


























































































Q: Fraud in New York City? 

A: No information o 
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¥11'. How many banks will be placed in difficulty in the effk/ds of a 
New York City default? What are the names of the banks?. 

The federal bank regulatory agencies lwe conducted an exhaustive I J.. 
review of holdings of New York Ci~ securities inJur banking system. Otv<J f(M._ 

rotential impact on that system of aefault by New York City. 
They have concluded that no major bank would be materially 

affected) /{s a direct conse~~)& ~ ~J!,j::.l°/}:: City. 

While the ime_a.ct ~ vf'; Biii&l:l na4i":.. of smaller banks could be 
more serioul$, the Federal Reserve and the FDIC have adequate 
mechanisms to protect bank, depositors · the banking system. 
In view of the protections which do exis , it would not be appropriate 
to create unnecessary concern by ide ifying individual banks • 
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RIPPLE EFFECT 

Q: What ripple effect do you expect on the financial 
coffii~unity from a New York City default? 

A: There are two risks in any major financial reversal: 
the financial and psychological. 

\ 

We have carefully assessed the financial risk--the 
impact on the markets, and the impact on the banking 
system--and we believe these risks are manageable. 
Markets tend to discount future events and to some 
significant degree a potential default by New'''York 
City has been discounted. These conclusions have_been 
confirmed by many disinterested observers of the 
market. 

The psychological risks cannot be measured. However, 
it is clear that the dire predictions and vigorous 
rhetoric employed by those who seek to force a Federal 
bail out for New York City have enhanced the psychological 
risks. It remains of utmost importance that all who 
concern themselves with the affairs of New York City 
view the situation objectively. 
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FUNDS FOR ESSENTIAL SERVICES 

Q. Under your proposal, how would New York City get the funds 
to meet essential services? 

A. According to New York City 1 s figures, the City1 s cash needs for 
operations and capital projects (not including any payments of 
principal and interest on outstanding debt) will exceed revenues 
by approximately $700 million during the period December 1, 1975 
- June 30, 1976. There are at least four ways this gap could be 
made up. 

First, New York State could impose a temporary and emergency 

tax -- perhaps a package involving the income and sales L ~ ~- J 
taxes -- to generate the necessary cash. ( ~ S 
Second, the assets of the pension funds could be used t collateralize 
borrowing by MAC or the City. State and City pension hold well in 
excess of $10 billion of assets which could be used for 

this purpose. /~ 

Third, in the context of an orderly debt restructuring p~reeding, 
the .court could authorize the City to issue certificates o indebtedness, 
to be p2tyable, on a prior claim basis, out of revenues i year1after 
the budget balancing process is complete. 

FOurtb, the gap could also be reduced by immediate expenditure 
cuts in the City budget. 

Backo-ro und 

There are really tw:J problems: the net cash flow shortfall referred to 
in the answer and the so-called seasonal problem. The remaining 
seven months of the fiscal year can be broken down into two periods: 
December-March in which the City runs a $1. 3 billion cash deficit 
(net of debt service) and April-June in which it runs a $600 million 
surplus. On a direct revenue anticipation basis, the City should be 
able to borrow $600 million during December-March, but it needs 
one of the mechanisms described in the answer to borrow the remainder. 

GP/10-28-75 



- P10vrs ION OF ESS:SNTIAL ~!ICES 

first,~ proposals provides an orderly mechanism"""-.. 
for the restructuring of New York City's debt, 
allowing deferral of the massive debt service burden 
while the budget is being balanced. 

. 10/28/75 



FUNDS FOR ESSENTIAL SERVICES 

Q: Under your proposal, how would New York City g2t the 
funds to meet essential services? 

A: The proposal provides an orderly mechanism for the 
restructuring of New York City's debt, allowing defer­
ral of the massive debt service burden while the budget 
is being balanced. 

According to New York City's figures, the City's cash 
needs for operations and capital projects (not including 
any payments of principal and interest on outstanding 
debt) will exceed revenues by approximately $700 mil­
lion during the period December 1, 1975 through June 30, 
1976. There are at least four ways this gap could be 
made up. 

First, New York State could impose a temporary and emer­
gency tax--perhaps a package involving the income and 
sales taxes--to generate the necessary cash. 

Second, the assets of the pension funds could be used 
to collateralize borrowing by MAC or the City. State 
and City pension funds hold well in excess of $10 bil­
lion of assets which could be used for this purpose. 

Third, in the context of an orderly debt restructuring 
proceeding, the court could authorize the City to issue 
certificates of indebtedness, to be payable, on a prior 
claim basis, out of revenues, in later years, after 
the budget balancing process is complete. 

Fourth, the gap could also be reduced by immediate expendi­
ture cuts in the City budget. 

Background 

There are really two problems: the net cash flow shortfall 
ref erred to in the answer and the so-called seasonal 
problem. The remaining seven months of the fiscal year 
can be broken down into two periods: December-March in 
which the City runs a $1.3 billion cash deficit (net 
of debt service) and April-June in which it runs a $600 
million surplus. On a direct revenue anticipation basis, 
the City should be'able to borrow $600 million during 
December-March, but it needs one of the mechanisms de-
scribed the answer to borrow the ~~raainder. 
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WHO WILL BE IN CONTROL? 

Q. If Ne"\v York City goes into default, under your proposed 
amendment to the federal bankruptcy act, who will be in 
control of the City? 

A. Under the legislation the federal government "\vould not control 
the City's affairs -- control would remain with the Mayor and 
the State Emergency Financial Control Board. 

However, under the proposal the Court could authorize the 
City to issue new debt. The Court could condition the 
issuance of such debt on specific actions to be taken by the 
City. Such conditions are no more onerous than those that 
would be required by a prudent investor. 

RP /10-28- 75 
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COURT AUTHORIZED DEBT CERTIFICATES 

Q: Will the court authorized debt certificates be 
marketable? 

A: If New York City submits, as the proposed statute 
requires, a budget which places its financial affairs 
upon a sound footing, the certificates ought to be 
marketable. 

10/28/75 
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FRAUD PROSECUTION 

Q: Do you expect there to be prosecutions for fraud 
resulting from a default of New York City? 

A: I am confident that the responsible agencies will take 
whatever action may be appropriate. 

10/28/75 
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FEDERAL FINANCIAL ASSISTANCE 

Q: Would you consider any form of financial assistance 
to New York for financing its short term needs? 

A: Under our proposal, one of the ways in which the 
City can finance short term needs is by the 
issuance of certificates authorized by the Court. 
It must be remembered that in order to begin the 
judicial process, the City must submit a plan for 
balancing its budget. If that is done they should 
be able to raise necessary funds. 

10/28/75 



STATE DEFAULT 

Q: Will the State of New York default in the wake of 
the Ne,w York City default? 

A: There is no reason for New York State to default 
because they are in sound financial condition. Once 
appropriate action has been taken with respect to 
New York City, New York State shonld not have financial 
problems if officials act in a fiscally responsible way. 

10/28/75 

.:.r"": 
-'r, J 

<z_;:1 



REUSS PROPOSAL 

Q: What is your view of Henry Reuss' proposal to extend 
loan guarantees to the State of New York for the 
benefit of the City subject to the City's bringing 
its budget into balance, the GAO being empowered to 
audit the City to ensure a balanced budget, securing 
any Federal exposure by a first lien on all payments 
which the Federal Government may in the future owe 
the City or State, and acceptance by the large creditors 
of New York City of a stretch-out of their debt. 

A: However clothed, the proposal basically involves the 
taxpayers of American financing the cumulative deficit 
of New York City. Moreover, the proposal involves 
a tremendous expansion of direct Federal control over 
fiscal and financial affairs of State and local govern­
ment. 

10/28/75 



FUNDS FOR SERVICES 

Q: What happens if New York City does not have funds 
to pay for police, etc. 

A: There are vast financial resou~ces availabe in New 
York State. However, if the State of New York fails 
to provide the funds, we will work with the appro­
priate authorities to see that services essential 
for the protection of life and property are provided. 

10/28/75 



IMPACT ON BANKS 

Q: How many banks will be placed in difficulty in the 
event of a New York City default? What are the names 
of the banks? 

A: The federal bank regulatory ag~ncies have conducted 
an exhaustive review of holdings of New York City 
securities in our banking system and the potential 
impact on that system of a default by New York City. 
They have concluded that no major bank would be 
materially affected, as a direct consequence of a 
default by New York City. 

While the impact on a handful of smaller banks could 
be more serious, the Federal Reserve and the FDIC 
have adequate mechanisms to protect bank depositors 
and the banking system. In view of the protections 
which do exist, it would not be appropriate to 
create unnecessary concern by identifying individual 
banks. 

10/28/75 



OTHER CITIES USE THE LEGISLATION? 

Q: Do you expect cities other than New York to utilize 
the legislation you are proposing? 

A: Absolutely not. No other major city in the United 
States has engaged in consistent deficit spending 
and, therefore, no city has a cumulative deficit 
of any size, much less the size of New York's. 

10/28/75 



IS DEFAULT DEFINITE? 

Q. In your estimation is the New York City default a foregone conclusion? 

A. City and State officials in recent Congressional testimony stated 
that the financial resources of the Ctiy and State will have been 
exhausted by December. 

Accordingly, if the City and State continue to be unwilling to take 
the measures necessary to avoid a default, it seems likely that a 
New York City default will occur. 

RP/10-28-75 



CURRENT DEBT SITUATION 

Q. What is the current debt situation in New York and how much 
additional financing does the City need in order to avoid a default? 

A. According to the City's financial plan, the City will require $4. 055 
billion between December l, 1975 and June 30, 1976 to retire 
maturing short-term debt, to meet debt service obligations on long­
term bonds, and to pay operating and capital expenses. 

Due to seasonal cash flow patterns, the City wi 11 need close to 
$~billion to meet its obligations in December. 

RP/10-28-75 



SAFETY OF INVESTMENTS 

Q: Are the creditors going to lose their investments? 

A: Major states and cities have defaulted before-­
for example Arkansas and Detroit--and in all these 
cases the creditors have received 100 cents 
on their dollar. Accordingly, -if New York City acts 
responsibly, eventually all creditors should be 
paid. 

10/28/75 



RIPPLE EFFECT 

Q: What ripple effect do you expect on the financial 
community from a New York City default? 

A: There are two risks in any major financial reversal: 
the financial and psychological. 

We have carefully assessed the financial risk--the 
impact·on the markets, and the impact on the banking 
system--and we believe these risks are manageable. 
Markets tend to discount future events and to some 
significant degree a potential default by New York 
City has been discounted. These conclusions have_been 
confirmed by many disinterested observers of the 
market. 

The psychological risks cannot be measured. However, 
it is clear that the dire predictions and vigorous 
rhetoric employed by those who seek to force a Federal 
bail out for New York City have enhanced the psychological 
risks. It remains of utmost importance that all who 
concern themselves with the affairs of New York City 
view the situation objectively. 

In short, if all those concerned act responsibly in 
the future, the ripple effect would be minimal. 

: >..:[. 

10/28/75 
t n~ 
\~v-· ~ f 
\'5> ":/ 
~-



SPECIFIC CUTS 

Q: What specific cuts do you propose? 

A: As I mentioned, New York City expenditures appear out 
of line by comparision to expenditures of other cities. 
It is up to the appropriate New York State and City 
authorities to make specific decisions regarding cuts. 

10/28/75 



Q: 

A: 

SAFETY OF HNESTMENTS 

Are the creditors going to lose their investments? 

Major states and cities have defaulted before-­
for example Arkansas and Detroit--and in all these 
cases the creditors have received 100 cents 
on their dollar. Accordingly, if New York City acts 
responsibly, eventually all creditors should be 
paid. 

10/28/75 
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Q: 

A: 

SPECIFIC CUTS 

What specific cuts do you propose? 

As I mentioned, New York City expenditures appear out 
of line by comparision to expenditures of other cities. 
It is up to the appropriate New York State and City 
authorities to make specific decisions regarding cuts. 

10/28/75 
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Q~ CURRENT DEBT SITUATION 

Q. What is the current debt situation in New York and havv much 
additional financing does the City need in order to avoid a default? 

A. According to the City's financial plan, the City will require $4. 055 
billion between December 1, 1975 and June 30, 1976 to retire 
maturing short-term debt, to meet debt service obligations on long­
term bonds, and to pay operating and capital expenses. 

Due to seasonal cash flow patterns, the City wi 11 need close to 
$1 billion to meet its obligations in December. 

RP/10-28-75 



Q. 

A. 

IS DEFAULT DEFINITE? 

In your estimation is the New York City default a foregone conclusion? 

City and State officials in recent l'...ongressional testimony stated 
that the financial resources of the Ctiy and State will have been 
exhausted by December. 

Accordingly, if the City and State continue to be unwilling to take 
the measures necessary to avoid a default, it seems likely that a 
New York City default will occur. 

RP /10-28-75 



OTHER CITIES USE THE LEGISLATION? 

Q: Do you expect cities other than New York to utilize 
legislation you are proposing? 

A: Absolutely not. No other major city in the United 
States has engaged in consistent def it spending 
and, therefore, no city has a cumulative deficit 
of any size, much the size of New York's. 

10/28/75 



RIPPLE EFFECT 

Q: ripple effect do you expect on financial 
cormnunity from a New York City default? 

A: There are two risks any major financial reversal: 
the financial and psychological. 

We have carefully assessed the financial risk--the 
impact on the markets, and the impact on the banking 
system--and we believe these risks are manageable. 
Markets tend to discount future events and to some 
significant degree a potential default by New York 
City has been discounted. These conclusions have_been 
confirmed by many disinterested observers of the 
market. 

The psychological risks cannot be measured. However, 
it is clear that the d predictions and vigorous 
rhetoric employed by those who seek to force a Federal 
ba out for New York City have enhanced the psychological 
risks. It remains of utmost importance that all who 
concern themselves with the affairs of New York City 
view the situation objectively. 

In short, if all those concerned act responsibly in 
the future, the ripple feet would be minimal. 

10/28/75 



IMPACT ON BANKS 

Q: How many banks will placed in difficulty in the 
event of a New York City default? What are the names 
of banks? 

A: The federal bank regulatory agenc have conducted 
an exhaustive review of holdings of New York City 
securities in our banking system and the potential 
impact on that system of a default by New York City. 
They have concluded that no major bank would be 
materially affected, as a direct consequence of a 
default by New York City. 

While the impact on a handful of smaller banks could 
be more serious, the Federal Reserve and the FDIC 
have adequate mechanisms to protect bank depositors 
and the banking system. In view of the protections 
which do exist, it would not be appropriate to 
create unnecessary concern by identifying individual 
banks. 

10/28/75 
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REUSS PROPOSAL 

Q: What is your view of Henry Reuss 1 proposal to extend 
loan guarantees to the State of New York for the 
benefit of the City subject to the City's bringing 
its budget into balance, the GAO being empowered to 
audit the City to ensure a balanced budget, securing 
any Federal exposure by a first lien on all payments 
which the Federal Governnent may in the future owe 
the City or State, and acceptance by the large creditors 
of New York City of a stretch-out of their debt. 

A: However clothed, the proposal basically involves the 
taxpayers of American financing the cumulative deficit 
of New York City. Moreover, the proposal involves 
a tremendous expansion of direct Federal control over 
fiscal and financial affairs of State and local govern­
ment. 

10/28/7 5 
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STATE DEFAULT 

Q. Will the State of New York default if New York City defaults? 

A. There is no reason for New York State to default because they 
are in sound financial position. Once appropriate action has been 
taken with respect to New York City, New York State should have 
no problems if officials act in a responsible way. 

10/29/75 



SPECIFIC CUTS 

Q. What specific expenditure cuts do you propose that New York 
City make'? 

A. As I mentioned, New York City expenditures appear out of 
line by comparison to expenditures of other cities. It is up 
to the appropriate New York State and City authorities to make 
specific decisions regarding cuts. 

10/ 29 /75 



IMPACT ON B Ai.'JKS 

Q: How many banks will be placed in difficulty in the event 
of a New York City default? What are the names of the 
banks? 

A: The federal bank regulatory agencies have conducted an 
exhaustive review of holdings of New York City securities 
in our banking system and the potential impact on that 
system of a default by New York City. They have concluded 
that no major bank would be materially affected, as a 
direct consequence of a default by New York City. 

While the impact on a handful of smaller banks could be 
more serious, the Federal Reserve and the FDIC have 
adequate mechanisms to protect bank depositors and 
the banking system. 

10/29/75 
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RIPPLE EFFECT 

Q. What ripple effec;t do you expect on the financial community 
from a New York City default? 

A. There are two risks in any major financial reversal: financial 
and psychological. 

We have carefully assessed the financial risk--the impact; on 
the markets, a.nd the impact on the bamking system--and we. 
believe these risks are manageable. Markets tend to discount 
future events, and to some significant degree a potential default 
by New York City has already been discounted. These conclusions 
have been confirmed by ·many disinterested observers. 

The psychological risks cannot be measured. However, it is 
clear that the dire predictions and alarmist rhetoric employed 
by those who seek to force a Federal bail out for New York 
City have enhanced the psychological risks. It remains of utmost 
importance that all who concern themselves with the affairs of 
New York City view the situation objectively. 

In short, if all those concerned act responsibly, the ripple 
effect . would be minimal. 

10/29/75 



LOAN GUARANTEES? 

Q: ·would yru consider any form of financial assistance to assist 
New York in financing its short term financial needs? 

A: Under our proposal, one of the ways in which the City can 
finance short term needs is by the issuance of certificates 
authorized by the Court. It must be remembered that in order to 
begin the judicial process, the City must submit a plan for 
balancing its budget. If that is done they should be able to 
raise necessary funds. 

'! 



FRAUD PROSECUTION 

Q. Do you expect there to be prosecutions in fraud resulting from 
a default of New York City? 

A. I am confident that the respcn. sible agencies will take whatever 
action may be appropriate. 

10/29/75 



IF NEW YORK CITY CAN'T SELL SECURITIES? 

Q: Supposing they cannot sell securities or otherwise raise 
funds to pay for essential services? 

A· We have said we will work with the Court to assure essential 
police, fire and other services are maintained -- whatever it 
takes" to provide these will be done. 

10/29/75 



OTHER CITIES USE THE LEGISLATION? 

Q. Do you expect cities other than New York to utilize the legis­
lation you are proposing? 

A. Absolutely not. No other major ci. ty in the United States has 
engaged in consistent deficit spending and, therefore, no city 
has a. cumulative deficit of any size, much less the size of 
New York's. , 

However, the statute applies to all cities over 1, 000, 000 
population not just to New York. 

10/29/75 
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IS DEFAULT DEFL.~ITE? 

Q. In your estimation is the New York City default a foregone 
conclusion? 

A. City and State officials in recent Congressional testimony 
stated that the financial resources of the City and State will 
have been exhausted by December. 

Accordingly, if the City and State continue to be unwilling 
to take the measures necessary to avoid a default, it seems 
likely that a New York City default will occur. 

' 
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REUSS PROPOSAL 

Q. What is your view of Henry Reuss' proposal to extend loan 
guarantees to the State of New York for the benefit of the City 
subject to the City's bringing its budget into balance, the GAO 
being empowered to audit the City to ensure a balanced budget, 
securing any Federal exposure by a first lien on all payments 
which the Federal Government may in the future owe the City 
or State, and acceptance by the large creditors of New York 
City of a stretch-out of their debt. 

A. However clothed, the proposal basically involves the taxpayers 
of American financing the cumulative deficit of New York City 
which I oppose. Moreover, the proposal involves a tremendous 
expansion of direct Federal control over the fiscal and financial 
affairs of State and local government. 

Further, the practicality of handling the situation in this way is 
doubtful. Particularly, in dealing with small creditors, union 
contracts, and other obligations. 

10/29/75 
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TIMING OF SPEECH 

Q: Why did you give this speech now? 

A: It was becoming increasingly likely that New York City 
might default because actions to prevent default were 
not forthcoming. Thus, I think it was important to provide 
for an orderly system;· for handling the situation should this 
occur. 

:: .. 
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CURRENT DEBT SITUATION 

Q: What is the current debt situation in New York and how 
much additional financing does the City need in order to avoid a 
default? 

A: According to the· City1 s financial plan, the City will require 
$4. 055 billion between December 1, 1975 and June 30, 1976 
to retire maturing short-term debt, to meet debt service 
obligaticns on long-term bonds, and to pay operating and 
capital expenses. 

Due to seasonal cash flow patterns, the City will need close to 
$1 billion to meet its obligations in December .. 

10/29/75 f .. ;,· 
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CREDIT INVEST.MENTS 

Q: Are the creditors going to lose their investments? 

A: Maj or states and cities have defaulted before -- for example 
Arkansas and Detroit - - and in all these cases the creditors 
have received 100 cents on their dollar. Accordingly, if 
New York City acts responsibly, eventaully all creditors 
could be paid if New York City officials act responsibly in 
handling the city 1 s fiscal affairs. 

10/29/75 
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.. -'( ,,. \, ~IGHT PATMAN COMMITT::E3: 

FIRST OlSTl'<lCT 

:.>TATZ OF Ta:x.AS 

SAl-IKING~ CURREp...K;Y AND HOU<JING 

Jo1HT a.ccNOMIC CCMMiTT"~!! 

JOJHT COM MrTTEl? Ol't OE..-!'.NS.2. PROOUCTION. 

"NASHlNGTOH A.00.-.:D!St 

2JZ.a RAYBURN HOUSE OFFICE: BUll .. OINGi 

20515 

"HOMA ADOAl!'.$$t 

P.O. aox !S!HI, TEXARKANA. TEXAS 

75501 

The President 
The White House 
Washington> D. C. 

cton_gttss of tne ~1nittb ~tatts 
~ouse of l\eprestntatibts 
Ula$pfngt~n, 13.<!. 20515 

October 29> 1975 

My Dear Mr .. President: 

As I understand your speech before the National Press Club 
concerning the financial problems of New York City, you are suggesting 
that there be no assistance until the city enters default and goes 
through bankruptcy proceedings in the Federal courts. You indicated 
that there would be t\'IO major benefi ci ari es of any pre-default 

. assistance -- the present officials of New York City and the co~mercial 
banks or other large investors who purchased the city's securities.· 
You made it clear that you opposed a "bail out" of either group. 

It is well-known that the Federal banking agencies, particularly 
the Federal Reserve, have often provided direct and indirect bail-out 
mechanisms for commercia1 banks when they have been caught with bad 
investments. As you know, there has been Congressional testimony 
and news reports about such assistance in relationship to the 
troubled Real Estate Investment Trusts, to feed lot operators, and 
of course, it is a matter of public record that the now-defunct 
Franklin National Bank was provided about $1.7 billion in bail-out 
assistance from the Federal Reserve. 

Judging from the tone of your speech, which is clearly 
f 11 anti bai1-out 11

, I assume that such mechanisms would not be employed 
in this instance and that the commercial banks and other investors 
would, like the city, be required to seek relief in the courts. I 
assume that you have discussed this with Federal Reserve Board Chairman 
Arthur Burns and other bank regulatory officials and that you have 
instructed them that there will be no behind-the-scenes bail-outs 
employed by these agencies. 

,---··--"""-· 
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Th2 President -2- October 29, 1975 

In conclusion, Mr. President, your speech very clearly indicated 
to the American public and the Congress that it is your policy that 
the municipality and those who have invested in its securities are to 
be treated alike and that th2ir basic remedies lie in bankruptcy 
proceedings. This would represent a significant change in policy 
toward the commercial banking industry and other investors who make 
bad judgments. I am most interested in learning how you plan to 
implement this policy at the Federal Reserve and the other regulatory 
agencies and what steps will be taken to monitor their continuing 
relationships with the institutions which hold the New York City 
paper in question. . /\ 

Respectfully, ~~ 

.. W9(lfa7~ 
·~"""1 ~ight Patman 

.. 
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. iOVERNI~·:. MUUICIPAL·::BANKRUPTCY SHOULD BE -MADE MORE -

IORKABLE·:::BUT WE URGE:: THAT'; AT::THE -SAM£";TIM£; FEDERAL:: -
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.WORK ' I.TSELF OUT ·or ITS' FINANCIAL -CR.ISIS.- SUCH ·A~SIST­

'ANCE COULD ANO SHOULD - BE so CONDITIONED AS .ra-~A~SURE . 
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COUNTRY.. I~ COOPERATION. ti ITH':LEADERS":·or::oRGANlZED" LABOR 
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A. !jQRX-OUT PROGRAM.:. THAN~COULD ANY ~ F'EOERAL .. REFEREE. IN 
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BANKRUPTCY,~ SECOND. VE·· BELIEVE .THE DOMINO EFFECT. OF 

N~ YORK cirr·s GOING BANKRUPT,. IS FAR GREATER THAN SOME 
.OF YOUR ADVISERS HAVE--PREDIC!ED. HERE U.J-·U.E:i, YORK.lTHERE 

WILL BE. A PREDICTABLE:.LARGE FAl.L--OFF IN: MU?lICIPAL.. TAX 

REVENUES~-AND MANY: HOSPITALS"EO!H PUBLIC:wl~ND VOLU!JTARY ,. 

AS 'iELL. AS OTHER CI1.'i•SUPPOR!tll VITAL .SER'llCES~ WILL BE 

DRIVEN INTO BANKRUPTCY.;: wz:;_PREDICT THAr ... INEVlTABLY."A• 

FEDERAL REFEREE.:: IN ~BANKRUP!CY~-lf:Iti.· HAVE: TO ASK. THE --~ 
FEDERAL sov·~Rm!.ENT.:F.oR.:.rEVEH MORE FINANCIAL AID THAN IS 

PRESENTL y BEING :·REQUESTED, .. AND ·:THAT. TH£ \JORK~our.- ·p:s:RIOD 

WILL BE MUCH .. LONGER.~:..:~: OUTSIDE;OF.~".'NEV YORK. CllY AND NEV . 

YORK STATE, -MARY.:~ INNOCENt.:: PERSONs··w Ill. . SUFFEll;·~- rm; 

DO~INO EFFECT ON NATIONAL..:AND~:~INTERNATIOMAL-CREDIT ' 
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FOR SUCH ESSENTIAL ... S£RVICES AS POLICE, P.OSPITAt·, FIRE 

DEPART~ENT', SA~ITAT.ION, . 5E'iA0£, AND STREET-LIGHTING 

FACitlt.n:s. OUR BIUINGS TO 'RELATED PUBLIC AGENCIES 

SUCH AS THt:· HOUSING AUTHORITY AND THE . TRA!.JSIT .. AUTHORITY·­

ARE ABOUT -.$1·50 MILL!ON A YEAR · fOR SUCH ADDITIONAL ESSEN• • 

TlAl. S!R'IICES AS . THE~~SUB"#AY, SYSTEM .AND THE ENERGY NEEDS 

OF ABOUT 500,000 RESlDENTS O~:PUBLIC .. HOUSUJG. . 
'• 
' 

THE STAT.E, .. 'iHICH COULD .. BE''CAUGHT. ·,UP:" IN THE. OO~INO EFFECT 
. · •. l .... . " ' ' 

OF A D£fAUl:T. SITUAT'!ON;~ PAYS us.:ANOTHER S12 MIUION 
. 

A YEAR. AHO JUS't:;TVO:-INDE?ENDENT.'."""STATE. AGENCIES••THE 

~ETRO?OLITAN TRANSPORTAT.ION AUTHORITY A~lD t.HE PORT 

~UTHORITY--PAY us·.-1N·'._TOTAI:· NEAR~Y-~$60 MILLION A YEAR. 

THUS YE RECEIVE NEARLY' $350-mILLION A YEAR FROM CITY 
. . ,_._ ... -
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AND STATE AGENCIES THAT. COULD 8£. AFFECTED B'f DEFAULT• 

tf E SHOULD NOT. BE PLACED IN A POSITION 'JHERE ·ouR CHOICES 

ARE. EITHER ·to DISCONNECT-- ESSENTIAL UTILITY SERVICE. TO . , . 
;£i<f c'i!'f; 61{' '5!.~tt"~. 'oa:Lto~· .. w1t!iito(o ,.iA.Yl~a .. :1/ l.ARGE;·~~·A~t ·'.~~-·····~· .,;:-.~ .......... ,~·.i .... ..::.:··· :,,.:.!.~ .... -~ 

OF THE TAXES WE NO~·ANNUALLY PAY ·THE Cl1Y. AND STAT£ . 
~<:~·01f!'".°f}{~'~Ls~6'ct·!fu:lo~>Jrli:"To~:··ounsitvrs·~:~~-ifi'!YNto-·-~ ., .. :·--·~'~· .... ~ ... ., .. ,. ~~~~ ...... ·r .. =·i~'·'!~~ .. ,..:~,·: .·~-.~ 

It 1'S Ci:EAR::'.CON tnISO'N ·cooco NOT" SUR'fIV!"" fO·R· tOMG :IF ..... · .. ·~ ..... .,._ , ... · ....... :•. -:., ; :,, .. ~ ... .. ·~ 
IT CONTINUED TO SERVr A-BANKRUPT CITY, AND;CONTINUED 
TO PAy tAXES 9. BUT VAS ... NOT ITSELF PA-ID- BY . THE CITY OR . .. . ~ 

THE REFEREE ... nf BANXRUPTCY. . .. :·wz OURSELVES 'iOULD SOON ,......HRo~ .. L 
BE ·. • . tf" . '~·· 
BE UlSOLV ENT , AND -·SERVI CE · R.Et~A:I~-ITY lJO ULD - o£TER ~ORATE. '. )LJ.~. ·:_, 
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IN A CITY.THAT is BOTH VERTICAL . AND UNDERGROOND -CVITH 
BOTH ELEVATORS AND SUBWAYS .. A PARI.. OF EVER:t'DAY_ LIFE.)• 

SUCH SERVICE DETERIORATIO~l ilOULD .BE TH! FINAL. BLO\I .. 

TO OUR O~'CE ". PROUO. ' CITY • . It:·cANUOT C. SURVIVE WITHOUT.~?_, . 
ADEQUATE "AND REl.IABLE UTILITY. SERVICES. ::;.. __ _ 

. . -··· - ;..-._ .. :··-
"'. ·:. .. . : . 

WE. THEREFOR£ .EARNES!L Y "REQUEST. -THAT .ELEC!R-ICltY.;,GAS~ 

AND STEAM-SERVICE:.~BE INCLUDED ON ANY LIST OF .. ESS!NTI"AL 

SERVICES~. THAT--WOULD BE MAINTAINZO IN":THE;~ EVENT;~·or:~:DEFAULT .. 
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HUGH l. CAREY 

· GovcRNOR 

Dear Mr. President: 

STATE OF NEW YORK 

EXECUTIVE CHAMBER 

ALBANY 12224 

November 4, 1975 

I have today sent the attached letter and supporting 

\
materials to the President of the Federal Reserve Bank of 
New York. On behalf of the people of the State of New York, 
I am requesting that the Federal Reserve consider emergency 

I credit assistance for four ag~ncies of the state that face 
imminent def ault on their obligations. I wish to stress to 
you t~at t hese agencies have nothing to do with the fiscal 
crisis facing New York City. Each of them has an enviable 
record of financial soundness and prudent management. Each 
o.f them for years have been relied upon by the citizens of 
New York ~o provide housing, health and environmental 
facili ties essenti al to the state's well being. Yet these 
agencies, the models for similar agenci.es in over 30 other 
states, now 'find themselves precluded from the investment 
market --- a condition that has only been severely aggravated 
since your recent speech calling for the bankruptcy of New 
York City. 

Should these agencies default, which certainly will occur 
in the absence of Federal assistance, hundreds of projects 
in~c;>lving $2~5 bi.llion in const~uct.ion ~unds w.j.11 be ~topped 

••. , . .... <.p-li~-Or ... t:o-,...completion,-and- .:bhG>us-ands:.;of:. ,wer:kers W:i:ll' ··be~ ·t:hrowrr.-;,' ·:··:'·.-~··~_.'.,·h·~··-,• .. 
into the unemployment rolls. These projects include hospitals 
and other health facilities, schools, and housing. 

1.s_.,.-~ :,~., ·.; .. .- ...... ,~.\~, ,;.;•.t: ... .... -i.•:• .·~· . ..;.s. • .. ,~· ...... ···._~.'°\£.;:,.•'\:~;\._t...,. .. .-.. ·1!'·:;:%i.-t.~~ ..... ~· ••. ;: ~· • .".•:;... . .,. ·~,•·, '. /jr~4·~·>'\ "' :.: . .-;11·..;·-~~~·,.,..._~:•.,.•t_••.•"&:.1'•"° :.·~,r.·: .. ~,~. ~·_,:,·-t-.;"sJ.J:~·,~ 
.,-•• • r ~ •• ~ •• • :'- ..._ • ' it •. • •• •, •. • ,.. •. • • • • • ., ., ;, • • •. - • • • · • • • • • • • •, • • • • • • 

Th.e general credit of the S.ta te will not only be. placed 
··:. ,·in:· J~dparcl.y:· but:, :i·n -.·my t>ifini:on,: could h~ ·· dri:tical'.ly :finp·a:ir-~cr. ·.~· · .... .... .;. ... :· -~·~.- · . 
.. ... · ~:'=' -for ·--nra:rty ·y·eai:'s :t&:·:cotrie. · .. · N: ~ ·. .,. ..• _, . ..:·; • .. ·: ·· ··:·«·: ···:· .. • ·· · . ., ••• ........... .:. :·~~- • •. :. .. ... ,~i·'.~·: 

. .. ::i, •.. ····' · .. , :Again·:· al·i· o~ " this.-=doe·s· not have~:-to' occtir •.. WhiJ'.e·J.the·se· 
agencie s have no direct relati onship with the New York City 
prob1e1.lt_, unfortunately the investment community views the 
proble~ as one and the same . This will continue as long as 
the Administration remains passive in the face of the New 
York City crisis. 
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In effect, the contagion of New York City has now 
~pread to agencies of New York State. 

In addition, your many statements on this subject 
continue to assert that the State of New York has 
sufficient resources to meet the collapse of the city. 
I would only remind you once more of what your own 
financial experts know -- the State of New York has its 
own budget deficit of $700 million, and is in no position 
to sustain the city's needs or meet the borrowing needs of 
these state agencies. 

I sense, Mr. President, as do many others across the 
country that we are at an economic crossroads unparallelled 
since those final moments in the darkest Depression. Whatever 
points you thought necessary to make about the past mistakes 
of New York City have been made. For our part, we have labored 
long and hard over the past ten months of my administration to 
right those wrongs. Now, despite all those efforts, we see the 
rapid spread of financial confusion and distrust from the city 
·to the State, and potentially to other states as well. 

It is not inappropriate, indeed it is in the tradition 
of our nation for us now to look for and expect positive 
leadership from a President and nis administration. 

Sin/fel/), . .A 

) 

~7 .-: ""~a~ ef-.,,,./_'.,.-,,.--.,.,,.,._ ~ · J_~,...A7' _,, ,r_ ..,~ •·~ t ~-... . .;; 
-"~JV~/ v. 

Hug~ E. Carey ~v~ 
. . · GOvernor ·. .· 
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STATE OF NEW YORK 

EXECUTIVE CHAMBER 

ALBANY 12224 

HUGH L. C"REY 

GOVCRNOR 

November 4, 1975 

Dear Mr. Volcker: 

Pursuant to my responsibilities as Governor of the State 
of New York, I herewith submit a preliminary application and 
request for consideration of a 90-day extension of credit, 
with the option of renewal for an additional 90 days, in the 
amount of $576 million pursuant to Section 13 of the Federal 
Reserve Act (12USC 343). The proceeds of this loan would be 
Elpplied to meet the immediate needs of the following public 
benefit corporations which are authorized by statute to 
operate within New York State: 

Housing Finance Agency 
Medical Care Facilities Financing Agency 
Dormitory Authority 
Environmental Facilities Corporation 

Events in recent months and weeks have disrupted the 
capital markets, closing them to the issues of several agencies 
which have traditionally enjoyed high ratings and a reputation 

. for . prucient_.and . conse~vativ.e ma_na:gement . . _New Y~I?k .st~t·e:.an:4 .... ·: .... , .... ,.-_:-,. ... • 
•. , ... ,. <·:' ....... :th"e·· .. F~dera:1 "gt~v-ertmrettt; ·.te;·· .. ·t'he-·· ·e":ib§f1t 'or··'t"hel'r b·a:i:>a:clty, ~~"f1ave"'.· --··· •~. ·~·. ·~· 

an obligation to help contain this crisis and to insure that 
~.:.: ......... ~C:-,f:;!29J ~~.·:::.~:t~,;9~--~~,~~fl.~11.::R: .. EJ 9t-~:-~ f,~.~ ,;.·~.9J~ .... ~~-~·~~-? ... ~,~£-. l._·f,.•: ': ....... ~·:-::•::; :~:-~·~:· .. ~·.·~· -~\· ~-; ... ~~·.:·~ .... , ..... _ ......... , 

,...-, • .,, '· • • ·r • ..-. ····• .,. ..• • ... ·. . ~ . . .• ··. . . . .. . . 

'· .· 
,•'\.~ ·, .. 

_: · .. : ... 1'!1.~ · ·-~~e~.~~9e.~t ... ~.lJ-~~q~-~-~-~ - .. }f1:-:hi.~ ·'·~?dr,e~s . . t,9 ·-~~e .. -~-~~iQfl .. J:~:f?~~, . . ·.: . . ,:· .. : 
Wej,~~:~?a1 . . tf.~.~. ~:~:1.-~q .. ~T.~~s.J,n;y~~,tqi::.~ .~0:4.ld,~ ~~~~fl)gµ.Us.h b.eJ;w~e.n .. · . ·:: .·· . '·--~· .. ,,.. 

. sound -credits and·weak ones, and that the market had already 
largely discounted the pot~nt:ial inso.lv.ency of. New York . CJ.ty .. ... ··J··· . 

... Yet';·, a·~·· ot thi's'·'"moment ·;··'trie ca'ir:t"t.al'·:m"arket"s':"are., c''.fos·ea . t.o. fo~r . .. 
New"\York State authorities. Indeed , the prospects of securing 
financing for these seasoned a gencies are considerably din1111er, 
not brighter, following the President's speech. 

/ -
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Now more than at any other time, I believe, since creation 
of the Federal Reserve System, the essentials of one of its 
crucial national purposes are sharply defined by the demands of 
the current crisis: to provide credit on an emergency basis to 
sound agencies which find traditional sources of investment 
temporarily closed to them. 

In support of this application, enclosed is a series of 
analyses prepared by my office which explain the circumstances 
giving rise to this preliminary application . 

• I · have discussed this request with the ·Lieutenant Governor, 
the State Comptroller, the Speaker and Minority Leader of the 
State Assembly, and the Majority and Minority Leaders of the 
State Senate, and can report they endorse the cou~se of action 
proposed in this letter. 

I have asked the legislative leaders to stand in readiness 
to convene a legislative session the week of November 10th. As 
you know, staff representatives of my office and the legislative 
leaders have been meeting with financial institutions to discuss 
steps that have been proposed to strengthen the viabili~y of the 
State agencies; the legislative session would provide a timely 
opportunity for State action in support of the State agencies in 
connection with any definitive action regarding an extension of 
credit. It is my hope that this letter can lead to early dis­
cussion with you of the alternatives open to us and agreement on 
a common framework for action. 

For a complete analysis and explanation of the public 
purpose to be financed under the proposed loan; and to supply 
further information, State Budget Director Peter C. Goldmark, Jr. 
and the directors of the four public authorities involved are 

, .... "~·:..:· ~J~re.P,a.:r.~~~.:~.9. .. Jp1~wpt. .... ~n¥.:~ .~~9.qE! ~ t ; .. ~9.~·.:~~l.-Ji~rr.~ .. ~~·-· .. . •··:·~ .. ....,_. _ _.:_~~ ... .,~ ... · .. "'· .. :. .. :~-, .. ·4~~: .. t.!,,.,,. .• -:. ... \ 
Sincerely, · 

.,, : ~:. ... Mr. .. .. P.aul y.o.lck.er.. : .. .-.. ... ;.., .· ·-··:.:.·. ·: ,. . .. ·. .. ., . ,.;. ·.... ... . ., •.. . . ,··., '·" .·: ... . ··· . ~ - ··-.:•::' · .. ; 
President, Federal .Reserve 
~ank of New York 

33 Liberty Street 
. Hew York, New York 

Enclosure 

.. 


