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should govern themselves -- that Washington should not make all the
decisions and pay all the bills. What mattered then and what matters now is
whether New York officials are Willing to solve their own problems.

And today, they finally appear ready to solve their own problems.

In the last few weeks, we have seen a new spirit develop in New York --

a ''can do'" spirit that was once the pride of the city and is now resurfacing.
They are finally facing up to realities. They have rediscovered the backbone
upon which so much of this country's greatness was built.

In September, the New York State Legislature passed a- plan that would
temporarily tide the city over through December. Yet, that was not enough, It
was only a temporary bandaid, and everyone knew it. Thus, I continlued to .
receive urgent pleas for a Federal bailout.

Before the National Press Club on October 29th, I indicated that I am
fundamentally opposed to a Federal bailout of New York City to prevent default.

A bailout would reduce, rather than increase, the prospects that the City's
budget would ever be balanced. New York City officials have proved in the

past that they could not face up to the City's massive network of pressure groups
so long as any other alternative was available. A bailout would encourage the
continuation of '"politics as usual" in New York -- which is precisely not the way
to solve the problem.

I indicated that the primary beneficiaries of Federal bailout would be the New
York officials who would thus escape responsibility for their past follies and be
further excused from making the hard decisions vrequired now to restore the
City's fiscal integrity. The secondary beneficiaries would be the major holders

of New York City obligations -- large investors and financial institutions.

o




In place of a bailout, I submitted to the Congress on November
special legislation providing the Federal Courts with sufficient authority
to preside over an orderly reorganization of the City's financial affairs --
should- the city fail to take steps to avoid default.

The Federal Court would be authorized to work out an arrangement
with the City creditors to postpone their debts and file a good faith plan
for placing the fiscal affairs of the City on a sound basis,

I also indicated that the Federal government, in the event of default,
would work with the Court to assure that essential services for the
protection of life and property in New York would be maintained.

Quite frankly, it was my conviction then, that New York City
leaders lacked the political courage and will to take the difficult steps
to correct the years of fiscal mismanagement, unless and until the City
went into bankruptcy and came under the jurisdiction of a Federal court.

1 must admit I have been surprised by the apparent willingnes‘s of the
officials of New York to act without having béen required to do so by a
Federal judge. In effect, they appear to be on the road to achieving
the same results which ordinarily could have come about onljr through

a bankruptcy proceeding.
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Now, at the eleventh hour, the officials of New York have come
together in a concerted, all-out effort to put the city's finances on a
sound basis -- exactly ‘what we have been sayir;g they could do all
along.

The outlines of their plan were first presented to my Administration
last week., Since then, many additional details have been harrmered
out so that all of us have a better understanding of exa:ctly' what Governor
Ca.\s/ey and other state officials propose to do for the cify.

One, Postpone payments on their debts and reduce their interest
payments,

Two, for the first time, require municipal employees to bear part
of the cost of their pension contributions and make other fundamental
changes in their extraordinarily expensive pension plans.,

Three, raise nearly $1 billion in n=w City and State taxes. .

Four, make further and significant cuts in the costs of running
the City through personnel reductions, welfare payments and other
economies,

And five, the City pension system is to provide additional loans of up to
$2.5 billion to the City.,

All of these steps proposed by the Governor and his associates, are

precisely what they said were out of the question only a few months ago.
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This is one way for the State an city to attack the problem. There

are others ways they could do it, “But they have chosen a tough, constructive
B Ontg o

program, and the leaders of New York,~iactudingthe-Gevernor, the-
~

Mayar,sand the public-spirited citizens who have served so ably on the
State's Emergency Financial Control Board and in other capacities are
to be commended for their efforts,

New York, they are saying, has finally done eve:;'ything it could do
to solve its own problem, which is what we asked them to do originally,
New York will take care of all of its old debts without a Federal bailout,
What the city and State are asking the Federal Government to do now is
to assist in only a single, narrow area -- to help the city on a short-
term basis in providing essential services to the eight million Americans
" who live in the Nation's largest city,

Specifically, after implementing their program, they calculate
that they will &ill have insufficient revenues during the next few months
to pay for day-to-day operating expenses, In effect, because their
heavy tax receipts come later in the year, they need to borrow funds
to maintain essential services in the city from December through April,
They promise that the loan would be repaid by the end of June, as the

tax revenues are collected,
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However, we must remember that proposals are not results,
Political courage can fail at the last moment, I say to the officials of
New York, that I intend to support their program, if they succeed, But
I ask in return, that they support my legislation for an orderly resolution
of New York City's financial problems, should they fail,

To that end, I will submit legislation to the Congress asking for
authority to provide a temporary line of credit of up to $ billioh
to the State of New York to enable it to supply the seasonal financing of
essential services for New York City., Money would be lent to the State
during the period of City revenue shortfall over the next few months and
would be repaid to the Federal Government during April, May and June,.
If New York coﬁtinues to act affirmatively, I believe we can say with
reasonable confidence that all Federal loans will be repaid in full with
interest, |

The officials of New York -- including the Governor, the Méyor,
the banks and others -- have already provided me with written assurances
that they will carry out their program.,

To guarantee that performance, the‘legislation I would propose would
require that the assistance provided by the Federal Government be

swiftly terminated upon a failure by New York to live up to its obligations,



(Nessen)

(OPTION)

However, we must remember that proposals are not results,

Political courage can fail at the last moment;
Therefore, I say to the officials of New York tonight: if and when

you have passed the necessary legislation and put into effect the other

parts of your proposal, then I will give favorable consideration to

approving a short-term line of credit to provide essential services to

the people of New York City during periods of fluctuation in revenue collection,
Because the Congress may be out of Washington at the crucial time,

and one the presumption that New York will cary out what it proposes. ..

(PICK UP...'"I will submit legislation, etc.'')



November 14, 1975

MEMORANDUM FOR MAX FRIEDERSDORF
FROM: STEPHEN S. GARDNER S%&~

SUBJECT: New York Plan

Governor Carey, Felix Rohatyn, Chairman of MAC, Stanely Stein-~
gut, Speaker of the State Assembly, Warren Anderson, Majority
Leader of the State Senate, and other New York officials pre-
sented the outlines of a plan designed to meet the financial
needs of New York City, New York State, and the New York State
agencies.

1. Summary of the Plan

The plan involves measures to:

A. Force a restructuring of New York City's short term
debt.

B. Generate $200 million of new city tax revenues.

C. Provide $2.5 billion in new loans to the Clty from
the city pension funds.

D. Reduce City contributions to employee pension funds
by requiring contributions from the employees thus
reducing by $85 million City expenditures and restruc-
turing the employee pension plans.

E. Generate sufficient State tax revenues (estimated by
Governor Carey at $600-700 mllllon) to balance the
State's budget. .

F. Provide State funding for the Housing Finance Agency
to strengthen its financial condition.

G. Force a balancing of New York City's budget in the
fiscal year 1977-78.

H. Reduce welfare and social service costs.



2. Proposed Federal Role

The Federal Government has been asked to provide seasonal
financing on a short term, self-liquidating, basis. For

FY 1976, approximately $1.3 billion would be required

during the period December 1975-March 1976, to be repaid

by June 30, 1976. For FY 1977 and FY 1978 the July-March
need would peak at $2.3 billion in March, and the entire
amount to be repaid by June 30 of each of these fiscal years.

3. Details of the Plan -

A. New York City

The key elements of the plan are a restructuring of
New York City's short term debt and substantial commitments
of new cash from the union pension funds. The debt restruc-
turing is in two parts. First, the banks and other institu-
tional investors have agreed to exchange their short term
New York City notes for ten year City bonds carrying an
interest rate of six percent. Secondly, they have agreed
to refinance their holdings of MAC bonds to reduce the cash
flow drain on the City. These understandings are contained
in letters to MAC from the major New York banks and certain
union leaders.

Individual short term City noteholders (who hold $1.6 billion)
will be offered a long term (10-15 year) MAC bond, carrying
an 8-9 percent interest rate. Holders who do not accept the
exchange will be subject, pursuant to new legislation the
Governor is introducing, to a three year moratorium on their
right to enforce the terms of notes: that is, their ability
to collect principal and interest at maturity. This approach
is modeled on the anti-mortgage foreclosure legislation used
by New York and other States during the depression.

New loans of $2.5 billion through FY 1978 will be provided
from the city employee pension funds. This commitment, as
well as a commitment to restructure their ex1st1ng holdings
of MAC securities and City notes is reflected in a letter to
MAC signed by the heads of the Teachers, Municipal Employee,
and Sanitationmen's unions.

The plan also includes legislation for new City taxes of $200
million and changes in certain persion fund arrangement re-
lieving the City of $85 million in contribution obligations.

B. New York State

The key element of the State plan is new state taxes and
expenditure reductions to eliminate the $700 million deficit
estimated for the fiscal year ending March 31, 1976.



The Governor indicated that he will seek to achieve reduc-
tions in the welfare and social service expenditures.

C. State Agencies

Two major steps are prepared for State agencies. First,
no new projects will be undertaken. Second, the Governor is
proposing legislation of the type requested by the banking
community to bolster the finances of the Housing Finance
Agency.
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MEETING WITH ECONOMIC ADVISORS ON NEW YORK CITY
November 18, 1975
3:00 p.m.
Cabinet Room

From: L. William Seidman

"PURPOSE

To discuss the most recent developments in the New York
financial situation.

BACKGROUND, PARTICIPANTS AND PRESS PLAN

A. Background: On Friday November 14, Governor Carey,
Felix Rohatyn, Chairman of MAC, Stanley Steingut,
Speaker of the New York State Assembly, Warren Ander-
son, Majority Leader of the New York State Senate;
and other New York officials met with Administration
officials at the Treasury and presented the outlines
of a plan designed to meet the financial needs of

New York City, New York State, and the New York State
agencies.

A summary of the plan including proposed actions by
New York State and City and a proposal for Federal
financial assistance for seasonal borrowing was cir-
culated by the White House Office of Congressional
Liaison on Friday evening to key Republicans in the
House and the Senate. A copy of the summary which was
circulated is attached at Tab A. '

Congressional reaction, summarized in a memorandum
from Max Friedersdorf at Tab B, has generally been
favorable with the caveat that several expressed cau-
tion regarding any indication of Federal assistance
prior to positive altions having been taken by New
York City and State.

Two tables showing the seasonal borrowing needs of
New York City during the remainder of FY 1976 and
for FY 1977 and FY 1978 are attached at Tab C.

ﬁﬂ
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A memorandum outlining a series of issues to provide
a focus for the discussion is attached at Tab D.

B. Participants: William E. Simon, L. William Seidman,
Alan Greenspan, James T. Lynn, John T. Dunlop, Richard
- Cheney, Robert T. Hartmann, John O. Marsh, Max Frieders-
dorf, James Cannon, Arthur F. Burns, Ron Nessen.

C. Press Plan: David Kennerley.

III. AGENDA

A. Review of New York City Situation

Secretary Simon will review the most recent developments
in the New York City situation.









.s

November 11, 1975

PRESIDENTIAL STATEMENT ON NEW YORK CITY

I am encouraged by the progress which New York
State and City officials, banks, and union
representatives are making to prevent the city
from defaulting on its obligations.

As I said in a speech at the National Press Club
in Washington on October 29, I am opposed to
Federal legislation designed to bail out New York
City. I am still opposed to such legislation.
But I also stated at the time that I was prepared
to see to it that the citizens of New York City
did not suffer from the inability of the city
government to maintain essential services. I am
still prepared to do so.

Since these earlier statements, members of my staff
have reviewed a tentative three-year financial plan
for New York City prepared by the Municipal Assistance
Corporation.

This plan would provide for the following:
1. The enactment of new taxes to increase revenues.

2. A procedure to defer payment on outstanding debts
and reduce interest payments to the financial
institutions holding New York City obligations.

-

3. Amendments to union contracts and pension systems.
4. A significant reduction in the City budget.

5. The provisions for additional credit financed
by City pension funds.

These steps suggest that New York officials are finally
taking the actions required to bring receipts and
outlays into balance and avoid default.

I am today requesting Governor Carey, Mayor Beame

and other leaders to formally commit themselves to
this plan. This is an ambitious program which, if
carried out, can enable New York City to solve its )
financial problems. ARy
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In the meantime, I have directed my staff to work
with New York officials on which actions, if any,
will be required to maintain essential services and
on how the Federal government may be of assistance.

The steps I have outlined here are conditioned on the
ability of New York officials to carry out these
commitments and to follow through on the plan they
have proposed.



Is the President about to change his position on
aid to New York City?

The President's position has not changed.

He continues to be opposed to any federal bail-out
of New York City to avoid default.

He believes that the responsibility for avoiding
the repercussions from fiscal default of New York
City rests with state and local officials.

As the President stated in his remarks before the
National Press Club October 29, he believes that
the Congress should enact legislation providing
the federal courts with sufficient authority to
preside over an orderly reorganization of New York
City financial affairs should that become necessary.

The President is encouraged by the apparent efforts
made in recent days by state and local officials to
find ways to restore the fisecal integrity of New
York City.

As indicated in his National Press Club remarks, he
is prepared to work with appropriate officials to
ensure that essential services are provided to the
citizens of the city in the event of default.

,j?&ﬁ;}n 11/11/75

































EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

kov 17 1975 .
MEMORANDUM FOR: WILLIAM I.. SEIDMAN
FROM: CALVIN J. COLLI
SUBJECT: New York City

The attached tables summarize anticipated Federal payments
to (or for the benefit of) New York City, along with rough
estimates of the amounts of such payments in fiscal year
1976. Specifically,

-- Table I lists major estimated payments to the
City or its agencies.

—- Table II lists major estimated payments to the
State or its agencics that are passed through
to the City or its agencies.

~- Table III lists those payments considered most
amenable to being pledged as collateral for loans
to finance seasonal cash needs of the City.

OMB strongly recommends against using this information as a
basis for decisionmaking for the following reasons:

-- The information was assembled in August through
a "quick and dirty" survey. It was not reliable
when it was collected.

-~ An unknown portion of these funds has probably
been spent already.

-— The responsible agencies have not reviewed these
estimates.

To avoid serious error, OMB recommends that either of two
alternative actions be taken to collect reliable information:



ALTERNATIVE 1. OMB to conduct a new survey to obtain
directly from the agencies (principally, Health, Education,
and Welfare; Labor; Housing and Urban Development; and
Agriculture) up-to-date Federal payment information. This
effort would take three to five days.

Approve

Disapprove

ALTERNATIVE 2. Treasury to obtain from the New York State
Emergency Financial Control Board their list of anticipated
Federal payments. OMB would then verify this information
with the responsible Federal agencies.

Approve

Disapprove

Attachments



TABLE I

Rough Estimates of Federal Payments to
New York City in FY 1976
(in millions)

Mass transportation operating subsidies (DOT $ 71.0
Community development block grants (HUD) 40.0
Comprehensive planning grants (HUD) 1.2
Neighborhood facilities grants (HUD) 2.4
Open spaces grants (HUD) 5.0
Model cities (HUD) 40.0
Water and sewer construction (HUD) 3.0
Urban renewal (HUD) 21.7
Real estate taxes (HUD) 2.6
Public and subsidized housing assistance (HUD) 193.
Head start (HEW) : 25.4
Bilingual education (HEW) 11.5
Manpower services (DOL) 60.4
High unemployment (DOL) 4o.8
Temporary public service jobs (DOL) 108.1
Real estate taxes (GSA) 2.2
General revenue sharing (Treasury) 263.3
Community action program (CSA) 20.0
Wastewater treatment construction (EPA) 70.0
Health manpower (VA) v .5
Food stamps administrative costs (DOA) 6.4
Food and nutrition assistance (DOA) 128.5
TOTAL $1117.3
75% of TOTAL 838.0

Office of Management
and Budget
August 1975



TABLE II

Rough Estimates of Federal Payments to

New York State
(in millions)

Highway construction (DOT)

Medicaid (HEW)

Training for local public assistance
employees (HEW)

Social services assistance (HEW)

AFDC (HEW)

Educationally deprived children (HEW)

Vocational education

Intergovernmental personnel assistance

TOTAL
75% of TOTAL

$ 30.0
1115.0

10.9
160.2
656.7
117.7

14.0

.2

$2104.7
1578.5

Office of Management
and Budget
August 1975



TABLE III

Payments Most Amenable to Pledges
(in millions)

To the City

Mass transportation operating subsidies (DOT) $ 71.0
Community development block grants (HUD) 40.0
Comprehensive planning grants (HUD) 1.2
Model cities (HUD) 40.0
Real estate taxes (HUD) 2.6
Public and subsidized housing assistance (HUD) 193.3
Head start (HEW) 25.4
Bilingual education (HEW) 11.5
Manpower services (DOL) 60.4
High unemployment (DOL) 40.8
Temporary public service jobs (DOL) ' 108.1
Real estate taxes (GSA) 2.2
General revenue sharing (Treasury) 263.3
Health manpower (VA) .5
Food stamps administrative costs (DOA) 6.4
Food and nutrition assistance (DOA) 128.5

SUB TOTAL $ 995.2

To the State

Training for local public assistance .

employees (HEW) 10.9
Social services assistance (HEW) 160.2
Educationally deprived children (HEW) 117.7
Vocational education 14.0
Intergovernmental personnel assistance .2

SUBTOTAL $ 303.0
TOTAL 1298.2

75% GRAND TOTAL

973.6






























DRAFT
11/18/75

Last May, after my first meeting with Governor
Carey and Mayor Beame about the fiscal problems of
New York City, I informed the Governor and the Mayor,
and I stated publicly, that the proper place for the
resolution of New York City's problem is the State

of New York.

Since that time, I have held to the position that
the solution has to come from the local and responsible

state authorities.

Now New York City and State officials, working
together on a bipartisan basis, have come up with
what is for them a difficult but realistic solution

to the city's fiscal problems.

I commend them for the way they are meeting
their responsibilities. I encourage them to enact
promptly a program that will resolve New York City's

problems.

If they do so, I cannot deny a helping hand to

the people of New York who will be making sacrifices



in reduced services and increased taxes, or to the
city and state officials who will need some

temporary financial assistance.

Accordingly, I ask the Congress to enact a
plan--conditional on the State's enactment of a
stringent fiscal program acceptable to me--to provide
short-term Federal loans, at interest, to assist New
York City in meeting payments for essential city

services.





