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LETTER OF TRANSMITTAL

Ocronrr 31, 1975,
T'o the Members of tie Joint K oonomic Commities:

Transmitted hevewith for the use of the Joinl Keonomic Committee and
other Members of Clongress is a stafl study entitled, “New York City’s Financial
Crisis: An Bvaluation of its Keonomic Impact and of Proposed Policy Solu-
tions.” Tt is intended to provide analytical background on the economic effects
of the inancial erisis facing New York City, Since Congress is now eonfronted
with complex and important decisions in this matier, it is cssential that we
do as much as we ean to develop information on the subject. The sindy ex-
amines the current financial situation in New York, attempts to assess its
financial consequences and sets forth policy alternatives for dealing with
the problem.

The study was prepared by Mr. Raiph Schlosstein of the committee stafl.
Secretarial and statistical assistance was provided by Marie Cunningham.

The views cxpressed in this document do not necessarily represent the
views of the members of the Joint Teonomic Committee or of the committee
staff.

Huperwr H. TTuwrazrey,
Ohadrman, Foint Feonomie Committee.
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| NTRODUCT 1ON

New York City's financial crisis has precipitated a
considerabie amount of debate about the ultimate economic and financial
consequences that will result from a defaulT by a major city. Undoub-
tedly, much of this disagreement resulfs from the enormous uncertainty
associated with any attempt fo assess the consequences of default.
There simply is no meaningful historical precedent on which o base
sophisticated analysis. Nevertheless, since Congress will soon be
confronted with a complex amd important decision, it is essential
that the best informé+ion be made available. This study is designed
+to clarify to the extent possible, many of the issuyes that have
been raised since New York City's financial crisis became a serious
matter of national concern.

The study is divided into three separate sections. The
first describes in detail the current fiscal position of New York
City. |+ identifies the national and regional economic developments
that have contributed to the present situation and analyzes the
response by the City and State fo these developments. The first
section also compares New York City's fiscal problems with those
experienced by other major urban centers.

The second section identifies and quantifies to the
extent possible, the economic and financial consequences that have
resulted or will result as New York's financial problems develop.
Among the possible consequences discussed in this section of the
report are the Impact of New York's financial problems on: a) other

borrowers in the municipal bond market; b) on the strength of The
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economic recovery; c¢) the economy of the New York region;
d) the liquidity and solvency of various financial institutions;
and e) the State of New York.

The final section of the report discusses in detail
the policy alternatives available for averting default by New
York City or mitigating the impact of default. [t focuses
first on possible actions that the State and the City could
undertake immediately or over a period of time. |1 then discusses
and avaluates three hroad policy options available to the
Federal government: |} +to provide no assistance; 2) to allow
the city to default and to provide Federal assistance to maintain
essential services; and 3) to provide sufficient Federal

assistance to avert default and to maintain essential services.






