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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.

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 as of December 1.

Responsibility for New York City's financial problems

is being left on the front doorstep of the Federal Govern-
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ment =-~- unwanted and abandoned by its real parents. ;
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As your President, I believe the time has come to state

my position personally to the citizens of New York and to
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those across the land:

—-— 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.

AL

¥

-

(\ -
Y
Ay

<

o

~

i %
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.

(MORE)



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."

No city can expect to remain solvent if it allows its

expenses to increase by % every year, while its revenues
are increasing by only %# a year. Yet the politicians of
New York City have done precisely that for the past years.

Consider what this has meant in specific terms:

-=- Over the last decade and a half, the number of resi-
dents in New York City has actually declined, but the number
of people on the city's payroll has increased by 50 percent.

-~ One-third of the employees now on the city's public
education staff teach not a single studentnfﬂih@%/have either

e

clerical or administrative jobs. 1S
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-— New York's municipal employees are gemnerally the
highest paid in the United States. A sanitation worker with
three years experience now recgives a base salary of $15,000
a year; fringe benefits and retirement add 50 percent a year
to the base. At the same time, a New York City subway coin
changer receives a higher salary than a private bank clerk.

-— In most cities, city employees are required to pay
50 percent of the cost of their pension. New York City is
the only major city in the country that doesn't charge its
employees a penny.

-— Retirement for municipal employees in New York often
comes at an early age, and the system has been rigged so that
many retire at pensions higher than the salaries they have
earned during most of their service.

-—- New York City has built a surplus of hospitals, so
many in fact that 257 of the hospital beds are regularly

empty. LT



—-—- New York City also operates omne of the largest uni-

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

graduate who wants to attend.

-— And for those on welfare, New York City now pays out

10 times as much per capita for benefits and assistance as

any other major city in the country. (EPB to check facts)

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: v f&-f“‘-%
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-- A steady stream of unbalanced budgets; RN t
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—— A tripling of the city's debt;

~- Extraordinary increases in public employee union

contracts;

(MORE)



-~ And total disregard of their own 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
pay its bills, it should be no surprise to its leaders that
many Americans ask why. Why should they pay for 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 big banks and other creditors?
New York leader

In my judgment, no/ K& has yvet given these questions a satis-

factory answer. o,
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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. There is no

objective evidence to support that conclusion. It would be



more accurate to say that no one really knows precisely what
would happen in our financial markets if New York defaults.
It's a matter of which prophets one believes. Our own analysis
within the Administration is that the financial markets have
already made a substantial adjustment in anticipation of a
possible default by New York City and that further disruptions
would be minor and temporary. The current economic recovery

of the whole Nation would not be seriously set back.

I can understand why some people disagree with this

conclusion and would speak out about their reservations.

—-—- perhaps the same
They believe other prophets/%hg ones whose earlier prophecies

brought New York City to its present state.
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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. I say 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. Cevhs
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(EPB to check Lockheed and Penn Central cases) N9y y
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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. Those citizens must be assured that their

governments, city, state and Federal, will not punish them

for the fiscal sins of others.

-- Second, the solution must make absolutely certain

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 permanent dependent ward of the Federal Government.
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There are at least eight different proposals under con-

sideration by the Congress to prevent default. They are all

variations of one basic theme:. that the Federal Government

would guarantee the future bonds of New York City so that it

could borrow additional money in the financial markets. 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 tell you why.

Basically, it is a mirage. Once a Federal guarantee is

given, there is no realistic way to expect that the city's

budget need ever be balanced. New York City's politicians

(of both parties?) have proved in the past that they are no

match for the massive network of pressure groups they face, ..
" “r"]:'f,'o
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As long as "politics as usual" continues in New York -- as
long as the present power coalition remains undisturbed -- there
can be no serious hope that hard, tough decisions will be taken
for long-term reform. Federal guarantees would change nothing
in New York's power structure. Instead, they would inevitably
lead to long-term Federal control over the city's affairs --

New York would become a colony of Washington -- or vice versa.

Such a step would violate the spirit of our Federal
Constitution. It 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? ' T e

(MORE)
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Finally, we must all recognize who the primary bene- 7

CLRAL 5

xt

\\')i 5 .
N M

R SNV

ficiaries of a Federal guarantee program would be. Not the

vast majority of the people of New York City: the really

essential public services must and will continue for them

regardless of what happens. Not the vast majority people in

other cities and states across the nation: a guarantee to

New York City will not help them at all. No, those who will

ed

benefit the most are New York politicians who support/ the

spending spree and the investors who voluntarily put their

money in New York City securities =-- the big banks and other

investors who anticipated a high rate of tax-free return.

I am a strong believer in the financial marketplace, a
system through which institutions and people with extra money
can freely invest their funds. They willingly take risks,

may
and the higher the risk, the more earnings they/xamxget for

their investment. That is as it should be. But everyone knows

that sometimes risks turn sour. There must be losses as well
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as gains in risk-taking. And when the risks do turmn out to

be bad, as in New York City, I do not believe that the Federal

Government and all the taxpayers of this country should then

make them good. To me, it is clear that those who made the

free choice to invest their money in New York City should now

bear the risk, not the 200,000,000 Americans who never made

such a choice.

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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First, I propose that the leaders of New York face
up to reality. Either they must take firm steps to avoid
default,

or they should prepare to accept the inevitable.

They argue that they have run out of resources to help

the city. I disagree.

What they have rum out of are

alternatives that are politically easy.

They can still

take the tough but decisive step of raising their taxes.

And if they do,

they can save themselves from default,
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There is no reason why citizens in the rest of the country
should raise the money when it can still be done by the
citizens of New York.
| N

Second, I propose that the Federal Government act now ™~
so that if the leaders of New York permit a default, it will
be orderly and limited in impact. A chaotic struggle among
the City's creditors and even among its employees would seriously
complicate the City's problems. Unfortunately, present Federal
law is inadequate to deal with this problem. Therefore, I
will tomorrow submit to the Congress special legislation pro-

viding the Federal Courts with sufficient authority to carry

out an orderly reorganization of the City's financial affairs.

How would this work? The City, with State approval,
would 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 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.,
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The Court will accept jurisdiction of the case and pro-
vide for an automatic stay of suits by creditors so that the
stay,

essentially an injunction,

essential functions of the City will not be disrupted.
ceeding is terminated.

This
would continue until the pro-
This will enable an orderly plan to be
developed whereby the City can work out a composition with its
creditors.
over a longer period of time,

This might take the form of payment in full but

less than the full amount due the creditors.

or it might involve payment for
While the City is working out a compromise with its
creditors the essential governmental functions of the City

would continue under the financial direction of the Court and
the State financial control board.

It

o it |
, 0
aty
W

e N

K\'I&V}LQ“

o
.

o,
The proposed legislation will include provision that as

a condition of the City petitioning the Court,

that the City
must file a good faith plan which will not only provide for

partial payment of its creditors but which will also establish
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the fiscal affairs of the City on a sound basis within a reason-

able period of time.

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

Court will be empowered to issue debt certificates covering new

loans to the City which would be paid out of future tax revenues

ahead of other creditors.

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 partial payment of

New York's creditors over the long term. Thirdly, it will

enable some new borrowing secured on a priority basis by future
fUs g
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tax revenues,
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Let us not dilude ourselves that this proposed legisla-

tion will in and of itself put the affairs of New York City

in order without the need for some hard measures to be taken

by the officials of New York City and State. This must include
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either increased revenues or expenditure cuts or some combina-
tion 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 be-
yvong 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 within

a reasonable period of time.

To summarize, the plan I am recommending tonight is

v . e p
this: if New York fails to act in its own behalf, there .«
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should be an orderly default supervised by a Federal Court
u y P y urtsN s

This plan will work. It will work because it is fair.

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 will not be wiped out; how much they will be
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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 repercussions will not be
large or long-lasting. 1In fact, there is solid reason to
believe that once the uncertainty of New York is ended, in-
vestors will begin returning to the markets and those markets
will be sturdier. Finally, for the people of the United

States, this plan means that they will not be

-
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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. e

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 government 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 and greater freedom,

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 practices they saw in Washington. The
difference 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. ‘Qi
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To; THE PRESIDENT

Date: Saturday evening Time p.m

ATTACHED IS THE DRAFT WHICH BILE SEIDMAN SAYS

IS SUBSTANTIVELY SATISFACTORY TO ALL THE EXPERTS.

I WILL TIDY UP THE LANGUAGE SOME ON SUNDAY
ALTHOUGH I CANNOT DO EVERYTHING THAT NEEDS

TO BE DONE IN THIS REGARD WITHOUT KNOWING WHEN
AND WHERE IT WILL BE DELIVERED, HOWEVER, I WILL
GO AHEAD ON THE ASSUMPTION THAT IT WILL BE DONE
BEFORE A JOINT SESSION OF THE CONGRESS AND SEEN

BY NETWORK AUDIENCES,

IF YOU FIND ANY SERIOUS FACTUAL ERRORS I WILL
BE AVAILABLE BY TELEPHONE AT HOME, ALL DAY SUN-

DAY, SOMETIME I WILL ALSO REWORK THE L.A. SPEECH
WHILE MILT IS REWORKING SAN FRANCISCO, W



FOURTH DRAFT *
e October 25, 1975 .

*

NEW YORK CITY

Events are now rushing to an apparent climax in the

financial affairs of New York City. days ago the

L

, 'city tottered on the brink of a default and was saved from

FEI/SILN FUND

that fate by an eleventh-hour decision of the teachers union,

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 itsg,,
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"Responsibility for New York City's financial problems
'
is being left on the front doorstep of the Federa& Govern-

ment —- unwanted and abandoned by its real parents.

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

ny position personally to the citizens of New York and to
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those across the land: ‘\ @ v

—— 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.
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Many explanations have been bffered about what led New

s
——

York City into this quagmire. 4 =

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
,‘5

the departure of industry.

Others have said that the big metropolitan city has

become obsolescent, that'decay and pollution have brought a
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could not be prevented.



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 ii‘oliticia.ns of New York have
allowed the budget to triple. No city can expect to reamin solvent if N
it allows its expenses to increase by an average of 12% every year,

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

’,

Consider what this has meant in specific termsd:
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-- New York City's payroll costs are the highes't in the United
States. A sanitation worker with three years experience now receiwlves
a base salary of nearly $15,000 a year. Fringe benefits and retirement
costs average more tha..n~50% 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% 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. 1<
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-- New York City has 18 municipal hospitals; yet, on an average

46’ vy o

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

i

23 ai‘thos2 who use private

hospitals.



-- 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.

- f’-&s for the much discussed welfare burden, bmore than one
currgnt welfare recipient in ten is legally ineligible for welfare assist-
ance. v \

I do not blame éll the peoplem'of\l\\l’ew York City for their .
generous mé%ives or for their present plighé. I do blame those who have
misled the people of New York City abovtblt 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; ‘:f".':')

-- Massive growth in the city's debt;

~-- Extraordinary increases in public employee contracts;



-— And total disregard ofl%éeé*—eaé}independent experts

who warned again and again that the city was courting disaster.

~Ehere can be no doubt where real responsibility lies.
And when New York City now asks the rest of the country to SURLANTES

E%éaits bilis, it should be no surprise to its leaders that
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many Americans ask why. Why should theyéa-)h-ﬁ-ea 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
LEERE INVESTDES prp L5mK8s T
City's policies for so long —- the big—btmﬁgE?d—e&ha;—s;&&i&opég

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

factory answer. >
Nor can I. i
Instead,:Americans are told that unless the rest of
- ¥ -

the country bails out Ne% York, there will be certain catastrophe
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9T .the Unitad States and perhaps for the woz-ld. -
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To be sure there are risks that default could temporarily unsettle
financial markets. But these markets have already made 2 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 Q;rlique among municipalities.
Oﬂler communities have a solid repuﬁﬁon 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. QI_ %Aﬂ Mﬂ*ﬁzzs

The more important risk is that any attempt to provide a2 blank
'

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

solution to the city's problems would occur. L 50Ry
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What I cannot understand -- and what nobody should
[}
condohe -- is the blatant attempt in some quarters to frighten
the American people and their Representatives in Congress into

panicky supnport of patently bad policy. "E——eﬂ.—’fha neopnla 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.
{EP%—te—cheek—&eekheeé—eeé—?eaa—seniiaé—eeaee} 7 :i,

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
<
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this struggle; [?he9e—e&bézess—=u9b—be—eesure&—that—thzir
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budget in the years ahead.

~= And third,

the right solution must guarantee that

neither New York City nor any other Americanm city ever becomes
L]

,,aw wa-'rd of the Federal Government.
L]
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There are at least eight different proposals under con-—
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sideration by the Congressﬁto prevent default. They are all

variations of one basic theme: that the Federal Goveranment

. T pRey 157 L _FUp LS 7D
, would guaranteeW&s—c_g New York City E—a—t-’na-t—-rt
eoulkid-borraon additicaal oonayx dia-thefinansdial-naskets. The

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

” 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 tell you why.-

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 that they will not face up to the city's massive network of pressure
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groups as long as any alternative is available. If they can scare us into

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

w3 into providianz it threa years firom now? In shor:,
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.continuation of ''politics as usual" in New York -- which is precisely not
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the way to solve the problem.
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of other local and state governments once it became clear to

them that there is—a Fedé;al“rescue squad that will always
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[to replace pages 12 and 13]

Finally, we must all recognize who the primary beneficiaries
of a Federal guarantee program would be. The immediate beneficiaries
would not be the recipients .of the services provided to New York City
residents because the really essential public services must and will
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 theé.ﬂé]:ﬁé’m'mginv-estérs
and financial institutions who purchased these s‘écurities anﬁcipa.tiz':,g:f "f0Ry

-a high rate of tax-free return.
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as gains in risk-taking. And when th; risks doys turn out to

/ / /

! F
be bad, as in New York ﬁity, I do not believ¢ that the Federal

Governmeny and all tyﬁ/taxpayersféi this quntry shougﬂ then
/

7

make thém good. To/me, it is jclear thay those who ﬁade the

!f

&
free /choice to ifvest their money in New Yo;k Ci?? should niy-
bear the risk,/ not the 20Q0,000,000/Americans who never made

:'; .j. / /\ / /
such a choige. J \ : ;

g / / ;
/ o

Does this me%ﬁ there is no-solution? Not at all. There
7 &

¢ / / ; /

is ajﬁair and serfiisble way to resolve’ this issue;!and this 1is
7 ;‘/

the’ way to do #rt: - -
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Either/they mus¥ take firm steps to avoid

default, or jfthey shquld prepare to accept the ineviiible;
: . 7 e
i -

__ g i A
at are oliticai}y easy. Tﬁgy can still _
| | SR e
takg the toagh but decisive step of'rais%ﬁé their taxes.. \

o /’i / o 5

- S £V 5 s
d if trhey do, they can save themselves Irom default. .
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[p. 13 (b) lead in]
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I am well aware that New York has had inci-easing difficulty

raising money to pay its bills.

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

E

7
confusion could result. In order to prevent this confusion -- and to -

insure that the city can continue to provide for essential public services

-- Federal bankruptcy law must be changed,

}ea—ée-éaaéaqua&a_;a_ia&LauL:h_;his_p;nhlam:} Therefore, I

will tomorrow submit to the Congress special legislation pro-

4@;%
viding the Federal Courts with sufficient authority to{}a;_;

% - SHotkp 7RG BECLINE NETESSAL

an orderly reorganlzation of the City's financial affairsA

How would this work? The City, with State approval,
Z L ¢

-
-

would file a petition with the Fedéral District;Court.in!

New York under a proposed new Chapter XVI of the Bankruptcy

Act. The petition would state that the City is unable to pay -- |
icts debts as thay matura and chat the City dasires :oi-wor's out

an adjustment of its debts with its creditors. GRS T

" i = - v
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The Court will accept jurisdiction of the case and pro-

vide for an automatic stay of suits Dy creditors so that the

essential functions of the City will not be disrupted. This

stay, essentially an injunctioa, would continue until the pro-
' .

ceeding is terminated. This will enable an orderly plam to be
S

. Aﬁv‘ﬁﬁﬂﬂﬁvhﬁbﬁﬁbv
developed whereby the City cam work outﬁ}uuuQﬁﬁﬁhﬁuﬁgndxh its

creditors. [:
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_While the City is working out a2 compromise with iE&

creditors the essential governmental functions of the City

2JeEET .-MJ | : i

would contlnue.under[:

e °
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The proposed legislation will include provisidn that as

a2 condition of the City-petitioning the Court,[?h&t the City

4

|p—a—---uj paymené oj J.ts craditors but E-aa-a-aL_ ) als; a_..a.b;.]..ﬁ“ ]
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)she fiscal affairs of the City oa 2 sound basisﬁ;%eh%&—&—fe&&eﬁ-
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In order to meet the short term needs of the City the
Court will be empowered to issue debt certificates covering new
loans to the City which would be paid out of future tax revenues

ahead of other creditors.

Thus, the legislation I z2m proposirng 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

- ; -T2
enable an orderly plan to be developed forEa-:-zd.ag payment’[é-é]

New York's creditors over the long term. Thirdly, it will

enable some new borrowing secured on 2 priority basis by future

tax revenues.
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Let us not dilude ourselves that this propodsed legisla-

tion will in and of itself put the affairs of New York City

in order without the need for some hard measures to be taken -
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either increased revenues or expenditure cuts or some conbina-
tion 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 be-
joné the demands of réason. If they are taken, New York City
will, with the assistance of the legislation I am proposing,

be abie to restore itself as a fully solvent éperation.Ei-&-hia'
a_;9asaaahln—ga;iad—é£—:;nag

To summarize, the plan I am recommending tonight is

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

FRCEEDING
should be an orderlylgeiauyg supervised by a Federal Court.

£ -
- o /
e ——

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

L]
L]

who are now fighting so hard to protect their power and

-

their profits: New York politicians and the city's éreditors.

NED '
The creditors[?é&f’not be wiped out; how much they will be

-
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hurt will depend upon the future conduct of the City's

politicians.

For the people of New York, this plan wjll mean that
essential services wili continue. There may be some temporary
inconveniences,- but that will be true of any solution that is
adopted. For the financial community, the défault may briné
some temporary dis;rder but the repercussions[ﬁggggnot be
large or long—-lasting. 1In facé, thefe is solid reason to
believe that once the uncertainty of New York is end;d,zga—
W markets

will be sturdier. Finally, for the people of the United

States, this plan means that they will ﬁoE be

» §~

(MORE) -
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asked to assume a burden that is not of their. own making. and

should not become their responsibility. This is a fair and

hoﬁorable way to proceed. g

In conclusion, let us pause for a moment to consider

rl

what the New York City experience means for the United -

States. ¥ =

- . . < \ W

S N - \___//A o

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 government spending, higher government déficits,

s . -
- < - >

»

. » s =

» » -

-and more inflation or taking a new direction by cutting our

L

.

taxes and cutting the growth in government spending. _Dodn

one fork, I said, lies the wreckage of many great nations- of

the past. Down the other liés the opportunitly for greater

i

.prosperity and greate;.freedoﬁ:

Tonight I think it is clear what path New York City ‘}

chose. ¥one of us can take any pleasure from this moment,-.-.:
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because the leaders of New York were in a very basic sense

) SPErPIN G . . )
following the same practices they saw in Washington. The

difference is that Washington owns printing presses and can

always print more money to pay its bills. But ultimately

S

éhe 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 regréssive
tax of all, inflation. : _ "

>
- - T

‘All of us tonight care especially about the peéple of

New York’City: they have worked hard over the years -

create one of the greatest centers of:civilization. But as

we work with them now to overcome their diffjculties, let us

never forget what led that é;ty to the brink. And let us

resolve that these United States will never reach the same

Jde

s
1S

S.

Thank you and good evening.
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FOURTH DRAFT
October 25, 1975
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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 br{nk of a default and was saved from

FEI/SIpN FUND

that fate by an eleventh-hour decision of the teachers unionA

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

WIntnd A SO TImieE

billsE%r*&F%eeembe*—%g

“

"Responsibility for New York City's financial problems
is being left on the front doorstep of the Federai Govern-

ment -- unwanted and abandoned by its real parents.

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:

-~ 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 1ong—rang; 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

could not be prevented.

(MOREY



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 politicia.ns of New York have
allowed the budget to triple. No city can expect to reamin solvent if
it allows its expenses to increase by an average of 12% every year,

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

Consider what this has meant in specific terms:




-- 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 job. Where else?

-- In most cities, city employees are required to pay 50% 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

[~
\*%
\

.

2 -
R/
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sound retirement plan would permit. \
-- New York City has 18 municipal hospitals; yet, on an average

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

et
v
('l

hospitals.



-- 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
currgnt 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: S FOR

-- A steady streamn of unbalanced budgets;

-- Massive growth in the city's debt;

-- Extraordinary increases in public employee contracts;



—— And total disregard of E%@eé*—o&f}independent experts

who warned again and again that the city was courting disaster.

fhere can be no doubt where real responsibility lies.
And when New York City now asks the rest of the country to SURLSNTEE

E%gﬂ:its bilis, it should be no surprise to its leaders that

2DLFET
many Americans ask why. Why should they[éay—&qa advantages

in New York that they have not been able to afford for their
own communities? Why should all the working pecople of this

country be forced to rescue those who bankrolled New York

LECRE INIESTDES Ay Lomies ©

City's policies for so long -- the[Er@—baﬂks{§ai—atha;—snmkuhn~%§

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

factory answer. Tateiad’
Nor can L. N;
Instead,iAmericans are told that unless the rest of

the country bails out Ne% York, there will be certain catastrophe

o g e .
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To be sure there are risks that 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 ﬁ.asco is u/nique among municipalities.
Other communities have a solid reputation for living within thevir 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. PR EEE
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Bul financial markats have already made a subs

What I cannot understand -- and what nobody should
condonhe —- is the blatant attempt in some quarters to frighten
the American people and their Representatives in Congress into

5 . = - v =
panicky support of patently bad policy. :E—eeg?cha neonla of
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they will not panic when

this country will not be stampeded;

a few desperate New York politicians and bankers try to scare

the mortgage payments out of them,

rational decision as to what

What we need now is a calm,

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

people of New York and best for all Americans. ;ﬂ““nﬁ

To be effective, the right solution must meet three

basic tests:

—— It must maintain essential services for the people

It must protect the innocent victims of

of New York City.

this struggle. [?he9e—eéeézess—muse—be—essure&—that—thefr
g = ’ - ! , : ! : ! :

‘foa—ike—ééaecl—a&a&fnf a&ha:s{]
fSSUeE
=}

i e e O

—-- Second, the solution must =

tnat Naw York City can and will achiz2v2 and maintaia a balaanced



budget in the years ahead.
~— And third, the right solution must guarantee that

neither New York City nor any other Americam city ever becomes

; a[?&ﬁﬁﬂﬂﬁﬂh*kﬁﬂﬂkﬁ“%?Ward of the Federal Government.
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There are at least eight different proposals under con-—

A TENLED

sideration by the Congressﬁto prevent default. They are all

variations of one basic theme: that the Federal Government

i TSP E Y OF BT 7D :
, would guarantee /& MNew York City F-o-—ﬁ-ra-t-—rt

= Lo i . The

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

term because New York City could be forced by Federallf.t_o

t0Rp
Q- ¢
“r:) u
balance its books within three years. {= i
o= v
2, ~

I am fundamentally opposed to this purported 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 prospect that the city's budget
will ever be balanced. New York City's politicians 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 is available. If they can scare us into

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

3
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continuation of '"politics as usual" in New York -- which is precisely not

the way to solve the problem.
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As long as "Bolitics as ypsual contigues in New ¥ork —— as
4 F 4 / '
4 / 4
/. ‘_' ! f
long as the presgnt power cgalition remains undistyrbed -- thlere
4 3 7‘" =
7 ‘ 3 s
Vi : 4 ; —g
can be no serjous hope that hard, tough decisions will be taken
J ’,4’1' ﬂ" ff
o : #
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for longr- term reform. /Federal guarantees would change nothing

4'
!'; / f ‘!
'! ‘./‘r
in New York's power/structure. 7/ Instead, they would *nevitably

_.-"': - / / ’{'! : {i

; 7 4 : / .
lead %o 1ong—ter?’Federal c?htrol over ;he city's ;affairs of

}f‘ ;f( i ?f f.{ k

4 ~ £ - 4 4
the/city -- New York would become 2 c¢olomy of Washingtomn —-- or
4

-._ i

svel A STEP

Geﬂs&i;uchuh__Jéaxould set a terrible precedent for the rest
of the ﬁation. It would promise immediate rewards and eventual
rescue to every other city that followed the example of our
largest city. ?hat restraint would be left on the spending

of other local and state governments once it became clear to

them that there is a Fedé;al'rescue squad that will always
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[to replace pages 12 and 13]

Finally, we must all recognize who the primary beneficiaries
of a Federal guarantee program would be. The immediate beneficiaries
would not be the recipients of the services provided to New York City

residents because the really essential public services must and will

continue to be provided.

oz 2
L

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@.gh-iaeeﬂginvestors

and financial institutions who purchased these securities anticipating

a high rate of tax-free return.
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as gains in rigk-taking. /?nd when thf risks doy turn out to
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be bad, as in New York CAty, I do not believ¢ that the Federal
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" First, I propose that the leaders of h w York faj?
up to reallty Either they mus take flrm steps to 5601d

default, or jthey shauld prep e to accept the 1neﬁgiible.

i
| 7 7
They argueg that they have rfin out of resources to help

"4
F

¥

the city. I didagree. what theylﬁave run out’ of are

.alti;?atives

takg the tongh but decisive step of‘raisiﬁg their taxes.
7 , y F 5
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hat are politically easy. They can still
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and if they do, t“ev can save “H=m531ves from default.
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[p. 13 (b) lead in]
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I am well 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 the city can continue to provifle for essential public services

-- Federal bankruptcy law must be changed,

MWM;W& Therefore, 1

will tomorrow submit to the Congress special legislation pro-

e y S 3 PEES /10
viding the Federal Courts with sufficient authority to fearsy
0 SHOLD 77 BECOHIE NETESSALY,
eu’-t%an orderly reorganization of the City's financial affairsk

How would this work? The City, w%ﬁh State approval,
would 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 the City is unable to pay
its debts as they mature and that tne City desires to work out

an adjustment of its debts with its creditors.

£
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The Court will 2ccept jurisdiction of the case and pro-—-
vide for an automatic stay of suits by creditors so that the
essential functions of the City will not be disrupted. This
stay, essentially an igjunction, would continue until the pro-
ceeding is terminated. This will enable an orderly plan to be

BN BB ENT
developed whereby the City can work outL§—eogpoo*'éaa'with its

creditors. l_

While the City is working out a compromise with its

creditors the essential governomental functions of the City

d:f,&’-‘ﬁw" ._.wv‘

would contlnue.undar[:

- ‘

The proposed legislation will include provision that as

a condition of the City-'petitioning the Court,é?hﬁé?the City

i/p—a—e-r.-ui" paymené% its craditors but ng% also W
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A fiscal affairs of the City
I
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In order to meet the short

o s 3y
cuvic HTLOTOE

Court will be empowered to issus
loans to the City which would be
ahead of other creditors.

Thus, the

legislation I am

things. First, it will prewvent,

City funds from being tied up by

enable an orderly plan to be daveloped for%&@paynent’_@é}

New York's creditors over the long term.

Neidn FOR Aoie )it

on

2 sound basis |withie—a—ssasen—

term needs of the City the
debt certificates covering unew

paid out of future tax revenues

proposing will do threes essential

in the event of a default, all

lawsuits. Secondly, it will

72

Thirdly, it will

enable some new borrowing secured on a priority basis by future

tax revenues.
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Let us not
tion will in and

in order without the need for
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dilude ourselves that this proposed legisla-

of itself put the affairs of New York City

to be takan

asc imcluda -
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either increased revenues or expenditure cuts or some combina-
tion of both that will bring them to a sound fimancial position.
OQur careful examination has indicated, however, that thase
measures are neither beyond the realm of possibility nor be=
yoné the demands of réason. I1f they are takemn, New York City
will, with the assistance of the legislation I am proposing,

be able to restore itself as a fully solvent operation.E-i-&-h-ic

a_:gasaaabla—pa;iad—o£—tin09 - o

To summarize, the plan I am recommending tonight is

this: 1f New York fails to act in its own behalf, there

FRROCEEDIN G ,
should be an orderly Eeﬁau-;.g supervised by a Federal Court.

[t it et ]

”

The ones who will be hurt by this ﬁlan will be those
'

who are now fighting so hard to protect their power and

their profits: New York politicians and the city's creditors.

NED
The creditors{?&&i?not be wiped out; how much they will be
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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 wili 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 briné
some temporary dis;rder but the repercussionszggggsnot be
large or long—-lasting. In fact, there is solid reason to
believe that once the uncertainty of New York is ended,[@n-
M&-—bﬁgﬂmﬁo—ﬁn—mﬁw markets
will be sturdier. Finally, for the people of the United

States, this plan means that they will not be

»

(MORE)



‘and more inflation or taking a new direction by cutting our

- 17 -

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. -

N

*

what the New York City experience means for the United

P

States. i B .

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 government spending, higher government deficits,

taxes and cutting the growth in government spending. _Doﬁn
one fork, I said, lies the wreckage of many great natiohs-of

the past. Down the other liés the opportunity for greater

.prosperity and greate:.freedoﬁ(

Tonight I think it is clear what path New York City -
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because the leaders of New York were in a very basic sense

, SPER I G ( 3
following the same practices they saw in Washington. The

difference is that Washington owns printing presses and can

always print more money to pay its bills. But ultimately

*

éhe 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 regréssive

tax of all, inflation. s .
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‘All of us tonight care especially about the ;EBBIE”bf
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

3o
CTLSLS .

Thank you and good evening.
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2 I have asked for this ofport//;ty to gk to you face

to face about a matter of concern to all Americans.

~ New York City, where one out of every 25 Americans
livg>a-d through whose "Golden Door" untold millions have en—
tered 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 Const-
itution of the United States.

facts and figures

The time has come to sort fig¥ from fiction and fear-
mongering in this terribly complex situation. The time has come
to say what solutiong will work and should be cast aside.

And the time has come for all Americans to see how the
and the hard decisions they demand,foreshadow
problems of New York Bl NEd VSRR TR XN N T R A N T T8
and focus upon
. future problems for Federal, State and local govern-—

v

mentj/which wis¥ demand equally bard decisions from all of us.
4za§’week’ (?) ago New York City tottered upon the brink
of financial default and was only saved by an llth-~hour decision
of the Teacher<d 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 exhausted. Governor Carey agreed.



It's now up to Wasbington, they =aid. Unless the Federal
government intervenes, New York City within a short 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.

Many explanations have been offered about what led New York

City deeper and deeper into this quagnmire.

niek up
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Events are now rushing tlo an apparent climax in the

financial affairs of New York (City. days ago the

r
.

~

.F city tottered on the brink of r default and was saved from

TENSIHN FUND

that fate by an eleventh-hour |/decision of the teachers unionA

The next day, Mayor Beame testified here in Washington

that the financial resources ¢f the city and of the State of
1

New York were exhausted. Gov%rnor Carey agreed. It's now

up to Washington, they said, Jnd unless the Federal Government
\

intervenes, New York City willl no longer be able to pay its

WIBpINt A SHoe] TIntE
billsE%kﬁ4—9eeembo*—%3
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"Responsibility for New Y

is being left on the front doo

brk City's financial problems

rstep of the Federai Govern-—

ment —- unwanted and abandoned

As your President,

by its real parents.

I believe the time has come to state

my position personally to the citizens sf New York and to




those across the land: & Pf//?

—-— To sort out factlfrom fiction in this terribly complex
situation;
—-—— To say what solufion will work and what should be
cast aside;
—- And to tell all lAmericans how the problems of New

York City relate to their| own lives.

Many explanations ﬁave been offered about what led New

York City into this quaggire. *

Some Eg;ﬁ—EE!d 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 hﬁ%ﬁfﬁ#&% that the big metropolitan city has

become obsolescent, that decay and pollution have brought a
: WJ‘“ Vqu&JQ
deterioration in the quality of/life, and that‘f”downfall

could not be prevented.

(MORE)



L | &
1; o

Let's faceﬁ fact': maamy other cities in America have 7 /

i

faced these same challenges, and they are still financially healthy

today. They have not been luckier than New York; they msse simply M

been better managed.

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

e & ik Tt dafparlinn pp Ll
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During the last decade, the politicians of New York,have

allowed thee budget to triple. No city can expect to reﬁ@lin solvent if

it allows its expenses to increase by an average of 12% every year,

ant
while its tax revenues lwawe=lsewn increasing by only 4 to 5% a year.
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@ 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 thz;n 50% of base pay. Four-week paid vacations

and unlimited sick leave after only one year on the job. Where else?

# In most citieSf'-hy employees mh to pay 50% or

more of the cost of their pensiox?. New York City is the only major city

in the country that picks up the entire burden.

oA o -iz T hesw Vorhe
% W r municipal employees M
pews Yot bl

e
often wch earlier than in most citiesy emd %system has been

rigged so that most can retire at pensions considerably higher than any
sound retirement plan would permit.

‘Tktl‘ 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.



w New York City Moperates 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-

s 7 ooy 2)

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

generous r‘-vu 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;



-~ And total disregard of[?beé%—oué}independent experts

who warned again and again that the city was courting disaster.

5 There can be no doubt wherejreal responsibility lies.

o

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

@a—ﬂits bilis, it sgﬁ‘d? be no surprise to its leaders that

D)W TU”“‘\ S apeteer

many |Americans ask why hy/ should theyﬁéahéea advantages

in New York that they have not been able to afford for their

J&CL,M)
own communities? Wh%/should all the working people of this

country be forced to rescue those who bankrolled New Jork

Oy
LAREE IVESTOES FD)EANKS 4
City's policies for so long -- the[Efg—baﬂkin: ol :]
)

.

{;Tifzg my judgment, no one has yet given these questions a satis-

factory answer.
Instead, Americans are ftold 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. Phere—its—mo




6a

AU A—
b@eﬂ there are risks that default could temporarily unsettle [fi.

financial markets. But these markets have already made a substantial

/50
adjustment in anticipation of a possible default by New York City. ‘®

] claim made that because of New York City's

=T B

*

i~ a4 ww
their bonds.

troubles, other municipalities will have grave dlfflcultiﬁﬁ sellin W

But, the New York Cityffiasco 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.

(W ?>
The Mﬂt risk is that any attempt to provide a /ylank

1

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

sl
solution to the city's problems woul?occur.

Mamy tn Ned Y i ol
&% D Gu %
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o be sure thgre are risks that default coulﬂnstl

e financidl markets
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Bud financial markdts have already ma de a substajktial
djustmefqt in anticipatjon of a possiblddefault by New Yo City. &5~
‘:h more important risk 1§ that any attemyt to provide a blank check

C
e politiciyns of New Yoxk City «%ould ingure that no long-r

to the city's problems Would be-possi

\
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What I cannot understand -- and what nobody should
condonhe —-- is the blatant attempt in some quarters to frighten

the American people and their Representatives in Congress into

panicky support of patently bad policy. E—-&aﬂfhe people of
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this country will not be stampeded; they will not panic when_«f/
a few desperate New York politicians and bankers try to scare

‘~.“ L A <

/ mortgage payments out of them.

. We /'»AMMMM 7 Weas. WW"‘] }AAAA&M

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.
wh W /
W wory —anl & wn,

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. [ M 4‘ mw

ﬁég&w %%l et tee “‘—L&M
2l Uoolews b"mé%‘—"m Lfle reee?t g 7

—— Second, the solutlon mustfﬂom

that New York City can and will achieve and maintain a balanced



budget in the years ahead.

- -
| >
oL el
& >
‘-‘) 0
—— And third, the right solution must guarantee tha

neither New York City nor any other American city ever becomes

; al?eﬁﬁ&he&&ﬂkﬁkﬁﬂkué?W%Fd of the Federal Government.

Let me digress 2 minute to remind you that under our
Constitutional system, both the cities and the Federal gov-

ernment are the creatures of the States. The States delegated
IzxEXiIEsXandxaiiEr X InEx X X RERR T XX R X EWRX
certain 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 backdé—u)‘]mwx

The States also relinquished certam soverelgn powers to the

kR Vs - = - e
- p 8 o lI‘ans

Federal government --— some altoget'her/and some to~ be shared,,
smeh—eae.taxation,

A o

Lertain-opimes, In return the Federal government a@ certain
obligations to the States == but no authority to by-pass them

and d%’l their subdivisions.

legal and traditional relationships
I see a serious threat to the kx=imrxmxkalammm among our
Congressional

Federal,State and local governments in any/action which would
lead to disruption of this delicate balance. Our largest city is
no different in this respect than our smallest town. df-people fmr—

_beis country wemt—t0% govern themﬁmu-s—,—-ﬂn-r-a!?’(-bexxe;_nium;,

in emergenci heir S

~Weshington., If Mayor Beame doesn't want Governmor Carey to betlavar
/V'nghls city, %does he want the President of the Bnited States

to beAMay&' of New York?
) :
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There are at least eight different proposals under con-

sideration by the Congress,to prevent default. They are all

A

variations of one basic theme: that the Federal Government

- THE SRSB4 TY OF fENOS 7D

" would guaranteeEhe—i-u—f—é&o—b&nds—cg New York City rs'-u—t-h-a-e—rt
soultd—boiiou—additional—Ronefmit—tho—iiadtbidb-nasvato. 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.

Y

‘\‘
e .
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I am fundamentally opposed to this purported solution,

and I will tell you why.

;(,,\‘J'.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 that they will not face up to the city's massive network of pressure
groups as long as any alternative is available. If they can scare us into
providing that alternative now, w.hy should they not be confident of scaring
us 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.
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As long as 7mlitics as psual contigues in New ¥ork -- as

iy
/ 4
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long as the presgnt power c alition reméins undistyrbed -- thlere

£

t hard, tojigh decisiog% will be Laken

i’j»

Federal gugrantees would change pothing

can be no serjous hope t

‘)‘ .

for long-term reform,

in New ?/rk's power/structure. ; Instead, t ey would evitably
{ . *
/

lead long- terd’Federal control ovei/fhe city's ffairs of

thefcity -- New York wou become a colony of WAshington -- or

‘;enst itution

svch A STEV
=

i Xould set a terrible preecedent 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?

(MORE)



[to replace pages 12 and 13]
Finally, we must all recognize who the primary beneficiaries

of a Federal guarantee program would be. The immediate beneficiaries

Hrre who /&MMWW‘

would not be New York City

saerderts because the really essential public services must and will

D
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continue to be provided. "

e "

A Q."t‘

The prir%eﬁciaries woulw be the New York politicia;:;sﬂ g

who would thus Mm—yresponﬁbﬂiﬁg ﬁ the

proﬂigacy)of their past decisions andffurther excused from now making

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

The second/beneficiaries would be the Jimrestors

and financial institutions who purchased these securities anticipating

a high rate of tax-free return.
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risks doys turn out to

as gains in :;;k—taking. nd when th

be bad, as in New York City, I do t believg that the Federal

Governmeny and all the¢ taxpayersfof this untry should then

make thém good. me, it is jclear thay those who ?%de the

free fchoice to igvest their/money in New York CiP& should i;y

/

not the 200,000,000/Americans @ﬁo never m;?é
i

/ / / /
/ _ / /
such a ch;}ge. 7 - 4

bear the risk

F
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D?es this me?£ there is no solutign? Not at all. There

4
is i/;air and s;ﬁisble way to resolvel this issueg/:nd this is

the‘jway to do ‘{t: y =

‘s
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Either they mus¥ take firm steps to a‘{roid

hey shaquld pre;?re to accept the inevféble‘.

/ /

that t y have ran out c:f;’7

- ‘resources to help

A g ¥ . j
7 7 7 .
the city. I digagree. What they /ﬁave run ouﬁ:jéf are

&

, : F R
alterfatives fhat are politicalk{ easy. Thf‘gr can still
take the t(}ﬁgh but ?cisive s¥ep of raising their taxes.

/ i
' f ;i F £

Add if tlyéy do, théy can save themselvsgé from default.

J



[p. 13 (b) lead in]

We av aj/

w—asa—well 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 tha! "I’\e city can continue to provide for essential public services

-
" ‘\'( m—
é Jruov
--/Federal bankruptcy law must be changed, % g

, —

Gt

Therefore, I

1%5’&41&.‘0‘:!:>

will seemesmsw submnit to the Congresi/special legislation pro-

PRES 0=
viding the Federal Courts with sufficient authorit to‘eaEEg

ov. — SHoWY %&EM NETESSALY,
]

an orderly reorganization of City's financial affairsA

Mo Yirfe—

How would this work? The City, w?}h State approval,
would file a petition with the Federal District,Court in
" New York under a proposed new Chapter XVI of the Bankruptcy
vorIR—
Act. The petition would state that»%gQ 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.

E
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The Court w111,acceot jurisdiction of the case and pro-

suits by creditors so that the

vide for an automatic stay of
i This

essential functions of City will not be disrupted.
would continue until the pro-

stay, essentially an injunction,

This will enable an orderly plan to be

BN SBLRNSEIIENT
a—eos-p-oe-rt—:-e-g with its

ceeding is terminated.

developed whereby the City can work out

creditors. !_ 3 : =

G - » : - 1 | > 3 ‘ E
> ~

_While M}' is working out a compromise with its

creditors the essential governmental functioms of the City

45/,6::9/7“ ;m\} v

would continue. under[:

i

S

.

The proposed 1eaislation will include provision that as

a condition of%J City petltlonlng the Court, @-h-a-t the City

-

faith plan
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DEESEMT A PIOSEunn FOK PiAcsn/t

’she fiscal affairs of the City om a sound basis[{' : n—

a’o‘l‘e—p'e-ri-od—e-f-——t—icmeg

Vi Yind—

In order to meet the short term needs of t#e City the

= Court Mmpowered to issue debt certificates covering new

% _ ( )
loans to the City which would be /paid out of future tax revenues

<

[ % %

ahead of other creditors. ;
w'
8 .

Thus, the legislation I am groposing will do three essential
things. irst, it will prevent, in the event of a default, all
6 C

WY ity funds from being tied up by lawsuits. Second#, 1t will
£ s 72
enable an orderly plan to be developed forE-a-t-;:i.a.ljpayment E)éj
New York's creditors over the long term. Third#, it will
enable some new borrowing secured on a priority basis by future

tax revenues.

Wi ohontd :

¥stTns not d@lude ourselves that this proposed legisla-

tion will)in and of itself) put the affairs of New York City

in order without $hemeed—£er some hard measures b taken
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either increasa{ revenues o;/éxpendituregﬂiﬁ or/some combina-

tion of both that will bring thém to a sound financial position.

_guf careful examination has indicated, however, that those

z

measures are neither beyond the realm of possibility nor be-
yoné the demands of reason. If they are takem, New York City
will, with the assistance of the legislation I am proposing,

be able to restore itself as a fully solvent operatLMLéﬁéhia

: tOK
s 2 J

C 1) ‘ ) :‘i\, ] ~
To summarize, theQFIuﬂ\I am recommending tonight is™~._ 7

this: 1if New York fails to act in its own behalf, there

Yyud

EOCEEDING
should be an orderly@-e—f—a-u-].g supervised by a Federal Court.

[Eas : ' be—te—fatix, |
weS2fle Lo

The ones who will be by this ﬁlan will be those

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

their profits: New York politicians and the city's creditors.

NEED
The creditors[?i&f}not be wiped out; how much they will be
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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
inconvenienées,-but that will be true of any solution that is

adopted.||For the financial community, the défault may bring

|

some temporary disorder but the repercussions[ﬁgfggnot be
large or long-—-lasting. In fact, there is solid reason to

believe that once the uncertainty of New York is ended,£§a—

vesio*e-w4é4—hegén—*e@uenéag—to—the—nerket&aumbﬂﬂunﬁﬂmarkets

will be sturdier. Finally, for the people of the United

//QQR@
States, this plan means that they will not be WJ: %
5 \&, ~
o

(MORE)
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asked to assume a burden that is not of their own making. and

Hee

should not become their responsibility. This is ;‘ fair'and

envalle

}We way to proceed. ° -

e for a rnoment to::m

In conclusion,

what e New York CityZexperjence means fo7/t e Unlted ‘ﬁﬂ“u

——
ﬂtl, "_J

States. LA e
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about the -eheice—FBETIeve

Two weeks ago, I spoke f{

we face as a nation: the chdite betﬁeen continuing down a
" path of higher gc%‘it spehding, higher‘;%;%t deficits,
‘and inflation or taking new direction by cutting%iﬁib&*o
: b : e LR :
taxes and ;:utting the growth ip Mt spending. Down

one rk, I said, lies the wredkage of many great nations of

\

the past. Down the other lies '}:he opportunity for greater

|}
\

. !
prosperity and greater. freedom.’ Qﬂ

Tonight I think it is clear|what path New York City

chose. None of us can take any pleasure from this moment,




O -

because the leaders of New /gork were igr—= %
SPeNvG , : d
following the same practlces they saw in Washington.

difference is thatWashingtonﬁégig printing presses and can

always print more money to pay i?s bills. But ultimately

éhe practice of living beyond /Lur T;;Qé catches up with a
h % mily or/c1ty-

0, thefblll comes dui/elther in

nation just as_it catches up wit

fgasvdzm o 5?&;Z;Lf.'

-

the form of higher taxes or the'%arshest and most regréssive

!

tax of all, inflation. ol

} N

\yyye
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‘All : ; about the people of

New York City: | <=maer have workeq hard over the years to-

create one of theigreaaiit cent¢rs of civilization. But as

we work with them now to overcome thelr difficulties, let us
never forget what led FHZT c:.t to the brink. And let us

WMW

resolve that these United States| will newer—mewsh—the - Salime.

Thank you and good evenﬁng.




There is a profound 1es§9¥or all Americans in thEZLWtMa40

experience of our biggest and richest city. CONL

Though we are the richest nation in the world, tberefQ' 2
ractical publie Aﬁ >
-

is a/1imit to our/bounty, just as there is to New York's. ﬁ% 7

o =

Other cities, other tate‘.aaﬁnd%e Pederal government
+=WoxY are not immune to the insidious disease from which New
York is suffering. This is brought on by years and years
of higher spending, higher deficits, more inflation and more bor-
rowing to pay for higher spending, higher deficits and on and on.

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

Those who bave been treating New York's financial ‘d"‘“ﬂ
have been prescribing larger and larger dozes of the same political
pep pills that have proved so popular and successful in Washington
for so many years,

Nonz of us can point 2 completely guiltless finger at New
lork/ﬁnrlﬂé bavz}injoyed its pleasures and comforts. None of us
should now derive comfort or pleasure from New York's anguibh,

But neither can we let the contagion spread./As we work with
the wonderful people of lew York to overcome their ifficultieq’/

holp-tbem—=%e — s A w ALl — (
great centery of /civilization/

leiﬂggfgg;;r forget what brought to the brink,
oo

For/if we go on spending more than we have, providing more

services than we can pay for, then a day of ﬂigial reckoning will
and the whole country

Luot
come to Waqhingtor/mig as it has to New York.
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| .
I leave you with this w" <

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

-

of America?
Thank you.



THE WHITE HOUSE

WASHINGTON

October 27, 1975

MEMORANDUM FOR: THE PRESIDENT

FROM: L. WILLIAM SEIDMAN §%4jf;
SUBJECT: New York City

A redraft of your New York City speech designed to incorporate

the substance of your proposal is attached at Tab A. The
draft has been coordinated with all appropriate Departments
and agencies.

A copy of the proposed Bill referred to in the speech pro-
viding for a Chapter XVI in the Federal Bankruptcy Act is
attached at Tab B.

A letter from Chairman Burns to Congressman Ashley outlining
his views on New York City is attached at Tab C.

cc: Robert T. Hartmann
Donald Rumsfeld
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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, 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.

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 York City 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 a2 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 itsel‘f"a.s.,/

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. ZFinally, for the peéple 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

e UKy
and honorable way to proceed. s

i
© et

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

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 difference 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

Thank you and good evening. N -





