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NEW YORK CITY UPDATE

With New York City about to enter the second year of its three-year
fiscal plan, and against the background of controversy involving mass
transit, the City University, and appropriations for schools and public
safety, there is recurrent concern as to whether the City can "make it".
Much of the discussion, however, is confused because the City's borrowing
problems are not distinguished from its budgetary problems. To be sure,
they are closely linked -~ but they are by no means the same.

With respect to borrowing, the City needs funds for capital purposes,
to finance operating deficits, and to tide it over seasonally lean periods.
The Federal Government loans are all for the last (seasonal) purpose: the
former two needs (capital and deficits) are being financed through the City
selling bonds to its own pension funds. Thus, while various politicians
are criticizing the high debt service component in the budget, a closer
analysis would show that debt service is not a lump sum which is owed to
a handful of huge banks. Rather, it is made up of a plethora of categories.

NEW YORK CITY DEBT SERVICE FOR FISCAL 1977
(In Millions of Dollars)

Redemption of Regular Bonds _ _ § 857
Redemption/Reserve for Pensicon Funds' Bonds* ' 203
51,060
Interest on Regular Bonds 356
Interest on Pension Funds' Bonds* , 93
Interest on BAN's in Moratorium 44
Interest to State on BAN's . 22
' 5515
Interest to Public on RAN's/TAN's in Moratorium | 52
Interest to Banks/Pension Funds on RAN's/TAN's in Moratorium 22
Interest on Federal Loans 108
Interest. on State Advance : 20
' 5202

Total Excluding MAC S, 177 **
MAC" s 586

Grand Total ' $2 363

*Including held by Sinking Funds.

**Tncludes debt service for educational and
hospital facilities which are normally excluded
from "Debt Service" figures in Budget.



As can be seen, pension funds and sinking funds receive over $300 million
of the $1.78 billion of debt service excluding MAC, ‘or over one-sixth. In
addition, these sources account for roughly the same proportion of holders
 of MAC debt. - : E

Big MAC

MAC was in the spotlight again last month with its announcement of a.
new exchange offer. Established last June as an agency of New York State,
MAC was designed to borrow for the benefit of New York City, with the City's
4% sales tax and stock transfer tax initially flowing to MAC for its debt
service requirements. And, under the initial General Bond Resolution,
$3,078 million of MAC bonds were issued in 27 separate issues. MAC also
issued $298 million in notes (of which $250 million was sold to New York State
and will be paid in September). _

Under the terms of last September's State emergency legislation with
respect to New York City, State per capita aid was made available for MAC
debt service, after subtracting prior calls on that sourch such as debt
service for the City University Construction Fund and the Housing Development
‘ Corporation._ To date, the only MAC bond issue backed solely by this State

aid was the offer made late last year to holders of City notes inmoratorium#*
and paying 6 per cent per annum, to exchange for 1l0-year MAC bonds paying
8 per cent annually. Of about $1.6 billion of notes eligible for the
exchange, less than $500 million were actually exchanged.

Since year-end, however, the market's attitude towards MAC, which had
been skeptical since the date of MAC's creation six months earlier, has

' become increasingly more optimistic. To be sure, most MAC issues are still

trading at a discount, but the 11% MAC bonds, due February 1983, which were
27 ?id at year-end, had moved up to 10l1% by the end of March and 104% on
pril 19,

It was, therefore, not surprising that, on April 22, a MAC spokesman
announced that a new exchange offer would go into effect "as soon as
practicable" with an 8% coupon and a 15-year maturity. Although some
$1.1 billion is eligible for exchange, the offer will be limited to only
$500 million. These MAC bonds would, of course, be backed only by the
call on State aid. :

New York City Prospects

While MAC is busy trying to recast the City's debt legacy from the past
into more manageable form for the future, the City itself must continue to
borrow., And since its borrowing options are so limited, the City must cut
borrowing down to its irreducible minimum. This would involve tightening
even further on capital expenditures (including a speedier elimination‘of
expense ltems using "capital" funds}, and bending every effort to eliminate
expense budget deficits by June 1978. To explore the feasibility' of that
proposition, it is necessary to examine the Mayor's proposed expense budget

for fiscal 1977.

*The constitutionality of the moratorium was upheld on May 4 by*the
Appelate Division of the State Supreme Court.







