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THE WHITE HOUSE

WASHINGTON

May 14, 1975

MEMORANDUM FOR THE PRESIDENT

FROM:

SUBJECT:

Yesterday the Mayor and the Governor asked you to propose and/or
legislation which would enable the City to use the credit
of the Federal Treasury for a period of 90 days in an amount of

support

JIM CANNONyW‘

Response to New York City's Request for
Credit Assistance

$1 billion.

You agreed to respond to them in about 24 hours. Your response

could be:

l. Agree to support the concept.
2. Flatly deny the request.

3. Deny the request, but leave a slight loophole
which would enable the Federal Government to assist
the City if disruption of the financial markets did
occur as a result of a default; and/or subject to
certain conditions and restrictions.

I recommend the last alternative.

Your response could be in the form of

I recommend the last alternative and have
It could, of course, be used as the basis of a telephone call or
a statement, if you prefer. But it seems to me that a letter is

best to

1. A telephone call.
2. A Presidential statement.
3. A statement by Jim Lynn.

4. A letter from the President.

~- Address the complexity of the issue, and

-- Explain to the financial community the care with
which you have considered this matter and the

reasoning that supports your decision.

attached a draft letter.






DRAFT

LETTER TO MAYOR BEAME

Dear Mayor Beame:

The purpose of this letter is to respond to your
and Governor Carey's request to me for my support for
Federal legislation which would enable the City of New
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 to them for increased taxing authority and
subsequently enable you to submit a balanced budget to
the City Council and adoption of that balanced budget
for the City fiscal year beginning on July 1, 1975.

I was deeply impressed with problems you and the
City Council must face in the next few weeks in meeting
the financial problems of the great City of New York.

I was also deeply impressed with the difficult steps
confronting you to bring into balance the extraordinary

imbalance between current revenues and current expenses.
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However, 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 faced.
It was also clear that a ninety day Federal guarantee
by itself would provide no real solution but might just
postpone coming to grips with it for that period.

For a solid judgment to be made by all concerned ~--
the State of New York, the City Board of Estimate and
the City Council, the financial community and the Federal
government -- there must be presented a plan on how the
City would balance a budget if no additional state aid
or federal assistance is available. This, given the
amount involved, would pProbably require an evaluation of
what activities the City can drop, can transfer to New
York State or other jurisdictions -- and what the City
can do through curtailment of less essential services
and subsidies to meet this crisis.

I must point out certain other municipalities have
had to confront their financial situation with major
cuts in their expenditures and services -- proportionally,
pPerhaps more serious than that of New York.

When this austerity budget plan has been prepared,
I suggest it be forwarded to Governor Carey and to

Secretary of the Treasury Simon.



From the information brought out in our discussions
and other materials made available to me, it appears
there are areas for the City and State's consideration
and action. Among them, I am informed, are:

Incorporation of the City University of New York

within the State University system. This could

relieve the City of a substantial expenditure
burden and needy students would not have to bear
tuition costs because of the State's scholar

incentive and scholarship program.

Following the former Environmental Plan for New

York and placing tolls on the East River Bridges.

Transfer of certain Court and Correction charges

to the State.

Freezing of City payrolls and salary levels, including

the stopping of all hiring.

Review of all subsidies, including mass transit

which now has both Federal and New York State

contributions in addition to those of the City.
Difficult as any of these or other measures are, adoption
would have a substantial and salutary effect on the credit

of the City of New York.



More specifically, in regard to your request to me
for support of a legislative measure to provide Federal
backing and guarantee of City debt, I believe that the
proper place for such a request is to the State of New
York. For such "bridge loan legislation" it seems to
be both logical and desirable for the State of New York
to arrange such a "bridge loan" using as collateral
the $2.9 billion of State aid to the City that you

estimate will be received during the City's fiscal year.

In view of the foregoing considerations, I have
concluded that I must decline your request for support

of your Federal legislative proposal.



More specifically, in regard to your request to me
for support of a legislative measure to provide Federal
backing and guarantee of City debt, I believe that the
proper place for such a request is to the State of New
York. For such "bridge loan legislation" it seems to
be both logical and desirable for the State of New York
to arrange such a "bridge loan" using as collateral
the §2.9 billion of State aid to the City that you
estimate will be received during the City's fiscal year.
This should give you the 90-day breathing period you
feel is necessary.

In conclusion, I have no recourse but to deny your
request to me d‘eillilliﬁ-ﬂfor my support of your
legislative proposal.

I have asked Secretary Simon to monitor the credit
situation of the City of New York very closely over the
next few weeks and to keep me informed.

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

situation very closely.






Comments on a New York City Default

The hard question is what would happen if a default occurred in May
or June or later this summer.

I asked Secretary Simon for his opinion in regard to the effect of a
possible default on the financial markets and the domestic economy as a
whole. He has surveyed, by telephone, people in the investment community
around the country.

In summary, his opinion as a result of these calls is that:

"The market reaction, in the event of a default, would be very damaging,
as reflected by a number of leading institutional investors and market
observers."

Dick Dunham's comments are:

"There is, however, a deep concern expressed in the financial community
about the impact of a New York City default on the municipal bond market
generally -- that is, on all tax-exempts including not only municipalities but
public authorities and state governments as well. A New York City default
coming right after an Urban Development Corporation default could create a
serious crisis of confidence. The UDC problem has had a deleterious impact
already -- and has reflected itself in higher rates for certain issues and
some difficulties in financing capital projects. Apart from the financial
problem, at a time when construction jobs are needed to stimulate activity,
it would not appear desirable to run the risk of drying up municipal, public
authority or state financing."

"Another matter of concern is the postures of the banks, brokerage
houses and municipal bond houses in this situation. How much New York
City paper these institutions hold is not known, but there is undoubtedly in
their hands, in trust accounts, and among their customers, enough to cause
very serious difficulties. It could face the banks with serious potential
"write-offs" at a time when they have already substantial "Frozen" portfolios
in REITS, etc. It could lead to suits by individual holders against the banks,
brokerage and bond houses (and perhaps bond-rating houses), further
eroding confidence -- at a time the economy needs confidence."
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THE WHITE HOUSE

WASHINGTON

May 14, 1975

MEMORANDUM FOR THE PRESIDENT
FROM: JIM CANNON

SUBJECT: Response to New York City's Request for
- Credit Assistance ' ) :

Yesterday the MaYbr and the Governor asked yqu'to propose and/or
support legislation which would enable the City to use the credit

of the Federal Treasury for a period of 90 days in an amount of
$l.billion, : , '

You agreed to respond to them in about 24 hours. Your response
could be: - ~ '

1. Agree to support the concept.
2. Flatly deny the request.

3. Deny the request, but leave a slight loophole
which would enable the Federal Government to assist
the City if disruption of the financial markets did
occur as a result of a default; and/or subject to
certain conditions and restrictions. ' :

I recommend theiiast alternative.
‘Your reéponse coﬁld be in fhe form of
1. A teiephone cailin.
2. A Presiéentiai_Statemeﬁt;
3. A statement'by Jim Lynn.
4. A letter from the President.
I recommend the last alternative and have attacﬁed a araft letter.

It could, of course, be used as the basis of a telephone call or

a statement, if you prefer. But it seems to me that a letter is
best to

—= Address the complexity of the issue, and

-~ Explain to the financial community the care withfﬁ
which you have considered this matter and the

reasoning that supports your decision.
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MEMORANDUM FOR THE PRESIDENT
FROM: JIM CANNON

SUBJECT: Response to New York City's Request for
Credit Assistance ' ' :

Yesterday the MaYor and the Governor asked youlto propose and/or
support legislation which would enable the City to use the credit

of the Federal Treasury for a period of 90 days in an amount of
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—— Address the complexity of the issue, and

-— Explain to the financial community the care with
which you have considered this matter and the

reasoning that supports your decision.



DRAFT

LETTER TO MAYOR BEAME

Dear Mayof Beame:

.The'purpose of this letter is to respond to your
and Governor-Carey's reqﬁest to me for my support for
Fedetal_legislatidn which would enable the Cityvof New
York to use the credit of the. Unlted States for a perlod
of 90 days and in the amount of $1 bllllon. | |

As you and Governor Carey explained it to me, this
A90—day‘period would enable the City to bridge the period
needed for the New York State Legislature to act upon
your request to them’for increased taxing authority and
subsequently enable you to submit a balanced budget to
the City Council and adoption of that balanced budget.
for the City fiscal year beginning on July l, 1975.

I was deeply impressed with problems you and the
City Council must face in the next few weeks in meeting
the financial problems of the great City of New York.
I was also deeply impressed with theAdifficult steps
confronting you to bring into balance the extraordinary -

imbalance between current revenues and current expenses.






From the information brought out in our discussions
"and other materials made available to me, it appears
there are areas for the City and State's consideration
and action. Among them, I am informed, are:

Incorporation of the City University of New York

withi# the Staté Univefsity system.. This could

relievg.the City of a substantial'expenditure.

Burdeﬁ and neédy étudents would not have to beaf

tuition costs because of the State;s scholar

incentive and scholarship program.

Following the former Environmental Plan for New -

York and placing tolls on the East River Bridges.

. Transfer of certain Court and Correction charges

to the State.

Freezing of City payrolls and salary levéls, including

the stopping of all hiring.

Réview of ail subsidies, including mass'tranéit

which now has both Federal and New York State

contribﬁtions in addition to those of,the City.
Difficult as any of thesé or other measures are, adoption
would have a substantial and salutary effect on the credit

of the City of New York.



More specifically, in regard to your request to me
for support of a legislative measure to provide Federal
backing and’ guarantee of City debt, I believe that the
proper place for such a request is to the State of New
- York. For such "bridge loan legislation" it seems to

be both loglcal and desirable for the State of New York
-to arrange such a "brldge loan” u31ng as collateral
- the $2.9 bllllon of State ald tc the Clty that you
'estlmate will be received durlng the Clty s flscal yvear.
This should give you the 90- ~day breathlng perlod you
feel is necessary.

~In conclu51on,-I have no recourse but to deny YOﬁr
recuest to me at thlS time for my support of your
leglslatlve proposal.

"I have asked Secretary Simon to monltor the credit
51tuatlon of the City of New York very closely over the
next few weeks and to keep me 1nformed. |

The Federal Reserve Board, under its statutory
responsibilities, will, I am sure, likewise monltor the

situation very closely.



ACTION
THE WHITE HOUSE

WASHINGTON

May 14, 1975

MEMORANDUM FOR THE PRESIDENT
FROM: JIM CANNON

SUBJECT: Letter to Mayor Beame

Attached, with minor editing and one major change, is
the letter to Mayor Beame that you received this
morning.

The major change is the deletion of the listing of
specific items recommended for reductions in the
city's budget. All of your senior advisers felt that
these reductions could best be covered in the press
briefing which Bill Simon and Dick Dunham will do
this evening. So that if and when they are made

they will not be identified personally to you by

New York City officials.

The letter has been reviewed and approved by
Jack Marsh, Bill Simon, Bill Seidman, Alan Greenspan,
and Jim Lynn. Paul Theis has reviewed it.

RECOMMENDATION

I recommend that you sign the attached letter as soon
as possible.



THE WHITE HOUSE

WASHINGTON

Dear Abe:

The purpose of this letter is to respond to your
and Governor Carey's request to me for my support
for Federal legislation which would enable the
City of New 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 with the problems you and
the City Council must face in the next few weeks
in meeting the financial problems of the great
City of New York. I was also deeply impressed
with the difficult steps confronting you to bring
into balance the extraordinary imbalance between
current revenues and current expenses. However,
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
faced. It was also clear that a ninety day Federal
guarantee by itself would provide no real solution
but would merely postpone, for that period, coming
to grips with the problem.

For a sound judgment to be made on this problem

by all concerned, there must be presented a plan

on how the City would balance its budget. This,
given the amount involved to accomplish that balance,
would require an evaluation of what the City can do
through curtailment of less essential services and
subsidies and what activities the City can transfer
under existing state laws to New York State.

I must point out that other municipalities have

had to confront their financial situation with major
cuts in their expenditures and services -- pro-
portionally, perhaps more serious cuts than those}&é
facing New York City.




Fiscal responsibility is essential for cities,
states and the Federal government. 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 must we also make them in public
office too. We must stop promising more and more
services without knowing how we will cover their
costs.

I have no doubt that the adoption of sound budget
policies would have a substantial and salutary
effect on both short and long term credit of the
City of New York.

More 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 State of New York. For
such "bridge loan legislation", it seems to be

both logical and desirable for the State of New
York to arrange such a "bridge loan", using as
collateral the $2.9 billion of State aid to the
City that you estimate will be received during the
City's fiscal year.

In view of the foregoing 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 monitor
the situation very closely.

Sincerely,

The Honorable Abraham D. Beame
Mayor of New York City
New York, New York

















