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SENATOR PROXMIRE, SENATOR GARN, DISTINAUISHED
HEMBERS OF THE SENATE DaNkInG COoMMITTEE, SENATOR JAVITS,

SERATOR FlOYNIHAN,

IT IS A PLEASURE TO RETURN MERE AGAIN, PARTICULARLY
SIHCE [ AM ABLE TO REPORT ON SOME GOOD NEWS ABOUT i1EW YORK

CITY'S FISCAL CONDITICN,

[ REFER, OF COURSE, TO THE RECENTLY CONCLUDED

PUBLIC SALE oF HeEW York CITY NOTES.

THE CITY'S RE~ENTRY INTO THE CREDIT MARKETS
AFTER AN ABSENCE OF NEARLY FOUR YEARS WAS WELL RECEIVED,
BOTH BY THE FINANCIAL COMMUNITY AND BY THE PUBLIC.

IN FACT, THE ENTIRE OFFERING SOLD AT AN INTEREST

RATE WELL BELOW WHAT WE HAD EXPECTED.

THAT 1S A...
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THAT 1s A CLEAR SIGN THAT THE LIFE SUPPORT
SYSTEM WHICH You IN ”ASHINGTON MELPED US PIECE TOGETHER
IS FUNCTIONING.

THE PATIENT 1g INDEED COMVALESCING,

YET we SHOULD RECOGNIZE THAT THIS Is No TIME
TG PULL THE PLUG; THE CITY's RETURN TO FULL FINANCIAL
REALTH IS STILL A LONG WAY OFF, |

WITH THE NEw York CITY LoAN GUARANTEE AcT oF
1978 as & CORNERSTONE, THE AUNICIPAL AssIsTancE CORPORATION
AND THE CITY oF ilew York HAVE DEVELOPED AND PUT INTO PLACE
A PROGRAM WHICH PROVIDES FINANCING FOR THE CITY DURING ITS
NEXT FOUR FISCAL YEARS.

GEORGE,GOULD: CHAIRMAN CF THE MUNICIPAL ASSISTANCE
CORPORATION, WILL DESCRIBE THIs PROGRAM TO You LATER,

THIs PROGRAM WILL ENABLE THE CITY ToO TAKE THE
STEPS DETERMINED BY BOTH THIs COMMITTEE AND THE MARKETPLACS
TO BE NECESSARY To RESTORE FuLf INVESTOR CONFIDENCE IN THg

NETTHER THIS ComMITTEE, .,



HEITHER THIS COMMITTEE NOR WE AT THE STATE AND
LOCAL LEVELS SHOULD FORGET THAT THESE STEPS REMAIN NECESSARY
TO ACHIEVE OUR MUTUAL GOAL FOR THE CITY--MARKET ACCESS TO
MEET ALL OF ITS CREDIT NEEDS.

THE NOTE SALE INDICATES THAT THE CITY IS
PERCEIVED AS HAVING MADE SUBSTANTIAL PROGRESS TOWARD THAT

GOAL.,

WITH THE FINANCING PROGRAM FIRMLY IN PLACE., IT

SHOULD CONTINUE TO DO SO.

THE PROGRESS MADE SO FAR HAS REQUIRED THE BEST
EFFORTS OF AN UNPRECEDENTED COALITION OF BUSINESS, LABOR
AND GOVERNMENT. |

IT HAS REQUIRED REAL SACRIFICE ON THE PART OF
ALL INVOLVED,

THE CITY HAS REDUCED 1TS PAYROLLS BY AN ESTIMATED
60,000 POSITIONS. OR OVER 20 PER CENT OF ITS WORK FORCE.

IT HAS IMPOSED...
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[T HAS IMPOSED TUITION AT CITY UNIVERSITY IN THE
FACE CF A LONG TRADITION OF FREE TUITION.

IT HAS INCREASED BUS AND SUBWAY FARES BY 40 PER CENT,

CITY WORKERS HAVE ACCEPTED WAGE SETTLEMENTS THAT
LAG BEHIND THE CURRENT RATE OF INFLATION AND THEIR PENSION
FUNDS HAVE BEEN TAPPED TO PROVIDE MUCH OF THE FINANCING

REQUIRED FOR THE CITY’S SURVIVAL.
THOSE ARE NOT TOKEN SACRIFICES.

THE PRIVATE SECTOR TOO HAS ASSISTED, WITH SHORT-
TERM AND LONG-TERM FINANCING. AND HAS LENT SOME OF ITS
KEY MANAGEMENT PEOPLE TO HELP GUIDE US THROUGH THESE

DIFFICULT PERIODS.

THE STATE ESTABLISHED THE [IUNICIPAL ASSISTANCE
CORPORATION TO PROVIDE FINANCING FOR THE CITY, AND A
FINANCIAL CONTROL BOARD TO MONITOR THE CITY'S FISCAL
AFFAIRS AND MAKE SURE IT LIVED WITHIN ITS MEANS.

THE STATE AND. ..



THE STATE PROVIDED ALMOST $4 BILLION IN LOANS

AND ADVANCES TO HELP THE CITY MEET ITS CASH FLOW HEEDS,

| AND EVEN AS THE STATE SOUGHT TO STABILIZE ITS
OWN DIFFICULT FINANCIAL CONDITION, IT PROVIDED THE CITY,
ALONG WITH OTHER LOCAL GOVERNMENTS, WITH INCREASING AMOUNTS

OF BUDGETARY ASSISTANCE.

LAST WEEK [ SUBMITTED TO THE STATE LEGISLATURE
My ExccuTive BUDGET FOR THE 1979-80 FISCAL YEAR THAT BEGINS
ApriIL 1.

[T 1S A PRUDENT BUDGET, A HUMANE BUDGET, A
BUDGET THAT CONTINUES OUR PATTERN OF INCREASING AID TO
ALL LOCAL GOVERNMENTS, YET ALSO RECOGNIZES THE SPECIAL
NEEDS OF OUR URBAN AREAS.

As OUR CONSTITUTION REQUIRES., IT 1S ALSO A

BALANCED BUDGET.
Iy BUDGET CALLS FOR EXPENDITURES TOTALLING

$12.7 BILLION,

To PUT THAT...



To pur THAT IN PERSPECTIVE FOR YOU, [ MIGHT
POINT OUT THAT THE ENTIRE BUDGET AMOUNTS TO ONLY ABOUT TWO

PER CENT OF THE FEDERAL BUDGET.

~To PUT IT ANOTHER WAY, OUR STATE BUDGET TOTALS
ONLY ARBOUT H0 PER CENT OF THE PROJECTED FEDERAL DEFICIT

FOR THE COMING YEAR.

fly DUDGET IS BUILT ON THE FOLLOYWING PRINCIPLES:

1. THE STATE oF ilew YORK HAS THE RESPONSIBILITY
TO MEET THE LEGITIMATE NEEDS OF ALL ITS CITIZENS, INCLUDING
BOTH THE EIGHT MILLION WHO RESIDE N THE CITY AND THE TEN
MILLION WHO LIVE IN OTHER PARTS OF THE STATE.

Ifore THAN B0 CENTS OF EVERY STATE BUDGET DOLLAR
GOES BACK TO COMMUNITIES IN THE FORM OF LOCAL ASSISTANCE.

New YORK CITY GETS APPROXIMATELY 43 PER CENT OF
THAT LOCAL AlID.

2. IN ADDITION TO...



2. IN ADDITION To THE CITY FISCAL PROBLEM., THE
BUDGET MUST ADDRESS OTHER CRITICAL ISSUES THAT CONFRONT

OUR STATE,

e HAVE 7O REVITALIZE THE STATE'S ECONOMY, WE
NEED TO MOVE TOWARD GREATER EQUITY IN OUR FINANCING OF

THE PUBLIC SCHOOLS.

AND WE NEED TO LIGHTEN THE. TAX BURDENS THAT
WEIGH UPON HEW YORKERS, THE NATION'S' MOST HEAVILY TAXED
CITIZENS.

3. THE BUDGET MUST BE PART OF A MULTI-YEAR
PLAN WHICH INSURES LONG-TERM BUDGET BALANCE FOR THE STATE.

IT PLANS PRUDENTLY NOT ONLY FOR TODRAY BUT FOR

TOMORROW AS WELL.

iy BUDGET CALLS FOR:
-~ TAX REDUCTIONS FOR BUSINESS AND INDIVIDUALS
PHASED IN OVER THE NEXT FOUR YEARS:

-= R REVISED ELEMENTARY. ..



~~ A REVISED ELEMENTARY AND SECONDARY EDUCATION
AID FORMULA TO MEET THE STANDARD OF EQUITY AS SPECIFIED BY
THE LEVITTOWN COURT DECISION AND WHICH WILL ALLOW ANNUAL

INCREASES IN THE STATE SHARE OF PUBLIC EDUCATION COSTS:

-- CONTINUED STATE ASSUMPTION OF LOCAL COURTS
AND THE LOCAL SHARE OF THE SUPPLEMENTAL SECURITY INCOME

PROGRAM;

INTENSIFIED COST-CONTAINMENT EFFORTS IN WELFARE
AND IEDICAID WHICH SHOULD ALLOW SAVINGS TO ALL LEVELS OF
GOVERNMENT

~~ CREATION OF A LOCAL GOVERNMENT EXPENDITURE
REVIEW BOARD TO PROVIDE GUIDELINES FOR LIMITING EXPENDITURE
GROWTH AT THE LOCAL LEVEL.

FURTHERMORE, THIS BUDGET CONTAINS THE RESOURCES
NECESSARY TO HONOR MY COMMITMENT TO AID THE CITY oF H{ew YoRrRK,
ALL ToLD., STATE AID To NEW YORK CITY AMOUNTS

TO MORE THAN $3 BILLION.

THIS BUDGET PROVIDES ELEMENTARY AND SECONDARY
EDUCATION AID OF 3971 MILLION, AN INCREASE OF $7]1 MILLION.

IT conTains 380 mILLION, .,



[T conTAINs $80 MILLION TO REFLECT FULL STATE

ASSUMPTION OF THE SSI PROGRAM,

[T PROVIDES $65 MILLION TO REFLECT STATE TAKEOVER
OF /5 PER CENT OF Mew York CITY COURT COSTS AND $4 MILLION

FOR THE CITY'S COST OF LOCAL DRUG ABUSE TREATMENT PROGRAMS.,

IN ADDITION, THIS BUDGET WILL SUPPCRT WELFARE
AND MEDICAID COST CONTAINMENT AND REVENUE ENHANCEMENT
PROGRAMS DESIGHED TO PROVIDE THE CITY WITH $385 MILLION,

OTHER STATE ACTIONS, WILL PROVIDE ANOTHER $50 MILLION

FOR THE CITY IN FIScAL 1930,

THESE INCLUDE REVIEW OF REIMBURSEMENT METHOD-
OLOGIES. ASSUMPTION OF THE CITY SHARE OF CERTAIN PROGRAM
COSTS AND  IMPLEMENTATION OF COST*AVOIDANCE MECHANISMS,

WE HAVE ALREADY...
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W HAVE ALREADY BEGUN A DIALOGUE WITH CiTy
OFFICIALS TO DETERMINE HOW THESE VARIED RESOURCES CAN BE
USED MOST EFFECTIVELY TO BALANCE THE CITY'S BUDGET.

THESE DISCUSSIONS, WHICH WILL EXTEND OVER THE
COMING WEEKS, WILL CONTINUE [l THE SAME SPIRIT OF CCOPERATION

WHICH MARKED QUR EFFORTS LAST YEAR.

WE MUST ALSO CONDUCT A SIMILAR DIALOGUE WITH TH

"

LEGISLATURE CONCERNING MY BUDGET RECOMMENDATIONS.

[ KNOW THAT THE LEGISLATIVE LEADERSHIP IS EQUALLY
CONCERNED THAT THE FISCAL STABILITY OF New YORK BE SECURE.
AS IN THE PAST, THE EFFORT WILL RE BIPARTISAN.

I AM CONFIDENT THAT WITHIN THE ERAMEWORK OF THE
BUDGET | HAVE PRESENTED AND THE RESCURCES AVAILABLE TO US,
WE CAN FULLFILL OUR COMMITMENT TO AID THE CITY IN CLOSING

ITS BUDGET GAP,

[ ASSURE YOU THAT WITHIN THE DISCRETION
AVAILABLE TO ME AS THE CHIEF EXECUTIVE OF THIS STATE, |
WILL DO ALL IN MY POWER TO SEE THAT THIS COMMITMENT 1S MET.

FRANKLY, MR, CHAIRMAN, ...
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FRANKLY., [TR. CHAIRMAN, THE ACTIONS WE HAVE
TAKEN AND WILL TAKE TO AID NEW YorK CITY ARE IN QUR O

SELF INTEREST.

THE FUTURE oF liew York CiTy AND NEW YOrRK STATE

ARE INEXTRICABLY BOUND TOGETHER.

AND IT IS IN THIS SAME SPIRIT OF SELF INTEREST--
NOT ONLY OURS BUT YOURS—-THAT WE ASK. FOR YOUR SUPPORT FOR
A CONTINUED PARTNERSHIP WITH THE FEDERAL GOVERNMENT,

WITH PAST FEDERAL ASSISTANCE., WE HAVE BEEN ABLE
TO ACHIEVE A MEASURE OF FINANCIAL STABILITY THAT HAS ALLOWED
US TO REDUCE THE GROWTH OF GOVERNMENT SPENDING IN EW YORK

STATE,

THIS IN TURN HAS ENABLED US TO RELIEVE THE TAX

BURDEN OF STATE RESIDENTS AND RUSINESS.,

BoTH OF THESE ACTIONS WERE NECESSARY TO REVITALIZE

THE STATE'S EconomY.

A STRONGER STATE ECONOMY. ..
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A STROMGER STATE ZCONOMY AHD LOWER STATE TAXES
RESULT IN SUBSTANTIAL ADDITIONAL REVENUES FOR THE FEDERAL

GOVERNMENT .

FOR EXAMPLE. THE STATE'S TAX REDUCTION PROGRAM,
WHEN FULLY IMPLEMENTED, WILL PROVIDE UP TO S400 MitL1ioN IN
ADDITIONAL FEDERAL TAX RECEIPTS ANNUALLY,

FURTHER, WELFARE AND MEDICAID COST-CONTAINMENT
PROGRAMS ARE PROVIDING MILLIONS IN RECURRING FEDERAL SAVINGS.

IN A REAL SENSE, [EW YORK IS SELF-F INANCING

THE AID IT SEEKS ?ROM WASHINGTON.,

[ KNOW THAT AS YOU CONSIDER PRESIDENT CARTER'S
PROPOSED FEDERAL BUDGET YOU WILL WANT TO RESPOND TO A
GROWING NATIONAL CONCERN OVER INFLATION AND THE LEVEL OF

GOVERNMENT SPENDING,

We IN NEw YORK SHARE THAT CONCERN.,

BECAUSE OF OUR...
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BECAUSE OF 0UR EXPERIENCE IN [lEw Yorx, 1
APPRECIATE THE NEED FOR FEDERAL ACTION TO SLOW THE GROWTH
OF GOVERNMENT SPENDING AND GET A GRIP ON INFLATION,

WE HAVE DONE THOSE THINGS IN MW YORK,

BuT [ MUST POINT OUT THAT WHILE STATE ACTIONS
[N LOWERING TAXES AND CONTAINING COSTS HAVE HELPED THE FEDERAL
GOVERNMENT, THE FEDERAL ACTIONS NOW PROPOSED WOULD HURT
Hew York CITY AND INDEED. IMPAIR [TS PROSPECTS FOR SHARING

IN THE FUTURE GROWTH OF THE NATIONAL ECONCMY.

LET ME REMIND THIS DISTINGUISHED COMMITTEE THAT
THE PLAN, AND- EVERY SIMILAR PROPCSAL PRESENTED TC CONGRESS
DURING THE DELIBERATIONS ON THE LOAN GUARANTEE LEGISLATION,

WAS PREMISED UPON SEPARATE BUT INTERRELATED FEDERAL ACTIONS,

FIRST WAS THE..,



FIRST 1AS THE ENACTMENT OF THE LOAN GUARANTEE

LEGISLATION,

i

THAT HAS BEEN DON

DUT THE SECOWD PREMISE, PROVISION OF AN
/o

EQUITABLE AMOUNT OF FEDERAL AID TO HELP CLOSE THE CITY'S
BUDGET GAP, HAS NOT BEEN ACHIEVED.

BACK IN 1972, WELFARE REFORM WAS CONSIDERED
A TOP PRIORITY ITEM ALONG WITH FEDERAL REVENUE SHARING,
BUT WHERE IS WELFARE REFORM TODAY?

INCREASED FEDERAL ASSUMPTION OF STATE AND LOCAL
WELFARE AND {lEDICAID COSTS WOULD MAKE A MAJOR CONTRIBUTION
TO THE FINANCIAL HEALTH OF EW YORK AND INDEED, THROUGHOUT

THE NATION,

FEDERAL COUNTERCYCLICAL FUNDS BECAME AN IMPORTANT
PART OF CITY BUDGETS ACROSS THE LAND. BUT WHERE IS THAT

PROGRAM NOW?

Hew York STATE HAS. ..



HEW YORK STATE HAS MET 1TS COMMITMENTS TO
NEW YOrRK CITY AND  WILL KZZP ON DOING SO.

BUT THE STATE LACKS THE RESOURCES TO TAKE ON

FEDERAL OBLIGATICNS AS WELL.

LET NO ONE BE [ISLED BY THE FACT THAT WE HAVE
CUT TAXES IN ilew York StaTe,

THOSE CUTS REPRESENTED A CRITICALLY IMPORTANT
INVESTMENT IN THE PRIVATE SECTOR ECONOMY WHOSE STRENGTH
IS THE ULTIMATE LOAN GUARANTEE,

WE HAVE SHOWN THAT THERE NEED BE NO CONFLICT
BETWEEN SOUND FISCAL POLICY AND MEETING THE ESSENTIAL
NEEDS OF OUR CITIZENS.

AS you WeLL Know, {1R. CHAIRMAN, EXPENDITURES CAN

Bt REDUCED THROUGH THE ELIMINATION OF WASTE AND INEFFICIENCY.

GOVERNMENTAL REVENUES CAN. ..



COVERNMENTAL REVEMUES CA/l BE INCREASED FROM

A STRENGTHENED ZCONOMY INSTEAD OF HIGHER TAXES.

AND FROM THE SAVINGS AND REVENUES THUS GENERATED.
THE FEDERAL GOVERNMENT CAN., AS JEW YORK STATE 1S DOING.

MEET ITS OBLIGATIONS:

| SUGGEST THAT IT IS TO CUR MUTUAL BENEFIT TO

STRENGTHEN THE PARTNERSHIP WE HAVE FORGED,

I URGE GREATER FEDERAL RECOGNITION OF THE PROBLEMS
OF OUR URBAN CORE AREAS., THROUGH RESTORATION OF A PROGRAM
OF COUNTERCYCLICAL AID., IMPROVED TARGETING oF CETA FunDs.
INCREASED [FEDERAL RESPONSIBILITY FOR THE COSTS OF WELFARE
AND [MEDICAID AND A NATIONAL RESPONSE TO THE PROBLEMS POSED

BY THE GROWING NUMBERS OF ILLEGAL ALIENS.

WORKING TOGETHER, WE IN GOVERNMENT. LABOR AND
BUSINESS HAVE OVERCOME EVERY OBSTACLE, MET EVERY CHALLENGE.
AND DONE WHATEVER WAS NECESSARY TO BRING THE CITY BACK FROM

THE EDGE OF BANKRUPTCY.

LET US CONTINUE. ..
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LET US CONTINUE TO WORK TOGETHER IN THE INTEREST
OF A FULL RECOVERY FOR HEW YORK AND TOWARD THE STRENGTHENED
ECONOMY IT NEEDS TO MAINTAIN ITS PLACE AS THE NATION'S
GREATEST CITY,
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Chairman Moorhead, Members of the Committee, I am happy to
be here again. I want to address the plan set forth by the
Administration to give financial help to New York City, and to
press the case before the Congress for Federal participation in
a resolution of the City's dilemna.

T am pleased by the President's proposal for long~term
Federal participation in a financial solution for the City.
Long~term guarantees will add useful leverage to the City's
attempts to get back into the financial markets. This is a
major step forward toward a secure financial future for the City.

I can support the President's program, as recommended by the
Secretary of the Treasury to this Committee, with certain additicns
or extensions which the State feels are necessary.

The Administration's plan was not developed in isolation from
the realities that face New York. The Secretary and other Federal
officials have made repeated trips to New York City and Albany for
consultation with City and State cfficials.

The Administration has been persuaded by the considerable
evidence it has gathered of City and State actions. I am
especially pleased that the Administration feels the State has
done its fair share in helping the City.

The Administration's proposal verifies what State and City
officials have said: New York City has come a long way toward
financial stability since 1975, but some further efforts must be
made with continued Federal participation.

The Administration's willingness to propose long-—term
guarantees is clear recognition of the great progress that the
City and State have made together since 1975. 1In that light, I
want to give the highlights of our progress, because this Committee
and the Congress must look at the record of the recent past, for
+he most accurate guide to the near future. :

Perhaps I can provide a fresh perspective if I review again

" the situation in the City in 1973, when the crisis peaked. The
causes of the crisis go back many years before that. They include
inadequate budgeting procedures, very high State and local taxes,

the high costs of providing essential services in a big city, a

large population of poor people, and an 0ld and rapidly deteriorating
physical plant--roads, bridges, sewers, and public buildings.

{more)



Three years ago, on March 1, 1275, New York City newspapers
reported the cancellation of a $260 million offering of City Tax
Anticipation Notes. In the public mind, this marked the beginning
of the City's crisis.

In only a few months of intense public and private discussion
in 1975, it was clear that the City was rapidly approaching a
moment when it would not have the money to pay its bills, meet its
payroll, and pay the interest on its swollen debts. About $6 billion
.of debt was due within a year. The City came very close to bankruptcy,
which would have precipitated a true crisis on a scale unprecedented
in our history of public finance and local government.

The scenarioc for the bankruptcy of New York City was much
discussed at the time, and has been repeated lately. I want to add
to the discussion, not out of any taste for the subject, but for the
sake of emphasis.

No court of any kind has ever administered any enterprise in
bankruptcy, or in any other condition, that even remotely approaches
the size and complexity of the City of New York. It takes a
dangerously naive faith in the capacity of the judicial branch of
the Federal govexrnment, to assume that any judge or group of judges,
could by themselves assume the total responsibility for the daily
administration of the City, not to mention the monumental task of
resolving the endless litigation consequent on formal bankruptcy.
The court system might well have been tested beyond its limits.

And then what? It is just as well we never found cut. There
is no fourth or fifth branch of government to pick up the pieces.

New York City is one of the largest purchasers of goods and
services in the nation. Surely it is in the national interest to
act decisively to stabilize the financial condition of such an
important econcmic activity.

: New York City is the nation's foremost international City,
one of the world's great centers for commerce, communications, and
finance. Tt is not in the national interest to put this City in
danger of a bankruptcy that would symbolize a failure of the
national will. :

and it is worth special emphasis to say that a major urban
pankruptcy would add to the powerful international strains on the
dollar, at a time when this should be unthinkable.

For all +these reasons and many more, the President and the
Secretary of the Treasury have said it is in the national interest
to protect the solvency of the City.

The City did not reach bankruptcy in 1975, because the State
--my Administration and the State Legislature--took effective
measures to aid the City. The City's survival, and 1ts steps to
recover, rested on an unprecedented coalition uniting the public
and private sectors, labor leaders, the financial community,
business leaders, and political leaders and public officials at
every level of government--Federal, State, and local.

This coalition saved the City and strengthened the State.
f+ is this same ccalition we are now exhorting to work for a full
and speedy recovery of the City.

(more)



In 1975, when I took office, we discovered that the State
itself faced a serious crisis. The bipartisan action the State
then took to save the City must be seen in the context of real
risk and consequence for the State.

In 1975, the State Budget was projected to be serlously
out of balance. Municipalities throughout the State were in
serious credit and fiscal difficulties. Not only was the public
finance of the State in difficulty, but the private economy was
badly deteriorated.

The State's private economy could not generate the tax
revenues to feed the ballooning public sector. The credit
markets were closing for New York City, for Yonkers, for Buffalo,
for school districts, and for major public authorities. The State
itself was threatened.

It is surely clear that the potential existed for a fiscal
earthquake whose shockwaves would have traveled into every corner
of the national economy, and into every city and village touched
by the financial markets, and into every major financial institution.

None of this happened. The State of New York met its full
obligations to act in crisis. The City took drastic steps, working
with the State, to bring City expenditures into line with actual
revenues. And in a crucial move that put the keystone of the axch
in place, the Congress enacted the Federal seascnal loan program.
This Committee's work was instrumental in that solution.

The Federal seasonal loan program, due to expire at the end
of June, just four months from now, made demands on the City and
State. Every demand has been met, and every scheduled repayment
has been made, on time and with interest. New York City and
New York State have met their full obligations to the national
community that helped us in 1975. :

I hope the Congress understands that it has had a goocd
experience with New York. And I hope that each and every one
of your constituents understands that helping New York City in
1975 cost them nothing.

We are not asking now for handouts from the people of the
United States. The people of New York pay thelr own way, and I
believe that the people of the other 49 states understand that
very well.

Since 1975, much has been done. Uncertainty and confusion
have been replaced by clear certainty and public accountability.

In 1975, the budget and accounting system of the City was
fragmented and incomplete. Now, a new integrated accounting
system is in place and fully operational, and Federal, State
and City officials can agree on acceptable figures for the City's
fiscal condition.

The Municipal Assistance Corporation was created by the
State, and has financed some $5.8 million of City debt in an
orderly and controlled fashion. The Emergency Financial Controcl
Board--which I chair--was created to develop and monitor a
credible financial plan leading toward a balanced budget.

(more)



True financial planning is now made possible by accurate
accounting, and made enforceable by the control mechanism. The
capacity for real planning simply did not exist before 1975, and
it exists now. It exists because we in New York State and New York
City made it exist. ©No one any longer has to guess at the
financial condition of New York City. This certainty has itself
put us at a great distance from 1975.

To maintain this effective oversight mechanism, I am prepared
to offer State legislation to extend the Control Board for a time
period at least as long as Federal bond guarantees exist.

Tet me repeat a few points I made in my December testimony
before this Committee, by way of emphasis. We are well into the
process of restructuring the way government works in New York
State. Our Budget is balanced for the second year. For the
second vear, we are offering serious and effective tax cuts to
our citizens and businesses, who have been the most heavily taxed
citizens in the country. The growth in State spending has been
kept below the rate of inflation for the period from 18975-76
through 1978-79. We have saved $1.5 billion in welfare and
Medicaid .costs through better management since 1976-77. That
means we have saved Federal dellars, as well as State and local
dollars.

We brought the size and costs of State government under
control. We took effective steps to revitalize the State's
economy so we could provide Jjcbs for our people. And we took
extra steps to help the City.

In the last three State fiscal years, we financed over
$3.3 billion of special advances to the Ccity, without which the
City would have been unable to pay it's employee's salaries, and
meet its other obligations.

We provided other aid to the City, such as greatly increased
aid to the City University and to mass transit. We accelerated
reimbursements to the City. We assumed the costs of City
functions, such as certain court costs.

New York takes care of itself and pays its own way. We do
not want handouts. We want jobs for our people, and we want
help in finding a permanent solution for the financial problems
of our largest City.

Our commitment to help New York City is a centinuing one that
the people of the City can rely on. My Executive Budget for State
Fiscal Year 1978-79 will continue the special $800 million advance
to the City. It also provides an overall increase in State aid to
the City of about $339 million.

Not all these funds can be used by the City to close the
projected deficit, since some of these monies are derived from
expenditure-driven formulas, such as public assistance and
Medicaid costs.

However, the State has agreed to provide the City with
$200 million tc reduce the projected $457 million deficit in
FY 1979. This amount of $200 million has been endorsed by the
leadership--both Republican and Democratic--of the State Legislature.

(more)



"This amount together with proposed City actions totalling
$174 million, will cover more than 80% of the budget gap projected
by the City for FY 1979. I understand assurances have been given
by Federal officials to City officials that additional Federal aid
can be counted on to close the remaining gap.

In considering how much New York State is able to do to help
balance the City's budget, it should be emphasized that, unlike
most states, the bulk of our State budget consists of aid to local
governments. In the next fiscal year some $7.1 billion or 60% of
our total budget of $12 billion is for local assistance. Only
$3.2 billion or 27% supports State operations, with the remaining
13% supporting capital construction, debt service and other fixed
charges.

New York City receives a large share of per capita State aid
and categorical aid. The only way significantly more aid can be
channeled to the City is through improved economic growth resulting
in total revenue growth, and through continued austerity in State
operations--policies which we have set in motion during the past

three years and which we intend to continue.

The general assumption has been that the City and State
governments must have demonstrated conclusively that they are doing
all they can to fulfill their responsibilities before we can call
on the Federal government to assist us. We fully recognize and
agree that since all powers of local government flow from the State,
the State has a major responsibility for ensuring and supporting the
fiscal health of cities within the State. Moreover, we are acutely
aware that the stability of New York City is essential to the
continued economic well-being of the State.

Thus we gave credit assistance to the City in its crisis; we
substantially increased our budget aid to the City; and we have
established fiscal control and reform in the City.

We have worked for three full years to get New York City on
its feet again, precisely so it will not need outside help. We
have not only put the necessary mechanisms for reform and .
oversight in place, but we have made them work. In the process
we have seen an extraordinary shift in both local and national

public opinion--from despair and deep cynicism to full confidence.

So why are we in Washington again, asking for Federal
participation in a long-term solution?

We came here three years ago in the bellef that what we
proposed then--a combination of long-term and short~term measures
——would be sufficient for full recovery. The experience of three
vears of good-faith effort on our part has shown us that the
solution of 1975--~which was a short-term solution—-was enough to
give us strong recovery, but not full fiscal health.

An important component is lacking, and that is the ability
of the City government to enter the financial markets. Among
other things, MAC must be enabled to refinance its high-interest
obligations, to lower the burden such a heavy debt puts on the
City's taxpayers. We believed it would be possible last fall,
but the private financial community demanded more experilence
before it would commit itself.

{more)



Secretary Blumenthal pointed out that the City cannot re-enter
the market now, due to continued City budget deficits. He also
emphasized, and I agree, that investor confidence lags behind true
progress. We have made true progress, and we must not falter now.

‘ Tbere must pe a willingness on the part of the State, the
flnénc1al comnunity, the municipal unions, and the Federal gcvernment
to join the City to complete the task we began three years ago.

It requires a major effort by all three levels of government
--City, State, and Federal--to reduce City expenditures, increase
revenues and eliminate the remaining budget gap. I can promise you
that the State will do its part. I expect that the normal growth in
State aid programs for municipalities will, over the following
three years, result in very substantial increases in such budget-
balancing aid to the City.

We join the Administration in proposing a Federal guarantee
of up to 15 years for long-term City bonds. Without such guarantees,
all the budget-balancing actions of the City, the State, the
municipal unions and the Federal government itself, past, present,
or future, do not matter. WNor does it matter that we have agreed
to eontinuation of an oversight mechanism and other financial
controls. If the capital requirements of the City cannot be
financed over the next four years, the City will confront
dinsolvency, even though the financial plan is in place and on target.

Three years ago, this Committee recognized the City's real
needs, and recommended long-term Federal aid. However, the Ford
Administration ultimately supported only seasonal financing for a
three-year period, under a plan that included 2 moratorium on City
notes. The impending expiration of the seasonal loan program
. still leaves the City without direct access to the market and
revives the possibility of City bankruptcy. To complete the job
we began in 1975, we renew our request to the Congress for long-
+term Federal assistance, and ask that such assistance he
complemented by a continuation of seasonal financing to the extent
necessary to assure that the minimum seasonal credit needs of the
City are met. I can assure you that the State will work closely
with the City to find ways to reduce the City's seagsonal credit
regquirements; and I would expect, therefore, that the use of
Federal seasonal lending will be less than half of the needs
during the past three vears.

As in 1975, we ask for Federal help only because the maximum
available State and City resources are insufficient to do the job,
and we ask for the minimum amount of help we think we need to do
the job right. Guarantees and the authority for short-term loans
will have no impact on the Federal Budget, and thus no impact on
the taxes of your constituents. All we are asking for is a credit
vehicle that recognizes the special needs of the City at this point.

Our recognition of those special needs is reflected in our
commitments. We are committed to continued year-by-year monitoring
of City revenues and expenditures. We are committed to limitations
on City expenditures, with State help. And we want to see careful
City management of its labor problems.

{more)



And the City must arrive at agreements with its work force
which will not endanger the City's ability to carry out its
four-year plan and achieve a truly balanced budget. I assure you
that part of the continuing role of the Control Board and its
successor will be to monitor labor contracts to ensure their
consistency with the financial plan.

There is common interest between myself, the Legislature, and
the Mayor in these matters. We have common need in seeking Federal
assistance. We renew our request for the long-term guarantees
necessary to a full solution to the City's problems, and for
continuation of seasonal borrowing authority.

We turn to the Federal government to help us provide the
security required to ensure that the City's borrowing needs will
be met. The Chairman of MAC, who is with me today, can provide
further details, but I can assure the Committee that we want to
1imit the involvement of the Federal government as much as
possible and to limit Federal risk as much as possible.

There is much lower risk in giving New York City full
and timely help than in not helping us.

Thank you.

(more)



Appendix A

PROGRESS SINCE 1975

-— The City's Budget for fiscal 1978 is in balance according
to the terms of the Federal Seasonal Loan Act.

-—- There are in place a financing vehicle~-the Municipal
Assistance Corporation (MAC)--and an oversight mechanism--the
Emergency Financial Control Bocard (EFCB).

-~ The municipal labor force has been reduced by over 60,000
positions.

-- The City has installed a modern management'information
system (IFMIS).

--— The City is operating under Accounting System Directives
prepared by the State Comptroller and its books are prepared
under Generally Accepted Accounting Principles (GAAP}, as
modified by the State Comptroller for specific application to
New York City.

~-— The City's four-year financial plan proposes a cap on the
property tax through fiscal 1982 at $8.75 per $100 of assessed
value.

-~ The City has been able to eliminate or reduce certain
taxes (examples include the stock transfer tax, the bond
transfer tax, and the estate tax).

—-- The erosion of the City's economic base has slowed
noticeably and may be at a turn-arcund point, according to
Herbert Bienstock of the Federal Bureau of Labor Statistics.

—— The City has demonstrated its ability to implement both
cost-containment and management-improvement programs.

~- The City has been able to reduce the ineligibility ratio
for Public Assistance recipients from approximately 17.3% to
8.6%, based on the most recent data.

~— The City has met or exceeded the schedule set for it in
the MAC legislation for phasing out expense items in the Capital
Budget.

{more)



Appendix B
STATE ACTIONS TO HELP SAVE NEW YORK CITY

In order to help save New York City from fiscal default,
the State of New York took extraordinary action in a number of
significant areas:

I. The State used its access to crsdit markets during the
period to finance over $3.3 billion of special advances to the
City, without which the City would have been unable to pay its
employees’ salaries and 1ts other obligations.

-— In its 1975-76 fiscal vear, the State made the following
special advances on behalf of the City:

° Welfare aid, $720 million
° Rducation aid, $177 million
¢ Miscellaneous, $ 23 million
°  Loans, $750 million
s Motor fuel taxes, $ 1% million

-~ In its 1976~77 fiscal year, the State undertook the
following additional advances:

General advances, 5800 million; and
¢  Motor fuel taxes, $ 15 million.

~= In the current State fiscal year, the following
additional advances were provided:

° General advances, SB00 million
° Motor fuel taxes, S 13 million

II. The State also provided additional aid, accelerated
reimbursement to New York City, and assumed the costs of
certain runctions formerly performed by the City.

-— To assist the City University of New York, the State:
° Advanced $24 mi};ion in SFY 1976-77;

° Picked up an additional 25% of Senior College
operating expenses ($54.3 million in CFY 77-78);

° Tneoreased its Tuition Assistance Program (TAP)
which provides approximately $45 million or
one-third of the total tultion received by CUNY
in CFY 78; and

(moxre)
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Proposed to increase its contribution to the
City University Construction Fund from the
present 50% level to 75% in CFY 1979. This
would save the City an estimated $10 million
annually.

-- To assist the City in mass transit, the State:

o advanced the $53.5 million State operating
Assistance payment to the Transit Authority in
SFY 1975-76 and 1976-77:

° Aapproved a stretchout of portions of City
matching funds;

o provided a $45 million bridge loan from March
1975 to March 1976; and

° participated in the "Beame" shuffle by absorbing
45% of approved Transit Authority capital
construction costs. Projects totaling $204.5
million have been approved thus far.

-- Tp assist the City pay its court costs, the State
assumed an extra $15 million in the current City Fiscal Year,
and will pick up an estimated §$40 million in C¥FY 1978-79.

-— The Executive Budget contains proposed modifications to
the State's basic education aid formula. As a result of these

modifications, the City could receive an estimated $54 million in
additional aid in CFY 1978-79.

—- TIn Social Services, the State instituted a broad cost
containment program in both public assistance and Medicaid which
the City included as a significant component of its financial plan.

-~ In other areas:

° mhe State will share 50% of the loss of revenue
from a phased reduction of the impact of the
State Stock Transfer tax. When the program is
complete the State's share could amount to as
much as $120 million annually:

o qhe State assumed the administration of the
City's personal income tax saving the City an
estimated $10 milliocn;

°© The State is passing approximately $54 million
of its share of Federal Countercyclical revenue
sharing funds through to local governments.
During the current State fiscal year, the City
will receive approximately $34 million of these
meonies;

° 7he State led a nationwide effort to obtain
settlements for outstanding claims under the
Pederal IV-A and XVI programs. Assuming timely
Congressional action, the City may receive as
much as $51 million in Federal reimbursement
because of State efforts;

{more)



Beginning in July, 1978, the State will begin
prefunding 80% of Mental Hygiene claims. This
will result in a one~time cash payment of
approximately $32 million for old claims in
CFY 1979 and lead to an improved cash flow

for the City thereafter:

The City cash flow position will also benefit
from the State's takeover of the Medicaid claims
processing function in CFY 1979. The takeover is
made possible by the State's new Medicaild
Management Information System; and

Legislation is pending to permit the use of
certain information related to employee wages.
this data will be cross-checked against social
security numbers of welfare applicants and
recipients. The City estimates such action
will produce a savings of $2 million initially
in City funds during CFY 1979 and as much as
$6 million annually thereafter.
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Senator Proxmire, Senator Brooke, Distfnguished Members of the
.Senate Banking Committee, Senator Javits, Ssnator Moynihan, these

hearihgs have become an important annual opportunity to take stock
of the joint efforts of the Federal Government, the State of New
York, and the City of New York, to solve the fiscal problems faced
by New York City.

If yvou loock back to the time of your first such hearings in
October 1975, it is clear that we have come a long way together
from those frantic days when the Congress was the last and best hope
to save our City from the unthinkable consequences of bankruptcy.

Today, only two short years later, I come here -- and I know
others come here -- with great pride in our accomplishments for the

people of New York City.

The people of New York now face the future with guarded
optimism because we saved the City from bankruptcy and maintained
essential service while we did it. At the same time, with the help
of State Comptroller Arthur Levitt, we restored the fiscal credibility
of a state that had suffered from a decade and a half of fiscal
sleight-of-hand and mismanagement.

We did this in the turmoil of the worst crisis in the history
of state and local government in this country, and we did it without
endangering the essent ial character of the democratic political
institutions of our city and state.

We have survived and regained our confidance. Together, we
must find ways to sustain and nurture that new confidance. The City
is on the way back to full recovery, on the way back because you here
in the Congress, joined with us in Albany and in City Hall to save
the City from bankruptcy.

Mr. Chairman, let me tell the Committee briefly what the State
of New York has done for the City of New York since January 1975.
‘In 1975, before the Federal Government established the seasonal lecan
program, the State -— at great peril and cost to its own credit
standing ~— stepped in and advanced the City $750 million in aid.

In addition, the State created a rolling $800 million state
advance which has been continued in each succeeding fiscal year.

Since 1975, the State has used its access to credit markets to
provide about $3.3 billion of advance financing to the City.

These emergency efforts to assist the City with its financing
were costly to the State and its taxpayers in the short run because
of increased interest costs on the State's own borrowings.

But we realized that in the longer run, the collapse of the
City of New York would have been a major economic disaster for the
State, the Nation, and our leadership in the international economy.

And today, as we witness New York City on the way back to
recovery, we know we did the right thing.

-~ more -



The Congress did the right and timely thing when it
established the Federal Seasonal Loan Program for New York City.

and the citizens of New York State —-- as I have learned
in recent visits to cities all over the State -- have a renewed
confidence in their State and in themselves, because they have
learned that the State of New York will meet its obligations.

They learned that lesson when they supported the efforts
of the State to meet its obligations to the City.

We did the right thing.

The credit of the State not only survived but has been
strengthened By renewed confidence in the State's finances, and
the assurance that the State would not allow its localities to
default on their obligations.

We now have a balanced state budget, and our latest state
borrowings reflect an interest rate about 2.5 points lower than
it was at the height of the city's crisis.

In each fiscal year since 1975, the state has given addi-
tional help to the city, even while the state was containing the
growth of its own Budget.

This year, the state 1s assuming 75% of the operating cost
of the senior colleges of the City University of New York saving
the city about $54 million. Through the State's Tuition Assis-
tance Program for Needy Students, we will contribute $45 million
in tuition payments to CUNY =-- about one-third of CUNY's total
tuition.

We will assume 50% of some operating costs of courts in
New York City, amounting to about $28 million.

This year, the city will receive $19 million more than last
vear under the State aid formula for elementary and secondaxy
education.

THe State will share 50% of the impact on City revenues
of the phase-~out of the stock transfer tax, which will eventually
amount to about $120 million.

New York State has done its part for New York City, and we
will continue to do our part.

But the State has limits on its ability to help.

New York State has recovered more slowly than other states
from the severe national recession of 1874-~75.

Even here, however, the State has reversed major trends of
the past.

New York is a national leader in the effort to contain welfare
and Medicaid costs, and to limit the growth of public sector
employment.

Qur taxpayers —- business and individual -~ have suffered for
vears from the Burden of heavy taxation.

- MOore -



But this vear, New Yorkers enjoyed the first permanent
income tax cut in 57 yvears, and I anticipate being able to
propose further tax cuts for individuals and businesses in
1978.

The tax cuts T intend to propose to the State Legislature
in Albany are absolutely essential to the economy of New York
State and New York City.

We have no alternative but to lower our taxes with what
flexibility we have. Even with tax cuts in 1978, our taxes
will be too high.

At this point in our recent economic history, having done
all we can for the City, the Best thing we can now do is rebuild
the State's economy, which is dependent on a strong and competi-
tive New York City. -

The limited flexibility we have is best understood in the
monthly report just issued to the underwriters of the 1977
State Tax and Revenue Anticipation Notes by Comptroller Levitt
and State Budget Director Philip Tecia.

They report that for November, the State has a $76.9
million positive cash flow, and that we currently anticipate
an $18 million surplus at the end of our fiscal year in March.
Every nickel of the surplus will be reported to the public in
my Budget Message for 1978.

The businesses and citizens of our State have suffered high
taxation long enough.

It is imperative that we now Be able to return to them a
dividend in the form of tax cuts.

Serious cuts in the taxes levied by the State will go a
long way to restoring New York to the competitive position it
once enjoyed among other States.

Lower State taxes will be an invitation to businesses to
remain in New York City and State, to locate or relocate in
New York, to provide the jobs we need so badly.

Lower State taxes will be a further signal to all the citizens
of New York, that the State government will continue to meet its

obligations te them as individuals, as we have to the localities
in which they live.

In 1975 we saved New York City and Yonkers, which is the
Statet's fourth largest city.

We restored tHe fiscal credibility of the State.

In 1976, we iIncreased our aid to the City, even as we
retrenched in Albany.

In 1977, we balanced the State budget and began permanent
tax cuts,

- more -
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This year, we have seen'private sector employment begin
to rise again in New York State.

Although all this was done in an atmosphere of emergency,
these were not hasty or ill-considered actions.

What we have done for the past three years has been care-
fully planned, and planned in constant consultation with all
+he sectors of the public life of New York -- business, labor,
and community leadership.

And what we want to do in 1978 is part of that plan to
restore and rebuild the private economic system of our State,
which in the long run is the only way to restore the public
sector in New York City to true health.

We have taken the short run steps and they have worked.

Now we must Pegin to find permanent solutions for the
long run.

The most important step we can now take to insure the
recovery of New York City, is to arrive at a joint Federal-
State-~City fiscal compact that will provide the guaranteed
and predictable long-term financing the City needs in order
to set sure priorities, and in order to rebuild its economic
infrastructure.

We must also create some version of a long-term £iscal
monitor for the City, through State legislation that is
agreeable to all parties.

T am conscious of the efforts of Congress and the adminis-
tration to aid New York City and cities like it, and T know that
action taken at the federal level last year helped significantly
to balance the City'"s budget.

For example, the City employs almost 20,000 people in
critical areas like police, fire, health and education with
Comprehensive Employment and Training Act funds.

But the reliance on aid which is not guaranteed for the
next year builds into the City's budget the kinds of uncertainty
of which the private financial market speaks.

And so T ask you not only to accept what I think you
acknowledge to Be the accomplishments of the City and State
in dealing with the fiscal crisis we faced three years ago,
but also to remind you of the continuing need of New York to
have the Federal government as a partner in the ultimate
solution of the City's problems.

We need an assurance that the Federal government -- the
Congress and the Administration -- will continue to participate
in the City's financing.

We ask you to work with us in designing -- not in an atmosphere
of crisis but with a tone of reasoned urgency -— a means for the
City over the next few years to complete the process it has set in
motion of putting its fiscal house in order.

Secretary Blumenthal recognized this problem in a recent speech
before the New York Board of Trade when he spoke of the need for
government to provide a "stable, dependable set of policies. For
only then can business plan with some certainty —-- how to invest
resources most profitably and productively -- and how to contribute
to the long—term expansion we are depending on. That same kind of
certainty is necessary for New York City to solve its financial
problems.™

~more-—
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We need to put the issue of the financing of New York City to
rest once and for all so that the City and State and the Federal
Covernment will know that the basic needs of the City are met.

In that way we can all turn our energies and efforts to the
most important question for all of uSl::—uQQE_QE';@bp;;dingjthe
economy of our major c¢ities.

I'n my view, the most efficient long-term mechanism for
refinancing New York City would be some sort of federally guaranteed
expansion of the borrowing powers of the Municipal Assistance
Corporation.

This would not have impact on the Federal budget, and would
enable the City to end its direct dependency on the federal seasonal
loans, which -- I might add -- are being repaid to the Federal
Government with interest. The seasonal loans have not cost the
Federal Government anything.

We are told that various federal officials are cool to the idea
of further aid to New York City until the City puts its own house in
order, and until the State makes further sacrifices.

But New York City has put its house in order, in a very short
space of time, and its people have demonstrated remarkable resiliance.

The people of New York State have made real sacrifices, and will
continue to help the City to the fullest extent.

A long-term federal-state-city fiscal compact would enable the
Federal Government to scale-down and phase-out the seasonal loan
program for New York City.

Moreover, federal participation in a long-term financial program
will enable the City to begin to market its own short-term notes in
modest amounts, beginning perhaps in the summer of 1978.

Once the City can begin to make capital investments -— begin to
borrow again -~ the work of rebuilding the City can procaed at an
accelerated pace made necessary by the age and heavy use of the City's
physical plant, such as the century-old water mains in some part of
Manhattan and Brooklyn, our bridges, docks, and roads.

The people of New York City and New York State -- 18 million
strong -- come to Washington with confidence in themselves, con-
fidence based on successful performance under real stress.

We come asking you, not for handouts -- which we have never
wanted -~ but for the necessary help to finish the job we have already
begun so well together -- the job of restoring the largest and
greatest City in our Nation.

New York City faces the world for the people of the United
States in a way no other City does.

We have a legitimate claim for help, and we. look forward to
working with you here in the Congress, and in the Administration,
to find a long-term and permanent solution to our financial prcblems.
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Dear Mr. Rohatyn: e
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The Subcommittee on Economic Stabilization of the House
Committee on Banking, Finance and Urban Affairs will conduct a
day of oversight hearings on the New York City Seasonal Fi-
nancing Act of 1975 on Tuesday, December 13, 1977, in New York
City. We would be pleased to have you present testimony at
those hearings.

The purpose of the hearing is to learn what New York
City's progress has been in resolving its fiscal and financial
problems with the help of the Federal loans, and particularly
what the outlook is for the period after the Federal loan pro-
gram ends on June 30, 1978, We expect to hear from State and
City officials and from representatives of the private sector,
in particular from credit market experts.

The hearing will begin at 9:00 a.m. and continue until all
witnesses have been heard. We would expect to hear from you
about 1:00 p.m. Arrangements for the place of the hearing are
still in process. We will be in touch with you again to let
yvou know the location and room number.

In the interest of dialogue and a greater opportunity for
questioning by the Members of the Subcommittee, we ask that you
limit your prepared presentation to about ten minutes though
you may submit a paper of greater length if you so desire.
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Mr. Felix G. Rohatyn 2 November 23, 1977

some of the questions to which we hope you can respond are:

h_
Y

1. What is the outlook for the City to meet its balanced
budget plan in FY 19787

2. what are the plans for the City to operate with balanced
budgets in FY 1979 and beyond?

3. How are the expected demands of employees for wage in-
creases proposed to be met?

i o0 S

4. What additional assistance should and can the State
provide?

5. How are the City's future capital needs proposed to be
met?

6. What is the prospect for establishment of a fiscal
oversight mechanism satisfactory to government, market and
employee interests? :

P

i

7. When is it anticipated the City will be able to return &&1
to the private credit market, both for seasonal and long-term k,.
financing needs? What are the dollar amounts of these needs? !
In accordance with committee rules, please have available
100 copies of your prepared statement.
With best regards, -
erely, ?‘f
ru-n

S ferdins

WILLIAM S. MOORHEAD
Chairman A
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November 2, 1977 ' ‘

The Honorable Hugh L. Carey
Governor of New York
Executive Chamber

State Capitol

Albany, New York 12224

Dear Governor Carey:

The Commlittee on Banking, Housing and Uxrban Affairs has
scheduled oversight hearings on the New York City Seasonal
Financing Act. In this connection, you are invited to appear
and testify on Wednesday, December 14, 1977.

The hearings will examine, among other thingsg:

1) New York City's progress toward meeting its borrowing
needs in the private credit markets, both in the current
yvear and after June 30, 1978, when the Federal locan program
expires;

2) "The prospects for the City's achieving a balanced
budget in fiscal year 1978 and in subsequent fiscal years; and

v

3) The findings of the Securities and Exchange Commig-

-sion's Staff Report on Transactions in Securities of the City of New

York.

The hearings will start at 10:00 A.M. and will be held
in Room 5302 of the Dirksen Senate Office Building. For your
information, I am enclosing a copy of the Committee's "Guide-
lines for Witnesses". Be assured that your statement will
not be released to the news media until your appearance before
the Committee. ’

Chairman

WP:ebg
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Stanley S, Shumai

Novembexr 30, 1977

TO: Robert Morgado
Secretary to the Governor

FROM: = Michael Smith iZ’ﬁ/

RE: Governor's Congressional Testimony for Dec. 13,
14, 1977

Following up on my converstation with you and
John Bender yesterday, a number of points ought to be borne
in mind in preparing for the Governor's appearances before
the Senate Banking Committee and the House Banking Committee's
Economic Stabilization Subcormittee.

Senate Committee Hearing

1) The Senate oversight hearings tend to be ritualistic
affairs without a great deal of news value here (particularly
in this case, since the Governor will be testifying locally
the previous day on substantially the same subjects). As you
know, Chairman Proxmire tends to be relatively well informed
(if repetitive), skeptical and critical of the City's affairs,
but not abusive. He generally asks fairly detalled questions
which don't make much news, or issues broad warnings as to
the willingness of Congress to subsidize the City forever,
which don't require specific responses, The other members of
the Committee tend not to invest much staff time or attention
on the guestion of N.Y.C. finances, and conseguently ask only
a few questions designed to show their constituents they are
mindful of their taxpavers' interests, without a great deal of
informed follow-up. Consequently, I would propose that the
Governor's testimony be brief and specific (focusing only on
the first two questions in the letter of invitation and avoiding
the SEC report guestion), and that he be primarily prepared to



respond to the major questions we anticipate from Proxmire
{(discussed beslow).

2) The CGovernor, accompanied by Felix, is scheduled to
testify immediately after Secretary Blumenthal on the morning
of December 14 (Wednesday). I should have some idea of the
likaly content of Blumenthal's testimony by the middle of next
week, at least insofar as it deals with areas of concern to
the CGovernor. Additional witnesses will include Beame and
Goldin followed by the SEC chairman on December 15, and repre-
sentatives of the banks and underwriters on December 16 (all

of whom will be grilled on the SEC report as well as the City's
" financial future).

3) We are already advised that two major areas of
guestioning by Proxmire will b2 the future of the EFCEB (or its
successor) and the role of the State in assisting the City. As
to the fiscal monitor, if the Governor is not in a position to
discuss the details of current deliberations on the subject, he
will nevertheless be asked his own view as to what such a monitor
should look like, (powere, board make-up, etc.)

The question of increased State support for the City
may be difficult. It is a chronic Proxmire theme. In the past
the Covernor could cite the full sweep of emergency actions
taken by the State in 1975 and 1976; but that is old news to
Proxmire now, leading to what-have-you-done-for-them-lately.
Consequently, State Pudget should be asked to prepare an over-
all dollar figure for what the State has done for them lately
(and/or proposes to do for them next year, tc the extent known},
complete with laundry list to be submitted for the record.

Proxmire will also continue to press firmly for State
assumption of some of the City's credit needs. On this subject
in the Decembar 1976 hearing, the Governor was able to cite the
anpual $800 million State advance, a constitutional bar to the
State's long-term borrowing for the City, and also to warn that
the State's own financial condition could be jeopardized if the
State became the City's lender. Since that time, however,
Proxmire will point out that the State's credit situation has
greatly improved, and if the $800 advance is bonded out, why
can't the State provide $800 million in seasonal financing for
the City without creating any additional net strain on its
credit sources? Note that Treasury staff have also expressed
interest in this line of thinking.

4) As I mentioned vesterday, I expect to have a clearer
idea of other questions t¢ be asked by Proxmire as the hearing
approaches and will pass them along.
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House Hearipq

1} Unlike the Senate Committee, the House Subcommittee
is very much an unknown guantity. They have never held ar over-
sight hearing on City finances and thus have no track record.
€ix of its sixteen current menbers are freshmen (4 rural Democrats,
2 suburban Republicans), and Moorehead has replaced Ashley as
Chairman since passage of the original Seascnal Financing Act.
Note that this subcommittee would have jurisdiction not only over
a routine extension of seasonal financing but also over any larger
financing proposal such as the one now under discussion. A full
list of its members (11 Democrats, 5 Republicans) is attached,
broken down by how they voted (if at all) oa the original seasonal
financing bill.

2) Subcommittee staff indicates that about half the Demo-
crats will attend the hearing, including Chairman Moorehead but
not Ashley (which is unfortunate since he is generally more in-
fluential and a closer ally of the Governor's), as well as most
if rot all the Republicans (including Rep. Kelly, whose prior
visits to and attacks on the City are appreciated in his Florida
district; the remaining Republicans fortunately tend to be moderate
urban/suburban types)

3) Subcommittee staff has tentatively scheduled the
Governor as lead-off witness at 9:00 A.M. December 13 (I don't
know 1f this time has been cleared with anyone), to be followed by
Beame, Goldin, Rohatyn, Dale Horowitz (Saloman Bros.) and a repre-
sentative of the commercial banks, in that order. If this schedule
is followed, Felix would testify separate from and later than the
Governor. You may want to consider suggesting they appear together,
in the event the financing package is to be discussed in detail
and to the extent the CGovernor wants to continue to be associated
with it publicly. (Xoch has been invited but has not vet accepted)

4) Since the Subcommittee has never before held such
an oversight hearing, the Governor's testimony should probably
begin by introducing the mewmbers to the entire scope of the crisis
as it existed two years ago and of the State's achievements in
rescuing the City to date. As such, it would provide an excellent
forum for a positive summary of the Governor's entire record in
office in this regaxd, with considerably more public attention
locally than is likely the following day in Washington. Such an
introduction would effectively bring the Subcommittee members up
to date, and the remainder of the text (i.e., where do we go from
here) could be very much the same as would be used for Prowmire's
hearing.

5) ‘'The Subcommittee's letter of invitation (attached)
listed seven specific questions for the Governor, most of which can
be addressed routinely in the prepared text, but others of which
(e.g. demands of labor and future oversight mechanism) might better
be left for Q and A following the testimony. With a crowded schedule,
the questioning period may be mercifully brief.

cc: Tohn Bender
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Deverher 23, 1977

The Presldent
The White House
Washington, D. . 20500

Depr Mr. FPresldent:

The Comnittes on Banking, Houslng and Urban Affairs held
oversleht henrings on the Vew York Oliy Sesszonal Flnancing Act
on December 1h, 15 and 16, 1977. Pursuvant %o those heaclngs, a
Comnittee Report outdining the flndings and rvecommendatlions will
ba lasued sometine in Japuery. However, we thought 1t advisable
to Inform you of our own views as qulekly as pogsible, nince they
nmsy have o bearing on the decisions yvou will soon have to nake
regayding Administratlon policy oir the Wew York City financing
issue. As you kaow, the present $2.3% billion Federsl seasonal
loan progeon explres on June 30, 1978

Witniegses st our oversight hearings geve s clear signal that
New York Clty will be sesking and sxpeoting an extenslon of the
seasonal loan program beyoend June 30, 1078, and will 1lkaly be
ragquesting sowe long-term Pinancing sssistance ss well., Tt was
stated or implied repestediy thab the Ciby needs such addlitional
ald or else 1t will go bankrupt after Juns 30,

Based oo Information ohtained in the hearings and elsevhere,

we pye yvebt Lo be convinced Shat forther fiananeial assisbtance from

the Federal Coverament s nseded for Yew York Clty to be able to
meet its Pinancing neads and avoid bankruptey after June 30, 1978.
There ave resources avallable to How York City and New York State
which shouwld be sufficlant to maintaln golvency regordless of
what the Pederal Government does. And slnce 1t i3 by no means
certaln that Congress wilil approve any additional Federsi ald to
Uew York City, we think 1% is essentlial that slternative sources
of finsncing be given asrious conuideration at the present time.

Ye should nobe as well that the wolitical and econonic climate
that 13 1ikely to orevall dn ol d3978 will be considerably dlf-
ferent from that of Ilate 1975, Tw 1975, Wew York City's finances
veered towvard cheos and no resolution of the problem seered
poszible absent Federal invelvement. In 1978, the gize of the
finsncing problem will have been consideradbly reduced, and the
City'ias record of siznifieant prograss on a number of fasusg —-

K
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budget balance, accounbing reforms, cubs In payroll and programs
-~ can be expmcted to put it in a better position to sell 1ts
gecurities. Thua, we would Judge that the probabllity of the
finaneial commmity stepping in to assiast Wew York City following
the explration of the Federal seasonal loan program is conslder—
ably greater. Furthermore, there will he in office a new mayor
who has stated firmly, in & letter produced for the Commlttiee's
hearings, "there will be no bankrupbey for the City of New York.”

There are severel steps vwhich we believe New York Clty can
and must take in order to be in a pasition to meet 1ts filnancing
neads without rellance on the Federal Goverament. These inelude
achieving resl budget balence and taking other sctions necesssry
to assure investors of the securlty of the City's obligations.

. In our view, these conditions can and must be met in the next

three to four montha, or else the City wlll face grave consequences
whatever the Administration and Congress declde o do. With this
as v premise, we shall elsborate on the City's expected finsncing
needs over the next thyee years, both long-term snd short-term,
end the resources avsllable for meeting those needs outslde the
Pederal Government.

First, the oversight hearings revealed a unlversal sphd
wnequivocal view that New York Clty must achieve a ecredibly
balanced budget snd thus allay the fears caused by the magnitude
of the deflelt projections for fiscal year 1979, This will requlre-
the development of a detalled financial plan whleh deronutrates
the Cliy'a ability to achleve recurring budget balance over st
least the next thres years. As we see 1t, this plan would have
to inciude the following elements, among others:

L. s schedule for phasing out all of tha operating
expenges contalned in the capital budget (presently about
643 million) over the period of time covered by the finan—
olal plan;

2. a slgned City-wide agreenent on the economic texms
and budget costs of the City employee unlon conbtracts over
that period; and

3. a commitment from Wew York State to provids sudb-
staantial additienal amounts of Ffilnaneclsl ald to the City
during that period, in order to enable the Clty to attaln
recurring budget balance.



The President 3 X Becemver 23, 1977

ta should like to wderseore this third polnd, yararding
the rolse of Heaw York State. Flgures obteloed by the Committee
indicate that duriag the yaors of the fiseal crists and tha yoars
of the Federal loan prograpm, that is, fiaeal years 1975 throuzh
1978, the amount of State aid to New York 1ty hag renained
vivtually uwnchapred.  The incroase duprinz that perloed has been
less thaa b percent, not nearly enough ev. @ to heep up vith in~
flation. Dorlng that same time peylied, Federsl aid o Haw York
ity has gone uwp markedly, by aboub 28 versent. In flscal year
1976, State ald to the City ren shout 9 percent hizher than
Federal nlds nov 1t is 1h percent lower. While thore may be

some quastlon shout the exact numbers, we mdersband that figures
developed by the Troasury Dapsrbment show o similar broad.

We belicve thalb Stabes have the prissay regponsibhliity for
thelr eitiss under our Fedlayal gystem, and we think it ilkely
that yvou shorye this bellef. Howevey, we Tound in the hsarings
that not only doss lew York State have no olans bo provide more
vudget rellef to Hew York City, bub in fact it ls plaoming a
general tax cut of some E500 miilion.  Although we Can gomprahend
the argoaments Por gome tax velief, we sea N0 IS0 ah all why
Tew York State should not be required Lo shentd far moys of
the barden of elimlasting the Cliy's budgel delledh, nossibly
by bringing fts Punding of welfare snd mediceid costs more into
I1ine with the prascbices of other o i And, whiie not wishing
10 belubor the obvlous, we should note thal 4% would be moad
aipeionlt for anyons o persvade Mowmbare of Congress to vobe
additionsl Iederal finsnciel sid to Hew York Clty so that New.
York State residents and elechbed oftlelazls can enjoy the beneflts
of a tax cubt while similar Dexefits mey well not be avalleble to

LA

+nele own constituenta.

As g second major point, in addiblon bao balascing the budgaet,

Hew York City will have ho satizly cerhain conditlons designed

o sacure sufficlent investor confidence to allor the Clty to
borrow on ibs own in the credilt merlet:. PTastimony ab the Come
mittes hearings indleabted that there 15 bansie agresment on the
nature of these conditions within the Finaneisl community, and
hasic aces o of the need for them by othor partles goncernead
with the Clty's fipevcing. The pordibions con be summardzed as

followa:
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1. Establishment of an accounting and budgebiry
control system which will produce reliable City flasnelal
statements developed in accordance with generally accepted
accounting principles.

2. Ontside andlt of the City'n fincaelal statements
by a reputsble accounting flrm on ot least o1 annual basls,
with reports made available to the public.

3. Dstablishment of an independent review mechsnisa,
along the lines of the present Fmergency Finaneial Control
Board, with authority to require that the budget be balanced
and thet the City follow reasonmble budeoting and borrowling
practlices.

The last of these, the review mechanism, will require actlon
by the Stabte Leglislature, which also must conzsider and act on the
proposal to incresse the Muanleilpal Assistence Corporatioun’s borrow-
Ing auwthority by some $3 blllion. The other two are the City's
responslibllity and, lndeed, are alresdy in the process ol belng

-accomplished.

In our view, all of the sbove are essential conditicns which:
must be met by New York Clty and Wew York Shate as rapldly as
possible in the coming year. We would suggest Apxdl 1, 1978, as
a reasonable deadline by which all of these should either be fally
accomplished or flrm commitments made %o accomplish them over Lhe
three-year period. { ’

With all of these elements in place, well in advance of the
expiration date of the Tederal loan program, we then belleve that
New York City would be able to obtain the finaacing 1t neads on
its own and thus evold the danger of bankruptey after Juns 20,
1978. We shall dlscuss below the City's estimated financing
needs, both long-texm and short-term, over the nexlh three years
and the most promising sources of financing available to meet
those neads.

In his testimony at the oversight hesrings, Telix Ronatyn,
Chalrman of the Munleipal Assistance Corporstion, outlined for
the Committee his estimates of Vew York City finsncing needs,
both short-tern seasonal and long-term capital needs, over the
next three years. He also described his plan for meeting those
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v

domr o the 52,73 billlon in Fed-
sedn of $2.25 biliion in Federal
s period., We will yuas the

needs, which lovolves a phass
eral seasonal loans sad s phas
lonz-term lending over that threee-ye
Rohatyn plan as a basis for disona: ¢ wlbernative sources for
Vow York Oity's finaneing durling that perdot. '

A.  Tong-ters Tlnancing.

"he Reantyo plen describes thrze arsas 1n whitoeh long-torm
financing would be utillzed over the nexh thrae years. The fiyat
and mest baslc is the City's capllal budaet, 4reluding the expennsz
ttems wilch pre to be phased ouh.  Mp. Rohabtyn sees the canltal
flnencing nesds as running at the Tevel of $3 - 3.15 billlon over
the three-yvear period, or about 51 Blillon a year. Based on our
ovn estimetes and on discussicis with wfficials in ¥ew York Clty,
we belleve bhat those flgures aye somewhst high. It must be borne
in mind that the $1 billion snmual flguce ineludes a sharply
declining Level of oparabing expenses, wnich means therefore a
gharply rising level of "pyue' eopltal spendlng. Tt is question-
able whether New Yovk Clty would fawn bhe cepscelty. let slone the
resources, Lo gear up bo o caplial program of 3800 milllion or
more withinm three yesrs, frow the pyesent level of k28 million,
nowever prept Lts needs may he .  The following would seem to he
reasonably realistle, in fact pangonabiy Fenerous., eatimates of
the City'y caplial financing needs wver the nexh thrag yaars,
Including both "brme' eaplbal sad opereting expenses o & phased-
down hanis:

Y LGT0 By 1980 Y 1981
Capltal S$h50 wiilion  $530 milllen 370G mitllon

Expense ihens $500 miliion  $350 miliion %150 mitilon

Tobal $050 wiilion  $900 willlon $850 miilion

_ Thug we would peduce the oversll egtinabe of long~torm capitel
finmacing needs from 33 billion or wmors b $0.7 bhillion. Presun-
aoly these smounbs might evers be reduead further 1 need ba, ailther
by cutbting dove on capibal investnent by speading wp the phase-
b of the oserabing items, o by .
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The question now 1g how the City would finanee this 2.7
billlion capital budget. Mr. Rohatyn has sald that MAC has the
economic capacity under its existing bond resolutions to ralse
another $2.5 to 33 blllion over the throe-year period, assumin:
State asuthorizing lepislatlion and Tavorsble markets. This means
that in the best case, MAC should be able to cover all of the
Clty's capital flnancing needa, Bven sgsuming the lower figure,
it could stlll filnance most and perhaps all of a stringent, bare-
hones capltal budget.

In oddition to MAC, the City should also ba able to count
on some further financing asslstance from 1ts enployee pension
funds. We recognize the major contrlibutlon that the Clty employee
pension funds have slready made in shouldering the burden of New
York Clty's long-tern finsnclng needs in the past three years,
since the credit markets closed agalpst the City. By June 30,
1978, the penslon funds will have a total of $3.84h billion
invested in New York City sscuritles, which amouwnts to 35.3 per-
cent of their total assets. This includes $2.53 billlon invested
parsuant to the Wovember 26, 1975 Agyeement. It may not be '
repsonable to expect the unlons to Ineresase substantlally the
proportion of their resources Invested in long-term Citv bonds
over the next three years, but neither would it be wise to en~
couraze o simiflcent decresse In thelr holdings abt tne very time
the City may be most in need of a financing bridge to the long-
tern capital marketsy., Moreover, the finauclal fate of the peanslon
Pands w11l wt11l be clossly linked to that of the City. So vhab-
ever mey be the expressed desires of the union leadership, we
think it would b2 ressonable to expect the City cmployee pension
funds at least to malnbaln thelr existing level of comnituent to -
the City's long-term financing, which would involve the follow-
ing actions:

1. Reinvestment of the amounts of their holdings
which will be maturing over the next three years. Accord-
ing to our ecsleulations, based on tables supplied by Jack
Bigel, consultant to the pension funds, this would amount
to a total of shout $700 million. :

1

2. Iaveastment of 35.3 percent of the new investable
funds acceruing to the penslon funds over the next three
years, thus holding constant the oversll level of lnvest-
ment in long~term City bonds. Tt has been somewhat difficult
to obtaln projections of pension fund investable fhunds over

tha entire perlod, but we have made some rough calculatlons,
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We would assign vecond place Lo the rastructuring of some
$600-800 million in City bonds which will be maburing in the next
three 4o four years. Although we have not bheen able o obtain
preclse dgta, we have bzen told that refinsncing these bonds to
stretch out the debt service over a muech longer period of Lime
would potentially provide budsmet savings to the City of wp to
$200 million a year, amounts that could roughly offset the cost
of rhasing out the exvense ittems In the caplitsl budeet. Alter-
natively, there could be some propexty tax relizf. Thus it would
seem dealrable from a budgetary staadpoint to do this restruchbur-
ing, but only if the rescurces are there.

Finally, there 1s the matter of bonding out the State advance,
which runs at $750-800 million a year. We have mixed feelings
about this. On the one hend, It would have the salutary effect
of reducing the City's seasonal borrowing needs. With this angd
some other ad)ustments, the Rohatyn plan estimabes that the Clty’'s
present seasonal horrovwing needs of about $2 billion a year could
be cut in balf, down to $1 billion. This wonld lower the Clty's
debt gervice costs, and qulte possibly facilitate its re-enitry
into the eredit markets for short-term borrowing purposes.

On the other hand, this $800 mi1llion seasonal finanecing 1s
basically guaranteed the City, vwhereas the equivalent amownt of
long-term Linancing 1s not. Moreover, New York State would be
the prineoipal benaficiary of the bonding out of the advance;
this would relieve the State of 1ts present nesed to provide back-
door seasonal finsnclng end thus would improve the State'sn owm
borrowing picture considerably. A1l this runs somewhat counber
to our view that the State should be more, not less, involved in
the City's finances. While we would not oppose the bonding out
of the State advence 1f 1t can be done with avallable resources,

- we would certainly not assign 1t top priowity, and wa would

definitely oppose the use of Federsl long-term financing to
seconpllish this purpose.

In conclusion, then, we find there is ample reason to belleve

that Hew York City could cover its long-term finsncing needs

oveyr the next thrae years from vesources immedisbely availlable

to 1t, even 1ln the absence of eny finsneial aid from the Federal
Goverament beyond June 30, 1978. Furtheramore, we would not pre-
clude the posslbility of the Clty's bedng able ko do some long-
term eapltal finanecing on its own, through offerings of new City
bonds, abt least in the latter part of the three-yaar period.
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Nowevetr, bthis 18 not essential o the bazle aim of mzeting the
Clty's lomg-tern financlng neaeds.

B. Short-—-term financing.

The Rohatyn plan estimates bhat New York City's short-term
seasonal Tinancing needs over the three-y2ar pericd will amount
o $J 8 hillion o yenr if the Shabe advence 1z not bonded out,

o 51 billion a vear with the bondins-oub. We see no raason oy
whese smounte should not be forthcooming Trom sourcas other than
the Federal Government, for the following reasons anong others:

1. The gecurity for those seagonal borrowlngs is
stronz, sincea tnoy are 81l geared io anticivated revenues
Prom the Stebe., The Statels credlt iz styong, and thare are

atatutory or other CXpTess ﬁommitwﬁnts to providing these
ravenues over ab leasst the next three years.

el

sessomal loans fron the Pederal Governmendt in full snd on
time or zhead of schedule. Thaye 1o 1ittle resson bo helieve
that other Investors eould not feel assured of o gimilar
ropaynent record.  Farthermore with the Federal Governmant
out of the pleture, there Joajd bw ne impediment to repaynent
arising out of any express o implicd prior lisn on revenuss
by the Pederal Goveramend.

2. The Clty hag an impeccable record of repaying its

Tn our view, New York State should be 1ooked to as the prin-
cipal source of seasonal finonelag unti surh time as these nesds
can be flly met in the private markoets. Governor Cavey has told
the Committee repeatedly thal the Stm*e Cemstitution prohibits
lending to a mmicipallity. However, & mamoyandun from State
Comptroller Levitt whilch the Governor submitted to the Commitiee
8 yesr ago slves some sndicstion that the Constitution may not
bar lending for shorb-term seagonal purposes. The memorandum
atated, 1n part, thab "the present Constitubional ban on giﬁt“
or loans of the Gtate's credilt preciudes borrowing to assist the
Uity exeavt hy nobes poayshble ¥ wvithin o yeny oub of curs m“t TEvene,
(emphoais odded) Thea Iatbter phrase yould sppesr %o deseribe
ratner clearly the naburs of seasonal borrowlngs and would sugrest
tast the Stabe mizht de able to assist the Clty directly in mect~

ing some of those short-term neadds.

1
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Iven 1if there wmlght be some additional legal impediments to
direct State finanelng, there 1a no legal bharvier to the Siabe
xmmﬁm:ﬁmmvyﬁﬂdm;mvmmMmmﬂm.mmWWBoftMrMtym
short-term notes. These State pension funds hold very consider-
able assets, and the Comulttee was informed in the oversight
hearings that they have made no yeal commitments to the Cliy's
ﬁnmwhm,eHﬁm‘ﬁmﬂwMWmorlmmdmmm Given the irportance
to tha State and 1lts publie gmployees of Wew York Clty's avoli-
ing brukrmptoy - an evontuality whieh could Ingerll the State'a
finances as well -~ we see every reagon to expect that the State
pension funds should be able to backstop the City's sessonal
borrowing needs, to the extent that they cannot be met in the
private markets.

There are two State pension funds: the general Btate employ-
eeg retirement fund, which has total assets of $9.2 billion, and
the teachers retirement fund, with total assets of $5.8 billion.
Nelther bas any simmifMecant holdings of elthsr Wew York City bonds
or MAC bonds. Even if the pension funds ware to piek up the whole
$1.8 billion in seasonal finsncing, which may not be feasible,
this would amount to oaly 12 percent of their sdsets. This would
be far smaller than the commitment nade by the City pension funds,
and 1t would be on oblipations whoge quick repoyment iz assurad
and at attractive rates of interest. As an additional note, we
assume that this type of commitment to sessonal financing would
not preclude State pension fwmd investments In MAC bonds es well.
In faet, we believe that these pension funds should be urged to
nake such lnvestments In amounts that are reasonable in lipght of
the size of their nssets and the nake-up of thelr portfolios.
Should Federal legislablon along the linss of P. L. 94-236 be
neaded to permit these State pension fund investments, we asswme
the Administration would request such legislation In n timely
fashion.

Finally, ve come to the role and responsibllity of the ¥ew
York banks snd other financial institutions. in meeting New York
Cilty's flnmneing needs. The total domestic assets of New York
State commereinl hanks, savinzs and loan assoclations, and savings
lustitutlions wers epproximately 3305 billien as of June 30, 1977,
and approximately $247 billion of those were assets of finsncial
institutions headgquartered in New York City. TFrom these Figures,
1t ds evident that 1t 1a well within the means of the New York
finmncial institutlons to cover much or all of Mew York City's
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goaasonal finsncelng neeads, whick equal feor losg than onsg percent
oft thelr asgehs, e only question is whether the condivlion of
these institutions and of the Cliy would pemiii puch 2 level of
Investment,

Wa Teel there 1s evaery reason to belliews thet finsncial
Institutions located in Wow York City =nd in New Vnrk Shate are
in a fayr better poxition now to take on wore Mow York Clty-relinbed
onligetlions than they wer:y in 1975, for sgveral ressona. Wirval,

the economy Lo in better shape now, zad the finsncisl strength
of the banling industry has im@rovedn Second, the hanks heold no

short-tora Clty notes at all =t the prosent time, nor are there
any sugh obligations still outstanaﬁng or in defauli Third,

the Clty hags made tremeadows strides toward putting 1 t“ finan-
eial house In order in the psst thres yezrs and will do still
more in the next few months. Fourth, the banks can look Lo the
record of revayment of the Federal sessonal loansg as a firm
indieation that the Clty will Iive up 4o its commitments and
repay its borrowings. Fifthg althoogh the recenkly abtbempbed
City note offering Tallsed due to the MIO-U investiont vating,
it ds dmportent Yo recall nonetheless that tha Cormiroller of
the Currency and the Pederal Ressrve Board both declored the
nobes %o be eligible dnvestmenbs for the baalks they regpnlabe.
For 211 these reasons, we think 1t reasonabls to oxpect the banks
and obher Finanelal institublons in FHew York Cliy and New York
State to plek wo a substantial volune of short-tern Uity notes

over the next thrao years, and significent smeunts of long-ternm
MAC and new Clty bonds ag well.

T

The Complttee recelved testimony ab the oversisht hesrings
From the heads of six of the largest banks in ¥ow York City ——
Citivank, Chase Manhabtan, Morgaa Cusranby, Bankers Trost,
HMenofacturers Havover, ond Chemlcal Pank. These banks alone
represant tobal capltal of 310 billion and total assets of
$123 billlon. Among them, Chemical Bank had by far the largest
holdinga of New York City and MAC bonds - abous $342 million,
or 1.9 pereent of sasets. - The obhey banks had s much smaller
provortion of their holdlags in these oblizatlons, and there
i every reascon to posure bheb they ecould iavest in far larsgoer
amounts of MAC and New York Clty oblisations, parbticulsrly new
short-~term notes, withoul leoverdizing thely financial condi-
tion. Certainly, there iz ne resson bo agmame that such

LA




The President 12 ‘ Peecember 23, 1977

Investments would he ony more r»isky than some of these banks!
foralgn loana, whizh corawne a far largery proportlon of asscobs.
And although the bankersz who testified were veluctent o make
firm commitments, they did indleate that they would do theilr
share in any future effortg to meal New York City's financing
needs.

It 13 apparent, then, thst we nre skephlceal about the
need for continued Federal Ilnsnclal assistance to Hew York
City. Mormover, we also belleve that a rvenewal of the VWew York
City loan would not necessaarlly serve the best interests of the
Federal Government or the natlon. TFlrst of all, continuing
the loan program might encourage other munleipalitiss to look
to the Federal Covernment for similar flnanciel ald in timen
of sconomle stress. While the Pederal Government has an obvious
role Lo play In assisting cliles through its varlous grant-in-
eld programs, 8 dangerous precedent would be met 1f the Federal
Govermnent becanes viewad as the ultimate gusrsntor of the fiseald
solvency of munleipalities. Buch a precedent would certainly
wenken the incentive for local self-dlscipline and erode the
foundation of our Federsl aysten.

Heecondly, we bellieve a conbinustlon of the Federal lomn
program will of nacessity involve hoth the Congress and the
fxecutlve Braneh in moking Judaments on the internal affalrs
of New York Clty which, wnder our Federal gyatem, should be the
reaponsibility of loecal officlals. We do not belleve Federal
offielals should be forced to geat lnvolved in highly contro-
versial local matters such as wage rates for mnicipsl eun-
ployees, State or elty tax cuts, tultion charges for clty
universities, subwsy fares, rent control, or sslarles for mem-
bers of the city counell. Indeed, Members of the Henate
Banking Committee have taken a good desl of personal criticism
for speaking out on these issues, However, as long as we have
Federal financial involvement in the affalrs of Yew York City
and the naed to safeguard the Paderal investment, we believa
that both the Congrass snd the Executlve Branch willl have to
taxe hipghly wnpopular positions from time to time. In the
long run, 1% i3 miech betiter to have these decigicons leoft to
the Clty and the Stats without involving the Tederal Govern-—
ment.
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Wa realize thot our views may nod be well reczlved by some.
Witnenses abt the oversight hearings, ineludlng those from the
Pinancial commmity, expressed the view that extension of the
Federnl loan program in some form 13 necessary, and some of then
elearly espoused the Rohatyn positlon that long-tern Federal
finsneing is needed as well. We balisve it is vital that the
eontrary positlon be considered and welghed eerefully, both in
the interest of respounsible publile pollicy end in the Intorest
of Wew York City's financial survival after June 30, 1974,

Mr. Rohatyn has stated that sidoly exchending tha Pederal
seasonsl loan progrem would be the "application of a band-aid
to & continuaily blesding wound." We believe, on the contrary,
that it wouwld be a continuing erutch for a patient that should
be made to walk again.

We hope that the poiﬁi&?rqﬁséd~in“$his letter willl be a
part of your dsilberatilions: on %ﬁﬁfﬂi#%ﬁ@tion pollcy toward Uew

York Clty In the com}ng Ve n.

Bagt wishes Tor the holiday season.

Respect Ly,

Williaw Proxomlre . @dward W. Brooke
Chailyman @ - - Ranking Minority Member
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On December 21, 1976, I last appeared before this Commitlee
with what 1 described as a 'positive outlook' regarding the City of
New York's ability to eliminate its coperating deficlt as required by
the Financial Fmerzency Act, and its ability to improve its mechanisms
for financial planning and management, AL the same time I stated

that the most critical factors contributing te the New York City's
economic recovery were those which existed outside of the control
of State and City government. These basic propositions -~ that
New York City govermment is adhering to its statutory obligatiocns,
and that the vibrancy of all our cities remains a matter to be
addressed at the national level--are as true today as they were five
months ago.

Today, 1 reburn to tell you that while the sense of emergency
which characterizod New York City's financial affairs fox the past
two veats appears Lo have subsided, the economic well-being of New
York City is still far from assured, For while New York City has been
shown to be credit-worthy through its prompt repayment of loans under
the seasonal financing act, and while steps have been taken to
restore investor confidence, New York City still faces tremendous
dificulties, '

New York City's performance during this fiscal year will show
that it has lived within the financilal plan., Tt has developed what
appears to be a balanced budget for the coming year. That budget,
when incorporated into the financial plan by the Fmevgency Financial
Control Board, will represent a continuation of the joint City and
State effort to restore New York City's fiscal integrity.

This effort has been monumental, Ii represents the fullillment
of a promise which I made to you when New York City first obtained its
Seasonal Financing aid that New York State would require the New Yorlk
City government to do what was necessary in order to restore iitsg credit
worthiness., New York City has wepaid all of its federal Seasonal loans
as scheduled, and will continue to do so.






