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NEW YORK CITY 

Events are now rushing to an apparent climax in the financial 

affairs of New York City. ____ days ago the city tottered on the 

brink of a default and was saved from that fate by an eleventh-hour 

decision of the Teachers Union Pension Fund. 

The next day, Mayor Beame testified here in Washington that 

the financial resources of the city and of the State of New York were 

exhausted. Governor Carey agreed. It's now up to Washington, they 

said, and unless the Federal Government intervenes, New York City will 

no longer be able to pay its bills within a short time. 

Responsibility for New York City's financial problems is being 

left on the front doorstep of the Federal Government -- unwanted and 

abandoned by its real parents. -·•' .- ... 
. . ·( .:{; 

··.~;~61 . ) 
... ......._ _ __,/ 

As your President, I believe the time has come to state my 

position personally to the citizens of New York and to those across the land: 
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-- To sort out fact from fiction in this terribly complex 

situation; 

-- To say what solution will work and what should be cast aside; 

-- And to tell all Americans how the problems of New York City 

relate to their own lives. 

Many explanations have been offered about what led New York 

City into this quagmire. 

Some have said it was long-range economic factors such as the 

flight to the suburbs of the city's more affluent citizens, the migration 

to the city. of poorer people, and the departure of industry. 

Others have said that the big metropolitan city has become 

obsolescent, that decay and pollution have brought a deterioration in 

the quality of life, and that a downfall could not be prevented. 
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Let's face the facts: many other cities in America have faced 

these same challenges, and they are still financially healthy today. 

They have not been luckier than New York; they have simply been better 

managed. 

There is an old saying: "The harder you try, the luckier you are." 

During the last decade, the politicians of New York have allowed 

the budget to triple. No city can expect to remain solvent if it allows 

its expenses to increase by an aver.age of 12 percent every year, while 

its tax revenues have been increasing by only 4 to 5 percent a year. 

-.-·--
..... ,r ':'- •) .r. ~--~ 

Consider what this has meant in specific terms: 
/'),·. 

~ ·:·:: 
"\. :'::i'-· "''· 

--:.? 
'· --.............. -· 

New York City's payroll costs are the highest in the United 

States. A sanitation worker with three years experience now receives 

a base salary of nearly $15,000 a year. Fringe benefits and retirement 
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costs average more than 50 percent of base pay·. Four-week paid 

vacations and unlimited sick leave after only one year on the job. 

Where else? 

In most cities, city employees are required to pay 50 percent 

or more of the cost of their pension. New York City is the only major 

city in the country that picks up the entire burden. 

-- And when retirement for municipal employees does come, it 

often comes much earlier than in most cities, and the system has been 

rigged so that most can retire at pensions considerably higher than any 

sound retirement plan would permit. 

-- New York City has 18 municipal hospitals; yet, on an average 

day, 25 percent of the hospital beds are empty. Meanwhile, the city 

spends millions more to pay the hospital expenses of those who use 

private hospitals. 

'• v 



5 

-- New York City also operates one of the largest universities 

in the world, free of tuition for any high school graduate, rich or poor, 

who wants to attend. 

-- As for the much discussed welfare burden, more than one 

current welfare recipient in ten is legally ineligible for welfare assist-

ance. 

I do not blame all the people of New York City for their generous 

motives or for their present plight. I do blame those who have misled 

the people of New York City about the inevitable consequences of what 

they have allowed to happen over the last 10 years. 

The consequences are incontrovertible: 

--A steady stream of unbalanced budgets; 

-- Massive growth in the city's debt; 

-- Extraordinary increases in public employee contracts; 
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-- And total dis·regard of independent experts who warned again 

and again that the city was courting disaster. 

There can be no doubt where real responsibility lies. And when 

New York City now asks the rest of the country to guarantee its bills, 

it should be no surprise to its leaders that many Americans ask why. 

Why should they support advantages in New York that they have not been 

able to afford for their own communities? Why should all the working 

people of this country be forced to rescue those who bankrolled New 

York City's policies for so long -- the large investors and banks? In 

my judgment, no one has yet given these questions a satisfactory answer. 

Nor can I. 

... .... , 
~~"-·/; 

Instead, Americans are told that unless the rest of the country 

bails out New York, there will be certain catastrophe for the United 

States and perhaps for the world. To be sure, there are risks that 
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default could temporarily unsettle financial markets. But these markets 

have already made a substantial adjustment in anticipation of a possible 

default by New York City. Moreover~ claims have been made that 

because of New York City's troubles, other municipalities will have 

grave difficulties in selling their bonds. 

But, the New York City fiasco is unique among municipalities. 

Other communities have a solid reputation for living within their means. 

In recent days and weeks, other local governments have gone to investors 

with clean records of fiscal responsibility and have had no difficulty 

raising funds. 

The more important risk is that any attempt to provide a blank 

check for the politicians of New York City could insure that no long- run 

solution to the city's problems would occur. 
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What I cannot understand -- and what nobody should condone --

is the blatant attempt in some quarters to frighten the American people 

and their representatives in Congress into panicky support of patently 

bad policy. The people of this country will not be stampeded; they will 

not panic when a few desperate New York politicians and bankers try to 

scare the mortgage payments out of them. 

What we need now is a calm, rational decision as to what the 

right solution is -- the solution that is best for the people of New York 

and best for all Americans. 

To .be effective, the right solution must meet three basic tests: 

--It must maintain essential services for the people of New York 

City. It must protect the innocent victims of this struggle. 

·, / 
~"'. ,, .... ~ .. ._... 

--Second, the solution must assure that New York City can and · 

will achieve and maintain a balanced budget in the years ahead. 
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-- And third, the right solution must guarantee that neither 

New York City nor any other America~?- city ever becomes a ward of 

the Federal Government. 

There are at least eight different proposals under consideration 

by the Congress intended to prevent default. They are all variations of 

one basic theme: that the Federal Government would guarantee the 

availability of funds to New York City. The sponsors of these bills say 

that the guarantee would be short-term because New York City could be 

forced by Federal law to balance its books within three years. 

I am fundamentally opposed to this purported solution, and I will 

.• ' ;, F: t)' 
•• < •• • (,, 

tell you why. Q> 
;t:. 

> 
.:;;, 

-.:· 

·-.. .,. .. / 
~ -·--

Basically, it is a mirage. By giving a _Federal guarantee we would 

be reducing rather than increasing the prospect that the city's budget will 

ever be balanced. New York City's politicians have proved in the past 
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that they will not face up to the city's massive network of pressure groups 

as lopg as any alternative is available. If they can scare us into providing 

that alternative now, why should they not be confident of scaring us into 

providing it three years from now? In short, it encourages the continu-

ation of "politics as usual" in New York -- which is precisely not the 

way to solve the problem. 

Such a step would set a terrible precedent for the rest of the 

Nation. It would promise immediate rewards and eventual rescue to 

every other city that followed the example_ of our largest city. What 

restraint would be left on the spending of other local and state governments 

once it became clear to them that there is a Federal rescue squad that 

will always arrive in the nick of time? ---': 

'1;· / 

., , I 
"'-~--•..• ./ 

Finally, we must all recognize who the primary beneficiaries of 

a Federal guarantee program would be. The immediate beneficiaries 
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would not be the recipients of the services provided to New York City 

residents because the really essential public services must and will 
I 

continue to be provided. 

The prime beneficiaries would just be the New York politicians 

who would thus be excused from bearing the responsibilities of the 

profligacy of their past decisions and further excused from now making 

the hard decisions required to restore the fiscal integrity of the city. 

The second beneficiaries would be the large investors and 

financial institutions who purchased these securities anticipating a 

high rate of tax-free return. 

Does this mean there is no solution? Not at all. There is a fair 

and sensible way to resolve this issue, and this, is the way to do it: 

,,.,. 
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If the city is unable to act to provide a means of meeting its 

obligations, a new law is required to assure an orderly and fair means 

of handling the situation. Therefore, I will tomorrow submit to the 

Congress special legislation providing the Federal Courts with sufficient 

authority to preside over an orderly reorganization of the city's financial 

affairs, should that become necessary. 

How would this work? The city, with State approval, would file 

a petition with the Federal District Court in New York. The petition 

would state that the city is unable to pay its debts as they mature and 

that the city desires to work out an adjustment of its debts with its 

creditors. 

The Court will accept jurisdiction of the case and provide for an 

automatic stay of suits by creditors so that the essential functions of the 

city will not be disrupted. This stay, essentially an injunction, would 
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continue until the proceeding is terminated. · This will enable an orderly 

plan to be developed whereby the city can work out an arrangement with 

its creditors. 

While the city is working out a compromise with its creditors, 

the essential governmental functions of the city would continue under 

current law. 

The proposed legislation will include provision that as a condition 

of the city petitioning the Court, th~ city must not only file a good faith 

plan for payments to its creditors but must also present a program for 

placing the fiscal affairs of the city on a sound basis. 

In order to meet the short-term needs of the city, the Court will 

be empowered to authorize debt certificates covering new loans to the 

city which would be paid out of future tax revenues ahead of other 

creditors. 
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Thus, the legislation I am proposing will do three essential 

things. First, it will prevent, in the event of a default, all city funds 

from being tied up by lawsuits. Secondly, it will enable an orderly plan 

to be developed for payments to New York's creditors over the long 

term. Thirdly, it will enable some new borrowing secured on a priority 

basis by future tax revenues. 

Let us not delude ourselves that this proposed legislation will in 

and of itself put the affairs of New YorkCity in order without the need 

for some hard measures to be taken by the officials of New York City 

and State. This must include either increased revenues or expenditure 

cuts or some combination of both that will bring them to a sound financial 

position. Our careful examination has indicated, however, that those 

measures are neither beyond the realm of possibility nor beyond the 

demands of reason. If they are taken, New York City will, with the 
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assistance of the legislation I am proposing, be able to restore itself as 

a fully solvent operation. 

To summarize, the plan I am recommending tonight is this: 

If New York fails to act in its own behalf, there should be an orderly 

proceeding supervised by a Federal Court. 

The ones who will be hurt by this plan will be those who are now 

fighting so hard to protect their power and their profits: New York 

politicians and the city's creditors. The creditors need not be wiped 

out; how much they will be hurt will depend upon the future conduct of 

the city's politicians. 

For the people of New York, this plan will mean that essential 

services will continue. There may be some temporary inconveniences, 

but that will be true of any solution that is adopted. For the financial 

community, the default may bring some temporary disorder, but the :. , 
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repercussions need not be large or long lasting; In fact, there is solid 

reason to believe that once the uncertainty of New York is ended, markets 

will be sturdier. Finally, for the people of the United States, this plan 

means that they will not be asked to assume a burden that is not of their 

own making and should not become their responsibility.· This is a fair 

and honorable way to proceed. 

In conclusion, let us pause for a moment to consider what the 

New York City experience means for the United States. 

Two weeks ago, I spoke to you about the choice I believe we face 

as a nation: the choice between continuing down a path of higher govern-

ment spending, higher government deficits, and more inflation or taking 

a new direction by cutting our taxes and cutting the growth in government 

spending. Down one fork, I said, lies the wreckage of many great nations 

of the past. Down the other lies the opportunity for greater prosperity 
,...--· :~ ,,; •' ; I 

~/ ·--:.- • v· 

\
l: ;~ 

cL .:v . 

~~ 
and greater freedom. 
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Tonight I think it is clear what path New· York City chose. None 

of us can take any pleasure from this moment because the leaders of 

New York were in a very basic sense following the same spending 

practices they saw in Washington. The diff_~rence is that Washington 

owns printing presses and can always print more money to pay its bills. 

But ultimately the practice of living beyond your means catches up with 

a nation just as it catches up with a family or city. And for the citizens 

of that nation, the bill comes due either in the form of higher taxes or 

the harshest and most regressive tax of all, inflation. 

All of us tonight care especially about the people of New York 

City: they have worked hard over the years to create one of the greatest 

centers of civilization. But as we work with them now to overcome their 

difficulties, let us never forget what led that city to the brink. And let 

us resolve that these United States will never reach the same crisis. 

Thank you and good evening. 

~ : . 
~ .-•. l 

'1!' 
~-;-



A BILL 

To emend the Bankruptcy Act to add a new chapter thereto providing 

for the adjustment of the debts of major municipalities. 

Be it enacted by the Senate and House of RepreseJ!.tatives of 

the United States of America in Congress assent>led, 'Ihat the 

Bankruptcy Act. of 1893 (30 Stat. 544) , as anended, is hereby arrended 

to add a new Chapter XVI thereto reading as follows: 

OIAP'lER XVI - AilJUS'lMNI' OF INDEBI'EINESSES 

OF ~OR MUNICIPALITIES 

JURISDicriON AND RESERVATION OF POOERS 

SEC. 801. (a) '!his Act and proceedings thereunder are found and 

declared to be within the subject of bankruptcies and, in addition to 

the jurisdiction othezwise exercised, rourts of bankruptcy shall 

exercise original jurisdiction as provided in this chapter for the 

cx::«TppSition or extension of the debts of certain public agencies or 

inst:runentalities or political subdivisions. 'Ihe court in which the 

petition is filed in accordance with Subsection 804 (c) shall exercise 

exclusive jurisdiction for the adjustnent of petitioner's debts and, 

for purposes of this chapter, shall have exclusive jurisdiction of 

petitioner and its property, wherever located. 

'ft -~·~ f',) 
(b) Nothing rontained in this chapter shall be construed to 

limit or inpair the power of any State to rontrol by leg~lation 
/~. (, 

/ ·~· <)> 

f '·"1 "' c _..:_ :I;· 

~ <! • .:. ~~ 
·• ~>'• .... 

\.,~9 
.... _, / 

/ 
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or othenvise, any public agency or inst.rum:mtality or p:>litical 

subdivision of the State in the exercise of its political or 

governrrental :pa.vers, including expenditure therefor: Provided, 

b:Mever, that no State law prescribing a method of c:::atp:>si tion of 

indebtedness of such agencies shall be binding upon any creditor 

who does not oonsent to such c:::atp:>sition, and no judgrrent shall be 

entered under such State law which would bind a creditor to such 

cx:nposition without his oonsent. 

IEFINITIONS 

SEC. 802. The words and phrases used in this chapter have the 

follaving rreanings unless they are inoonsistent with the oontext. 

(1) '!he te.rm "attorney" rreans an attorney lioonsed to 

practice law by any State and includes a law 

partnership. 

(2) '!he te.rm "claim" rreans a demand for perfoDtEnce of an 

00ligati0n to pay m::>ney 1 whether matured Or urnnatured. 

(3) 'Ihe tenn "ccnposition" rreans a plan for pa.ym::mt of less 

than the full anount of debts provided for by the plan, 

wi. th or without the extension o:t; tine for paym:mt of 

such debts. 

(4) '!he tenn "oourt'' means United States District Court 

sitting in bankruptcy, and the tenns "clerk" and "judge" 

,' I. :,.:i 
: ..• 
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shall rrean the clerk and jl.rlge of such court. 

(5) '!he te:rm "creditor" rreans any person who owns a claim 

against the petitioner. With respect to such claim:; 

owned by a trustee under a nortgage deed of trust, 

or indenture, pursuant to which there are 

securities ~utstanding, other than voting trust 

certificates, the te:rm "creditor" neans only the 

trustee. 

(6) The te:rm "lien" rreans a security interest in property, 

a lien obtained on property by levy, sequestration 

or other legal or equitable process, a statutory 

or cxxmon-law lien on property, or any other variety 

of dlarge against property to secure perfonnance of 

an obligation. 

ELIGIBILITY FOR RELIEF 

SEX::. 803. (a) Any municipality with a population in excess 

of 1,000,000 inhabitants is eligible for relief under this 

dlapter, if the municipality is first specifically authorized 

by the State to file a petition initiating a proCEeding under 

this chapter. 

I .. · \ 
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{b) Ar:r:f public agency or inst:rurrentality or political sulr 

division subordinate to such municipality or whose responsibilities 

are restricted to the geographical limits thereof, including incor-

porated authorities, a::mnissicns and districts, for whose debts 

sudl municipality is not other:wise liable, is eligible for relief 

as a separate petitioner in the sane proceeding in which such 

~cipali ty seeks relief under this chapter if such agency, instru

:rcentality or subdivision is not prohibited fran filing a petition by 

cq:plicable State law. 

PETITION; PROPCOED PIAN AND STATEMENT OF 

RE:Va-i1.1ES AND EXPENDITURES i FILING 

SEC. 804. (a) Mr:f entity eligible for relief m.der Section 

803 may file a voluntary petition under this chapter. The petition 

shall state that the petitioner is eligible to file a petition, 

that the petitioner is insolvent or unable to pay its debts as they 

mature and that it desires to effect a plan of a:xrposi tion or 

extension of its debts. '!be petitioner shall file with its petition 

lists of claims outstanding and of persons who may be adversely 

affected by the plan, as set forth in Section 809. 

(b) A petition shall be insufficient to invoke the jurisdiction 

of the court unless it is accarpanied by (1) a good faith plan of 
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cmposition or extension of debts which petitioner certifies is in 

its view fair, equitable, feasible, and not unfairly discriminatory 

in favor of arry creditor or class of creditors and (2) a statement 

of petitioner's current and projected revenues and expenditures 

adequate to establish that the budget of petitioner will be in 

l:alance within a reasonable t:i.ne after adoption of the plan. 

(c) 'Ihe petition shall be filed with the court in whose 

territorial jurisdiction the municipality or the najor part thereof 

is located, and shall be ~ed 1:¥ paynent to the clerlc of a 

filing fee of $100, lrtrich shall be in lieu of the fee required to 

be collected by the clerk under other applicable chaptei:s of this 

title, as emended. 

STAY OF ProCEEDING; 

SOC. 805. (a) A petition filed under Section 804 shall operate 

as a stay of the ~ or the rontinuation of aey rourt or 

other proceeding against the petitioner, its property or any officer 

or inhabitant of the petitioner, which seeks to enforce aey claim 

against the peti tiomr; as a stay of arr:t act or the CCJIJD?J1cem:mt or 

rontinuation of arry oourt proceeding to enforce arry lien on taxes 

or assessm:mts, or to reach arr:t property of the petitioner; and as 

a stay of the application of any set--off or enforoenent of aey 
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counterclaim relating to any oontract, debt ·Or obligation of the 

petitioner. 

(b) Except as it may be tenn:inated, annulled, rrodified, or 

oonditioned by the court l..1I1C3er Subsection (c) of. this Section, the 

stay provided by Subsection (a) of this Section shall oontinue until 

the case is closed or dismissed or the property subject to the lien 

is, with the approval of the oourt, abandoned or transferred. 

(c) On the filing of a notion seeking relief from a stay 

provided by Subsection (a) of this Section, the oourt shall set a . 
hearing for the earliest possible date. 'lhe oourt may, for cause 

shown, tenninate, annul, rrodify or oondi tion such stay. 

(d) '!he a::mrencenent or continuation of any act or pr~ng 

other than described . in Subsection (a) of this Section lllCiY be stayed, 

restrained, or enjoined pursuant to Rule 65 of the Federal Rules of 

Civil Procedure, except that a temporacy restraining order or prelimi

ncu:y injunction lllCiY be issued without conpliance with subdivision (c) 

of that rule. 

(e) No stay, order, or decree of the court lllCiY interfere with 

(1) any of the political or govenmental ~of the petitioner; 
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or (2) arr:f of the property or revenues of the petitioner necessary 

for essential governrrental purposes; or -(3) the :t;:etitioner' s use 

or enjoynent of any inc:arce-producing property. Provided, however, 

that the court shall enforce the conditions attached to certificates 

of indebtedness issued under Subsection 811 and the provisions of 

the plan of c:onpensation. 

CXNIES'T AND DISMISSAL OF PETITICN 

SEC. 806. (a) Aey creditor nay file a carplaint in the bankruptcy 

rourt: contesting the petition for relief under this chapter or stating 

any objection he has to the plan. 'lhe cx:xrplaint may be filed at any 

tine up to ten days before the hearing on the ronfinnation of the 

plan or within such other times as may be directed by the court. 

{b) The court ma:y, upon notice to the creditors and a hearing 

foll<M:ing the filing of such a cx:>IIJ?laint, dismiss the p:rooeeding if 

it finds that the petition was not filed in good faith, that it does 

rot neet the provisions of this chapter, that it has not been prose

cuted with reasonable diligence, or that ·there is no substantial 

likelihood that a plan of <XIII£X)Si tion will be approved by the court • 

SOC. 807. (a) 'Ihe clerk shall give proopt notice of the <::Xlllla\ce

nent of a proceeding under this chapter to the State and to the 

Securities and Exchange Ccmni.ssion. As creditors and other persons 

,; 

,, 
·:C 
1" 
:etJ: 

I 
I 

/ 
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who nay be materially and adversely affected by the plan are identified, 

the clerk shall give such persons notice of the ccmrencenent of the 

proceeding, a sumnary of the provisions of the plan and any proposed 

m:xlification of the plan, and of their right to ~eqrest a ropy of the 

plan, or nodification. 

(b) 'Ihe clerk shall also give notice to all creditors of the tine 

permitted for accepting or rejecting a plan· or any nodi.f.ication thereof. 

Such tine shall be 90 days f:rom the filing of the plan or nodification 

unless the court for good cause shall set saoo other tine. 

(c) The clerk shall also give notice to all creditors (1) of the 

tine pennitted for filing a <X:~Iplaint objecting to confinnation of a 

plan, (2) of the date set for hearing objections to such c:::ort¥?laint, 

(3) of the date of hearing of a oonplaint seeking dismissal of the 

petition, and (4) of the date of the hearing on confinnation of the 

plan. 

(d) All notices given by the clerk shall be given in the manner 

directed by the court; however, the court nay issue an order at any 

tine subsequent to the first notice to creditors directing that those 

persons desiring written notice file a request with the court. If 

the court enters sudl an order persons not so requesting will receive 

n::> further written notice of proceedings under the chapter. 

(e) Cost of notice shall be bome by the petitioner, unless 

the court for good cause dete:IIn:ines that the cost of notice in a 

particular instance should be bome by another party. .;;:_· l 
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REPRESENTATION OF CREDI'IORS 

SEC. 808. For all pmposes of this chapter any creditor may 

act in person or by an attoney or a duly authorized agent or oom-

mittee. Where any cxmnittee, organization, group, or individual 

shall assurre to act for or on behalf of creditors, such carmi ttee, 

organization, group, or individual shall first file with the court 

in which tr.e proceeding is pending a list of the creditors repre-

sented, giving the narre and address of each and describing the 

arom:t and character of the claim of each; copies of the instrum:mt 

or instrurrents in writing signed by such creditors conferring the 

authority for representation; and a copy of the contract or contracts 

of agreement entered into between such ccmn:i..ttee, organization, group, 

or indi. vidual and the represented cred.i tors, which contract or 

contracts shall disclose all CCIIJ:lensation to be reoei ved, directly or 

indirectly for such representation, which agreed c:x:mpensation shall 

be subject to nodification and approval by the court. 

LIST OF CLAIMS AND PERSONS ADVERSELY AFFECIED 

SEC. 809. (a) The list of clairrs filed with the petition shall 

inclt:rle, to the extent practicable, the nanE of each known cred.i tor to 

be affected by the plan, his address so far as known to the petitioner, 

and a description of each claim sh<Ming its arromt and character, the 

nature of any security therefor and whether the claim is disputed, . • . ., £1 ·
' u ,, . { 
"< - i' 

<9 
~ 

.... 
/ 
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oontingent or unliquidated as to anount. With respect to creditors not 

identified, the petition shall set forth· the reasons identification is 

not practicable, and shall specify the character of claim involved. 

'!he list shall be supplE:'!m:mted as peti ti.oner becx:>Ires able to identify 

additional creditors. 

(b) If the proposed plan r6:Flires reviSion of assessm:nts so 

that the pro:t;X>rtion of special assessm:nts or. special taxes to be 

assessed against sorre real property will be different from the pro

portion in effect at the date the petition is filed, the holders of 

reooi-d of title, legal or equitable, to such real property shall be 

cleel:red persons adversely affected and shall be similarly listed. 

(c) The oourt may for cause nodify the requirem:mts of 

Subsections (b) and (c) of this Section. 

PiroFS OF ClAIM 

SEX::. 810. Unless an objection is made by any party in interest, 

the claim of a creditor that is not disputed, is established by the 

list of claims filed pursuant to Section_ 809. The oourt may set a 

date by which proofs of claim of unlisted creditors arrl of creditors 

whose listed claims are disputed must be filed. If the oourt does 

not set such a date, the proofs must be filed before the entry of 

the order of confii:mation. 'Ihe clerk shall give ootice to each 

person whose claim is listed as disputed in the manner directed by 

the oourt. 

' ....... >/) __ .;#/ 
·--~·-,.../· 
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JEBT CERI'IF'Iam'S 

SEC. 811. During the pendency of a proceeding for a plan of 

cx:nposi tion or extension under this chapter, or after the oonfinna-

tion of the plan if the court has retained jurisdiction, the court 

may, upon good cause shcMn, authorize the petitioner to issue 

certificates of indebtedness for cash, property or other considera-

tion, under such teiiTlS and conditions and with such security and 

priority in paym;mt· over existing obligations as the court may 

approve. Notwithstanding any other provisic;>n of la-1 including 

Section 819 of this chapter, the court shall have plenax.y juris

diction of any action which may be brought against petitioner to 

enforce o:::>npliance with the tenns of any such certificates of 

indebtedness. 

PRIORITIES 

SOC. 812. The following shall be paid· in full in advance of 

the paym;mt of any distribution to creditors under a plan, in the 

following order: 

(1) The cost and expenses of administration which are 

incurred by the petitioner subsequent to the 

filing of a petition under this chapter. 

(2) Debts CMed for services and materials actually 

provided within four nnnths before the date of the 

filing of the petition under this chapter. 

.· ' 
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(3) Debts CMing to any person or entity, which by the laws 

of the United States (o-ther than this Act) are entitled 

to priority. 

· PIAN OF AnJUSTMENT 

SEX:. 813. '!he plan of corrposition or extension sought under 

this chapter may include provisions rrodifying or altering the right 

of creditol:s generally, or of any class of than, secured or unsecured, 

either through issuance of new' securities of any character, or other-

wise, and may contain such other provisions and agreenents not 

inconsistent with this chapter as the parties may desire, including' 

provisions for the rejec,tion of executory oontracts and unexpired 

leases. 
·" 

V01'ING ON Aa:EPTANCE OF PU\N 

SOC. 814. (a) A plan of cx:mposition or extension may be con-

finred only if, of the creditors votiJB in writing to accept or 

xeject the plan, those holding n.;o-thirds in anount of each class 

Iraterially and adversely affected have voted to accept: Provided, 

· · however, that no such acreptance shall be required fran any class 

which, under the plan, is to be paid in cash the value of its 

claims or is to be afforded such method of protection as will, 

oonsistent with the cirCllllStances of the particular case, equitably 

and fairly provide for the realization of the value of its claims. 
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(b) Unless his claim has been disallc:Med, any credit.or who is 

included on the list filed pursuant to Section 809 or who files a 

proof of claim pursuant to Section 810 is entitled to vote to acCEpt 

or reject a plan or rrod:i.fication thereof within ~e tiire set pur

suant to Subsection 807 {b) • Claims CMn.ed, held or controlled by 

the petitioner are not eligible to vote. 

(c) The holders of all claims regardless of the manner in 

which they are evidenced, which are payable without preference out 

of funds derived frcm the same source or sources shall be of one 

class. The holders of claims for the paym:ffit of which specific 

property or revenues are pledged, or which are othexwise given 

preference as provided by law, shall oonstitute a separate class or 

classes of creditors. 

(d) If any controversy shall arise as to whether any creditor 

or class of creditors shall or shall not be materially and adversely 

affected, the issue shall be detennined by the judge, after hearing, 

qxm notice to the parties interested. 

IDDIFICM'ION OF PU\N 

soc. 815. Before a plan is ronfinned, changes and m:xlifications 

may be made therein with the approval of the judge after hearing and 

qxm such notice to creditors as the judge may direct, subject to the 

right of any creditor who has previously accepted. the plan to with-

. draw his acceptance in writing, within a period to be fixed by the 
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judge, if, in the opinion of the judge, the _change or m::xlificaticn 

will materially and adversely affect such creditor; and if any 

cr:edi. tor having such right of withdrawal shall not withdraw within 

such period, he shall be deerred to have accepted the plan as changed 

or nodified: Provided, however, That the plan as changed or m:::xtified. 

shall ronply with all the provisions of this chapter and shall have 

been accepted in writing by the petitioner. 

HEARING ON CXJNFIRMATICN OF PLAN 

SEC. 816. (a) Within a reasonable tim= after the expiration of 

the tiire within which a plan and any m::xlifications thereof may be 

accepted or rejected, the court shall set a hearing on the oonfi:rrra-

tion of the plan and mxlifications, and the clerk shall give notice 

of the hearing and ti.me allaved for filing objections as provided in 

Subsection 807(c). 

(b) Any creditor, or any other party in interest rray file a 

carplaint objecting to the confinnation of the plan. The oorrplaint 

shall be served on the petitioner, and such other persons as may be 

designated by the court, at any ti.n:e prior to the date of the hearing 

on con.fi.J:mation or such earlier date as the court may set. 

(c) Before concluding the hearing on oonfi:rrration of the plan 

the judge shall inquire whether any person pranoting the plan or 

d::>ing anything of sudl a nature, has been or is to be c::cnpensated, 

~Y or indirectly, by both the petitioner and any creditor, 

and shall take evidence under oath to ascertain whether any such 

practice ootains. After such examination the judge shall make an 

-... 
:.:. 

I 
I 
I 
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adjudication of this issue, and if he finds that any such practice 

obtains, he shall forthwith dismiss the -proceeding and tax all of the 

costs against such person, or against the petitioner, unless such 

plan be rocxlified within the tine to be alla.ved by the ju:lge so as to 

eliminate the possibility of any such practice. 

, (d) At the conclusion of the hearing, the judge shall make 

written findings of fact and his conclusions of law thereon, and 

shall enter a decree oonfinr..ing the plan if he finds and is satisfied 

that (1) it is fair, equitable, feasible and rot tmfairly discrimina

to:ry·in favor of any creditor or class of creditors; (2) it c:orrplies 

with the provisions of this chapter; (3) it has been accepted by 

creditors as required in Section 814; (4) all anounts to be paid by the 

petitioner for sel:Vices or expenses incident· to the canposi tion have 

been fully disclosed and are reasonable; (5) the offer of the plan and 

its acceptance are in gocxi faith; (6) the petitioner is authorized by 

law to take all action necessa:ry to be taken by it to . carry out the 

plan; and (7) it appears from petitioner's current and projected reve

nues and expenditures that the budget of- the petitioner will be in 

balance within a reasonable tine after adoption of the plan. If not so 

satisfied, the judge shall enter an order dismissing the proceeding. No 

case shall be reversed or remanded for want of specific or detailed 

findings unless it is found that the evidence is insufficent to support 

one or nore of the general findings required in this section. 
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EFmcr OF ~ION 

SEC. 817. (a) 'lhe provision of a oonfinred plan shall be binding 

on the petitioner and on all creditors, whether or not they are 

affected by it, whether or not their clai.ms have· been listed, filed, 

or allaved, and whether or not they have accepted the plan. 

(b) 'lhe ronfinnation of a plan shall e:~tinguish all claims 

against the petitioner provided for by the plan other than those 

excepted fran discharge by the plan or order ronfinning the plan. 

DtJI'Y OF PETITIONER AND DISTRIBUriOO UNIER PIAN 

SOC. 818. (a) 'lhe petitioner shall c:onply with the provisions 

of the plan and the orders of the court relative thereto and shall 

take all actions necesscu::y to can:y out the plan. 

(b) Subject to the provisions of Subsection (c), distribution 

shall be rrade in acrordance with the provisions of the plan to 

creditors (1) whose proofs of claim have been filed and allCMed or 

(2) whose cla.irns have been listed and are not disputed. Distribu

tion to creditors holding securities of record shall be rrade to the 

:rerord holders as of the date the order ronfinning the plan beCC~"~ES 

final. 

(c) When a plan requires presenbten.t or surrender of securities 

or the perfonnance of any other act as a rond.i..tion to participation 

under the plan, sudl action nrust be taken not later than five years 

after the entJ:y of the order of ronfil::mation. Persons who have not 

within such ti.rne presented or surrendered their securities or taken 
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such other action shall not participate m the distribution under 

the plan. Any securities, nonies, or other property remaining 

uncla:i.Ired at the expiration of the tine allc:wed for present::rrent or 

surrender of securities or the perfo:rmance of any other act as a 

oondition to participation in the distribution under a confimed 

plan shall bea::xie the property of the petitioner. 

(d) The oourt may direct the petitioner and other necessw:y 

parties to execute and deliver or to join in the execution and 

deli very of arry instrurrents required to effect a transfer of property 

pursi.lant to the oonfimed plan and to perfonn such other acts, 

including the satisfaction of liens, as the court ma.y detennine to be 

neoesscu:y for the oonsurrmation of the plan. 

m'IENI'ION OF .JURISDICI'ION 

SEC. 819. '!he a:>urt may retain jurisdiction of a proceeding 

under this chapter for such period as it detennines is necessary to 

assure execution of the plan. 

REEERENCE OF ISSUES AND cc:M>ENSATION 

SEC. 820. (a) The judge ma.y refer acy special issues of fact 

to a referee in bankruptcy, ma.gistrate or another special master 

for oonsideration, the taking of test:inony, and a report upon such 

special issues of fact, if the judge fmds that the oondition of his 

docket is such that he cannot take such testinony· without unduly de

laying the dispatch of other business pending m his oourt, and if 

i 

/{':...._' 
! r::: 
\ ~·-~ 

\ .... ;. 
c:?~ 

'~ 
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it appears that such s:r;ecial issues are necessary to the determina-

tion of the case. Only under special circunstances shall reference 

re made to a special master who is not a referee in bankruptcy or 

a magistrate. A general reference of the case to a master shall 

oot re made, but the reference, if any, shall be only in the f01:m 

of requests for findings of specific facts. 

(b) The court may allav reasonable compensation for the 

services perfo:rrred by any such special master who is not a salaried 

Federal enployee, and the actual and necessary expenses incurred in 
. 

cormection \-ri. th the proceeding, including cinpensation for services. 

rendered and expenses incurred in obtaining the deposit of securities 

and the preparation of the plan, whether such work may have been done 

by the petitioner or by carmi ttees or other representati·.JeS of credi-

tors, and may allav reasonable carpensation for the attorneys or 

agents of any of the foregoing: Provided, however, That no fees, 

cx:npensation, re:ilnbursement, or other allavances for attorneys, 

agents, cx:mn:i.ttees, or other representatives of creditors shall be 

assessed against the petitioner or paid from any revenues, property, 

or ·funds of the petitioner except in the manner and in such sums, if 

any, as may be provided for in the plan of adjustrrent. An appeal 

may be taken from any order making sudl detenni.nation or award to 

the United States Court of Aweals for the circuit in which the 

proceeding under this chapter is pending, independently of other 

cq:peals which may be taken in the proceeding, and sudl appeal shall 

re heard sunmarily. 
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SEPARABILITY 

SEC. 821. If arr:f provision of this chapter, or the application 

thereof to any agency, inst:rmentali ty, or subdivision is held invalid, 

the remainder of the chapter, or the application. of such provision to 

any other agency or instrurrentality or political subdivision shall not 

be affected by such holding. 
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CHAIRMAN OF" THE BOARD OF" GOVERNORS 

FEDERAL RESERVE SYSTEM 

WASHINGTON, D. C. 20551 

Honorable Thomas L. Ashley 
Subcommittee on Economic Stabilization 
House Committee on Banking, Currency 

and Housing 
2220 Rayburn Building 
Washington, D. C. 20515 

_. __ Dear Mr. Chairman: 

October 24, 1975 

During my testimony yesterday, I stated that I could 
not at present recommend to Congress that federal financial 
assistance be provided to the City of New York. I stated, 
however, that if Congress felt that such assistance was required, 
stringent conditions should be imposed, and I outlined six such 
conditions that I would consider essential. During the colloquy 
I suggested that certain additional conditions might be con
sidered, and I would like now to expand en that suggestion. 

Federal financial assistance to New York may be 
viewed as an alternative to default by the City on its obli
gations. It is recognized, I believe, that our bankruptcy 
laws are presently inadequate to provide an orderly and 
effective remedy in the event of the default, and proposals 
are now before the Congress to amend the ba~kruptcy laws to 
cure these shortcomings. If the bankruptcy laws were.modi
fied to provide a remedy that would be available to New York 
City, the City would be able to restructure its bonded 
indebtedness, as well as burdensome contractual obligations, 
such as those that might be represented by collective bargain
ing agreements and pension retirement plans. In a bankruptcy, 
therefore, such creditors of the City as the New York City 
financial in~titutions, \vho are major holders of New York's 
debt obligations, as well as City employees,·who may be 
entitled to pension benefits upon retirement, could have 
their contractual rights substantially affected • 

I 
i 
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If federal financial assistance is viewed as an alter
native to default, then it seems to me that these groups, whose 
interests could b:a so dramatically affected in a bankruptcy, 
should be required to make voluntary concessions as a condition 
of avoiding default. Accordingly, I would urge that as a pre
requisite to the implementation of any federal guarantee 
program provision be made, by voluntary agreement with those 
directly affected, (1) for a scaling down of the interest 
charges presently in effect for Municipal Assistance Corpora
tion securities, (2) for scaling down of the interest charges 
and lengthening of maturities on those New York City securities 
held by New York City financial institutions, and (3) for some 
reduction of the burden imposed upon the City under existing 
pension and retirement plans. 

The scaling down of interest charges on debt obliga
tions of MAC and the City could be accomplished through the 
agreement of New York City financial institutions to accept new 
lower yield securities in exchange for those presently held 
by them. It should be specified that before a federal guarantee 
could be issued some percentage (it should be high) of the securi
ties owned by New York City financial institutions must be com
mitted to such an exchange. By doing this not only would the 
burden on the City be reduced, but the federal exposure with 
respect to the guarantee would also be reduced. 

The voluntary modification of the City's obligations 
with respect to pension and retire~ent plans may, of course, 
present legal problems. But the labor organizations repre
senting City employees have in the past demonstrated great 
effectiveness in negotiating on behalf of their members, and 
if they were committed to a cooperative effort to make a 
federal assistance program a reality I believe a means could 
be found to achieve the necessary accommodations. 

There are no groups whose interests would be more 
drastically affected by a default than New York City financial 
institutions and City employees. New York City financial insti
tutions, which are the predominant holders of the high interest 
rate MAC securities, and major holders of direct obligations 
of the City, could quite reasonably elect to reduce their 
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present claims on these obligations as an alternative to the dis
ruption and uncertainty that would be caused by default. Similarly, 
in the event of a default, the jobs of many City employees -- or 
even the salaries of all City employees -- would be in jeopardy, 
and faced with the prospect of a present loss of income such 
employees might well elect voluntarily to reduce their claims to 
future retirement benefits. It is highly appropriate that these 
groups, who have such a great stake in the continued vitality of 
the City, be required to demonstrate their own firm commitment 
to the City's rehabilitation as a prerequisite for federal aid. 

Sincerely yours, 

Arthur F. Burns 

JDH/jp 
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FIFT-H- D-RAF"T-
·October 26, 1975 

NEW YORK CITY 

I have asked for this opportunity to speak to you face 

to face about a matter of concern to all Americans. 

New York City, where one out of every 25 Americans live, 

through whose "Golden Door" untold millions have entered this 

land of Liberty, faces a financial showdown. 

It is impossible for any American to think of New York 

wilhout a mixture of emotions. It is impossible for any President 

of all the people not to think seriously and sympathetically 

about the eight million people of New York. 

The time has come for straight talk -- to these eight million 

Americans and to the other 206 million Americans to whom I owe 

the duty of stating my convictions and conclusions, and to you, 
.: 

of the United States. 

the ~81:"4-Jution 
//(:J <',..... 

,; :;t ~ 
i {:'_; ;· 

'~. -."" 

with whom I share the Federal obligations fixed by 

The time has come to sort facts and figures from fiction 

and fear-mongering in th~s terribly complex situation. The time 

has come to say what solutions will work and which should be cast 
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aside. 

And the time has come for all Americans to see how the 

problems of New York and the hard decisions they demand, fore-

potential 
shadow and focus upon/fxxxxw problems for all Federal, State 

and local governments -- problems which demand equally hard 

decisions from all of us. 

One week ago New York City tottered upon the brink of 

financial default and was only saved by an 11th-hour decision 

of the Teachers' Union pension fund. 

The next day Mayor Beame testified here in Washington that 

the financial resources of the City and State of New York were 
.......... -.-~ ·::· lt; !) 

/~c· (, 

exhausted. Governor Carey agreed. 
/<."} 

and 
It's now up to Washington, they sai4~/ tinless the 

government intervenes, New York City within a sho~t time will 

no longer be able to pay its bills. 

The message was clear: Responsibility for New York City's 

financial problems is being left on the front doorstep of the 

Federal government -- unwanted and abandoned by its real parents. 
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Many explanations have been offered about what led New 

York City deeper and deeper into this quagmire. 

Some contend it was long-range economic factors such as 

' the flight to the suburbs of the city's more affluent citizens, 

the migration to the city of poorer people, and the departure 

of industry. 

Others argue that the big metropolitan city has become 

obsolescent, that decay and pollution have brought a deterioration 

in the quality of urban life, and that New York's downfall could 

not be prevented. 

Let's face one simple fact: most other cities in America 

have faced these same challenges, and they are still financially 

healthy today. They have not been luckier.than New York; they 
'• 

simply have been better managed. 

There is an old saying: "The harder you try, the luckier 

you are." I like that definition of "luck". 
\ 

(MORE) 
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During the last decade, the politicans of New York City 

have allowed its budget to triple. No city can expect to remain 

solvent if it allows its expen$es to increase by an average of 

~ 12% every year, while its tax revenues are increasing by only 

4 to 5% a year. 

As Al Smith, a great Governor who came from the sidewalks 

of New York, used to say: "Let's look at the record." 

The record shows that New York City's payroll costs are 

the highest in the United States. A sanitation worker with three 

years experience now receives a base salary of nearly $15,000 

a year. Fringe benefits and retirement costs average more 

than 50% of base pay. Four-week paid vacations and unlimited 

sick leave after only one year on the jo~. 

The record shows that in most cities, municipal employees 

have to pay 50% or more of the cast of their pensions. New 

York City is the only major city in the country that picks up 

the entire burden. 

(MORE) 
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The record shows that when New York's municipal employees 

retire they often retire much earlier than in most cities. The 

New York City retirement system has been rigged so that most can 

retire at pensions cons~derably higher than any sound retire-

ment plan would permit. 

The record shows New York City has 18 municipal hospitals; 

yet, on an average day, 25% of the hospital beds are empty • 

Meanwhile, the city spends millions more to pay the hospital 

expenses of those who use private hospitals. 

The record shows New York City operates one of the largest 

universities in the world, free of tuition for any high school 

graduate, rich or poor, who wants to attend. 

New York's 

,,·· ..- ~-· ::_. t 
(~·. 

\· ,/ 

As for/!tRRc much discussed welfare bq;:rden, the recoi~ shows 
···------ __ ..... -~"'· 

more than one current welfare recipient in ten is 1 legally ineligible 

for welfare assistance. (proof?) 

Certainly I do not blame all the people of New York City 

for their generous instincts or for their present plight. I 
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do blame those who have misled the people of New York City 

about the inevitable consequences of what they have allowed to 

happen over the last 10 years. 

The consequences are incontrovertible: 

-- A steady stream of unbalanced budgets; 

Massive growth in the city's debt; 

-- Extraordinary increases in public employee contracts; 

-- And total disregard of independent experts who warned 

again and again that the city was courting disaster. 

There can be no doubt where the real responsibility lies. 

And when New York City now asks the rest of the country to 

guarantee its bills, it can be no surprise to its leaders that 

many other Americans ask why. •;_; 

Why, they ask, should they support advantages in 

":. "" ! 

Net,J' 
that they have not been able to afford for their own communities? 

Why, they ask, should all the working people of this country 

be forced to rescue those who bankrolled New York City's policies 
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for so long-- the--large--investors and---big banks? 

In my judgment, no one has yet given these questions a 

satisfactory answer. 

Instead, Americans are being told that unless the rest 

of the country bails out New York, there will be certain catastrophe 

for the United States and perhaps for the world. 

Is this Halloween scare story true? 

Of course there are risks that default could temporarily 

unsettle the financial markets. But these markets have already 

made a substantial adjustment in anticipation of a possible de-

fault by New York City. 

Claims also are made that because of New York City's troubles, 

other municipalities will have grave diffipulty selling their 

bonds. I know this troubles many thoughtful citizens. 
t 

'· 
'· .. , .//. 

But, the New York City record of financial fiasco is u~e 

among municipalities. Other communities have a solid reputation 

for living within their means. In recent days and weeks, other 

local governments have gone to investors with clean records of 
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fiscal responsibility and have had no difficulty raising funds. 

The greater risk is that any attempt to provide a(Federal?) 

blank check for the politicians of New York City could insure 

that no long-run solution to t~e city's problems would ever occur. 

I can understand the concern of many citizens in New York 

and elsewhere. I understand because I am also concerned. 

What I cannot understand -- and what nobody should condone 

is the blatant attempt in some quarters to frighten the American 

people and their Representatives in Congress into panicky support 

of patently bad policy. The people of this country will not be 

stampeded; they will not panic when a few desperate New York 

politicians and bankers try to scare New York's mortgage payments 
\ .j .:~ j) 

out of them. 

We have heard enough of these self-serving !alse 

( .··. " . 
. ' ~· 

I ~~' ;:J ~-
\ ~-:" ~} \ \{_:_-~ ;_l 
\;:.; '/ 

'-....-.../ 
alarms. -

What we need now is a calm, rational decision as to what 

the right solution is -- the solution that is best for the people 

of New York and best for all Americans. 

(MORE) 
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That is what you want and what I want. 

To be effective, ihe right solution must meet three basic 

tests: 

-- It must maintain essential services for the people of 

New York City. It must protect the innocent victims of this 

struggle. There must be policemen on the beat, firemen in the 

station, nurses in the wards and teachers in the classrooms. 

Life must go on. 

-- Second, the solution must assure that New York City can 

and will achieve and maintain a balanced budget in the years 

ahead. 

-- And third, the right solution must guarantee that neither 

New York City nor any other American city ever becomes a ward 

of the Federal Government. 
. .r: .:.~:: ; 

"'::--{ 

-. /" 
Let me digress a minute to remind you that under our ~ 

stitutional system, both the cities and the Federal go~ernment 

are the creatures of the States. The States delegate certain 
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of their sovereign powers -- the power to tax, police powers 

and the like -- to local units of self-government. And they can 

take these powers back if they are abused. 

The States also relinquished certain sovereign powers to 

the Federal government -- some altogether and some to be shared. 

In return the Federal government has certain obligations to 

the States -- but no authority to by-pass them and regulate their 

subdivisions. 

I see a serious threat to the legal and traditional re-

lationships among our Federal, State and local governments in 

any Congressional action which could lead to disruption of this 

delicate balance. Our largest city is no different in this respect 

than our smallest town. If Mayor Beame do~sn't want Governor 

Carey to run his city, does he want the President tof the United 

States to be Acting Mayor of New York? 
., . ~ 

.. ·<\ ... 
: ·-. 

Now, what is the solution to New York's dilemma? 

(MORE) 
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There are at least eight different proposals under con-

sideration by the Congress intended to prevent default. They 

are all variations of one basic theme: that the Federal Govern-

~ment would guarantee the .availability of funds to New York City. 

The sponsors of these bills say that the guarantee would be short-

term beciuse New York City could be forced by Federal law to 

balance its books within three years. 

I am fundamentally opposed to this purported solution, and 

I will tell you why. 

; .. -: 
Basically, it is a mirage. By giving a F'ederal guara~tee 

we would be reducing rather than increasing the prospect that 

the city's budget will ever be balanced. New York City's poli- ·I 

ticians have proved in the past that they ~~11 not face up to the 

city's massive network of pressure groups as long 4S any alternative 

is available. If they can scare us into providing that alternative 

now, why should they not be confident of scaring us into providing 

it three years from now? In short, it encourages the continuation 

of "po~itics as usual" in New York -- which is precisely not the 
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way to solve the problem. 

Such a step would set a terrible precedent for the rest 

of the Nation. It would promise immediate rewards and eventual 

r~scue to every other city that followed the example of our largest 

• city. What restraint would be left on the spending of other local 

and State governments once it became clear to them that there is 

a Federal rescue squad that will always arrive in the nick of time? 

Finally, we must all recognize who the primary beneficiaries 
' 

of a Federal guarantee program would be. The immediate beneficiaries 

would not be those who live and work in New York City because the 

really essential public services must and will continue to be provided. 

The primary beneficiaries would be the New York politicians who 

would thus escape responsibility for the profligacy of their past 

.r. 

decisions and be further excused from now making the hard decisions 

/ 

required to restore the fiscal integrity of the city. 

., 
The secondary beneficiaries would be the large investor"'§"'"and 

financial institutions who purchased these securities anticipating 

a high rate of tax-free return. 
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This is a formidable alliance. But we have all taken solemn 

oaths to serve the best interests of all the American people. 

We are all aware that New York has had increasing difficulty 

'raising money to pay its bills. 

If, at some point, the city is unable to pay all of its 

bills, legal confusion could result. In order to prevent this 

confusion -- and to insure that New York City can continue to 

provide for essential public services -- the Federal bankruptcy 

law must be changed. As you know, the Constitution empowers the 

Congress to enact uniform bankruptcy laws. Therefore, I will 

submit to the Congress tomorrow (?) special legislation providing 

the Federal Courts with sufficient authority to preside over an 

orderly reorganization of New York City's financial affairs 
. .: 

-- should that become necessary. 

How would this work? 

file a petition with the Federal District Court in New York under 

a proposed new Chapter XVI of the Bankruptcy Act. The petition 

would state that New York City is unable to pay its debts as 
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as they mature and that the City desires to work out an adjust-

ment of its debts with its creditors. 

The Court will then be authorized to accept jurisdiction 

~ of the case and provide .for an automatic stay of suits by creditors 

so that the essential functions of New York City will not be 

disrupted. This stay, essentially an injunction, would continue 

until the proceeding is terminated. This will enable an orderly 

plan to be developed whereby the City can work out an arrangement 

with its creditors. 

City 
While New York/is working out a compromise with its creditors 

the essential governmental functions of the City would continue 

under current law. 

The proposed legislation will includ~ provision that as 

a condition of New York City petitioning the Courn, the City must 

not only file a good faith plan for payments to its creditors 

but must also present a program for placing the fiscal 

of the City on a sound basis. 

(MORE) 
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In order to meet the short-term needs of New York City 

the Court would be empowered to issue debt certificates covering 

new loans to the City which would be (repaid) paid out of future 

tax revenues ahead of qther creditors. 

Thus, the legislation I am proposing will do three essential 

things. 

First, it will prevent, in the event of a default, all 

• New York City funds from being tied up by lawsuits. 

Second, it will enable an orderly plan to be developed 

for payments to New York's creditors over the long term. 

~ to be 
Third, it will enable some new borrowing/secured 

~ .. -! .... - l 

priority basis by future tax revenues. \ __ _)) 
We should not delude ourselves tha~this proposed legis-

lation will, in and of itself, put the affairs o~ New York City 

in order without some hard measures being taken by the officials 

of New York City and State. They must either increase revenues 

or cut expenditures or devise some combination of both that will 
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bring them to a sound financial position. Careful examination 

has indicated, however, that those measures are neither beyond 

the realm of possibility nor beyond the demands of reason. If 

they are taken, New York City will, with the assistance of the 

legislation I am proposing, be able to restore itself as a fully 

solvent operation. 

To summarize, the plan (?) I am recommending tonight is 

this: if New York fails to act in its own behalf, there should 

be an orderly proceeding supervised by a Federal Court. 

·:... .. .... ~ 

The ones who will be most affected by this plan ·will ·t,·~· 

those who are now fighting so hard to protect their power and -
their profits: New York politicians and the city's creditors. 

The creditors need not be wiped out; how ~uch they will be 

hurt will depend upon the future conduct of the City's politicians. 

For the people of New York, this plan will mean that 

essential services will continue. There may be some temporary 

inconveniences, but that will be true of any solution that is 

adopted. 

(MORE) 
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For the financial community, the default may bring some 

temporary disorder'but the repercussions need not be large or 

long-lasting. In fact, there is solid reason to believe that 

once the uncertainty of New York is ended, markets will be 

sturdier. 

Finally, for the people of the United States, this plan 

means that they will not be asked to assume a burden that is 

not of their own making and should not become their responsi-

bility. This is the only fair and sensible way to proceed. 

(MORE) 
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There is a profound lesson for all Americans in the financial 

experience of our biggest and richest city. 

Though we are the richest Nation in the world, there is a 

practical limit to our public bounty, just as there is to New York's. 

Other cities, other States as well as the Federal Government 

are not immune to the insidious disease from which New York is 

suffering. This sickne~s is brought on by years and years of higher 

spending, higher deficits, more inflation and more borrowing to pay 

for higher spending, higher deficits and on and on. 

It is a progressive disease and there is no painless cure. 

Those who have been treating New York's financial sickness 

have been prescribing larger and larger doses of the same political 

, 
pep pills that have proved so popular and successful in Washington 

for so many years. 

None of us can point a completely guiltless finger at New York. 

We have all enjoyed its pleasures and comforts. None of us should 

now derive comfort or pleasure from New York's anguish. 
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But neither can we let the contagion spread. 

As we work with the wonderful people of New York to overcome 

their difficulties -- and they will -- we must never forget what 

brought this great center of human civilization to the brink.-

For mark my words -- if we go on spending more than we have, 

providing more benefits and services than we can pay for, then 

a day of reckoning will come to Washington and the whole country 

just as it has to New York. 

I leave you with this question: 

When ihat day comes, who will bail out the United States 

of America? 

Thank you. 

II II II 

' " .. -\.. "·\ 

'<(____/ 
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Optional paragraph re seasonal cash flow financing for New York City: 

.f~ 
-.4 
< 

This court authority will assure the funds necessary to meet _)
~ 

seasonal cash flow needs for essential services. If New York State 

and City take appropriate actions, these borrowings should be saleable. 

The Secretary of the Treasury will be authorized to assure such market-

ability by providing Federal assistance if, in his opinion, short-term 

market conditions require such assistance. His authority will include 

the right to set such conditions as appear appropriate prior to such 

assistance. 

I want to make it absolutely clear that I do not believe the Federal 

Government can or should be involved in providing financial assistance 

in the form of a bail-out to avoid default. To provide assistance in 

advance of default would merely protect the bopd holders and remove 

any incentive the city's political leaders may have to restore fiscal 

integrity. 

After default, it may be necessary, if state and local officials 

continue to 

of the city, 

refuse to accept responsibility for managing the affairs 
i# dNT~&Itleri'llll /11/~111'-JIC aul/27$ 

~ 
to provide sufficient assistance, +' .zgn j 1· r /V.$ •• 

~! maintain ... essential services for the citizens of New York City. 

I believe we have to make a distinction between bailing out.the bond 
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holders and politicians on the one hand, and on the other, protecting 

the people of New York City from the consequences of the lack of 

courage which may be exhibited by their office holders. 

-- ,, '' 



.. 

A 

The Federal government should not bail out New York City. 

But if the City fails to maintain essential services such 

as police and fire, the Federal government will act with 

the appropriate authority to assure the protection of~ • 

B 

the Federal Government will work 

Court to assure that police, fire and other essential 
T:r...., -A,J,.J ~ :c-

services for the protection of ~s :Xe maintained. 

Option C 

('0) 
If default were to occur, New York St~te a:rrl the City 
should be able to maintain essentila services for the people 
of New York if they act to close the gap between revenues 
and expenditures. 

The federal government will not bail out New York City. 
But in the highly unlikely event that New York continueS 
to refuse to take the steps necessay to assure the main
tenance of essential services, whether by raising revenues 
or reducing expenditures or both, we would of course work 
with the appropriate agencies of government to assure the 
protection of life and property of the -p:t:t:t. ~ • 

-
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A 

The Federal government should not bail out NeU York City. 

But if the City fails to maintain essential services such 

as police and fire, the Federal government will act with 

the appropriate authority to assure the protection of the 

~ city's citizens. 

B 

In the event of default, the Federal Government will work 

with the Court to assure that police, fire and other essential 

services for the protection of citizens are maintained. 

l , ... 
... ~~ 

.:··~~ 



THE WHITE HOUSE 

WASHINGTON 

October 27, 1975 

MEMORANDUM FOR: THE PRESIDENT 

FROM: ROBERT T. HARTMANN 

SUBJECT: New York City 

I got your handwritten note with Saturday night's copy of 
Bill Seidman's authoritative draft. Since I had two typists 
busy on the two speeches I worked on Sunday and this morning, 
I asked him to carry out your instructions to "Have this 
retyped as is." 

It was not retyped entirely "as is" because Seidman had some 
more refinements, but he says they were not substantive. I 
have given him and Rummy a copy of my Reading Text, the 
original of which is attached. 

I have also finished my redraft of the Los Angeles speech. 
Do you want to go over it at 4 p.m.? It is now being cir
culated for factual checking and comment. 

Milt Friedman is working on San Francisco. 

cc: Mr. Rumsfeld 
Mr. Seidman 
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FIFTH- n-RA~
October 26, 1975 

NEW YORK CITY 

I have asked for this opportunity to speak to you face 

to face about a matter of concern to all Americans. 

New York City, where one out of every 25 Americans live, 

through whose "Golden Door" untold millions have entered this 

land of Liberty, faces a financial showdown. 

It is impossible for any American to think of New York 

without a mixture of emotions • It is impossible for any President 

of all the people not to think seriously and sympathetically 

about the eight million people of New York. 

The time has come for straight talk -- to these eight million 

Americans and to the other 206 million Americans to whom I owe 

the duty of stating my convictions and conclusions, and to you, 
. .: 

with whom I share the Federal obligations fixed by the Constitution 

of the United States. 

The time has come to sort facts and figures from 

and fear-mongering in this terribly complex situation. The time 

has come to say what solutions will work and which should be cast 
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aside. 

And the time has come for all Americans to see how the 

problems of New York and the hard decisions they demand, fore-

potential 
shadow and focus upon/x~XK%B problems for all Federal, State 

and local governments -- problems which demand equally hard 

decisions from all of us. 

R~t~~ i4- ~t~"" 
One week tottawee ~pea the brink of 

.. 
finaaeral default 11th-hour detision • 

e,&.....-tila Te'l'l~n~ Mfid·1. 

The next day Mayor Beame testified here in Washington that 

the financial resources of the City and State of New York were 

exhausted. Governor Carey agreed. 

A & J,..:l and .... ,M, It Is now up to Washington,...alzey sa~ I unless the Federal 

lovernment intervenes, New York City within a sho~t time wil~ 

' 
notlena~ be able to pay its bills. 

The message was clear: Responsibility for New York 

financial problems is being left on the front doorstep of the 

Federal government -- unwanted and abandoned by its real parents. 
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Many explanations have been offered about what led New 

York City deeper and deeper into this quagmire. 

Some contend it was long-range economic factors such as 

' the flight to the suburbs of the city's more affluent citizens, 

the migration to the city of poorer people, and the departure 

of industry. 

Others argue that the ~ig metropolitan city has become 

obsolescent, that decay and pollution have brought a deterioration 

in the quality of urban life, and that New York's downfall could 

not be prevented. 

Let's face one simple fact: most other cities in America 

have faced these same challenges, and they are still financially 

healthy today. They have not been luckier than New York; they 

~ 14- ""rww' l.t \(,~l• : 
simply have been bette~ maliAgt!d .... 

There is an old saying: "The harder you try, t .he luckier 

you are." I like that definition of "luck". 
' 

(MORE) 
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During the last decade, t•a~.&a....-p!ll'eo~l~i~tl"ii~c~ann!'l&s-&ao&ef New York City 

~~t tt"t 1\ltJ "• ~~\_,,,.. ~£uy -~~Wj ~ 
buxa ell•n~its budget IRS triple. No city(can expect to remain 

• 

solvent if it allows its expenses to increase by an average of 

~ 12% every year, while its tax revenues are increasing by only 

4 to 5% a year. 

As Al Smith, a great Governor who came from the sidewalks 

of New York, used to say: "Let's look at the record." 

s~\a,.tiu 
The record shows that New York City's ~)LOll 1ast6 are 

? 
the highest in the United States. A sanitation worker with three 

years experience now receives a base salary of nearly $15,000 

a year. Fringe benefits and retirement costs average more 

than 50% of base pay. Four-week paid vacations and unlimited 

sick leave after only one year on the jo~. , 

The record shows that in most cities, munitipal employees , 

have to pay 50% or more of the c~st of their pensions. New 

York City is the only major city in the country that picks up 

the entire burden. 

(MORE) 
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The record shows that when New York's municipal employees 

retire they often retire much earlier than in most cities. The 

Afr~,l 
New York City retirement system has been~ so that most can 

retire at pensions considerably higher than any sound retire-

ment plan would permit. 

The record shows New York City has 18 municipal hospitals; 

yet, on an average day, 25% of the hospital beds are empty. 

Meanwhile, the city spends millions more to pay the hospital 

expenses of those who use private hospitals. 

The record shows New York City operates one of the largest 

universities in the world, free of tuition for any high school 

graduate, rich or poor, who wants to attend. 

New York's 
As for/~ much discussed welfare burden, the record shows 

more than one current welfare recipient in ten is,legally i~el ~gible 

for welfare assistance. (proof?) 

Certainly I do not blame all the people of New 

:;: 

"" ~ y 
York~ 

for their generous ins ti~c t s ex foz tltei:w p weeaali p l'sat. I 
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do blame those who have wisl•e the people of New York City 

~U'C. L. .~, 
.,bgut;, the inevitable consequences of what they ha.e allbw2d L& 

happeft over the last 10 years. 

The consequences are incontrovertible: 

-- A steady stream of unbalanced budgets; 

Massive growth in the city's debt; 

-- Extraordinary increases in public employee contracts; 

-- And total disregard of independent experts who warned 

again and again that the city was courting disaster. 

There can be no doubt where the real responsibility lies. 

And when New York City now asks the rest of the country to 

guarantee its bills, it can be no surprise to its leaders that 

many other Americans ask why. 

Why, they ask, should they support advantages in 

that they have not been able to afford for their own communities? 

Why, they ask, should all the working people of this country 

be forced to rescue those who 'bankrolled New York City's policies 
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for so long -- the large investors and big banks? 

In my judgment, no one has yet given these questions a 

satisfactory answer. 

Instead, Americans are being told that unless the rest 

of the country bails out New York, there will be certain catastrophe 

for the United States and perhaps for the world. 

Is this Halloween scare story true? 

'"' ae Of course there are risks that default could~temporar~ 

~'"""~ J \.. &11\~~~\..r) 
~sttte the financial markets. BuJtthese markets have already 

made a substantial adjustment in anticipation of a possible de-

fault by New York City. 

Claims also are made that because of New York City's troubles, 

other municipalities will have grave diffipulty selling th~ 
, 

bonds. I know this troubles many thoughtful citizens. 

\ " J r..&IJIIfo~ ' 
But, the New York City record of financial~ is unique 

among municipalities. Other communities have a solid reputation 

for living within their means. In recent days and weeks, other 

local governments have gone to investors with clean records of 
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fiscal responsibility and have had no difficulty raising funds. 

The greater risk is that any attempt to provide a(Federal?) 

blank check for ~ palitiaiaae ef New York City could insure 

that no long-run solution to the city's problems would ever occur. 

I can understand the concern of many citizens in New York 

and elsewhere. I understand because I am also concerned. 

What I cannot understand -- and what nobody should condone 

is the blatant attempt in some quarters to frighten the American 

people and their Representatives in Congress into panicky support 

of patently bad policy. The people of this country will not be 

stampeded; they will not panic when a few desperate New York o4i~.ll 

~litictan~and bankers try to scare New York's mortgage payments 

out of them. 

~ave heard enough of these self-serving /alse alarms. 

What we need now is a calm, rational decision as to what 

the right solution is -- the solution that is best for the people 

of New York and best for all Americans. 

(MORE) 



-9-

That is what you want and what I want. 

To be effective, the right solution must meet three basic 

tests: 

-- It must maintain essential services for the people of 

New York City. It must protect the innocent victims of this 

"",. r r . 
..,s:ugg!e. There must be policemen on the beat, firemen in the 

station, nurses in the wards and teachers in the classrooms. 

Life must go on. 

-- Second, the solution must assure that New York City can 

and will achieve and maintain a balanced budget in the years 

ahead. 

-- And third, the right solution must guarantee that neither 

New York City nor any other American city ever becomes a ward 

of the Federal Government. \~ 
~ ~ 

Let me digress a minute to remind you that under our :oil= / 

stitutional system, both the cities and the Federal government 

are the creatures of the States. The States delegate certain 
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of their sovereign powers -- the power to tax, police powers 

and the like -- to local units of self-government. And they can 

take these powers back if they are abused. 

The States also relinquished certain sovereign powers to 

the Federal government -- some altogether and some to be shared. 

In return the Federal government has certain obligations to 

the States -- but no authority to by-pass them and regulate their 

subdivisions. 

I see a serious threat to the legal and traditional re-

lationships among our Federal, State and local governments in 

auy Congressional action which could lead to disruption of this 

~ •sate balance. Our largest city is no different in this respect 

than our smallest town. If Mayor Beame do~sn't want Governor 

Carey to run his city, does he want the President ~f the United 

c. --..l t~ "'~" ,, 
States to be Acting Mayor of New York? 

~ 

Now, what is the solution to New York's dilemma? 

(MORE) 
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There are at least eight different proposals under con-

sideration by the Congress intended to prevent default. They 

are all variations of one basic theme: that the Federal Govern-

~ ment would guarantee the availability of funds to New York City. 

The sponsors of these bills say that the guarantee would be short-

term because New York City could be forced by Federal law to 

balance its books within three years. 

I am fundamentally opposed to this ~ed 

) 

Basically, it is a mirage. By giving a F"ederal guaran~ 

<',.... 

) 
I will tell you why. 

we would be reducing rather than increasing the prospect that 

the city's budget will ever be balanced. New York City's p1li 

•+l·, "lr 
~Clans have proved in the past that they ~11 not face up to the 

city's massive network of pressure groups as long •s any alternative 

~t,.~-+tl 
is available. If they can scare~into providing that alternative 

now, why should they not be confident of scaring us into providing 

it three years from now? In short, it encourages the continuation 

\"\~ , .. 
of "yeliths as usual" in New York -- which is precisely not the 
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way to solve the problem. 

Such a step would set a terrible precedent for the rest 

of the Nation. It would promise immediate rewards and eventual 

rescue to every other city that followed the example of our largest . 
' city. What restraint would be left on the spending of other local 

and State gover.nments once it became clear to them that there is 

a Federal rescue squad that will always arrive in the nick of time? 

• Finally, we must all recognize who the primary beneficiaries 
' 

of a Federal guarantee program would be. The ~e beneficiaries 

would not be those who live and work in New York City)because the 

really essential public services must and will continue to be provided • 

• ft.,~,. 
The primary beneficiaries would be the New York pqliti ~ns who 

would thus escape responsibility for the profligacy of their past 

~\. UA"f~ f 

decisions and~be further excused from now making the hard decisions 

required to restore the fiscal integrity of the city. 

.:J 
The secondary beneficiaries would be the large investors and 

financial institutions who purchased these securities anticipating 

a high rate of tax-free return. 
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This is a formidable alliance. But we have all taken solemn 

oaths to serve the best interests of all the American people. 

We are all aware that New York has had increasing difficulty 

' raising money to pay its bills. 
"t 

If, at some point, the city is unable to pay all of its 

bills, legal confusion could result. In order to prevent this 

. 
confusion -- and to insure that New York City can continue to 

provide for essential public services -- the Federal bankruptcy 

(IW 
law ~t be changed 

~~· I 
to jOG l:f£1., the Constitution• ~poweJ;# ~& ' 

,6kug ••s to enact uniform bankruptcy laws. Therefore, I will 

1\o. tto vi 
submit to the Congress tomorrow (?) ~pe1i61 legislation providing 

the Federal Courts with sufficient authority to preside over an 

orderly reorganization of New York City's ~inancial affairs ~ 
, 

-- should that become necessary. ? 
;~ \.-~ k \eu.• NtUIJwy, ~ 

How would this work~ The City, with State approval, would 

file a petition with the Federal District Court in New York under 

"'.1~4~ 
a JU'Opnsed aaw Chapter XVI of the Bankruptcy Act. The petiti~y. 

would state that New York City is unable to pay its debts as 
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as they mature and that the City desires to work out an adjust-

ment of its debts with its creditors. 

{4~' ~..a\l 
The Court ~ then be authorized to accept jurisdiction 

t\ 

"' of the case and provide .for an automatic stay of suits by creditors 

~ .. IJ 
so that the essential functions of New York City ~ not be 

disrupted. This stay, essentially an injunction, would continue 

we-\~ 
until the proceeding is terminated. This ~1 enable an orderly 

t.~u 
plan to be developed whereby the City ~ work out an arrangement 

with its creditors. 

City ~ .. .) 
While New York/~working out a compromise with its creditors 

the essential governmental functions of the City would continue 1 

l'ilh 

~ .. ~ ~ ·~~ c,._,\l 
~e p~oposea legi§laekn wl~l includ~ provision that as 

a condition of New York City petitioning the Couru, the City must 

not only file a good faith plan for payments to its creditors 

but must also present a program for placing the fiscal affairs 

of the City on a sound basis~~ .. A-., c(n.io...._ -tl.,.. i ~ ~ i~ " <,<$) 

t~cw~ r~ .. ~ ~ ft-)~' ~ $) 
~, _/ 

(MORE) 



-15-

In order to meet the short term needs of New York City 

the Court would be empowered to issue debt certificates covering 

new loans to the City which would be (repaid) paid out of future 

tax revenues ahead of ~ther creditors. 

Thus, the legislation I am proposing will do three essential 

things. 

First, it will prevent, in the event of a default, all 

New York City funds from being tied up by lawsuits. 

Second, it will enable an orderly plan to be developed 

for payments to New York's creditors over the long term. 

? to be •, 
Third, it will enable some new borrowing/secured on a 

priority basis by future tax revenues. 

We should not delude ourselves that'this proposed legis-

lation will, in and of itself, put the affairs o~ New York City 

in order with.out some hard measures being taken by the officials 

of New York City and State. They must either increase revenues 

or cut expenditures or devise some combination of 
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1k,.. i'c "" .tk ,.f., .. :,· . 
bring them to a sound financial position. fcareful . examination 

the realm of possibility nor beyond the demands of reason. If 

Q) fk 1 "'"'~ ~4 I 
~ they are taken, New York City will, with the auu'•'•••e of the 

/ 
legislation I am proposing, be able to restore itself as a fully 

solvent operation. 

.,,,_, L 
To summarize, the ~ • (~) I am recommending tePi8ht is 

this: if New York fails to act in its own behalf, there should· 

be an orderly proceeding supervised by a Federal Court. 

The ones who will be most affected by this plan will be 

those who are now fighting so hard to protect their power and 

oft( -h 
their profits: New York pa.lit!El&n!i and the city's creditors. 

The creditors need 
f•)t •~ <rle.. I 

not be wiped out; how much they will .. 

~ h•\161"'-'!.-
J ~11 depend upon the future conduct of the C~ty~ politieisW.. 

For the people of New York, this plan will mean that 

essential services will continue. There may be some temporarr 

inconveniences, but that will be true of any solution th~ is 

adopted. 

(MORE) 
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For community~ the default may bring some 

temporary the repercussions need not be large or 

long-lasting. In fact~ there is solid reason to believe that 

once the uncertainty of New York is ended~ markets will be 

sturdier. 

Finally~ for the people of the United States~ this plan 

means that they will not be asked to assume a burden that is 

~L.~~ 
not of their ~making an~should not become their responsi-

bility. This is the only fair and sensible way to proceed. 

(MORE) 
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There is a profound lesson for all Americans in the financial 

experience of our biggest and richest city. 

Though we are the richest Nation in the world, there is a 

' practical limit to our public bounty, just as there is to New York's. 

Other cities, other States
1 

as well as the Federal Government..) 

are not immune to the insidious disease from which New York is 

suffering. This sickness is brought on by years and years of higher 

spending, higher "deficits, more inflation and more borrowing to pay - \ . ~ 
for higher spending, higher deficits and on and on. J,. ~~ta 1 ,. &/ 

~"1"- .~ \1 ""'··~~ ~,. .... ~~J a-.L ~~et 6c. ,..J.,. . I "'f M"'' ' 
It is a progressive disease and there is no painless cure. 

Those who have been treating New York's financial sickness 

have been prescribing larger and larger doses of the same peiltici~ 

~~~~~ , 
that have proved so popular and successful in Washington 

for so many years. 

None of us can point a completely guiltless finger at New York. 

We have all enjoyed its pleasures and comforts. None of us should 

now derive comfort or pleasure from New York's anguish. 
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But neither can we let the contagion spread. 

As we work with the wonderful people of New York to overcome 

their difficulties -- and they will -- we must never forget what 

brought this great center of human civilization to the brink. 

For ~rk my wor~s -- if we go on spending more than we have, 

providing more benefits and services than we can pay for, then 

a day of reckoning will come to Washington and the whole 

• 
just as it has to New York. 

I leave you with this question: 

When ~at day comes, who will bail out the United States 

of America? 

Thank you. 

n n u 
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~nA 
<:::::;;: -

After default, it may be necessary, if State and local officials 
continue to refuse to accept responsibility for managing the 
affairs of the City, to work with the courts to maintain the 
protection of life and property for the citizens of New York 
City. I believe we have to make a distinction between bailing 
out the bond holders and politicians on the one hand, and on 
the other, protecting the people of New York City from the 
consequences of the lack of courage which may be exhibited 
by their office holders. 

B 

Option C 

ult, we will work with all of the appropriate 
o government to insure the protection of life and 
for the citizens of New York City. 

The real victims of the default caused by mismanagement of the 
affairs of the City by its leaders, are the eight million 
citizens of New York City who have paid their taxes but have 
been hurt by this fiscal tragedy. I wish to assure them that 
I will work with the appropriate governmental agencies to 
insure the protection of life and property. 

Option D 

In the event of default, the Federal Government will work 
with the Court to assure that police, fire and other esse·ntial 
services for the protection of citizens ate 'maintained. 
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FIFTH DRAFT 
October 26, 1975 

~ faee about a matter of concern to all Americans. 

New York City, where one out of every 25 Americans live, 

through whose "Golden Door" untold millions have entered this 

land of Liberty, faces a financial showdown • 

The time has come for straight talk -- to these eight million 

Americans and to the other 206 million Americans to whom I owe 

The time has come to sort facts and figures from fict~on 

(_, 
dl 
~ 

) 

and fear-mongering in this terribly complex situation. The time 

has come to say what solutions will work and which should be cast 

t. 
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aside. • 

And the time has come for all Americans 

problems of New York and the hard decisions they demand, fore-

potential 
~shadow and focus upon~-~-- problems for all Federal, State 

and local governments -- problems which demand equally hard 

decisions 

One week ago New York City tottered upon the brink of 

financial default ~ a~o~l~u:-!:e~a ,. 
of lAe 'feacltet s I 'H'triort pettsiott fartd. 

The next day Mayor Beame testified here in Washington that 

the financial resources of the City and State of New York were 

exhausted. Governor Carey agreed. 

and 
It's now up to Washington, they said,/ unless the Federal 

government intervenes, New York City within a shor~ time wil~ 

no longer be able to pay its bills. 

-The message was clear: Responsibility for New York City's 

financial problems is being left on the front doorstep of the 

Federal government -- unwanted and abandoned by its real parents. 
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Many explanations have been offered about what led New 

York City deeper and deeper into this quagmire. 

Some contend it was long-range economic factors such as 

the flight to the suburbs of the city's more affluent citizens, 

the migration to the city of poorer people, and the departure 

of industry. 

Others argue that the big metropolitan city has become 

obsolescent, that decay and pollution have brought a deterioration 

in the quality of urban life, and that New York's downfall could 

not be prevented. 

Let's face one simple fact: most other cities in America 

have faced these same challenges, and they are still financially 

healthy today. They have not been luckier than New York; they 

simply have been better managed. 
• 

There is an old saying: "The harder you try, the luckier 

you ~II I like that definition of "luck". 

(MORE) 
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• • 
During the last decade, the ~~of New York City 

have allowed its budget to triple. No city can expect to remain 

solvent if it allows its expenses to increase by an average of 

12% every year, while its tax revenues are increasing by only 

4 to 5% a year. 

As Al Smith, a great Governor who came from the sidewalks 

of New York, used to say: "Let's look at the record." 
1 

~~~ 
The record shows that New York City's ~ :~; are 

the highest in the United States. A sanitation worker with three 

years experience now receives a base salary of nearly $15,000 

a year. Fringe benefits and retirement costs average more 

than 50% of base pay. Four-week paid vacations and unlimited 

sick leave after only one year on the job. 

The record shows that in most cities, munic~pal employees 

have to pay 50% or more of the cost of their pensions. New 

York City is the only· major city in the country that picks up 

the entire burden. 

(MORE) 
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The record shows that when New York's municipal employees 

retire they often retire much earlier than_ :n most cities. Tie ~ 

.L. -&.. / ~ ~ .,.., BitjiX:d: • .,,,., sute~~~ so ttoa• m~ New voFlt 

.-~ 
~ Jet~re at pensions considerably higher than ~ sound retire-

ment pla;:a...ai?!'ti permit. 

The record shows New York City has 18 municipal hospitals; 

yet, on an average day, 25% of the hospital beds are empty. 

Meanwhile, the city spends millions more to pay the hospital 

expenses of those who use private hospitals. 

The record shows New York City operates one of the largest 

universities in the world, free of tuition for any high school 

graduate, rich or poor, who wants to attend. 

New York's 
As for/~ much-discussed welfare burden, the record shows 

~~L-t. 
more than one current welfare recipient in ten ~legally ineligible 

for welfare assistance. ~ 

Certainly I do not blame all th~le of New York 

for their generous instincts or for their present plight. I 
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do blame those who have misled the people of New York City 

' 
about the inevitable consequences of what they ~1~ 
~appen over the last 10 years. 

-- A steady stream of unbalanced budgets; 

Massive growth in the city's debt; 

-- Extraordinary increases in public employee contracts; 

-- And total disregard of independent experts who warned 

again and again that the city was courting disaster. 

There can be no doubt where the real responsibility lies. 

And when New York City now asks the rest of the country to 

guarantee its bills, it can be no surprise ee~e~~~·~e~o~l~e~a~a~w•~~· :thJ~i ~ 

many other Americans ask why. ~ 
~ 

Why, they ask, should they support advantages in New York 

that they have not been able to afford for their own communities? 

Why, they ask, should all the working people of this country 

be forced to rescue those who bankrolled New York City's policies 
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for so long -- the large investors and big banks? 

In my judgment, no one has yet given these questions a 

satisfactory answer. 

Instead, Americans are being told that unless the rest 

of the countr~ b ails ou~ New York, there will be certain catastrophe 

'---
for the United States and perhaps for the world. 

Is this Halleuelioil scare story true? 

Of course there are risks that 

~~· v-~-~ the f::::cial markets. 

default cou~~~rar~ 
But these markets have already 

made a substantial adjustment in anticipation of a possible de-

fault by New York City. 

Claims also are made that because of New York City's troubles, 

other municipalities will have grave difficulty selling their 

bonds. I know this troubles many thoughtful citizens. 

~ ~~· ~.c.....-
But, the New York City record of/financial · is unique 

among municipalities. Other commun~ties have a solid reputation 

for living within their means. In recent days and weeks, other 

local governments have gone to investors with clean records of 
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fiscal responsibility and have had no difficulty raising funds. 

The greater risk is that any attempt to provide a lFederal~ 

A~ 
blank check for the / sl ·' · · a\ of New York City fDould 'lnsure 

..- that no long-run solution to the city's problems~ ever occur. 

I can understand the concern of many citizens in New York 

and elsewhere. I understand because I am also concerned. 

What I cannot understand -- and what nobody should condone 

is the blatant attempt in some quarters to frighten the American 

people and their Representatives in Congress into panicky support 

of patently bad policy. The people of this country will not be 

stampeded; they will not panic when a few desperate New York . ' •• we :1l:r:t:!~and bankersjtry to scare New York's mortgage payments 

out of them. -- ~~· We have heard enough sf tbese §@if-serving 14i&E &lau-e. 

What we need now is a calm, rational decision as to what 

the right solution is -- the solution that is best for the people 

of New York and best for all Americans. g. OJ <.($> 
-
"'J ::t) 

~c_Y 
(MORE) 
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To be effective, the right solution must meet three basic 

tests: 

-- It must 
~ 

maintain essentia)lservices for the people of 

New York City. It must protect the innocent victims of this 

~· T~ere must be policemen on the beat, firemen in the 

station, nurses 
~~~--r 

in t h 1 wards ~<.i!N!"""d;a....tt.Jir:.iaiLC.rJlhu:e:.;rt.as....;il.ln~•tiola.,.a .... ato!lWa•sws;;.;r.:;.go"'owma.a.s..-=-

atfe iliti§t go sa ~ 

-- Second, the solution must assure that New York City can 

and will achieve and maintain a balanced budget in the years 

ahead. 

-- And third, the right solution must guarantee that neither 

New York City nor any other American city ever becomes a ward 

of the Federal Government. 

Let me digress a minute to remind you that under 

stitutional system, both the cities and the Federal government 

are the creatures of the States. The States delegate certain 
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of their sovereign powers -- the power to tax, police powers 

and the like -- to local units of self-government. And they can 

take these powers back if they are abused. 

The States also relinquished certain sovereign powers to 

the Federal government -- some altogether and some to be shared. 

In return the Federal government has certain obligations to 

the States.-- h"t •• uathbillj CO bj puss tlaem and r28" 1 ets tbs 1 r 

SSdbdiOIS!UIIS. 

I see a serious threat to the legal aaa ~•aai~ioll&l re-

lationships among our Federal, State and local governments in 

any Congressional action which could lead to disruption of this 
• 

~nee. Our largest city is no different in this respect 

than our smallest town. If Mayor Beame doesn't want Governor 

Carey to run his city, does he want the Presiden~ of the United 

States to be Acting Mayor of New York? 

Now, what is the solution to New York's dilemma? 

(MORE) 
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There are at least eight different proposals under con-

sideration by the Congress intended to prevent default. They 

are all variations of one basic theme: that the Federal Govern-

~ ment would guarantee the availability of funds to New York City. . '&v 
-"bo •P"g:~h~blh say rnat th'tiua~nti~-

~~ --·~ 

I w~ll tell you why. 

Basically, it is a mirage. By giving a F~deral 

we would be reducing rather than increasing the prospect that 

the city's budget will ever be balanced. New York City's frbll~ 

'~ ~ have proved in the past that they will not face up to the 

city's massive network of pressure groups as long as any alternative 

-rMk~~t=:r 
is available. If they can scare II into providing that alternati;e 

1-t-' ~ ~ ~ L£.o art"..._ 
now, why shoul~they ~ be confident ~erire a\ into providing 

it three years from now? In short, it encourages the continuation 

of "politics as usual" in New York -- which is precisely not the 
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way to solve the problem. 

Such a step would set a terrible precedent for the rest 

of the Nation. It would promise immediate rewards and eventual 

rescue to every other city that followJ« ~mple of our largest 

• city. What restraint would be left on the spending of other local 

~ 
and State governments once it ls c a uaoQ clear w them that there is 

a Federal rescue squad that will always arrive in the nick of time? 

Finally, we must all recognize who the primary beneficiaries 

of a Federal guarantee program would be. The immeji8~j beneficiaries 

would not be those who live and work in New York City because the 

really essential public services must and will continue to he pzouiacd. 
• • 

The primary beneficiaries would be the New York ~i~who 
would thus escape 

• 
~~ndbe 

res pons ibili ty for IPlt E prof llgaey ~ their past 

further excused from ~ making the hard decisions 

' I YIGW'" 
require~o restore 

~ 
the, fiscal in t e g r it y 8aoif~t!"il""r"'e.....,e'"'"lt-t-c .. ,"'!.!"'--

1( 

The secondary beneficiaries would be the large investors and 

financial institutions who purchased these securities anticipating 

a high rate of tax-free return. 

•• 
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qfi!S is a formidable alliapce But we b?'7 0 all te1telt aelemft 

;:: I! I a ats ... u 92£02 2 ftC best inte~asts of 2
, , the Amer,can peep!~ 

.we are all eware that Mew rork has had increasing difficulty 

~ala ins aeaey ~e pay its bills., 

bills, legal 

confusion -

s -- the Federa 

law As you know, the Constitution empowers the 

Congress to enact uniform bankruptcy laws. Therefore, I will 

submit to the Congress ap gge (~ special legislation providing • 

the Federal Courts with sufficient authority to preside over an 

orderly reorganization of New York City's financial affairs 

-- should that become necessary. 

How would this work? The City, with State approval, 

file a petition with the Federal District Court in New York under 

a proposed new Chapter XVI of the Bankruptcy Act. The petition 

would state that New York City is unable to pay its debts as 
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would not be the recipients of the ervices provided to New York City 

residents because the really esse tial public services must and will 

continue to be provided. 

The prime b eneficiarie would just be the New York politicians 

who would thus be excused fr m bearing the responsibilities of the 

profligacy of their past deci ions and further excused from now making 

the hard decisions require to restore the fiscal integrity of the city. 

The second b enefic arie s would be the large investors and 

financial institutions who urchased these securities anticipating a 

high rate of tax-free retu n. 

Does this mean there is no solution? Not at all. There is a fair 

and sensible way to resolve this issue, and this is the way to do it: 
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If the city is unable to act to provide a means of meeting its 

obligations, a new law is required to assure an orderly and fair means 

' of handling the situation. refore, I will submit to the 

ongress 

· ~ 

How would this work? The city, with State approval, would file 

a petition with the Federal Distric Court in New York. The petition 

would state that the city is unable pay its debts as they mature and 

that the city desires to work out an adjustment of its debts with its 

creditors. 

The Court will accept juris ction of the case and provide for an 

automatic stay of suits by creditor so that the essential functions of the 

city will not be disrupted. This s , essentially an injunction, would. 



' • 

A 

The Federal government should ot bail out NeU York City. 

But if the City fails to maint in essential services such 

as police and fire, the Feder government will act with 

the appropriate authority to assure the protection of the 

city's citizens. 

B 

·. 

In the event of default, the Federal Government will work 

with the Court to assure th).f;)~ice, f~~~a~,other essentia 

for the protectio~~ ~~e maintained. services 
/1 

Option C 

If default were to occur , New York Str.-te am 
should be able to mainta essentila services for the people 
of New Yor~i£ they act close the gap between revenues 
and expenditures. 

The federal government ·n not bail out New York City. 
But in the highly unlikel event that New York continued 
to refuse to take the ste:r necessay to assure the main
tenance of essential ser ces, whether by raising revenues 
or reducing expendituresfor both, we would of course work 
with the appropriate agencies of government to assure the 
protection of life and pro~erty of the citizens. 

l 
I 
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as they mature and that the City desires to work out an adjust-

ment of its debts with its creditors. 

~~ UlcJvllJ 
The~~-1~ then be authorized to accept jurisdiction 

~ of the case and provide for an automatic stay of suits by creditors 

~ 
so that the essential functions of New York City ~ not be 

disrupted. IP'ttts s ta57 essentially an taj ant z us, wo aid een tiaaw 

,.,~ 
proceeding Is tefmifiated:u This~ enable an orderly 

t:U~ ~ 
developed whevalJtJ the City ~work out"'f arrangementS 

"Pti 1 i=lt& 

plan to be 

with its creditors. 

City~ 
York/is wazkh~ out a While New compromise with its creditors 

the essential governmental functions of the City would continue • 

proposed legislation will include provision that as 

a condition of New York City petitioning the Court, the City must 

not only file a good faith plan for payments to its creditors 

but must also present a program for placing the fiscal affairs 

of the City on a sound basis. 

(MORE) 
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In order to meet the short term needs of New York City 

the Court would be empowered to~tificates covering 

new loans to the City which would be (repaid} paid out of future 

~ tax revenues ahead of o~her creditors. 

Thus, the legislation I am proposing will do three essential 

things. 

First, it will prevent, in the event of a default, all 

New York City funds from being tied up by lawsuits. 

Second, it will enable an orderly plan to be devel 

for payments to New York's creditors over the long term. 

Third, it 
~ 4 ,...,..,_ /;-tTt- to be 

will r~, new borrowing/secured IIIIi I!" 

• iod+•;:;;,;,u;::a:..;;:r:.:Z?:t M4;.t.J, ~ 
'"We she ulci nul! =~4t14 t •lti:t~ proposed legis-

~~ -
lation will, i and~ itself, put the affairs of New York City 

in order, lrttlu o$ome hard measure~ ~n by the officials 

~y-~ 
of New York City an~State. They must either increase revenues 

or cut expenditures or devise some combination ei e1~w that will 
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bring them to a sound financial position. Careful examination 

~~ 
has ~R8' e s I! a 8; belfe 11., that those measures are neither beyond 

the realm of possibility nor beyond the demands of reason. If 

~ they are taken, New York City will, with the assistance of the 

legislation I am proposing, be able to restore itself as a fully 

~ 
~ solvent operation, 

the ~ 1~ I am recommendi~g ~a 1 sh* ) is __ / 

this: if New York fails to act in its own behalf, 

~~~ an orderly proceedin1 
~~1-L 

The ones who 

those who 

The creditors ~ot be wiped out; how much they will be 

• 

hurt will depend upon the future conduct of the City's ~~~A~ 
For the people of New York, this plan will mean that 

essential services will continue. There may be some temporary 

inconveniences, but that will be true of an~ so~ut~in that is 

adopted. 

(MORE} 
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For the financial community, the default may bring some 

temporary~4b~:e~epercussions~ large or 

long-lasting. In fact, there is solid reason to believe that 

once the uncertainty of New York is ended, markets will be 

sturdier. 

Finally, for the people of the United States, this ~ 

means that they will not be asked to assume a burden that is 

not of their own making and should not become their responsi-

~ 
bility. This is bhe snlq fair and sensible way to proceed. 

(MORE) 
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There is a profound lesson for all Americans in the financial 

experience of our biggest and richest city. 

Though we are the richest Nation in the world, there is a 

•practical limit to our public bounty, just as there is to New York's. 

Other cities, other States as well as the Federal Government 

are not immune to the insidious disease from which New York is 

suffering. This sickness is brought on by years and years of higher 

spending, higher deficits, more inflation and more borrowing to pay 

~~~~i!:Ct~·-=~~~ ... t•!?~~~.cr.,---. for higher spending, higher deficits and on and on. ~· ~ • 

Sc & • ~,L,,~s,.' 
It is a progressive disease and there is no painless cure. r 

Those who have been treating New York's financial sickness 

have been prescribing larger and larger doses of the same political 

pep pills that have proved so popular and successful in Washington 

for so many years. 

None of us can point a completely guiltless finger at New York. 

We have all enjoyed its pleasures and comforts. None of us should 

now derive comfort or pleasure from New York's anguish. 
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But neither can we let the contagion spread. 

As we work with the wonderful people of New York to overcome 

their difficulties -- and they will -- we must never forget what 

brought this great center of human civilization to the brink. 

we go on spending more than we have, 

providing more benefits and services than we can pay for, then 

a day of reckoning will come to Washington and the whole country 

just as it has to New York. ...,J,. + 
~~ht~ ~~~-to ~4"~- '8•14*-tJC?·~ 

~I leave you with lJ'Jil question"'6 -v ~: 
~~·t-1' y 

When ihat da1comes, who will bail out the United States 

of America? 

Thank you. 

II II II 



ew Yor.,!s .&i"'fy offici~tti.ng 
/B~us about t ei seal responsibiljt)es. 

New YoryCity ha~pres nted a f,lan f r ~ finanbstability to 

/e admi~on. ../ 

-~thse 'ses~ 
~ 

If New York City officials can demonstrate their plan can be implemented, 

the administration can seriously consider assistance~ on a highly controlled 

and federally audited basis, to maintain essential services during the difficult 

transition period to fiscal stability. J / ,., 
'1;,0!1 ------ -v:u._~. 

However the bail-out bill now before ... ¥ l!JI&&s is irrelevant to the situation 

because it does not address the current problem, and furthermore, I would 

veto this bill. 

The. refore I recorn;nend that the l;~ders in New '¥)>rk follow -uf their~ with 

acti4It shOuld be understood that the adminiBtration will J..rt: c<>mmit 

~ebJ:•L:terven~"" prior to this action. 

At the same time, as a safeguard, I urge Congress to pass the bankruptcy 

legislation which I have recommended in the event it is needed. 

I am convinced that if New York City continues to move towards fiscal 

responsibility, and the Congress adopts proper safeguard legislation, I 

believe that all parties concerned can look forward to a satisfactory resolution 

despite the current obstacles. 



The President is gratified that the leaders of New York 

appear to have accepted primary responsibility for solving 

the financial problems of New York City and: are proceeding 

in the direction of a long-term solution in accordance with 

the State Constitution and State laws. He is impressed with 

the seriousness of their intentions as described by Governor 

Carey in his letter to Secretary Simon and awaits further 

concrete actions by the State and the other parties concerned. 

If all parties continue to cooperate and take prompt action 

the President believes that a satisfactory solution can be 

found. The President continues to give sympathetic considera-

tion to the well-being of the people of New York City and 

reiterates his determination that their essential services 

will be maintained. 
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Congress to pass the bankruptcy 

legislation which I have recommended in the event it is needed. _.,-
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believe that all parties concerned can look forward to a satisfactory resolution 

despite the current obstacles. 



The President is gratified that the leaders of New York 

appear to have accepted primary responsibility for solving 

the financial problems of New York City and are proceeding 

in the direction of a long-term solution in accordance with 

the State Constitution and State laws. He is impressed with 

the seriousness of their intentions as described by Governor 

Carey in his letter to Secretary Simon and awaits further 

concrete actions by the State and the other parties concerned. 

If all parties continue to cooperate and take prompt action 

the President believes that a satisfactory solution can b~ 

found. The President continues to give sympathetic considera-...... • 
tion to the well-being of the people of New York City and 

reiterates his determination that their essential services 

will be maintained . 
, 



I am gratified that the leaders of New York. appear to have 

accepted primary responsibility for solving the financial problems 

of the City and are proceeding in the direction of a long-term solution 

in accordance with the State Constit\ltion and laws. I am impressed 

with the seriousness of their intentions as described by Governor 

Carey in his letter to Secretary Simon and await further concrete 

actions by the State and the other parties co~cerned. ~. t have 
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I am gratified that the leaders of New York appear to have 

accepted primary responsibility for solving the financial problems 

of the City and are proceeding in the direction of a long-term solution 

in accordance with the State Constitution and laws. I am impressed 

with the seriousness of their intentions as described by Governor 

Carey in his letter to Secretary Simon and await further concrete 

actions by the State and the other parties concerned. HH~~ijwi!ii!iiiiii)IIIJ;;;iiill::zi~Jre .. 
I 

''t&-add III')l' ZOs:e it whmz1 , 1:' 
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-,_New York City , the leaders o.: ~ . .=r.-~ Vo-::·::. l.r<= "'!.cr-..,; ~g: fi.rzt 

initiatives to solve their probl ems on their own. The serious-

ness of thei r intent is underscored in a rec2nt letter s e nt by 

Governor Carey to Secretary Simon. 

In vie•.-~ of these encouraging developments, I wi.l~ today submit 

to the Congress legislation which will y~o~ida for tightly re

stricted seasonal loans to the City. These loans must be re

paid in full during the year in which each loan is nade and 

will be secured by future Federal payments to New York. This 

assistance will also be earmarked for services only and is 

intended to ensure, as I have pledged before, that the people 

o f New York City not suffer undue hardships as the financial 

integrity of their City is restroed. 

,ill!y support for these loans is contingent, of course, upon the 

completion of appropriate fiscal actions by thefuaders in New ~~ 

York sufficient to ensure that these loans can De repaid. At 

,_..,_e same time, however, I must emphasize that the type of finan

cial actions taken at the State and local levels are ~~t~ely a 

m::.·::ter for the leadership of Ne•.v York to decide. Primary re-

sponsibility for the resolution of this matter continues to 
• 

r~at i n New York. 
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In -che ·Ve::t the Ne•·T York le=:!:.:.;:..:-s fa.il to accept their res?Qn-

sibili ties, ~Tew York City cc~:....::. s ::ill be forced into legal. 

... lefaul t. Therefore, I am as~i:;~ t~e Congress once again. to 

enact special amendments to ~~e Federal baa~uptcy laws whi~~ 

;ould ensure that the precess o= such a default, if it occurs& 

is as orderly as possible. 

\ 

~-
l 

1 



The President is gratified that the leaders of New York 

appear to have accepted primary responsibility for solving 

the financial problems of New York City and: are proceeding 

in the direction of a long-term solution in accordance with 

the State Constitution and State laws. He is impressed with 

the seriousness of their intentions as described by Governor 

Carey in his letter to Secretary Simon and awaits further 

concrete actions by the State and the other parties concerned. 

11 all parties continue to cooperate and take prompt action 

the President believes that a satisfactory solution can be 

found. The President continues to give sympathetic considera-

tion to the well-being of the people of New York City and 

reiterates his determination that their essential services 

will be maintained. 

·: f} ;; '} 



I am encouraged by reports that after many months of effort the 

officials of New York State and Ne;; Y01t. City, bankers and union 

representatives appear to be approaching a realistic solution to 

the financial problems of the City of New York. The tentative 

plan, as indicated to us, would involve major concessions and 

sacrifices on the part of all interested parties who have come to 

recognize that the solution to New York City's problems requires 

the marshaling of the vast financial resources of the City and 

State of New York -- and that they could not count on a bailout 

by the American taxpayer. Basically we understand the program 

provides for: 

(1) New taxes to be enacted on a bi partisan basis. 

(2) Deferral of payment on debts and a reduction of interest 
payments. 

(3) Amendments to union contracts requiring pens ion contribu
tions and fundamental changes in the pension systems. 

(4) A reduction in city operating expenditures. 

(5) Additional credit financed through the City pension funds. 

It would appear that such a plan could accomplish all of the 

difficult long-term adjustments which ordinarily can be accomplished 

only through bankruptcy preceedings. 

They are on the right track. I encourage them to firm up their plans. 

I instruct to ----- -------



RESPONSE TO THE MAC PLAN FOR NEW YORK CITY 

OPTIONS 

Option 1 

Reaffirm the position outlined in your National Press Club 
speech: "I am prepared to veto any bill that has as its pur
pose a Federal bailout of New York City to prevent a default. 
I am fundamentally opposed to this so-called solution, and I 
will tell you why. Basically, it is a mirage. By giving a 
Federal guarantee we would be reducing rather than increasing 
the prospects that the City's budget will ever be balanced. 
New York City's officials have proved in the past that they 
will not face up to the City's massive network of pressure 
groups as long as any other alternative is available. If they 
can scare the whole country into providing that alternative 
now, why shouldn't they be confident they can scare us again 
into providing it three years from now? In short, it encourages 
the continuation of 'politics as usual' in New York-- which is 
precisely not the way to solve the problem. 

Indicate that there will be no pre-default Federal assistance. 

Option 2 

Indicate that you believe that the plan is on the "right track" 
and request that the plan be finalized and be signed by all the 
interested New York parties, without providing any indication 
of what Federal action, if any, might be taken. 

Option 3 

Same as Option 2 but indicate that the plan, if implemented, 
would not involve a Federal bailout and would have the effect 
of a default in that it would require a restructuring of the 
City's obligations. Under these circumstances, the Federal 
government could consider providing short-term assistance for 
essential services and/or seasonal financing only. ·., ,; 

/· .. ,,.' < 

Option 4 :xi 'El 
''~".;) . 

Indicate that you believe that the plan is on the "right'-~ 
and that the seasonal financing requirements of the plan should 
be financed through private banks and investigate the possibility 
of assuring that such private financing will be available. 



Option 5 

Indicate that you believe that the plan is on the "right track" 
and that you are requesting Secretary Simon to work with New 
York State and City officials to assure that the plan is imple
mented. Secretary Simon's instructions would be to assure that 
any Federal participation does not constitute a Federal bail
out. 

Option 6 

State that the plan in its present form is inadequate and re
quest that the New York officials make changes to require fur
ther commitments of revenue increases or expenditure reductions. 

Option 7 

Make no public response to the New York plan. 
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