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New York City banks does not suggest that such exposure 

is a major proportion of capital. On the other hand, one 

cannot entirely dismiss the possibility of ''irrational 

reactions" in the financial community. 

J.C. Partee, Managing Director 

for Research & Economic Policy - Federal Reserve Board 

A default on its note issues by New York City probably would 

not have significantly adverse effects on the national economy, 

assuming that the City is permitted to continue to meet pay

rolls and other current expenses. An austerity program un

doubtedly would be forced upon New York City, and the resultant 

cutbacks over time in current activities would tend to increase 

the already substantial unemployment problem in that area. 

Some other hard-pressed communities and governmental entities, 

adversely affected by increased investor sensitivity to the 

risk factor in tax exempt securities, might also be compelled 

to curtail some activities for lack of financing. But the 

scale of these direct impacts would be very small relative 

to the overall economy. 

Potentially more damaging to the economy would be the 

possible psychological effects of a New York City default. 

Banks and other lenders might tighten up on their cr2dit 

standards generally. Consumers, confronted with this new 

evidence of weakness in the financial structure of the 

country, could become even more cautious in their spending 

behavior. Markets for stocks and corporate bonds could 

suffer a reaction, with selective declines in those issues 

judged to be of doubtful or marginal quality. Such a 

reaction, if it developed, would obviously weaken the 

prospects for recovery in business c apital spending, con

struction, and postponable consumer expenditures . 
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New York City faces a financial crisis, and I am 

sympathetic to Governor Carey and Mayor Beame and all 

of the residents of our largest city . 

Although New York City ' s fiscal problems are enormous, 

they come down to this: 

The •city has been living beyond its means for many 

years . The cost of the services the City provides has 

been rising almost twice as fast as the City ' s capacity to 

pay for them. The difference between annual income and 

outgo has been made up in large part by borrowing -- and 

now the size of New York City's debts are so great that 

banks are finding it difficult to extend credit to New 

York City . 

But the problem is not new. The New York City 

f iscal situation was analyzed by a non-partisan State Study 

Commission for New York City and also by the State Charter 

Revision Committee for New York City . Both concluded , in 

effect , that the City ' s revenue base , big as it is , i s 

simply not large enough to finance a l l the services that 

New York City provides . 

There is a way out of this d i lemma , and I have 

been pointing to it : Fiscal responsibility , for cities, 

states , and the Federal government. 
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I know how hard it is to reduce or postpone worthy 

and desirable public programs. Every family who makes up 

a budget has to make painful choices. As we make these 

choices at home, so also must we make them in public office 

too. We must stop promising more and more services 

without knowing how we will cover their costs. 

Above all, it seems to me, we must play fair with the 

public. The extent to which the Federal Government can 

or should redistribute revenues among the States and 

cities is limited by standards of equity. The extent 

to which States can or should subsidize cities is also 
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him more than he is willing to pay for. 




