips with the probl em.
For a sound judge ment to be made on this probl em
by all conce rned,
there must be prese nted a plan on how the City wou
1c1 ba.!an ce its
budge t.
This, given the amou nt invol ved to accor: :l? li'>h that
balan ce,
would requi re an evalu ation of what the City can do
th :trmgh curta ilmen t
of less ·esse ntial servi ces and subsi dies and what activ
ities the City
can trans fer unde r exist ing state laws to New York
State .
Fisca l respo nsibi lity is essen tial for cities , state s
and the Fede ral
Gove rnme nt. I know how hard it is to reduc e or
postp one worth y
and desir able publi c prog rams .
Ever y famH y which make s up a budge t
has to make painf ul choic es.
As we make these choic es at home ,
so must we also make them in publi c office too.
We must stop
prom ising more and tnore servi ces witho ut know ing
how we will cover
their costs .
I have no doubt that the adopt ion of sound budge t polic
ies would have
a subst antia l and benef icial effec t in both short and
long term credi t
of the City of New York .
More speci ficall y, in regar d to your reque st to me
for suppo rt of
Cong ressio nal legis lation to provi de Fede ral backi ng
and guara ntee of
City debt, I belie ve that the prop er place for any
reque st for backi ng
and guara ntee is to the State of New York .
For such "brid ge loan
legis lation ", it seem s to be both logic al and desir able
for the State
of New York to arran ge unde r its laws a "brid ge loan"
to the City
in the amou nt that you estim ate will be neede d durin
g the City' s fisca l
year.
(MOR E)

...
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In view of the foregohng considerations, I must deny your request for
support of your Federal Legislative proposal.
I have asked Secretary Simon to follow closely the credit situation of
the City of New York over the next few weeks, and to keep me informed.
The Federal Reserve Board, under its statutory responsibilities, will,
I am sure, likewise mo'nitor the situation very closely.

Sincerely,

GERALD R. FORD

/]Mer~ I~?:!!

fN;J.U~
A. Beame's response
I don't think this shows feeling for us at all.
I always thought Nelson was a friend.
This is really a bad move.
I can understand the President having to take the position
he does but I can't tell you I like it.
I'm upset about it and I hope you will pass that along
to the President and more especially to the Vice President.
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D2 a r Ab e:

The purpose of this letter is to respond to your
and Governor Carey 1 s request to me for my support
for Federal legislation which would enable the
City of Net.v York to use the credit of the United
States for a period of 90 days and in the amount
of $1 billion.
As you and Governor Carey explained it to me, this
90-day period would enable the City to bridge the
period needed for the New York State Legislature
to act upon your request for increased taxing
authority and subsequently enable you to submit,
and the City Council to adopt, a balanced budget
for the fiscal year beginning on July 1, 1975.
I was deeply impressed wi t..'l. the problems you and
the City Council must face in the next few weeks
in meeting the financial problems of the great
I was also deeply impressed
City of New York.
with the difficult steps confronting you to
eliminate the extraordinary illlbalance between
However,
current revenues and current expenses.
it was also clear that the City's basic critical
financial condition is not new but has been a
long time in the making without being squarely
It was also clear that a ninety day Federal
faced.
guarantee by itself would provide no real solution
but would merely postpone, for that period, coming
to grips with the problem.

1-

For a sound judgment to be made on this problem
by all concerned, there must be presented a plan
on hmv the City t.vould balance its budget. This,
given the amount involved to accomplish that balance,
would require an evaluation of \.vhat the City can do
through curtailment of less essential services and
subsidies and wha -t activities the City can transfer
under existing state laws to New York State.
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Fiscal responsibility is essential for cities,
I knmv hor..; hard
states and ·the Federal govern_rnent.
it is to reduce or postpone worthy and desirable
public programs. Every fili~ly which makes up a
budget has to make painful choices. As we make
these choices at horne, so must we also make them in
public office too. ~~e must stop promising more and
more services without knowing how we will cover
their costs.
I have no d ou~~ that the ado p t i o n of s ound bud ge t
policies would have a substantial and beneficial
effect on both short and long term credit of the
·
City of New York.

iI

Hare specifically, in regard to your request to me
for support of Congressional legislation to provide
Federal backing and guarantee of City debt, I believe
that the proper place for any request for backing
and guarantee is to the Sta·te of New York. For
such "bridge loan legislation", it seems to be
both logical and desirable for the State of New
York to arrange under its laws a "bridge loan"
to the City in the amount that you estimate will
be needed during the City's fiscal year.
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In view of the foregoing considerations, I must
deny your request for support of your Federal
legislative proposal.

I
I

!
I

I.

I have asked Secretary Simon to follow closely
the credit situation of the City of New York over
the next few "~,veeks, and to keep me informed.

II

iI

The Federal Reserve Board, under its statutory
responsibilities, will, I am sure, likewise
monitor the situation very closely.

I
I

I

Sincerely,

MA.]rj
·-.

The Honorable Abraham D. Be arne
Mayor of New York City
New York, Ner.v York
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Mr.

George L.

k City Crisis

'/A,

In the face of the Mayor' s intemp erate charge s of
non-su pport and non-co operati on, should n't the figures on
what the Federa l governm ent, the state and the banks have
done and are doing for the City, be given more emphas is?

1JY

The average citizen has the impres sion that you have
all turned your backs on the city and done little or nothing
for it. This impres sion has been assiduo usly cultiva ted.
As we know, your suppor t sustain s the city. It
repres ents a very large propor tion of its budget (1/3 to 1/2?).
Is it $3 billion of city debt that the banks have taken?
You're all taking a bum rap becaus e these appalli ng
figures have just not been gotten across to the public .
They should have been set out in the first sentenc e of
the Presid ent's letter to the city.

,.,."'-ifT,t
. {)

/',~

(~

<'~--.

\"~o

't:j·.,

! ..,
,<

\~

THE WHITE HOUSE
WASHINGTO N

July 14, 1975

MEMORANDUM TO :

JIM CANNON

FROM:

~

SUBJECT:

other

Attached is a draft memo for you and Secretary
Simon to send to EPB on New York City.
The memo is:
1.

Informatio nal.

2.

Proposes a Review Group to monitor the
problems, financial and programma tic,
of all cities.

3.

The Review Group would be composed of:
Treasury, HUD, Labor, HEW, as well as
you and Bill Seidman.

Questions
1.

Is a joint EPB-Dome stic Council group okay?

2.

Is a general urban areas review group okay
in preference to a New York City review group?
Agree
Disagree
Discuss

If you agree, this subject is scheduled to be
discussed at the EPB meeting on Friday.

MEMORANDUM FOR THE ECONOMIC POLICY BOARD
FROM:

William E. Simon
Secretary of the Treasury
J·ames M. Cannon
Director, Domestic Council

SUBJECT:

New York City Financial Problem

Purpose
The purpose of this memorandum is to bring you up to .
date on the New York City fiscal problem and the changes that
have occurred since the President met with Governor Carey
and Mayor Beame on May 13, 1975.
•

Because it is very likely tha~ the Federal governmen t
will be forced to become involved once again .in the problem
and asked to participa te in the solution, we propose that
a joint Domestic Council-Ec onomic Policy Board ~eview
Group be establishe d to monitor the situation and to deal
with urban proble ms in general. We also propose that the
EPB imm~diately establish a liaison with the N. Y. Municipal
Assistance Corporatio n.
Backgroun d
The fiscal problems which now beset New York City result
at least in part from circumstan ces which are common to most
major cities throughou t the nation and in part from conditions which are peculiar to New York. It is true, of course,
that the fiscal and/or managemen t mess in New York City is
considera bl y more pronounce d there than in many other major
cities, but it is also true that many of the symptoms lie just
below the surface in other major cities. Boston, for example,
has considerab ly increased its borrowing in the last few
years also to cover deficits.
If, therefore , a Federal role in the solution to the
New York City problem becomes necessiry , the pattern of such
a role will create a precedent for Federal relationsh ips with
other cities, and it will be extremely difficult , if not
impossibl e, to confine any such role uniquely to New York City.
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New York City-New York State Action
Since the May 13 meeting., both the City and the State
have taken some action toward resolving the crisis.
(1)

The State established the Municipal Assistance
Corporation to sell $3 billion of long term
debt which will replace an equivalent amount
rif New York City short term debt and thus
solve the immediate (until September 30) cash
flow problem.
The Corporation, in addition) has some oversight
powers in regard to the management of the City
budget.

(2)

The State has provided $330 million of new taxing
authority to help alleviate the FY 1975-76 City
operating budget problem.

(3)

The adopted City budget does provide for some
cutbacks of personnel and some reduced services.

In May the problem was three-fold:
(a)

An inability to borrow in the public market
resulting in inadequate cash to meet payrolls,
other operating expenses and debt service.

(b)

The failure to present a budget for FY 1975-76
that was balanced and perceived to be credible.

(c)

A long term imbalance between revenues and
expenses due in large part to fiscal mismanagement, but also due to structural weaknesses in the City's economy, such as .shift
in the mix of population from middle class
to un~erprivileged, unionization,
extensive city services, etc.

Even though some tentative steps have been taken by the City
and State, basic financial problems still face the City.
They have been only slightly postponed.
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These financial problems can be broken down chronologically:
First, there is the question whether the Municipal Assistance Corporation (Big MAC) will be
able to raise the additional $2 billion required
to meet the City's cash flow requirements
through September 30.
Second, the City itself must borrow from $4
to $5 billion in the short term market
between October 1 and the end of the fiscal
year.
Finally, there is the ~roader question of
market access for both short term needs and
capital improvements for future years.
I.

MAC's Market Access
0

'

Two factors lead to concern about MAC's ability to
. raise $2 billion in August and September. There cont·im1es
to be resistance to any security -- and particularly a
security not bearing the full faith and credit pledge -carrying the words New York. This resistance was reflected
in the rather lukewarm response to MAC's first $1 billion
offering; it will be compounded with respect to later
issues by the sizeable quantities of MAC's debt already
in the marke·t.
Moreover, the fact that the state legis:ature must
annually appropriate funds to meet Jl'lAC's debt service
obligations is another source of concern. Unlike the
typical "mor9-l obligation" bond which requires a legislative appropriation only in the event the primary revenue
source backing the debt is inadequate, MAC's enabling
legislation requires annual legislative action merely to
provide MAC with access to the money in the debt service
Investors
fund specifically earmarked for debt service.
considerapolitical
future
that
concerned
are naturally
tions -- even ones totally unrelated to MAC's activities
may block or delay payments on MAC 1 s debt.
Despite these very real problems, the consensus is
that MAC will be able to market the additional $2 billion
It is likely, however, that the
in August and September.
borrowing cost for these issues will be even higher than
9+% net interest cost of the first issue. Since MAC 1 s
debt service expenses directly reduce the City•s revenues,
these high borrowing costs are a basis for concern.

,... i J P~;

<~)
\)
._. . ./

~

- 4 II.

The City 's Mark et Acces s

Even after .HAC's $3 billi on "cont ribut ion" is
subtr acted r the City 's total short -term finan cing needs
durin g the perio d Octob er 1, 1975 - March 1976 will
amoun t to appro xima tely $4-5 billio n. These amou nts
are requi red prim arily to refun d outst andin g short -term
debt and to finan ce the $1.6 billio n capit al budg et
Such
(inclu ding some $700 milli on in opera ting expen ses).
et
mark
-·term
short
the
in
capit al finan cing must be done
since , even under the most optim istic assum ption s, there
is no likeli hood of the city havin g acces s to the long
term mark et this year.
The abili ty of the City to rais~ these funds in the
publi c marke t depen ds almos t entir ely on Mayor Beam e's
If his condu ct is
actio ns over the next 45-60 days.
respo nsive to the ma~ket's judgm ent that
•

I

the payro ll is too large ;
wage and benef i t level s are too high; and
the range of servi ces is too broad -If not, anoth er
then a marke t shoul d exist in Octob er.
the City will
or
sourc e of outsi de funds must be found
Decem ber.
early
defau lt not later than late Novem ber or
To quan tify the budge t pictu re, prior to late June,
in
the City could ident ify appro ximat ely $11.9 5 billi on
level
FY 75 - 76 reven ues. Limit ing expen ditur es to that
throu gh lay-o ffs alone would have requi red a reduc tion
yees.
in the City work force of appro ximat ely 50,00 0 emplo
Imme diatel y prior to June 30, state legis lativ e
rity.
leade rs grant ed the City $150 milli on ih taxin g autho
ase
incre
this
tial,
poten
ff
Again , looki ng only at the lay-o
0.
reduc ed the requi red lay-o ffs · to 30,00
Final ly, on July 3, the legis lativ e leade rs agree d to
When
incre ase the new taxin g autho rity to $330 milli on.
state
in
taken with a possi ble $55-6 0 milli on incre ase
ing
aid to educa tion, and addit ional state and Fede ral match
l"
funds occas ioned by the reven ue incre ases, the "fina
billi on.
reven ue level could be in the range of $12.3 5-12. 40
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Along with the general "flexibility" that exists in
the budget, */ this revenue level would permit the Mayor
to rescind all lay-offs in the uniformed services (police,
fire, sanitation), leaving only. some 4-8 thousand layoffs
in the clerical, educatio~ and health areas. And Victor
Gotbaum, president of th e largest non~uniformed municipal
union, ha s proposed, in return for rescission of all
lay-offs in his area, that his me~bers take their 1975-76
contract ed wage increases in the form of new City shortterm debt. Mayor Beame has tentatively rejected this
proposal.
This analysis has focused on lay-offs largely because
the City has not suggested any alternative approach to
expenditure cuts-- e.g., wage =reeze, tuition charges
ai the City Univ ~rsity , etc . And it is becoming more
clear that the Mayor, if left tq his own devices , will
avoid any meaningful reductions in expenditures through
lay-offs or other means.
Simply stated, inattent ion to th e expenditure side
in the next few months -- irrespective of whether a
"balanced" budget is presented -- v-1ill result in the
continued unavailability of the public market in October
and beyond. The market has made the same judgment we
have -- namely that the City spends too much. Until
the City cuts its spending level significantly, th ere
is little likelihood of market access.
A fair question, however, i~ if the City in fact
balances its budget, is the market's judgment too harsh?
The fact.is that the City's budget foi FY 75 - 76 and later
years is far from balanced in any meaningful sense .
In
evaluating the City's budget, the following factors,
among others, must be considered:
the City is continuously refunding a
cUmulative short-term borrowing lo a d
(created by past deficits) of at least
$2 billion.
some $700 million of operating expenses
are in the capital budg e t (the MAC
legislation requires that this practice
be phased out over ten years) •
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Approximately $200 million of the amount budgeted
~/ e.g.
for debt is allocated to interest on notes maturing prior
to September 30 and on notes which would have been issued
by the now defunct Stabilization Reserve Corp. Assuming
that MAC pays the interest on the maturing notes, all of
these funds will be available for other purposes.
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- 6 the City includes as budget revenues all
employee pension fund earnings in excess
of 4%, more thap $100 million in FY 75-76,
yet the pension funds are seriously underfunded.
the City includes as budget
estate tax liabilities, yet
rate grew to 7% in FY 74-75
delinquent amount may be as
million.

revenues all real
the delinquency
-- the total
high as $500

historically, the City's budget revenue
estimate has substantial overestimated state
and federal aid payments as reflected in the
large, but incorrect, "receivables" shown in
the City's annual · statements.
historically, the City's budgets have shown
estimated revenues on an accrual basis and
expenditures on a cash basis; this practice
has the general effect of overstating revenues
and understating expenditures.
in FY 76-77 and beyond the City's sales tax
revenues will be reduced by substantial
amortization requirements on Big ~me debt.
Clearly, nothing the Mayor does in the next two months
will alleviate all of these conditioni. But the market is
not asking for overnight miracles. What could reopen the
market is an expenditure level of $12.1 - 12.2 billion and
the application of the remaining "new money" (some $300350 million depending upon the size of the cuts and the
precise amount of the net interest savings referred to
in the footnbte above)to certain highly visible
corrective steps. For example, the City could establish
a reserve against tax delinquencies, leave all or a portion
of the "excess" pension earnings in the funds, re-establish
its "rainy-day fund" (a general reserve against contingencies) ,
or remove a portion of the expense items from the capital
budget.
Frankly, as implied by the above discussion, there is
little indication that the City government, left to its own
devices, is prepared to take such steps. It would appear
that only the state -- through MAC -- is in a position to
place any effective pressure on the City. MAC's ability
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to provide meaningful direction for the City is in turn
dependent upon its awareness of the problems and its
willingness to incur the political risks involved. At
present, MAC has no staff and the Board itself is fully
occupied with the problem of raising its .own funds.
Accordingly, at least on the basis of MAC's actions to
date, there can be little optimism that MAC will provide
the needed guidance.
Demands for a Federal Role
The key to restored access to the public market is
the steps the City itself ta~es to restore market confidence.
However, if the City is unable to sell its securities in
the fall, we will again be confronted with demands for
some form of Federal financial assistance to avoid a
default. Moreover, at that time, ~ default would
appear even more undesirable than it did in the spring.
A default at any time would have long term adverse effects
on the City's credit. However, in the spring it was at
least possible that a default could have served as a
catalyst for effective remedial action at the state or
local level. The intervening months have served to lessen·
t~e catalytic potential of a default in at least two
respects.
First, the City's failure to act over the intervening
months will detract from the credibility of any action it
might take on its own. Second, the formation of MAC has
virtually exhausted the options available at the state
In short, the market is likely to conclude that
level.
since the City and HAC were unable to take the necessary
steps during the six month "grace" period they received,
there is little reason to derive confidence from whatever
hasty actions they may take following a default.

In additioh, any demand for Federal involvement will
probably be accomp3nied by a showing that some of the
problems that New York City faces can legitimately be placed
· at the Federal doorstep. Mayor Beame has already begun to
use argumentation to tha~ effect. If a major crisis occurs,
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such argumentation will be accelerated. For example, the
City can legitimately argue that the problems of illegal
aliens and policing the Unit~d Nations are Federal
·
responsibilities.
Recommendations
1.

It is recommended that a joint Economic Policy
Board-Domestic Council Review Group be
established to monitor and study the problem
of cities or major ~rban areas.

By generalizing the study to include all major urban areas,
we can continue to monitor closely the New York City
situntion,yet avoid the political ~roblems inherent in any
direct attempt to pressure the City toward fiscal reform.
The agenda of such a Reyiew Group could include:
Review of Federal fiscal initiatives that
may be proposed such as:
(a)

Federal Insurance for Municipal debt.

(b)

Federal Guarantees of Municipal debt.

(c)

Federal purchase of Municipal debt.

Review of existing Federal powers in the event
of a major default in New York or any other
city:
(a)

Federal Reserve action,

{b)

Use of the Disaster Relief Act of 1974.

Review of existing and potential Federal programs
which may impact on the City's finances:
(a)

Illegal alien problem.

(b)

Cost of United

(c)

Public Assistance and Medicaid Administration.

~~tions

police.
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(d)

Imp rov eme nt or spe ed up of Fed era
l cas h
flow s.

(e)

Na rco tics · con tro l.

(f)

Sch ola rsh ips and /or tui tio n ass ista
nce .

(g)

Rev iew of oth er Fed era lly man dat
ed
sta nda rds and pro gra ms.

Rev iew and con sid era tio n of dir ect
or ind ire ct
Fed era l inv olv em ent in fin anc ial
man
age men t
imp rov eme nts:

J.

2.

(a)

Me dia ting or rev iew ing lab or rel
ati on s.

(b)

Acc oun ting imp rov eme nts and ref orm
.

(c)

Gen era l mpn age men t imp rov eme nt ass
ista nce .

At the sam e tim e, rec ogn izin g the
of tim e ava ilab le bef ore ano the r lim ited amo unt
in New Yor k Cit y, it is reco mm end cri sis dev elo ps
est abl ish a lia iso n wit h MAC wit ed tha t the EPB
of act ion by MAC to for ce the Cith the obj ect ive
y to tak e ref orm
mea suT es.

As ind ica ted abo ve, any dir ect Ped
eTa l mov es in thi s
dir ect ion wou ld be cou nte rpr odu ctiv
e.
Not
hin g wou ld pla y
mor e int o the han ds of the uni ons
and
the
Cit
v Ad min istr atio n,
whi ch cou ld cla im -- to a hig hly
Tes
pon
siv
e
a~d
ience -- tha t
the For d Ad min istr atio n was thr eat
eni
ng
and
bul
lyi ng the
Cit y int o act ion s des ign ed to harm
the low and mid dle cla sse s.
How eve r, MAC, if it mov es
ckl y eno ugh , doe s hav e
the pow er to for ce cha nge s. Whqui
ile
is qui te wea k, bet wee n now and Sep its sta tut ory aut hor ity
wit hho ld cas h pro vid es it wit h subtem ber its abi lity to
sta nti al lev era ge. As
jnd ica ted abo ve, how eve r, to dat
e
MAC
has not moved in thi s
dir ect ion and the re is no ind ica
tio
n
tha
t it has pla ns to do
so. The EPB sho uld con sid er est
abl
ish
ing
con tac t -- pro bab ly
on a pri vat e bas is -- wit h sel ect
ed
MAC
Boa
rd mem bers and
atte mp t to imp res s them wit h the
urg
enc
y
of
the sit uat ion
and the imp orta nce of ~~C act ing
wh
ile
it
sti
ll has the
fin anc ial lev era ge.

r I
i

~.p

(;

~

~.

~·

~.

'~"_ ......~

;

,.

..

~

INFORMATION

THE WHITE HOUSE
WASHINGTON

August 1, 1975

MEMORANDUM FOR THE
FROM:

JIM

SUBJECT:

New York

Financial Situation

Here is a status report by Dick Dunham on the financial
situation of New York City as it stands today.
This was prepared by Dick in consultation with Treasury
officials and Bill Seidman.
/

/

Attachment
CC:

The Vice President
Secretary Simon
Ml:". Seidman
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THE WHITE HOUSE
WASHINGTON

August 1, 1975

MEMORANDUM TO:

JIM CANNON

FROM:

DICK DUNHAM

SUBJECT:

New York City Financial Crisis

The purpose of this memorandum is to bring you up to date on
the New York City financial crisis.
The central question was and is will New York City go into
default, either in August, through the failure of Big MAC
to market additional securities for the City, or later
in the fall when New York City must market its own securities.
The first test will be on August 4 when the underwriting
group headed by Chase Manhattan tries to organize for a sale
·on August 7. The success or failure of next week's sale
is, therefore, the first hurdle.
Since this sale and any subsequent issues of New York City
or Big MAC depend primarily on investor perception, as much
as the actual accounting facts, the acid test is the
credibility of the Mayor's actions to correct the enormous
imbalances and accumulated deficits of the City's finances.
City Actions
The Mayor has taken, or is taking, a series of steps which,
if actually put into effect, will·have both a substantive
fiscal effect of restoring balance and also a dramatic
effect w~ich will help to restore investor confidence.
The steps announced include a wage freeze, cuts in the City
University budgetf capital budget cuts, abolition of a few
agencies, a $.15 subway and bus increase, and bridge toll
increases. The value of these proposals to the current
City budget is around $500 million. Whether or not this
amount is sufficient to balance the current City budget
and/or to restore investor confidence in New York City
finances is, of course, unknown.
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Two points in regard to these proposals must be kept in mind.
First, they must be enacted and implemented by the Mayor and,
secondly, the union rank and file and the general public
must accept them before their impact can be completely
evaluated.
That is, if the Mayor backs down or the City Council fails
to enact the wage freeze or if there is a substantial disruption in city services by union member action, inv~stor
confidence will not be restored.
August Big MAC Sale
The underwriting group handling the August 7 sale of $1 billion
in Big MAC bonds has of this time, Friday p.m., put together
a tentative package which will provide the funds needed to
cover the August cash flow needs of the City and to prevent
default of the large note issue coming due on August 22.
The package includes $250 million by the banks, a $100 million
rollover of August notes held by the banks, $120 mi-llion
State welfare advance, $270 million in State pension fund
investments and.a $250 million public offering, of which
insurance companies and other institutions will take a
major part.
This package, however, cannot be characterized as a "successful
underwriting" since only half of the issue is new public
investment. The balance is an advance, a rollover and a
State-controlled investment.
It can, therefore, be characterized as only a postponement,
which is desirable, but neither a permanent solution nor an
indication of investor confidence. If successful, it will
prevent an August default and allow more time to evaluate
the City's actions.
Broader Effects of Municipals
Treasury is monitoring and attempting to evaluate the
spillover effect of the New York City situation on other
municipals. At this time we do not see any other major
city experiencing similar difficulties.
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Other New York State agencies, including the Housing
Finance Agency, may be experiencing difficulty and liquidity
problems this month. In large part this is due to the
publicity of the New York City situation and also because
there is market recognition that a large portion of their
cash inflows is from New York City and City projects.
Conclusion
The situation is still serious and tenuous, but there is
cause for some optimism because of both the City's actions
and the fact that tlere will likely be a sale of the second
Big MAC issue, thus avoiding an August default.
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THE WHITE HOUSE
WASHINGTON

August 1, 1975

MEMO TO:

Bill Seidman

FROM:

Jim Cannon

Bill:
If you have any comments, additions
or changes, please let me know before
the pouch closes at 3 p.ID:
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THE WHITE HOUSE
WASHINGTON

August 1, 1975

MEMORANDUM FOR THE PRESIDENT
FROM:

JIM CANNON

SUBJECT:

New York City Financial Situation

Here is a status report by Dick Dunham on the finanrii~l
situation of New York City as it stands today.
This was prepared by Dick in consultation with Treasury
officials and Bill Seidman.

Attachment
CC:

The Vice President
Secretary Simon
Mr. Seidman
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THE WHITE HOUSE
WASHINGTON

August 1, 1975

MEMORANDUM TO:

JIM CANNON

FROM:

DICK DUNHAM

SUBJECT:

New York City Financial Crisis

The purpose of this memorandum is to bring you up to date on
the New York City financial crisis.
The central question was and is will New York City go into
default, either in August, through the failure of Big MAC
to market additional securities for the City,·or later
in the fall when New York City must market its own securities.
The first test will be on August 4 when the underwriting
group headed by Chase Manhattan tries to organize for a sale
on August 7. The success or failure of next week's sale
is, therefore, the first hurdle.
Since this sale and any subsequent issues of New York City
or Big MAC depend primarily on investor perception, as much
as the actual accounting facts, the acid test is the
credibility of the Mayor's actions to correct the enormous
imbalances and accumulated deficits of the City's finances.
City Actions
The Mayor has.taken, or is taking, a series of steps which,
if actually put into effect, will have both a substantive
fiscal effect of restoring balance and also a dramatic
effect wpich will help to restore investor confidence.
The steps announced include a wage freeze, cuts in the City
University budget, capital budget cuts, abolition of a few
agencies, a $.15 subway and bus increase, and bridge toll
increases. The value of these proposals to the current
City budget is around $500 million. Whether or not this
amount is sufficient to balance the current City budget
and/or to restore investor confidence in New York City
finances is, of course, unknown.
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Two points in regard to these proposals must be kept in mind.
First, they must be enacted and implemented by the Mayor and,
secondly, the union rank and file and the general public
must accept them before their impact can be completely
evaluated.
That is, if the Mayor backs down or the City Council fails
to enact the wage freeze or if there is a substantial disruption in city services by union member action, investor
confidence will not be restored.
August Big MAC Sale
The underwriting group handling the August 7 sale of $1 billion
in Big MAC bonds has of this time, Friday p.m., put together
a tentative package which will provide the funds needed to
cover the August cash flow needs of the City and to prevent
default of the large note issue coming due on August 22.
The package includes $250 million by the banks, a $100.million
rollover of August notes held by the banks, $120 million
State welfare advance, $270 million in State pension fund
investments and.a $250 million public offering, of which
insurance companies and other institutions will take a
major part.
This package, however, cannot be characterized as a "successful
underwriting" since only half of the issue is new public
investment. The balance is an advance, a rollover and a
State-controlled investment.
It can, therefore, be characterized as only a postponement,
which is desirable, but neither a permanent solution nor an
indication of investor confidence. If successful, it will
prevent an August default and allow more time to evaluate
the City's actions.
Broader Effects of Municipals
Treasury is monitoring and attempting to evaluate the
spillover effect of the New York City situation on other
municipals. At this time we do not see any other major
city experiencing similar difficulties.
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Other New York State agencies, including the Housing
Finance Agency, may be experiencing difficulty and liquidity
problems this month. In large part this is due to the
publicity of the New York City situation and also because
there is market recognition that a large portion of their
cash inflows is from New York City and City projects.
Conclusion
The situation is still serious and tenuous, but there is
cause for some optimism because of both the City's actions
and the fact that tlere will likely be a sale of the second
Big MAC issue, thus avoiding an August default.
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August 4-, 1975
POOL REPORT #8
The President at City Hall
A very
brief description of this City Hall room. It is
like City Hall rooms everywhere, about 60 by 50, 4-0-foot
hig~
ceiling, the usual collection of marble and lights
and red drapes and 100 chairs or so. This is the usual stuff.
After the speech, the President and Kissinger, members of the
official U.S. and Yugoslavian parties, went to a room beside
the big chamber, and when the pool was admitted, they were
seated in a circle. As the pool was admitted, we heard the
President saying something about the Mayor of New York City.
Then the President said -- and this is quotes -- "They don't
know how to handle money."
You have to understand that the only person heard in this
dialogue was the President. We could not hear the translation
from the Yugoslav to the English. Continuing, the President,
in·.direct quotes, "All they know how to do is spend it." This
is to the City Fathers of Belgrade, headed by Zivorad Kovacevic,
President of the City Assembly of Belgrade.
I have a request to start all over again. After the President
del::..vered his formal speech, which I understand you heard, he
an·:l o't~.er members of the official parties went into a rear room,
st::a"'.:~d themselves in a circle, mineral water and other drinks
woY·u 0rought in. The President took a glass of mineral water.
Th f~ pool t-ras admitted as the President was saying something
about the M3.yor of New York City, and then the President said,
in. a dialogue, "They don't know how to handle money."
Continuing direct quotes from the President, but in this broken
conversation, "All they know how to do is spend it. ·I am sure
Belgrade" -- and then he kind of laughed a little bit, and he
said -- "I can't say that about New York City." Continuing the
q mtes, "It has been building up for ten or 12 years. Finally
the banks and others just would not finance them. They have
been pressing me to give them money, but everybody says no until
they get their management straightened out."
One of the Yugoslavian people then said something about how
tough it is being the Mayor of a big city, and the President
said, 1'It is a hard, hard job." Then the dialogue kind of
lapsed. Among other things he said waa, "Do you have a subway
system here," and "Are you hemmed in in--Belgrade by geographical
boundaries?"
think this is an interesting bit. Laurence Silberman, the
U.S. Ambassador, said,"Mr. President, they have a technique for
raising money in Belgrade -- overcharging Embassies for
purchases." That tactful remark was greeted by the President
with kind of a small laugh.
I
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Then the Yuggslavian people started to talk about their own
problems, and the President said such things as, "Blame
all your troubles on them." At this point they brought
champagne in and nobody really seemed to drink it, but they
all got up, they walked out the door to a bus •
•

The President, instead of getting into his limousine,
worked the dri Vl'~way for about three or four minutes. He
got in his car, drove three or four minutes to a square,
-- Terazije Square, a major shopping area. He got out of the
car and worked the crowd there" for three or four minutes.
Then they got into the limousine and in fairly quick speed
went to the old palace, where they were when the pool left,
awaiting the c-:.rrival of Tito.
My information is based upon an English language copy of
his speech, which says the address of Mr. Zivorad Kovacevic,
President of the City Assembly of Belgrade, and it was
giv~n to us there by tr.c ~'t~goslavians.
That ends thiE! pool
l."'t!f.•LJ~t·"

Lqrry 0 'Rour·k~-Philadelphia Bulletin
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August 4, 1975
POOL REPORT #8
The President at City Hall
A very
brief description of this City Hall room. It is
like City Hall rooms everywhere, about 60 by 50, 40-foot
hig~
ceiling, the usual collection of marble and lights
and red drapes and 100 chairs or so. This is the usual stuff.
After the speech, the President and Kissinger, members of the
official U.S. and Yugoslavian parties, went to a room beside
the big chamber, and when the pool was admitted, they were
seated in a circle. As the pool was admitted, we heard the
President saying something about the Mayor of New York City.
Then the President said -- and this is quotes -- "They don't
know how to handle money."
You have to understand that the only person heard in this
dialogue was the President. We could not hear the translation
from the Yugoslav to the English. Continuing, the President,
in·. direct quotes, "All they know how to do is spend it." This
is to the City Fathers of Belgrade, headed by Zivorad Kovacevic,
President of the City Assembly of Belgrade.
I have a request to start all over again. After the President
deL~ v0red his formal speech, which I understand you heard, he
and ot!ler members of the official parties we::.t into a rear room,
sea:',:cd ·themselves in a circle, mineral water and other drinks
we:L·o 0:r:·ou.ght in. The President took a glass of mineral water.
Th•~ pool was admitted as the President was saying something
about the Mayor of New York City, and then the President said,
in. a dialogue, "They don't know how to handle money. 11 .
Continuing direct quotes from the President, but in this broken
conversation, "All they know how to do is spend it. "I am sure
Belgrade" -- and then he kind of laughed a little bit, and he
su.id -- "I can't say that about New York City." Continuing the
q mtes, "It has been building up for ten or 12 years. Finally
the banks and others just would not finance them. They have
been pressing me to give them money, but everybody says no until
they get their management straightened out."
One of the Yugoslavian people then said something about how
tough it is being the May.or of a big city, and the President
said, "It is a hard, hard job." Then the dialogue kind of
lapsed. Among other things he said was, "Do you have a subway
system here," and "Are you hemmed in in-Belgrade by geographical
boundaries?"
I think this is an interesting bit. Laurence Silberman, the
U.S. Ambassador, said,"Mr. President, they have a technique for
raising money in Belgrade -- overcharging Embassies for
purchases." That tactful remark was greeted by the President
with kind of a small laugh.
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Then the Yuggslavian people started to talk about their own
problems, and the President said such things as, "Blame
all your troubles on them." At this point they brought
champagne in and nobody really seemed to drink it, but they
all got up, they walked out the door to a bus •
•

The President, ins~ead of getting into his limousine,
worked the dri ve.,.;ay for about three or four minutes. He
got in his car, drove three or four minutes to a square,
Terazije Square, a major shopping area. He got out of the
car and worked the crowd there for three or four minutes.
Then they got into the limousine and in fairly quick speed
went to the old palace, where they were when tl'!e pool left,
awaiting the clrrival of Tito.
My information is based upon an English language copy of
his speech, which says the address of Mr. Zivorad Kovacevic,
President of the City Assembly of Belgrade, and it was
giY3n to us there by tr.c ~'l~goslavians. That ends tt.i~ pool
l"f! f-'L' :::-t .
Lq.rry 0 'Rour·ke-Philadelphia Bulletin
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AID TO CITIES

~-

Q. Many of the nation's older cities are in serious
trouble, with an eroding tax base, and rising costs.·
New York City is theforemost example. Do you believe
the federaLgovernment has any responsibility to these
cities, and if so, what would you propose doing to
help restore< their health.
A.
The federal government does, of course, have a
responsibility for.the health and welfare of all the
citizens of,, this country, including those who live
within the~cities.
The federal government's relationship
: '·• and legally is with state governments. The ~derX:
government has and will continue to work with
officials in any legally acceptable and res
way to help maintain the health of the u

:">-

Specifically, in regard to New
rk City's
financial problems, the Secretary
Treasury and his
staff are monitoring the fiscal nd monetary implications
of New York City's debt finan ·ng problems and will
continue to do so.
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