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NEW YORK CITY'S ECONOMIC CRISIS

WEDNESDAY, SEPTEMBER 24, 1975

CONGRESS OF TIHE UNITED STATES,
JOINT Eco:Noiki.c CoI-MiTTEE,

Washington, D.C.
The committee met, pursuant to notice. at 9:40 a.m., in room 1318,

Dirksen Senate Office Building, Hon. Hubert H. Humphrey (chair-
man of the committee) presiding.

Present: Senators Humphrey, Proxmire, Ribicoff, Bentsen, Ken-
nedy, Javits, Percy, and Fannin; and Representatives Moorhead,
Hamilton, Brown of Michigan, Heckler. and Rousselot.

Also present: John R.. Stark. executive director; Jerry J. Jasinowski,
Loughlin F. McHugh. John R. Karlik, William A. Cox. and Robert D.
Hamrin, professional staff members; Michael J. Runde, administra-
tive assistant; George D. Krumbhaar, Jr., minority counsel; and AlI.
Catherine Miller, minority economist.

Chairman Hu-rNrmuiiuY. We will open the meeting of the Joint Eco-
nomnic Committee.

Mayor Lanldrieu, holw many mayors do we have here?
Mayor LANDRIEu. We have nine, Mr. Chairman. and we anticipate

three others to come while this meeting is in progress.

OPENING STATEMIENT OF CHIAIRMrAN HU3'[IIREY

Chairman H'rrNPIiREY. Today, the Joint Economic Committee holds
its first in a series of hearings designed to assess the economic and
financial impact of New, York City's deepening financial crisis, and
problems that relate to the financing of our other large municipalities.
The hearings are in response to the comniittee's desire to proclduce an
accurate and analytical assessment of the consequences and the pos-
sibilities of a New York Citv default.

I might add that we have had testimony before fr om other witnesses
that relate to municipal financing and this is in a very real sense a
continuation of that. We have met, some of us. privatelv with the
mayors. Not long ago, following the Mayors' Conference and the
League of Cities meeting, we had Mayor Alioto and others that are
hero, to visit with us.

Today we will hear testimony, as was indicated by AMavor Landrieu,
frohm 9 or possibly 12 mayors about the recent financial prolilellms they
have experienced as a result of the uncertaintv created by New York's
financial crisis. Subsequent to the mayors' testimonv. we will hear from
the Honorable William Simon. Secretary of the Treasury. Secretary
Simon will be here very shortly.

(1)
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As can be expected, there is great uncertainty about the economic
and financial consequences of default by New York City. There is
little precedent in history on which to base our assertions and certainly
nothing that approaches the magnitude of New York City. In fact,
the only appreciable U.S. experience with municipal government de-
fault occurred during the Great Depression, when 4,770 jurisdictions
defaulted on one or more of fheir outstanding securities.

Even so, the dollar amount of affected securities from 1929 to 19037
was only about $1.350 million. Or at that time, 7 percent of the munici-
pal debt then outstanding.

Today, if New York City alone were to default on its securities,
just this one city, it would once again represent almost 7 percent of
the outstanding State and local debt, and if the State and its agencies
were in any way involved, it would be up to 13 percent of the out-
standing municipal and local government, State and local government
debt. So we are dealing with a problem of unprecedented magnitudec
and I might say a problem of national significance regardless of what
other people in government may think of it.

Yet, it seems that we are confronting an administration, and in
some respects, a Congress, which is content to turn the other way and
regrettably bury its head in the sand. It is an attitude that I, and manv
others, find difficult to understand.

*Wlhen I spoke to the International Economic Association over the
August recess, many of the participants expressed shock that the
Federal Government was doing nothing to assist America's largest
city and one of the world's great urban centers. They simply could not
unmerstand how the richest and most industrialized Nation in the
world could allow such a tragedy. It certainly is difficult to come up
with an explanation. but I finally conclude that most elected officials
had decided that this was a New York problem that did not affect
their constituents directly or indirectly.

I think it is obvious today that your presence here today and your
discussion with the President this afternoon are direct testimony to
the contrary. They indicate to me and to others in Washington that
New York's financial problems are not confined to the five boroughs
within the city limits. It is not statesmanship that brings you here
today, but enlightened self-interest.

Clearly, New York's problems have had a profound effect on the
ability of most large cities to borrow in the municipal bond markets
at any reasonable rate of interest. I share your concern that the na-
tional economic and financial consequences of a New York City default
conld be and may be severe.

For this reason. the Joint Economic Committee of the Congress in-
tends to examine in greater detail the true economic impact of New
York's financial crisis. As part of this effort. we intend to examine the
various avenues through which the Federal Government could pro-
vide assistance to avert default or minimize its impact. The commit-
tee's investigation will include public hearings, such as the one today.
communnications with various Government agencies, a staff study, anid
legislative recommendations.
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As you know, as chairman of this committee, I have addressed com-
munications to the Chairman of the Federal Reserve, Mr. Burns, and
to the Secretary of the Treasury, Mr. Simon. Those communications
will be made a part of the record, including their responses.

[The letters follow:]
CONGRESS OF THE UNITED STATES,

JOINT EcONoMIC CoummlTTEE,
Washington, D.C., September 5, 1975.

Hon. ARTHUR F. BURNS,
Chairman, Board of Governors, Federal Reserve System,
Federal Reserve Building, Washington, D.C.

DEAR AIR. BURNS: As Chairman of the Joint Economic Committee I have be-
come increasingly concerned that New York City's deepining financial crisis will
have profound adverse implications for other major cities and quite possibly for
other major sectors of our economy. However, I have seen no significant and
thorough analysis assessing the full economic impact of a default either to allay
my suspicions or to confirm my fears.

In response to this gap in information, I have asked the staff of the Joint Eco-
nomic Committee to examine in greater detail the economic implications of a de-
fault by New York City and also to review the efficacy of various proposals to
lessen the adverse economic impact. As part of this effort the Committee and its
staff will discuss these important issues with experts around the country.

In order to provide the Congress with an accurate and complete description
of this problem, it is essential that the Committee receive the Federal Reserve
Board's assessment of the economic impact of a New York City default and any
analysis of this situation that has been prepared by the Federal Reserve Board
staff. Specifically we would like you to assess, in as analytical terms as possible-
the impact of a full or "partial" default on the market for tax exempt securities
issued by other municipalities, particularly large cities; the impact of a full or
partial default on the market for tax exempt securities issued by states, particu-
larly New York State; the impact of a full or partial default on bank liquidity
and the financial stability of the banking system; the impact of a full or partial
default on the strength of economic recovery, focussing particularly on the
economic impact of declines in investor confidence and on caution by lending
institutions; and the impact of a full or partial default on other money markets,
particularly the corporate bond market, and on the stock market.

It would also be helpful if you could supply the Committee with any contin-
gency plans that the Federal Reserve Board is prepared to undertake to either
ameliorate the possibility of default or to minimize the economic impact of de-
fault. If specific actions have been rejected, either to prevent default or to
minimize its impact, it would be helpful if you could provide an explanation for
the rejection.

Since the financial situation of New York City is becoming more serious by
the day, the Committee would appreciate as prompt a response as is possible. I
hope that you will be able to provide us with your assessment of this situation by
Friday September 12.

I greatly appreciate your efforts in responding to the Committee's request.
Sincerely,

HUBERT H. HumPiREFY.
Chairman, Joint Economic Committee.

CHAIRMAN OF THE BOARD OF GOVERNORS,

FEDERAL RESERVE SYSTEFM.
Washington, D.C., September 10, 1975.

Hon. HUBERT H. HUrMPHREY.
Chairman, Joint Economic Committee,
U.S. Congress, Washington, D.C.

DEAR MR. CHAIRMAN: Your letter of September 5. 1975 raised several impor-
tant questions relating to the financial problems of New York City. Fortunately,
since receipt of your letter, the urgency of these problems has been considerably
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lessened as a result of the aid package enacted by the New York State legisla-
ture. The municipal market has reacted favorably to this development, and
prices of bonds issued by the Municipal Assistance Corporation have risen.

The improvement in the outlook for New York City's finances is heartening.
Nevertheless, the Federal Reserve would not have fulfilled its responsibilities
if we had not developed contingency plans that would be applicable in the event
of a default.

The Federal Reserve is the nation's lender of last resort. I and other members
of the Board have given repeated assurances that the Federal Reserve will act
promptly to relieve liquidity strains on the banking system, whatever the cause
of those strains may be. Thus, a bank that is in a basically sound condition
would be eligible for prompt assistance from the Federal Reserve in the case of
a temporary liquidity problem. And, as you are aware, the System also has
broad powers to stabilize markets through open market purchases of U.S.
Government securities.

The Board has carefully considered the implementation of contingency plans
for lending to banks through the discount window in case financial strains de-
velop as a result of default by a major municipality. The Board has agreed that
funds would be made available on whatever scale is deemed necessary to assure
an orderly financial environment. The credit thus extended to member banks
would supplement normal borrowings at the discount window. Credit at a
higher discount rate could also be extended to nonmember banks that find it im-
possible to obtain necessary assistance elsewhere.

The Board recognizes that sizable extensions of Federal Reserve credit run
the risk of leading for a time to a greater expansion in bank reserves and money
supply than is consistent with longer-run monetary objectives. Clearly, any such
expansion must be only temporary. Growth in bank reserves would soon be re.
duced to a moderate rate, either as a result of offsetting open market operations
or as temporary bank borrowing was repaid.

There are also certain supervisory and examination questions that may arise
with respect to banks in the event of a possible municipal default. In this con-
nection, the Board and other bank regulatory agencies have plans to revise
procedures that would apply to the valuation of defaulted securities, so that some
time would be available for the market for such securities to stabilize and to
permit the issuer to develop a fiscal program that may eliminate the default.

Our long-standing contingency plans have been adapted in light of emerging
conditions. The municipal as well as other markets have long been aware of the
New York City problem. Last week-when expectations of a New York City
default were widespread-yields on state and local government securities reached,
on the average, a record high.

Investors have also become increasingly selective. Since the beginning of the
year, yields on lower-rated municipal bonds have risen substantially more than
on higher-quality issues. Reflecting the problems of New York City, bonds issued
by the Municipal Assistance Corporation have been trading at much higher yields
than other comparably rated issues. Recent yields on high and lower quality mu-
nicipal securities, as well as on the Municipal Assistance Corporation bonds, are
displayed in the attached tables. The widening yield spread suggests that the
market probably had to a significant extent discounted the possibility of a de-
fault by New York City.

Moreover, many cities and states have already taken strong measures to re-
duce spending and increase taxes. These developments suggest that the disciplines
of the market place have already been working to limit potential disturbances
from a default.

In view of their responsibilities in the banking area, I am sending copies of
this letter to the Chairmen and ranking minority members of the House and
Senate banking committees.

Sincerely yours,
ARTHUR F. BURNS.

Enclosure.
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YIELDS ON MUNICIPAL ASSISTANCE CORPORATION BONDS'

lin percentl

Issued July 2 Issued
Aug 15.-

Maturing Maturing Maturin
2 1989 3 1990 4 198

August:
18-
19-

21-
22-
25-
26-
27-
28-

29-
September:

2-
3-
4-

Fur week ending:ne
J ulIy 2S---------
August:

8-
15-
22
29-

September 5-----------------------

10.74 - 10.85
10. 74 10. 82
10.74 10.85
10.87 10.89
11.01 11.00

10.90 II.00
10.90 11.04
10.90 11.00
11.29 11.28
11.19 11.32

(5) 5)
11.57 11.60
11.76 11.76
11.67 11.76
11.10 11.36
11.01 11.17
10.65 10.97

11. 05
10. 76
10. 76
10.80
10.95
10.95
11.00

10. 86
11. 05
11.05

(5)
II. 19
11.25
11.34
10.90
10. 86
10. 72

10.44 10.70 .

10.26 10.65
10.22 10.52
10.67 10.82
10.82 10.88 10.86
11.04 11.13 10.98
11.53 11.62 11. 17

I Yields shown are based on bid price quotations in the secondary market. Bonds issued on July 2 began trading in the
secondary market on July 21.

2 Initial offering yield-9.00 percent; coupon-9.00 percent.
3 Initial offering yield-9.50 percent; coupon-9.25 percent.
' Initial offering yield-11.00 percent; coupon-11.00 percent.
5 Holiday.
eWeekly average of daily figures.

Source; Daily bond buyer.
MOODY'S MUNICIPAL BOND YIELDS

[Monthly average of weekly data, percentl

Aaa A A less Aaa

1975:
19 J~anuary ------------------------------------------------------ 6.39 7.13 .74
February -5.96 6.53 .60
March- 6.28 6.79 .51
April - 6.36 7.09 .63
M ay --------------------------------------------------------- 6.42 7.13 .70
June - -6.28 7.36 1.08
July 6.39 7.50 .ii
August--- 6.40 7.55 1.15

For week ending:
May:

1 6.40 7.15 .75
8 6.35 7.05 .70
15 - -6.35 7.05 .70
22 - -6. 50 7.20 .70
2 9 ------------------------------------------------------- 6.50 7.20 .70

June:
5- -6. 35 7.33 .98
12 - -6.15 7.25 1.10
19 - -6.30 7.40 1.10
26 - -6.30 7.45 1.15

July:
3- - 6.30 7.45 1.15
10 - -6.33 7.47 1.14
17 - -6.40 7.50 1.10
24 - -6.50 7.58 1.08
31 - -6.40 7.48

August:
7- - 6.40 7.55 1.15
14 - -6.40 7.55 1.15
21 - -6.40 7.55 1. 15
28 - -6.40 7.55 1.15

September 4 - -6.60 7.70 1. 10
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CONGREsS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,

Washington, D.C., September 5, 1975.
Hon. WILLIAM E. SIMON,
Secretary, Department of the Treasury,
Washington, D.C. -

-DEAR MR. SECRETARY: As Chairman of the Joint Economic Committee I have
become increasingly concerned that New York City's deepening financial crisis.
will have profound adverse implications for other major cities and quite possibly
for other major sectors of our economy. However, I have seen no significant and
thorough analysis assessing the full economic impact of a default either to allay
my suspicions or to confirm my fears.

In response to this gap in information, I have asked the staff of the Joint
Economic Committee to examine in greater detail the economic implications of
a default by New York City and also to review the efficacy of various proposals
to lessen the adverse economic impact. As part of this effort the Committee and
its staff will discuss these important issues with experts around the country.

In order to provide the Congress with an accurate and complete description of
this problem, it is essential that the Committee receive the Administration's
assessment of the economic impact of a Nexv York City default and any analysis
of this situation that has been prepared by the Department of Treasury staff.
Specifically we would like you to assess, in as analytical terms as possible-the
impact of a full or "partial" default on the market for tax exempt securities
issued by other municipalities, particularly large cities; the impact of a full or
partial default on the market for tax exempt securities issued by states, par-
ticularly New York State; the impact of a full or partial default on bank liquidity
and the financial stability of the banking system; the impact of a full or partial
default on the strength of economic recovery, focusing particularly on the eco-
nomic impact of declines in investor confidence and on caution by lending insti-
tutions; and the impact of a full or partial default on other money markets,
particularly the corporate bond market, and on the stock market.

It would also be helpful if you could supply the Committee with any contin-
gency plans that the Administration is prepared to undertake to either ameliorate
the possibility of default or to minimize the economic impact of default. If specific
actions have been rejected, either to prevent default or to minimize its impact,
it would be helpful if you could provide an explanation for the rejection.

Since the financial situation of New York City is becoming more serious by the
day, the Commitee would appreciate as prompt a response as is possible. I hope
that.you will be able to provide us with your assessment of this situation by
Friday September 12.

I greatly appreciate your efforts in responding to the Committee's request.
Sincerely,

HUBERT H. HUMPHREY.
Chairman, Joint Economic Committc.

THE SECRETARY OF THE TREASURY,
Washington. September 16,197:5.

Hon. HUBERT H. HUMPHREY,
Chairman, Joint Economic Committee,
Washington,D.C.

DEAR MR. CHAIRMAN: I am writing in response to your letter of September 5,
1975, requesting an analysis of the potential impact of an inability by New York
City to meet its obligations as they mature. It is clearly appropriate that we
fully evaluate the potential consequences of such an event and the methods avail-
able for dealing with them.

As you know, I shall be testifying before your Committee on the 24th of
September on many of the questions that you have raised, and in that testimony
I plan to cover these issues in full detail. In the meantime, in order to be respon-
sive to your needs as well as those of your colleagues. I would like to offer brief
comments on each of the points that you have mentioned.

FINANCIAL MARKETS

As I have said many times in commenting upon the possible impact of a default
by New York City upon our financial system, we are dealing in the realm of
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personal judgments; absolute certainty is simply not possible. Based upon past
experience, however, I have great faith in the resiliency of our financial markets
and, subject to the willingness of most market professionals to view the situation
objectively, I believe those markets are capable of handling a default with no
more than moderate and relatively short-lived disruption. I must add that to
some extent, the possibility of a New York City default has already been dis-
counted in the marketplace. Although a variety of complex factors have con-
tributed to the current. high levels of tax-exempt yields, one element is the
expectation of a New York City default. Accordingly, if default were to occur,.
we would expect only a moderate degree of further adjustment.

OTHER ISSUERS OF TAX-EXEMPTS

New York City's well publicized difficulties have clearly resulted in more
intensive scrutiny of the underlying soundness of all tax-exempt credits, a
healthy development in our view. We would expect the levels of care employed in'
analyzing potential tax-exempt investments to rise even further in the event of
a default, in effect rewarding issuers whose financial affairs are entirely in
order. We do not believe, however, that any other issuer will default as a direct
consequence of a default by New York City.

BANKING SYSTEM

As the Committee is aware, the Treasury Department along with the bank
regulatory agencies has reviewed the exposure of the banking system in the'
event of a default by New York City. Based upon that review, we have concluded
that a default would not cause solvency problems for any major bank. We have
identified certain smaller banks which may face material capital reductions as a
result of a default. These few banks are being carefully watched by the appro-
priate regulatory agencies, which will take the necessary steps to insure that no
innocent parties are adversely affected by the impact of a New York City default
on certain banks.

OVERALL ECONOMIC OUTLOOK

As a result of widespread publicity, the nation is fully aware of the financial
situation in New York City and is particularly sensitive to the unique aspects of
the situation; specifically, the city's massive deficit spending. Given these levels
of awareness, we do not believe a default would undermine fundamental Con-
fidence in our economy or cause financial institutions to adopt unnecessarily
restrictive credit policies.

Indeed, just the contrary may be true. If the Federal government were to act
to prevent default-by guaranteeing New York City or MAC debt, for example-
there is a serious risk that the capital and the credit markets would react
adversely. The expansion of the Federal credit involved would have a measurable
impact on borrowing costs throughout the capital markets, and would exacerbate
the market access problems of marginal issuers. And any attempt to coinpen-
sate through a relaxation of monetary policy would fuel expectations of future
inflation, strengthening investor reluctance to commit funds for the long term.

In recent weeks, many prominent figures, including a number of leaders of the
fipqncial community, have predicted that a default could place an intolerable
degree of strain upon our financial system, and possibly upon the whole of our
society. As I indicated earlier, absolute certainty with regard to the possible
repercussions of a default is simply not possible. Nonetheless. there would appear
to be little objective evidence to support such conclusions. Indeed, I am deeply
concerned about some of these statements because I believe they increase the
element of risk to our financial system. Accordingly, as we work together in
seeking the best possible outcomes to this matter, it is essential that all parties
concerned exercise restraint and sound judgment with due regard to the impor-
tance of the issues at stake.

Until we meet on the 24th, my staff stands ready to continue working with the
Members and staff of the Joint Economic Committee in exchanging factual and
other information.

Sincerely yours,
WILLIAM E. Suiox.

Chairman HIuPrHIIEY. As part of this effort, we greatly appreciate
your willingness to testify before the committee, to acquaint Congress
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and the public with your recent financial experiences. Members of the-
U.S. Conference of Mayors, we welcome you, and as I understand it,
Mayor Moon Landrieu, of New Orleans, will be the coordinator of
this testimony.

Senator Javits wants to have a comment.
Senator JAVITS. Just one word, gentlemen. I join in welcoming you

on behalf of the minority. I wish to add only this. There has been a lot
of loose talk about bailouts. I hope that you will strongly deal in your
testimony with that point. No one that I know of in New York City is
asking the Federal Government to bail New York City out of its past
misdeeds. We have suffered and we will suffer for them. What we are
asking is that the city not be allowed to sink and go into default
dragging with it enormous interest on the part of the municipalities of
the United States and the national economic system.

Thank you, Mr. Chairman.
Chairman HUMIPHREY. Thank vou.' Any other comments? Senator

Ribicoff.
Senator RIBICOFF. Mr. Chairman, I am shocked at the callousness of

the present administration in its attitude to the problems of New York
City and our municipalities. This isn't just a New York City problem.

I have a front page story of a recent edition of the Bridgeport Post,
in Connecticut, and I read the first paragraph:

New York City's financial troubles already have cost Connecticut $1,700,000.
In Oregon, 3,000 miles away, officials complain their State was slapped with
higher than normal interest rates.

May I say, -when you meet with the President, gentlemen, I think
you have a right to point out to him that your cities are bearing many
unfair burdens that are basically national in scope.

In 1971 when we were talking about welfare reform, it was my con-
tention that the problems of welfare are national, and they are not
local or statewide. We have some 1,150 different jurisdictions who han-
dle the problems of welfare. New York City has an unusual burden
of picking up about 25 percent of its welfare costs and the problems
of New York City's welfare aren't just New York City's. Everybody
with problems has seen an exodus of their problems to the big cities of
America, including New York, and your burdens are great. There is no
question in my mind that because welfare is national, because of na-
tional trends in economics, there should be uniform standards and uni-
form elioibility rules to handle the problems of welfare.

Now, from my experience as Secretary of HEW. as a Governor, and
as a Senator, you are not going to have welfare reform unless a Presi-
dent of the United States is willing to stand up and fight for it, not
just talk about it, but fight for it, not run away from it. And I think
you have got a right to ask the President of the United States to take
the lead in welfare reform and take this burden off the shoulders of
your respective communities.

Furthermore, when it comes to problems of education, every child in
our respective States is entitled to an equally good education, but yet
there is great diversity, and this is a problem, too, of the States and
this is a problem of the national Government.

Personally, I am shocked at the indifference and callousness con-
cerning New York's problems. Let us not kid ourselves. There is a
prejudice against New York City. But that prejudice against New
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York City, throughout the country, and in the halls of Congress,
really will boomerang against every city in America. You cannot
isolate one or two communities in this Nation without having a rolling
and rippling effect across this Nation.

It becomes important for your men to holler, to make your points
of view known to your Congressman,.your Senators, and your Presi-
dent. The problems of your cities, gentlemen, are problems for all of
America. Destroy the core of our urban society and you destroy the
entire United States.

Chairman TIUIMPHREY. Senator Kennedy.
Senator KENNEDY. Mr. Chairman, I want to thank you for inviting

the mayors to this hearing, and also to thank the mayors for making
their views known not only here to our committee, but also to the
President.

One of the most important issues that we are going to face as a
Nation for the rest of this century is how we are going to make the
cities of the Nation livable places once again. Eight percent of the
American people live in the inner cities and in the metropolitan areas.
Yet we have seen, in the recent lack of consideration of assistance for
New York City, in its opposition to countercyclical revenue sharing,
the abandonment of the administration -of any responsibility to pro-
vide assistance to the cities.

I would agree with those members on this committee, on both sides
of the aisle, that feel that we have to work with the cities to devise
some means to make the cities livable places again, to provide city
residents with quality education and decent health care, to make them
safe and free from crime and drugs and fear, to make the cities whole
again.

We have heard a great deal about the whole issue of white flight,
Mr. Chairman. We hear about it now, as my own city is undergoing
a painful experience and is trying to adjust to a court order. But it
isn't just the questions of education. It is the question of health, it
is the question of jobs, it is the question of housing. It is the whole
range of different services that have to be provided if we are going
to restore life to our cities.

So I welcome the ideas and the suggestions that will be offered by
the mayors here today. I feel that this is going to have to be one of
the top issues that ought to be talked about now and over the period of
these next several months. We, as a Congress, have to be, willing and
prepared to meet our responsibilities in helping the mayors meet
the] rs.

Senator BENTSEN. Mr. Chairman,,if I might
Chairman HUmPHREY. Yes, Senator Bentsen.
Senator BENTSEN. May I just say that Congressman Moorhead is

Chairman of our Urban Affairs Subcommittee. We are indebted to the
Congressman for his leadership in these matters. A study was done
by his subcommittee and the staff of the committee some months ago
and is the subject of the lead article in the Wall Street Journal this
morning.

Representative MoORHEAD. Mr. Chairman, I was going to ask
unanimous consent to have that article made part of the record. be-
cause it does report on the activities of this committee and that sub-
committee and on the subiject matter of the hearing today.
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Chairman HUMPHREY. Thank you. It will be done.
[The article follows:]

[From the Wall Street Journal, Sept. 24, 1975]

WORKING THE STREET: STATES TRY HARDER To PERSUADE BUYERS THAT BONDS ARE
SAFE

,NEW YORK WOE THREATENS ALL MTNICIPALS, ALTHOUGH SOME STATES GET RICH-
GOVERNOR MAKES A PITCH

(By Tom Herman and Byron Klapper)
NEW YoRK.-If you attended Maryland Gov. Marvin Mandel's little get-togetherat Chase Manhattan Bank yesterday afternoon, you have learned that Marylandis not now, and never will be, New York.

.Some people may think that obvious, and it would be, except for the extraordi-nary turbulence in the world of municipal finance these days.New York City's heralded woes have reverberated throughout the economy,jolting investor confidence in heretofore unimpeachable financial instruments.That was the reason for yesterday's meeting. Maryland is enjoying sizable sur-pluses, and its securities have the highest possible credit ratings. Yet Gov. Mandelwith other top state officials, invited bond traders and investors to Auditorium Aat the Chase to assure anyone willing to listen that, as he put it. "There is ab-solutely no way what is happening in New York could happen in Maryland."Maryland's concern, despite its general prosperity, is shared by many stategovernments. Few are as shaky as New York City, but they still have lost theirreputations as bastions of fiscal impregnability. Although some states, like Mary-land-but most conspicuously, those with a lot of oil or agriculture-are stillpiling up big surplus, many others have run into grave trouble and have cinchedtheir fiscal felts tighter than at any other time since the Depression.

NORTHEAST, SOUTH HIT WoRST

Money problems in some states have been building for years. But they largelyhave gone unnoticed because of the focus on the nation's metropolitan areas, es-pecially.New York. A detailed congressional study last spring found "severefinancial problems" in many states, especially in the industrial Northeast and inthe South, places where the recession has thrown unusually large numbers ofpeople out of work. Many of the states in these regions have slashed services andpayrolls, frozen hiring, put off construction and raised taxes.The congressional survey, made by the urban affairs subcommittee of the jointeconomic committee of the Senate and the House of Representatives found that 48states had a net surplus of $3.9 billion at the end of June. Thirteen energy-producing states and eight other states rich with agricultural income producedmost of that surplus. In sharp contrast were 15 states with unemployment ratesequal to, or above, the national average. Their combined net surplus shrank to$400 million at the end of June from $2.3 billioni a year earlier-a huge reduc-tion-and several of the states were deep in the red.The $400-million surplus the congressional study observed, "is hardly an ade-quate cushion in present economic circumstances." For some states, it has meantpainful reductions in the quantity and quality of such services as schooling andassistance to the poor. Even when dollar spending on such services has remainedhigh. It certainly has not kept up withr inflation. Ralph I. Schlosstein, the econo-mist who supervised the congressional study, adds that these states are in "theworst squeeze they've faced since the 1930s."
Yet, so sharply have the fortunes of individual states differed that it is some-times hard to accept that they are part of the same economic structure. WhileNew York, Connecticut and Massachusetts ran up big deficits, Texas rolled up a$1 billion surplus at the end of its fiscal year ended Aug. 30. The Texas legislatureraised state employes' salaries by as much as 24% and increased state aid to localschool districts by $700 million, assistant state treasurer Jim Oliver says.

BOND RATERS ARE COURTED

"There appears to be a real mismatch of fiscal resources and service needs,"Rep. William S. Moorhead (D., Pa.), chairman of the urban affair subcommittee,
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testified. There are other anomalies. Many states are raising taxes or considering

doing so to eliminate deficits, as required by their constitutions yet the federal

government is trying to stimulate economic recovery with tax cuts and deficit
spending. "For the taxpayer," a Chase Manhattan Bank newsletter says, "what

one hand gives, the other takes away."
The organizations that grade the quality of state and local government securi-

ties are concerned over debt and budget deficits. "It's easy enough to borrow and

hard to raise taxes to balance budgets," says Jackson Phillips, who supervises

municipal-bond ratings for Moody's Investors Service Inc. Moody's recently low-

ered its ratings for New Jersey's and Massachusetts' securities, and it is closely

watching fiscal developments in another dozen or so states, including New York;

Connecticut, Delaware and Pennsylvania.
As a consequence, the states are trying to cozy up to the nation's municipal-

bond graders. "I've been doing this (bond rating) for 35 years, and until a year

or so ago I didn't know what a governo rlooked like," says John K. Pfeiffer, vice

president of Standard & Poor's Corp.'s bond division. "But now they're really

beating the bushes. I've seen nine already this year, Gov. Shapp- (of Pennsylvania');

came (to New York) twice, but I'm only counting him one..They're.really
putting on a sales pitch now." - .

Standard & Poor's this year lowered its ratings on Connecticut's and Mas-

sachusetts' securities, and Mr. Pfeiffer says he is keeping "a close watch on other
states."

The reasons for the money crunch are clear. Recession and inflation have cut

tax revenues and jacked up costs, at the same time that the demand for welfare
and other expensive services has risen.

Investors, aware of the situation, have become less willing to lend states money

by buying municipal bonds (state bonds are called "municipals," too). To attract

buyers, the states are having to pay interest rates that, on occasion, have neared

9%, extremely high considering that the interest payments are tax-free to in-

vestors and that a married couple wi'th taxable income of $20,000 a year would

have to earn 13.2% in taxable interest to keep a 9% payout.
The big buyers of tax-free securities, commercial banks and fire and casualty,

insurance companies, have lost much of their appetite for municipals at a time

when money-hungry states are offering them in record volume.
New York City's experience has made ihvestbrs more distrustful of govern-

mental accounting. It.is much easier to understand a corporation and perceive

its risks than a state," says Amos T. Beason, senior vice president of Morgan

Guaranty Trust Co. "Investors are showing their distrust by being very selective
about what they buy."

Some federal aid to the states may be in the works. The Senate last summer

passed a bill to funnel federal money to states and localities where unemployment
is especially high, part of a broad public-works bill. But the fate of the bill in

the House, of Representatives is uncertain. Equally uncertain is the future of

the government's general revenue-sharing with states, due to expire at the end of
next year.

State and local government costs are,,in some places, being reduced. One study

has showed that states and local government payrolls rose to 11.4 million people

from 7.2 million over the 1963-73 decade to become the fastest-growing segment

of the nation's work force. That is changing. Layoffs and attrition are holding
payrolls down.
-Some states have become real pennypinchers. New Jersey, for example, is

saving $5,000 a year by doing without erasers on the 537,000 ballpoint pens it

purchases. Massachusetts state officials have given up their cherished limousines,
Gov. Michael S. Dukakis now rides the subway to work and he has cut his
personal staff to 53 persons from 118.

Since Jan. 8, New York' state's permanent work force has fallen by 5,820

employes to 178,017. Connecticut has cut its payroll by 800 employes and imposed

a moratorium on new capital spending commitments..
Maryland, as Gov. Mandel is eager to tell you, is in fine shape. But state officials

are trying to avoid paying a higher rate of interest on an $85.9-million bond issue

up for sale next month than they did in July, when they borrowed at 5.9%.

"We want to explain to people that just because our neighbor is sick, we are fine,

and there's no chance of our catching his illness," the governor says.
Louis L. Goldstein, Maryland's comptroller, accompanied the governor to

New York. He says Maryland wound up its fiscal year with a general fund
surplus of $16,510,000. He says the state hasn't raised its sales tax since 1969
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and its income since 1967. And, he observes, he and an assistant spent Monday
night in New York at a relatively modest, $25-a-night (including parking), out-
of-the-way hotel, doubling up in the same room.

Gov. Mandel says Standard & Poor's suggested he come to New York and make
his pitch. Standard & Poor's says it did make the suggestion, and it thinks other
governors should do the same. "They've got to tell their stories and answer ques-
tions," a spokesman says. "Otherwise, no one will be interested in their securities."

Representative MOORHEAD. I welcome the mayors and hope they still
support and will do a little work on that Intergovernmental Anti-
recession Assistance Act.

Chairman HUMPHREY. Senator Bentsen.
Senator BENTSEN. Thank you, Mr. Chairman, and I want to con-

gratulate you on calling these hearings, and having the participation
of the mayors. I am pleased to see that the mayors in their opening
statement are not asking for a bailout but would require assurances
that any securities that were purchased by the Federal Government
would be repaid.

I think that point has to be clearly made. What we have seen across
this Nation and in my own State of Texas are the highest municipal
bond rates this country has ever seen. We have seen it in Austin,
Tex., and have seen it in Arlington, Tex.

So, the impact of this problem exists throughout the Nation. We
share your concern in trying to bring about a resolution of this and I
congratulate you again, Mr. Chairman, on your efforts.

Chairman HUMPHREY. Mayor Landrieu, we welcome your testimony.
Go right ahead.

STATEMENT OF HON. MOON LANDRIEU, MAYOR, CITY OF
NEW ORLEANS, LA.

Mayor LANDRIEu. Thank you very much, Mr. Chai rman, and gentle-
men of the committee. We appreciate the opportunity to present the
views of the mayors that form the executive committee of the U.S.
Conference of Mayors.

You will note, as I introduce each mayor, that we do indeed repre-
sent a cross section of the United States, both in terms of geography
and in population bases.

We have with us this morning Mayor Kenneth Gibson of Newark,
N.J., the vice president of the U.S. Conference of Mayors; Lee
Alexander of Syracuse, N.Y., who is chairman of the advisory
committee: Mayor Joseph Alioto. San Francisco, who is immediate
past president; Mayor Henry Maier of Milwaukee, Wis.; Mayor
Jack D. Maltester, of San Leandro, Calif.; Mayor Dick Hatcher of,
Gary, Ind.: Mayor William McNichols of Denver, Colo.; Mayor
George M. Sullivan of Anchorage, Alaska; Mayor Abraham Beame
of New York; and Mayor Colenman Young of Detroit, Mich.

We anticipate during the course of these hearings that Mayor
Ralph Perk of Cleveland will be present, as well as Mavor Carlos
Romero Barcelo and Mayor Kevin White, who had an election yester-
dav in Boston and I understand quite successfully.

We are here, Mr. Chairman and gentlemen of the committee. be-
cause we are concerned about this country, and we are concerned about
our cities and we are concerned about the 8 million people who
live in New York City. We have been before many, many committees
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of Congress and have had many visits to the White House. We ex-
pressed the great danger in which we find many of the cities of this
country. We have tried repeatedly to warn the national leadership
that there are many cities in this Nation that cannot possibly support
themselves, that the very social and economic changes that have taken
place in this country make it virtually impossible for many of the older,.
larger metropolitan cities to continue to support themselves, as well as
the metropolitan areas that have grown around them.

I do not speak as an expert on any particular subject except I do
know something about my city, and that is a city of some 600,000
people that is losing population and the population that is left in that
city is older and poorer than it was 10 years ago. And it continues to.
support the services not only for itself, but now for another 600,000
people who live on its borders.

We have been restricted by various State legislative acts. We have
been mandated by various legislative acts of the State and the Federal
Government, and various judicial decrees to upgrade certain services,.
to improve facilities, and to do a multitude of other things without a
concern of where the money is coming from.

As a long-range problem, there are many of us that foresee that with-
out additional Federal and State help, that we are not going to be able
to survive, and that is not an overly dramatic statement. It is very ap-
parent to most of us.

But, today we are here because the premier city of this country, one
of the great cities, if not the greatest city in the world, one of the
strongest cities in the world, if not the most significant and economi-
cally strongest city in the world, is in dire straits and on the verge of
collapse. We are concerned about the impact of that collapse, not only
on the people of New York City, but on the people of New Orleans and
on Detroit, on Cleveland, and on San Francisco, and all over this
country. We are concerned that the collapse of New York City or de-
fault by New York of its obligations will make it difficult, if not im-
possible, for any city to borrow money.

Surely, impact is already being felt.
We are also concerned, Mr. Chairman, that New York City, which

is the financial center of this Nation, and to which city we all look
not only for financing but for ideas, for cultural, for entertainment,
to have a fantastic impact on all of our institutions separate and apart
from the governmental agencies themselves. It strikes us very strange
that New York City, with the great contribution it has made to this
country, being the major port of this Nation, being the port of entrv
for the vast numbers of immigrants who todav are productive Ameri-
cans, finds itself in a short cash position and so many are quick to
suavest that it be abandoned.

Well, I surgest to von that there isn't a mavor at this table that takes
that view. New York City is much larrer than the city of New Or-
leans and much stronger economically. but we are here, today nleiding
with vou to find some method to assist New York to assist itself. We are
satisfied that New York has the economic viability to work its way out
of this problem if it can have some immediate assistance in borrowing
monev.

I don't know that there, is not a person in the TUnited States or a
government or a corporation that hasn't, at one time or another, had

65-920-76-2
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to borrow money. If the Federal Government couldn't borrow money
this year, the Federal Government would be bankrupt. If the Federal
Government's notes were called at this point in time, without a period
to adjust your financial posture, the Federal Government would be
bankrupt.

And so it Is true with New York City. New York needs some breath-
ing time. New York is not here as a supplicant. It is not here for
a handout. It is not asking for anything that we haven't done re-
1)eatedly for private enterprise or asking the Federal Government to
do that which it hasn't done, indeed, for itself. We are here asking
that New York be given the opportunity to straighten its affairs out.
It matters little why New York is in this situation. I think there is
enough blame for all of us to go around.

I think we can presume, if you will, that perhaps all hasn't been
right with New Orleans or with Syracuse or with New York or with
Baltimore, or with any State Government or with the National Govern-
ment. The important thing is that great strides have taken place in
New York City. Great emergency measures and stringent measures
have been taken in order to put their affairs in order. And it would
indeed be tragic to this Nation if New York defaulted on its bonds
and thev couldn't meet their payroll.

We are trying to convince the rest of the world right now that this
Nation is going through a period of adjustment, but it is still the
strongest. most democratic Nation in the world. I dare say that we
will convince no one if this Nation doesn't have the wherewithal nor
the determination nor the will to save the No. 1 city in this country.

I can assure you that in my judgment every foreign nation will
interpret the failure of New York City as the failure of the United
States of America. What an impact that would have on our inter-
national relations. And I suggest that if our commitment to our own
people, to our own cities, goes no deeper than simply a passing verbal
regret to New York, then how do we impress any other nation with
our commitment to a free and an economic society?

Mr. Chairman, I would like at this time to ask Mayor Beame to
state to you the problem, as he sees it, in New York City, and the
type of assistance that he feels he needs. I think you will see from
this request that we are not asking, as you pointed out, for a bail-out
of New York City. We are simply asking that New York City be
given the opportunity to solve its short-term problem and that to-
gether we all work to solve the problems of the cities of this Nation.

Mavor Beame.
Chairman HumrimET. Thank you very much, Mayor Landrieu.
Mayor Beame.

STATEMENT OF HON. ABRAHAM BEAME, MAYOR, CITY OF NEW
YORK, N.Y.

Mayor BEAmE. Thank you, Mr. -Chairman, and distinguished mem-
bers of the committee.
-First, I want to express my very deep appreciation for this oppor-

tunity to present some information to this committee, and I want to
underline

Chairman HMEPmmY. Just speak up good and loud, Mr. Mayor.
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Mayor BEAMIE. I want to underline what some of the members of
the committee have said and what Mayor Landrieu has said.

New York City is not seeking a hand-out. As a matter of fact, I
think most of you know New York City actually probably sends some
$14 to $15 billion to the Federal Government and gets back a little
over $2 billion's so we are doing our share in keeping this country
together, and that our city's greatness is undoubtedly known to all of
you. Sixty percent of all the people of America, at one time or another,
can trace their beginnings to the gateway of hope, which has been New
York City.

We have been told that the city and the State should take care of its
*own problems. Well, we have. The State, several weeks ago, enacted
legislation which will make available to New York City a little over $2
billion coming from State advances, as well as the use of funds out of
public pension systems and other sources which will take us through
November 30.

In connection with that legislation, there was created an emer-
gency control board in which I consented to give up fiscal powers that
-the mayor has, because I felt that that legislation was important in
.order that we have the wherewithal to render services to the people
-of our city.

Standard & Poors has indicated, in terms of the State, that if they
do anything much further than that, their fiscal integrity is going to
-be in danger. So that from the State's point of view, they have done all
-they could without jeopardizing some of their own problems.

Now, the city of New York, in these last few months, has done what
normally would be expected to be done over a period of years in terms
of setting our house in order. *We have made tremendous sacrifices.
~We have cut our services, our budget, by a billion,' which included
$400 million reductions due to layoffs of city employees. We have
instituted a wage freeze. We have gotten out of the contracts of the
unions benefits which they have fought for years to acquire. We have
committed ourselves to a ceiling on expenditures over the next 3 years,
not in excess of 2 percent of our controllable expenditures.

We have increased the fare in the city of New York despite the
fact that it was a very bitter pill for me to swallow by reason of the
fact that we fought so hard among the mayors to get a Federal transit
subsidy to keep the fares down.

We have increased the fares from 35 to 50 cents, an increase of 43
percent. We were told that, well, why should the city of New York
have free tuition, which has been in existence in the city of New York
for 128 years in our colleges? Nevertheless, we tried to get -the higher
education board to change the policy and cut their appropriations
the equivalent of the amount of free tuition.

Now, of course, they have the power to continue it, but they are
going to have to do something to adjust to that reduction:

We have' set up a management board, consisting of some of the out-
standing corporate executives of the country, headed by Metropolitan,
Life Insurance president Richard Shinn. We have set up a long-range
study of the city's fiscal problems, and its tax structure, so that-
that is, this commission composed of outstanding urban leaders and
fiscal experts. We have discontinued the practice which has been* in
existence for many years of paying for operating expenses by the issu-
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ance of bonds through capital, through our capital budget, and not-
only discontinued the practice, but have begun the shift of these items
back to the expense budget at the rate of 50 million a year.

We put in a freeze, almost a total freeze, on all new construction..
We have taken every conceivable step possible to satisfy the investing
public and the Federal Government that New York City is ready to
sacrifice anything in order to get the help necessary to continue ren-
dering vital services to our city.

Nothwithstanding all these actions, and even after we were praised
highly by the-and for the first time-by the New York City financial
community for taking these steps, unfortunately the market is still
closed to us. Ours is a cash-flow problem. Ours is not a budgetary
problem. We have some $12 billion in revenue that we are expecting
to get in during the course of this coming year, but in order to live
between the period we get the revenue, we must borrow, just like any
business does, on its accounts receivable and other sources when they
don't get the flow of cash needed.

It is interesting to note that even if the city were to default and not
pay its debts between now and June 30 of 1976. we would, in the
period after November 30, Up to which, as I indicated earlier, we have
the financing, from December to March, in those 4 months we would
have a short-fall of a billion dollars or more to pay for our ordinary
operating expenses. In the following 3 months, we come out with a
surplus, because our cash comes in at times when we-at least, we
don't get it as frequently as we should or as near the time of our
expenditures.

The Federal Government apparently is the only source that we can
go to now. It has been recognized that the State has done all it can.
The city has done and is committed to do, in the months ahead, more:
of what we have done, and if the Federal Government does not help.
us, I think we will find the problem afterwards which von will have
to help us with much more serious, just as, for examplej in the case of
Penn-Central, where there was a reticency to help them and nothing
was done, and then they went into bankruptcy and then the Federal
Government had to step in with both feet and now is really, as all'
of you know, to a very great extent, is in financially.

So that in answer to the observation which has been made fre-
quently, well, take care of your own problems, I think we tried to do-
that as intensively as is possible. With all deference to my colleagues:
in the U.S. Conference of Mayors, many of whom I know have a
similar problem or are bordering near that, I don't think any city in
this country has ever done the things in a matter of almost 2 or 3
months which normally would be done over a period' of years in terms
of the reductions and cuts in services in order to bring our city back-
to ,- sound financial basis.

And so I earnestly urge the Congress. and we are goingr to ohviously
do the same with the President, to help now, when help will really-
be of benefit to the city and the country. Help later will only create-
a bigger problem for the Federal Government.

There are several proposals which we-a couple of pronosals,
rather-which we plan to advance, neither of which costs the Federal'
Government anything. One might be-and I might sav these are not-
limited; there may be many other approaches, and I know there are
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bills in Congress which many of the Senators here have sponsored-
-two additional things which we are presenting and hope to present to
the President today would be a'loan guarantee and amendment of the
Lockheed bill, but, and this is significant, because I think the-much
*of the opposition of the Treasury Department to any help by the Fed-
eral Government is that the instrument which would come out if it were
.a municipality, tax-exempt instrument, guaranteed by the Govern-
ment would be better, perhaps more attractive then the Federal Gov-
ment's own Treasury bills, and more attractive than any of the mu-
micipal instruments throughout the country.

And so in fairness to all the other municipalities, what we are pro-
posing, among other things, is the setting up of a loan guarantee pro-
gram where the bond or security which is issued is taxable, and that
would obviously limit the number of communities who would be in-
cdined to come to the Federal Government help.

And we are also pointing up the fact that included in any kind of
legislation of that nature, which' I think is to a great degree included
in the Lockheed legislation-I shouldn't call it that, the legislation
which enabled Lockheed to get its guarantee-would be strict criteria
with respect to meeting standards which would be set forth in the
legislation, again for the purpose of limiting the number of cities who
would come for that kind of aid.

Secretary Simon and others say, well, if we do it for New York, that
is going to open the whole question for the rest of the country. That
isn't so, because with the criteria of that nature, and among them would
have to be the fact that the spigot has been turned off, that it is im-
possible to borrow, and I could hardly see municipalities rushing to
come to the Federal Government if they don't need it, so that they can
be subject to all these restrictive measures. I think if such a program
were adopted, it would be on a very limited basis and only where the
need was clearly justified.

A second approach has been the-which is being suggested-is a
1975 version of the RFC, wherein an outright loan would be made,
but which again, would not be in competition with Federal securities,
with municipalities, and at the same time, cure the conditions where
the situation -was serious.

And so I sincerely hope that-I know there is a great deal of sym-
pathy for the situation in New York among many Members of Con-
gress. I sincerely hope Congress will enact some kind of legislation that
would help the city and help any other community which is, or finds
itself, in the same position as our city does.

Chairman HUIMIPHREY. Thank you, Mayor Beame.
Mayor Landrieu, do you want to proceed?
Mayor LANDRIEU. Yes, Mr. Chairman.
Chairman HUMPHREY. May I say we do l Ie time constraints.

It was very important to hear the mayor of Net York lay out the
problems and the solutions that he has outlined. If we can move along,
and then I am going to ask the members of the committee if we will
restrict ourselves to a 5-minute inquiry, each of us.

Mayor LANDRIEU. All right. Mr. Chairman, I would like each of
the mayors to give the committee a very brief expression and then we
-will hold ourselves for questions, and I suggest we start to my left,
with Mayor Dick Hatcher and go right down the front table.
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STATEMENT OF HON. RICHARD G. HATCHER, MAYOR,.CITY OF
GARY, IND.

Mayor HATCHER. Thank you very much, Mr. Chairman.
I would like to express my appreciation to the chairman and to the

members of the committee for hearing us this morning and my remarks
vill be extremely brief.

I think Mayor Beame has outlined the essence of the problem and
at least some general suggestion toward the solution. I do want to make
the point, first of all, that we do not come here as persons who are
guilty of reckless degree of spending in our own communities. In Gary,
for example, wve are going into our third year under a State-imposed
tax moratorium. We have not been able to increase our revenues from
property taxes for the last 3 years because of the State law.

We have taken the position that positions have to be cut out of the
budget because we are confronted with certain increases in expendi-
tures that cannot be avoided. Our utility expense has increased by
about 26 percent in the last year. The cost of gasoline has increased
bv about 35 percent in the last year. And each time those increases
take place. it means that we have to reduce our personnel or services
to the people of our community.

We have raised our property tax level to a point that it literally is
driving people out of the city instead of bringing people into the
city. So. we come here not as individuals who have ignored the reali-
ties of the fiscal crisis that cities are confronted with.

At the. same time. I think it is important to reiterate the point that
Ifavor Beame made. which is simply that New York sends about
$15 billion to the Federal Government and gets only about $2 billion
back. That is, to some degree. true of almost all of our cities. We send
more than we get back.

We have been faced with an increase in the cost of sellingf bonds in
our city over the last year, as I suppose every city in the couintry has.
For example. the last bond issue that our sanitary district sold. we
were able to sell it for about 5.5 percent. This year, we just made a
$4.5 million issue and the cost of that was 7.75 percent. Our short-term
obligations have increased also. Last year we were able to sell short-
term notes for about 5.5 percent. This year, those same notes cost
us 6%8 percent.

So, Ithin]: the reality is that wev have already begun to feel the im-
pact of Nexv York's situ;ation. and that. of course, is going to increase.

I don't think that it is necessary to overly emphasize our concerns
here before the members of this comnmittee, because I believe this com-
mittee is as concerned as we are. It is our hope that with your support
and vou helpi able to persuade the President that we can-
not, under any ci uJ 'es, afford to allow a great city like Nev
York to default. t

Chair-man HTUMPHR fEY. Thank you very much.
Mayor Maier.
Mayor MATER. Thank you, Mr. Chairman, at this time, I wouldl like

to vield, by your leave, to the distinguished mayor of Detroit.
Chairmllan HUMTPHREY. Mlavor Coleman Young, mayor of the city

of Detroit. if you please.
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STATEMENT OF HON. COLEMAN YOUNG, MAYOR, CITY OF DETROIT,
MICH.

Mayor YOUNG. Thank you very much, Mayor Maier and members
of the committee. I shall attempt to be very brief.

First of all, I believe that all of the mayors here look upon New
York's problem as symptomatic of a national crisis in American cities.
Indeed, a national urban crisis that has been too long overlooked here
in Washington. The impact of New York's crises obviously spreads
far beyond the borders of that city and that State, and has a very
telling effect on all other cities.

I can cite my own city, for instance., and has been pointed out, it
does not matter to the bond market whether the cities have taken steps
in order to correct their situation or whether they have not.

In Detroit, for instance, we have within the last 18 months reduced
the number of our public employees from 25,000 to 20,000. That is a
20-percent cut in services to our people. We have taken every kind of
measure that we can and yet. as we approached the bond market over
the last year, we found that the imminence of the crisis in New York
City has affected our ability to sell our bonds. Never, prior to 1974,
did Detroit pay in excess of 6 percent on a general obligation bond. As
we approached the market last year, already with rumblings of the
New York crisis, we found we were unable to float bonds within the 8-
percent limitation, but our State legislature proposes bonds, with-
draws those bonds, goes back to Lansing, our State capital, gets the
ceiling raised to 10 percent, again approaches the bond market on a
$30 million issue where we pay 9.8.

Chairman HUMiPHREY. On tax-exempt bonds?
Mayor YOUNG. On tax-exempt bonds, which we feel to be extortion-

ist. We needed another $20 million on the same project. We knew Big
Mac was coming and so we went in advance of need to get an addi-
tional $20 million, which certainly is prudent, but it was desperation.
We paid 9.9-1 point-one-tenth of 1 percent short of our limit. We
need more money and will need it within the next 6 months. We can-
not legally pay the 11 and 111/2 percent that is in demand now.

Chairman HUNMPHREY. Let me get that figure correct. Did you say
11 percent?

Mayor YOUNG. That is the going rate, Mr. Chairman, on Wall Street.
Mayor Beame can testify to that point.

So the point that I am making is this is a threat to the stability, to
the existence of every city, every county, indeed, every State in this
Nation.

When we talk about the dangers of double-digit inflation, I submit
to you that we arrived already at double-digit interest rates that face
the municipalities of this country, and which could well break the
backs of every city and, indeed, the Nation.

I think that the impact is even larger than that. I too, am not an
economist. I know what is happening in Detroit. I know that New
York is the financial capital of the world. I don't now what will hap-
pen to the banks across this Nation and across the world if New York
should default. What should happen in a domino theory, an economic
domino theory to the stability of our economy? I think that obviously
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we need to meet what is a national urban crisis and we need to meet it
on the same basis that the Federal Government recognized in the 1930's,
that the national crisis in our farms threatened the existence of our
Nation. We need to mobilize fully the full resources of our Federal
Government in order to save our cities, because if our cities go down,
in my opinion, our Nation will go down.

While we talk about New York City, and the problems of other
cities and what the administration is doingI would just like to know
what is happening here in Congress to the anti-depression public works
bill, which now languishes in conference, which would have a mean-
ingful impact on the needs of every mayor representing every city
here. So, I think while we talk about what the administration isn't
doing, Mr. Chairman, we should also talk about what is Congress
going to do about anti-recession, about public works. We need that
money. New York needs that money.

I think in closing, we stand on the brink of a national and inter-
national financial catastroph. Now is the time for action and leader-
ship by the Congress, as well as the administration.

Chairman HuiMrPHREY. Thank you very much, Mayor Young.
May we have your next witness, Henry. Mayor Gibson of Newark.

STATEMENT OF HON. KENNETH A. GIBSON, MAYOR, CITY OF
NEWARK, N.J.

Mayor GIBSON. Thank you very much, Mr. Chairman.
Mayor Young has certainly pointed out the fact that we are now

presently being affected by the interest rates that are a result of the
New York City situation. Newark, which is a neighbor of New York
City, has rejected recently two bids for bonds. I must point out that
those were single bids. Now, the practice is we have the single bids in
the municipal bond markets, tax-free again. We were running in the
past between 8 and 81/2 percent. We are now rejecting bids at 91/4 and
'9.6 percent. I am now laying off policemen, sanitation people, and other
people because we have to reduce services because the continued in-
crease in the rates is affecting our ability to maintain the normal
operating budget for the city.

I have said over and over again before this committee and others
that wherever American cities are going, Newark will get there first.
That is not true. New York has arrived first. And I think that we have
a decision to make as to whether or not we are going to allow this
kind of thing to happen to the most important city in this country.

We have taken care of, through whatever legislation was necessary,
aircraft manufacturers, railroad companies, other nations, other na-
tions in Southeast Asia, in Europe, in the Middle East, and Central
and South America. The real question is whether or not we are going
to turn our backs on the largest city in this country.

Chairman HUMrPHREY. Thank you very much, Mayor Gibson. I
think I should tell you very quickly I am chairman of the Foreign
Assistance Subcommittee and we may want to do something there.
[Laughter.]

Mayor Alioto, if you please.
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STATEMENT OF HON. JOSEPH L. ALIOTO, MAYOR, CITY OF
SAN FRANCISCO, CALIF.

Miayor ALIOTO. Thank you, MAr. Chairman; I would like to present
as concisely as I know how a very specialized situation. Within the
past week, our advisory committee on intergovernmental relations has
issued a report on 30 American cities, and it said that there -were five
of these cities-San Francisco was one of them-with Triple-A rat-
ings, whose fiscal stability there wvas no question about. As a matter
of fact, within the past year, we have finished our year with a $33
million surplus and on top of that, as you know, we, just finished a
$11/2 billion project on public transportation.

The question is what arev we doing here? I am here because I and
my bankers are convinced that that situation in San Francisco, en-
joying the lowest interest rates in the country on its bonds will not
survive the bankruptcy of New York, bankruptcy in the technical
sense of not being able to meet obligations as they mature.

Our bankers are convinced of that, and I am convinced of that, and
that is whv we are here.

We are here, too, because New York didn't create its own crisis.
New York didn't create the thing we call the urban crisis and New
York was not the cause of the ravaging inflation that victimizes New
York as much as it victimizes everybody else. They didn't really cause
it, as you know, although there are people in this country out of a
certain prejudice who talk as though New Yorkers are solely respon-
sible for the financial condition of the city, and I think you can make
out a better case that Federal policies over the last 30 years are more
responsible for that financial position than New York's responsibility.

Finally, ve are not here rattling a tin cup. Nobody is doing that.
These cities support the Federal Government. Seventy-three percent of
all your revenues come out of these big cities. And if it is important to
save Lockheed, and certainly it is important, if it is important to save
Penn-Central, then I think it is much more important to save New
York.

We can survive throughout the world the image of having lost
Lockheed, Lockheed having gone into bankruptcy, just as Rolls Royce
went into bankruptcy. We can survive that and we can survive the
Penn-Central. but the -world looks on New York as the financial capi-
tal of the United States and they will not understand how the finan-
cial capital of the United States was permitted to go bankrupt. and
that is bound to affect San Francisco and is bound to affect every
city represented by the mayors sitting here at this table, and that is
the Doint I would like to make.

Chairman 1HI:uiPnRF.Y. Thank you very much, AMayor Alioto. By the
way, we thank you for your earlier testimony along with Mayor Young
andl others that have testified here.

AMayor Alexander of Syracuse.
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STATEMENT OF HON. LEE ALEXANDER, MAYOR, CITY OF
SYRACUSE, N.Y.

Mayor ALEXANDER. Mr. Chairman, I will not try to make a defense
of New York, because I 'think Mayor Beame has done that admirably.
nor wvill I ask for preference for New York City, because I don t thinky
New York City is entitled to preference over any other city in the
United States, but I do think what has afilicted New York will soon
afflict other cities in the United States, and possibly my own. It is
just a question of time.

As Senator Ribicoff has pointed out, it seems totally unfair that
New York City should carry the natiomd burden of putting on wel-
fare immigrants that come to this country via New York. I would
like to extrapolate that and show how it affects Syracuse, because
certain experts have said what happens to New York will not affect
other cities substantially in the United States, and I disagree with
that.

Under the formula, those people are on welfare in New York, and
the budget for that is nearly a billion dollars, as I understand it. Fifty
percent is provided by the Federal Government, 25 percent by New
York City and 25 percent by the people of New York State. That
means the people of Syracuse, the people of Buffalo, the people of
Rochester and Binrhamton, all substantial cities, must provide for the
care of these people. That is truly a national problem, as Senator
Ribicoff has pointed out.

We find ourselves in a vicious cycle because, as Mayor Alioto has
said, when recession hits the city, it hits hard first and leaves last.
Since 1969, some 400,000 jobs have been lost in the New York City
area, and these jobs did not go to the metropolitan area. They simply
vaanished. And as a result, the city's revenues fall off, and this is true
of all of the cities in America. When revenues fall off, the quality of
education that we deliver, the quality of care that we provide for the
elderly, that, too, falls off. The quality of police protection falls off.
And as a result, more people leave the cities. And it is a vicious cycle
that we find ourselves caught in.

Buffalo attempted to float $35 million in sewer bonds recently. No
one bid for those sewer bonds. The Big Mac Corp. had an offer-
ing, 11 percent interest. Buyers did not rush to grab -those securities.
And I am concerned, because while all this is going on, Mr. Simon is
telling the President that the New York City situation really will have
no impact on other municipalities or on this Nation, and yet the New
York City bonds dominate the short-term 'market. Forty percent of
all short-term obligations are New York City.

In New York State, New York City has $131/2 billion in long-term
bonds. New York State has a like amount, $13.5 billion. All other
local units of government in New York State compose $10 billion in
bonds. So we have got $37 billion in bonds; $13.5 billion just New
York City alone.

The leading rating agency has said that if New York State makes
any further efforts to help New York City, then New York State's own
credit rating will be severely and seriously damaged.

My city operates on a budget of $105 million. One-third of that
revenue comes from New York State. What happens to New York
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City affects the people in my city and the people in my State and the
Nation.

I am not a fiscal expert. When Mr. Simon speaks, he speaks with
authority because he does know about municipal bonds, but I question
his judgment in this particular instance. and I have collected -the re-
ports of three of the leading experts on municipal bonds, men that
Sir. Simon- would recognize as the leading experts in this country.
Mudge, Rose, Guthrie, the leading law, firm in New York, which prob-
ably handles the largest share of municipal boiids in this country, re-
ported this to me. and I would like to make this a part of your record.
Just one sentence.

"In conclusion, it is our opinion that an actual default by New York
City would be, disastrous to the market for municipal and public secu-
ities over the entire country and that it would be a substantial period

of time before the adverse effects of such a default could be eliminated."
Chairman HuIMPHiREY. Would you leave that with us, because I am

going to have AMr. Simon here and I am going to quiz him about it.
Mayor ALEXANDER. I'll be glad to. Yes, sir.
Chase Mlanhattan Bank, with which Vice President Rockefeller

has some familiarity, reports this to me through one of its regional
presidents, who also advised me that this is in agreement with the
policy of the Chase Manhattan Bank of New York itself. He said, in
his remarks to me, that-

"It can be safely assumed that any failure by either New York
State or city to meet maturingf obligations will further erode the na-
tional market for municipal securities and cause vital governiment
programs at the State, county, and local level to go unfunded through-
out the Nation."

Unlike New York, my city does not bond except for capital proj-
ects. 'We build our schools by bonding. We build our firehouses by
bonding. Our major projects are funded by bonding. The impact on
us would be very serious.

For example, a $10 million bond in my city, and I just recently paid
a little under 6 percent for some $10 million, just a month ago, would
it increase but 1 percent over a 10-year period, it would cost my city,
just 200,000 people, an additional half million dollars. We can't af-
ford that.

City Bank, also a large and well respected institution, and very well
respected by Air. Simon as well, I am sure. essentially says the same
thing, that help is necessary for New York City at this time at the
Federal level.

I am sure that there is a good chance New York can save itself and
I am sure that New York-there are some who say New York City's de-
fault would not hurt other cities, and I respect the opinions of other
people, as wVe must, but I just ask even the most adamant foes of help to
New York City can we possibly risk the urban collapse and the urban
damage that even they admit exists when there are avenues open to
to the Federal Government to move in and help, not just New York
City, but every city that is waiting in line behind New York City at no
cost to the Federal Government?

Thank you.
Chairman H1-IuPRrEY. Thank you very much. Mayor Alexander.
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We will include the material you have submitted in the hearing
record.

[The material referred to follows:]
MUDGE, RosE, GUTHRIE & ALEXANDER,

LNew York, NA7.. , September 23, 1975.
Hon. LEE ALEXANDER,
flayor of the City of Syracuse,
Syracuse, N.Y.

DEAR AMR. ALEXANDER: You have requested my opinion, as Bond Counsel for
the City, as to the effect of default on bonds or other obligations of the City of
New York would have on the bond market for other cities and political
subdivisions.

I think such a default by New York City would seriously depress the mu nicipal
bond market in the entire country. New York City has always been considered the
financial capitol of the United States and its bonds and other obligations in the
past have been very highly regarded in the municipal bond market. According to
my recollection, bonds of New York City are the only municipal bonds which
have been listed on the New York Stock Exchange. Consequently, I think a de-
fault by New York City would be the most serious default which could possibly
happen to the municipal bond market, and would adversely affect the municipal
bond market in the entire country, and would be particularly damaging to the
State of New York, and the municipalities and other political subdivisions in
New York State. and cities in other states which have problems somewhat similar
to those in New York City.

I think it is impossible for a default by the largest City in the country not to
create dpubts in the minds of investors as to the stability of other municipal
bonds.

The adverse effect of such a default has already been amply demonstrated by
the mere possibility of default which has been discussed in the newspapers
and other media. The Buffalo Sewer Authority failed to obtain a bid at public
sale, and notes recently issued by the State of New York carried a record high
interest rate of interest. I think it is safe to state that the entire municipal mar-
ket has already been deeply depressed by the possibility of default by New York
City.

The situation is somewhat comparable to the depressed municipal bond mar-
ket in the great recession of the 1930's. The municipal bond market was so de-
pressed in the early years of 1930 that many cities and political subdivisions
could not market their bonds. The situation became so desperate that the Fed-
eral Government, through one of its agencies, purchased the bonds or other obli-
gations of many cities and other political subdivisions in the country, including-
the Buffalo Sewer Authority and the Pennsylvania Turnpike. This action by
the Federal Government was the major factor in the stabilization of the munic-
ipal market so that municipal bonds and other obligations could again be sold
without assistance from the Federal Government. It is further my recollection
from published reports that there was no loss to the Federal Government after
the resale of the bonds and other obligations which it had purchased in the
municipal market after its stabilization.

In conclusion, it is my opinion that an actual default by New York City would
be disastrous to the market for municipal and public securities over the entire
country and that it would be a substantial period of time before the adverse
effects of such a default could be eliminated.

If I can be of any further assistance in the matter, please advise me.
Sincerely yours,

JOHN T. TRIaBLE.

CHASE MANHATTAN BANK,
Syracuse, N.Y., September 22, 1975.

Hon. LEE ALEXANDER,
Mlfayor of the City of Syracuse,
City Hall, Syracuse, N.Y.

DEAR 'MAYOR ALEXANDER: I know that you, as a Chief Executive of one of
New York's major cities, are vitally concerned about the financial problems of
New York City and the potential impact of these problems on the well-being of
our own City and that of New York State. I thought it might be useful for you
to have the views of our Corporation on this issue, as we are deeply involved with
the financing of New York City, and through our statewide banking activities
with the financial management of Syracuse and other major cities in the State.
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The problems of New York City have been well documented, as 'have been

the major organizational and financing steps taken to deal with them. The man-

.agement of our Corporation feels that the steps which have been taken and the

structure which has been put into place will, over time, restore New York City's

financial integrity and viability. Time is the critical ingredient, however. In-

-vestor confidence in New York City will not be restored in a few months. Investor

-confidence in New York State will be seriously impaired if the State underwrites

City credit for the 2-3 years which may be needed to turn the corner. What we

believe to be the only viable alternative is a temporary substitution of Federal

credit for the city's, in order to insure the marketability of City debt until

investor confidence is restored by a year or two of demonstrated performance in

meeting the targets which have been set forth.
What are the implications for New York State, Syracuse, and other major

,cities if sufficient time to demonstrate improvement is not made available to

New York City in the form of limited and temporary Federal support? The

question goes far beyond the financial viability of New York Comnnunities.

'Throughout the country the capital market for municipal securities is in tur-

moil. Rates have soared and the willingness of investors to purchase the obliga-

tions of ay municipal government have diminished considerably. Rating agen-

cies have warned New York State that any further State support to New York

City will jeopardize the State's credit rating. It can be safely assumed that any

failure by either New York State or City to meet maturing obligations will fur-

ther erode the national market for municipal securities and cause vital govern-

ment programs at the state. county, and local level to go unfunded throughout

the nation. Here in Syracuse I am certain that even though local debt issues might

remain marketable because of the sound financial history of the City, the rates

these issues would command might well cause their postponement and thus the

abandonment of some vital programs and services.
Thus we feel from both a local and a national perspective that temporary

Federal support for New York City is of the highest priority. Some critics ap-

propriately question whether this sort of solution would lead to open-ended Fed-

eral underwriting of many cities. This is a valid concern, but we believe that such

an unfortunate result can be avoided. New York City has taken drastic steps

and will take more to restore financial viability. Federal assistance can be tied

to the achievement of savings resulting from these steps so that improvement

will be assured. In short, sufficient controls and checkpoints could be installed

to insure that New York City's Administration would be motivated to seek an

early end to Federal support, and other cities, by observation of these inechan-

ismns in action. would be motivated to do everything in their power to avoid Fed-

eral involvement in their own finances.
I'm pleased to have this opportunity to share our viewpoint w-ith you. While

our mutual priorities involve principally the Syracuse community and it's econ-

omy, we are inevitably involved in the affairs of the nation's economy and fi-

nancial markets. As a concerned corporate citizen. Chase speaks out on issues of

importance. We may not always be popular in doing so, but w-e believe our po-

sitions to be well formulated, and can therefore make a positive contribution to

effective public debate.
I would welcome your questions or comments.

Sincerely,
DENNIS C. LONGWELL.

NEW YORK CITY MONEY MARKET LETTER, SEPTEMBER 16, 1975

FOREWORD

In the early morning hours of September 9. 1975. New York City's Governor

Hugh Carey, signed into law a hill that would facilitate a $2.3 billion transfu-

sion to New York City over the next three months. while shifting the fiscal gov-

ernance of the City from the ZMayor to an Emergency Financial Control Board

which would have State appointees in the majority. In creating this newv fiscal

situation, the Governor and the State Legislature assumed a very weighty task,

which required that they act with a sense of responsibility on a bipartisan basis.

Their courage in coming to grips with the problem is exemplary, particularly

since they are the first to admit that no one knows with certainty where the

road that they are taking wvil ultimately lead. What is known. however, is that

the alternatives to the forthright action taken, on both the financial and the
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control fronts, would have been default for New York City's government, near-chaos for its people, and almost unsurmountable financial difficulties for NewYork State itself as well as various other parts of the country.
The steps taken will assure that these undesirable effects do not immediatelyoccur. They do not assure that we have permanently escaped default and finan-cial chaos. However, the valuable time bought should enable a demonstration ofthe ability of New York City to be governed in such a way so it lives within itsfinancial means, thus re-opening the door to investors, whose confidence is so-

vital to the City's sustained financial well-being.
This Letter is being offered by Citibank in the hope that it will lead to a bet-ter understanding of New York City's finances, indicating where we are now,.where we have been in the past, and options for the future.

EDWARD L. PALMER,
Chairman, Executive Committee.

A NEW NEW YORK CITY?

New York City is the nation's first City in a multitude of ways. Not only does.it have a population and business base more than twice as high as its nearestcompetitor, but it tends to be among the first in social and cultural change.
Thus, New York City's fiscal plight has been of major interest around the-country for some months now, not only because of the absolute size of the Citybudget, but also because of apprehension in various other large cities that, if theyare not fiscally vigilant, the same fate could befall them. There is also a strongundercurrent of feeling that any default on the part of New York City wouldsend sever shock waves throughout the entire market for State and Municipal

securities.
The prospects for default were staved off-at least for three months-early onSeptember 9 when the New York State Legislature passed, and Governor HughCarey signed, a bill which would facilitate New York City 's borrowing $2.3 bil-lion. while at the same time putting the fiscal affairs of the City in the hands ofan Emergency Financial Control Board, which would have a majority of State

appointees.
THE 3-MONTH FINANCING

The total aid package in the Plan is in excess of $2.3 billion. However, as shownin the table, while the legislature can allot much of the funds, in the form of Stateloans and pension fund investments, some of it is required from the private sec-tor. It should also be noted that the real estate tax prepayment offers particu-larly temporary relief, inasmuch as it prepays monies that would be coming
into the City in late October anyhow.

Miione
State of New York…-- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- $750

of which-
MAC notes (subordinated)…------------------------------- (2. 50)
MAC bonds---------------------------------------------- (250)C ity notes l -- -- --- -- --- -- --- -- --- -- --- -- --- -- (250)City/State pension funds------------------------------------------ 72.5

Pension fund rollover…-------------------------------------------- 30(? ).
S ta te in su ra n c e fu nd_ _ _-__ __- _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - 1 0 0
New York City sinking fund -------------------------------- 1 I0
Real estate tax prepayment -------------------------------- 1.50
Bank rollover- --------- _-------------------------------------- 156
Bank/business private placement --------------------------- 250

Total -2-------------------------------------------- $2, 300
1 Secured by anticipated State aid or assignments of Mitchell-Lama mortgages.
2 $2,300-pius.
Nevertheless, the size and scope of the aid package is remarkable and represents

a significant contribution to easing the immediate crisis.
It should be emphasized that most of the assistance involves purchases of secu-

rities of MAC (the Municipal Assistance Corporation). Therefore, the legislation
provides for the MAC debt authorization to be enlarged from its present $3 billion
limit to $5 billion. Simultaneously; State per capita aid will be available for MAC
debt service, after subtracting present and proposed debt service requirements for
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City University Construction Fund and Housing Development Corporation. The
legislation explicitly provides for $S0 MM of State per capita aid for the
present. Subsequent allocations can presumably be made in the future.

Also the maximum maturity on MAC bonds has been extended from 15 years
to 20 years.

NEW CONTROLS OVER THE CITY'S FISCAL POLICIES

The legislation mandates that there be a Financial Plan for New York City
from. September 1975 through June 30, 1978, which reaches the following
objectives:

(a) 'For fiscal 1978, a City budget' balanced according to strict accounting
principles. Substantial progress toward that goal must be demonstrated in fiscal
1976 and fiscal 1977. Progress towards elimination of expense items in capital
budget must also be demonstrated. City short-term debt must be reduced during
the period by at least $800MfM.

(b) The stage should be set for reducing City short-term debt by an additional
$2.8 billion by fiscal 1985.

The first phase of the Plan calls for monthly revenue estimates, which are to
be prepared immediately by the City. Based on these estimates, the City must
prepare the Financial Plan for adoption by October. Both the revenue estimates
and the Plan itself must be approved by the Emergency Financial Control
Board, consisting of the Governor, the Mayor, State Comptroller, City Comp-
troller, and three appointees of the Governor: William Ellinghaus, of N.Y.
Telephone; Albert Casey of American Airlines and David Margolis of Colt
Industries.

The Board is required to disapprove the Plan if it does not achieve the objec-
tives set forth above, or if it does not properly satisfy all the City debt serivee
requirements, or if the City's operations can not be conducted within the cash
resources available. In disapproving the Plan, the Board is empowered to direct
the reduction of aggregate expenditures in any period to conform to revenue
estimates, or to direct any necessary increases for debt service or other re-
quired programs.

Decisions about expenditures other than debt service, remain the responsibil-
ity of the City. Hvowever, if City officials should fail, within the specified time, to
apportion the required cuts, the Board is authorized to take matters into its
own hands.

As part of the Plan, it must be demonstrated that projected employment levels,
collective bargaining agreements, capital construction and other costs be consist-
ent with the revenue increases, and that adequate reserves will be maintained
to guard against shortfalls in revenues or over-runs of expenses.

Changes of revenue estimates can be made only by the Board, and the City
would be required to make matching expenditure reductions. If it did not do so,
the Board would.

In addition to the above restrictions, expenditures for all areas (other than
debt service, pensions, & welfare) may not rise by more than 2% annually, and
only then if there are sufficient revenues.

Powers of the City and the Board are applicable not only to Mayoral agencies,
but also to "independent" agencies such as, Hospitals, Education, and Higher
Education.

The Board will direct a special Deputy State Comptroller to review City
operations, to audit compliance, to examine the efficiency of City Departments.
and do other fiscally pertinent work. The Board has been given the right of access
to all City fiscal data.

The Board is also empowered to review and approve major City contracts
(including collective bargaining) and is required to assure the compliance of
such contract with the overall Financial Plan before the contract could be put
into effect.

The Board also has to grant prior approval, together with MAC, to all City
borrowing.

The Board is authorized to issue orders binding on the City, in connection
with the above areas. The Board would have even broader powers following any
City default.'

1 Tlndnr the act. in the event of default, the Control Board would work with the City in
suhmittinr a repayment plan to the courts, while all creditor claims would be stayed for.
at least 90 days.
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City revenues wvill be deposited daily into special Board accounts. These may
be disbursed only with approval of the Board, once it has determined that the
disbursals are consistent with the Plan.

The Board will be required to maintain a special "debt service repayment
account" of funds sufficient to meet debt service requirements for each quarter.

If there are insufficient funds to meet all demands, debt service and other
mandatory payments would be paid first, and the balance allocated according
to priorities set by the City. If the City has no specific priorities the Board can
withhold payments for such purposes entirely, or can pay them on a pro-rata
basis.

The legislation also stipulates that the wage freeze, in effect to September
1 976, may be continued up to June, 1978 by the Board if necessary.

City officials violating their responsibilities under this legislation will be sub-
ject to criminal prosecution, specifically for permitting expenditures in excess
of the required limits, or for knowingly presenting inaccurate financial infor-
ination (including projections or estimates). They are also subject to removal
from office by the Governor for failing to comply or for failing to have subor-
dinates comply with the requirements.

LOOKINO BACKWARDS

New York City's fiscal problems did not happen overnight. They had been
breving for over a decade. What has made this year unique is that the accumula-
tion of the results of the extended period of fiscal mismanagement became so
overwhelming that they could no longer be ignored.

Following a sharp decline in investor confidence late last year, the City reached
the point early in 1975 where its bonds and notes could not be sold at any price.
Indeed, most of the last issue marketed-a $375 million three-month issue sold
last MNarch in anticipation of specific state revenues due in June-remained in
the hands of the underwriters for an inordinately long time despite an attractive
interest rate.

During the Spring, with the financial markets closed to New York City, the
municipal government was kept afloat only by prepayments from the State of
some $800 million of aid normally due in fiscal year beginning July 1, 1975.
Meanwhile, last June, the state created Big MI.A.C.-or more formally the.MNu-
nicipal Assistance Corporation for the City of New York-to serve as an interim
borrowing vehicle for the City.

Big MAC was authorized to borrow up to $3 billion in the market, and make
these funds available to New York City, thus covering the City's cash deficit for
the July-September period. MAC wvas set up as an agency of New' York State,
with the 4% City sales tax being converted to a state levy, and transmitted to
MAC for debt service each year, with only the remainder reverting to the City.
Beginning in April, 1976 the stock transfer tax, if necessary, could be similarly
utilized. Above and beyond these, the State assumed a "moral obligation" to
make up any shortfall in annual debt service requirements.

Despite these safeguards, it soon became obvious that there was virtually
no interest in buying MAC securities outside of New York City as long as the
City's fiscal situation continued on a "business as usual" basis. MIAC's first
$1 billion issue could be sold only because the commercial banks, savings banks,
and some life insurance companies pledged to take $650.AIO . Even the remainder
*as not immediately sold out despite interest rates running to 9.5%. When
the issue was released from syndicate restrictions on July 21, prices dropped
by up to one-eighth of face value, and effective rates rose to between 10%
and 11%.

This situation jolted both City Hall and the MAC board itself into action.
Proposals which had been bruited about in the past. but had been roundly rejected
as unthinkable, suddenly were revived. As announced on July 31, these included
wage and hiring freezes on City employees, higher subway and bus fares, and
economies at the City University.

On August 6, the Mayor announced the creation of a Management Advisory
Board, under the leadership of Richard R. Shinn, President of Metropolitan
Life Insurance Company and widely respected in the business community.
Other members of the Board, as announced the following week, inchide MAC
Chairman William Ellinghaus, banker John -McGillicuddy, and other respected
leaders in commerce, industry and labor. Detailed studies and reemmenda-
tions on management and productivity in city government will be done for the
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board-by a task force under the co-directorship of Planning Commission Chair-
man John Zuccotti and MAC Executive Director Herbert Elish.

It is still too early.toievaluate.how well those steps, culminating in the Albany
"rescue/takeover" program, will work out. Acute challenges, such as the teachers'
strike, will serve as tests of the direction the City will take. In general, progresa
will have to be closely monitored in the weeks, months, and years ahead.

THE CREDIBILITY OF THE 1975-76 CITY BUDGET

As of the beginning of September, the City's expense budget for 1975-76
would probably have been about $12.3 billion. However, under the new rules

of the game, it is not unlikely that expenditures will have to be pared down to
about $12.1-$12.2 billion.

This will be some $200-$300 million higher than the "crisis level" budget
accompanying the Mayor's budget message of May 29th. It represents a rise
of 9%'c (about $1 billion) from the 1974-1975 expense budget as originally sub-
mitted in May 1974. However, due primarily to higher-than-expected expendi-
tures, last year's budget was almost $1 billion higher than projected-totalling
roughly $12 billion. In other words, if the City is able to hold to its new budget
for this fiscal year, it will represent virtually no growth from the previous
year-which would be quite amazing feat for any city, particularly New York.

New York City's budgetary growth in the decade from mid-1965 to mid-1975
was essentially the same as urban America's as a whole-only more so. In the
first half of the decade, expenditures rose rapidly (averaging 15% a year in
New York City) as all levels of government responded vigorously to the chal-
lenge of the cities with numerous new programs and dollars. New York City
experienced substantial growth in the number and scope of its programs,
as well as in the size and pay levels of its municipal work force. However since
the federal and state governments were picking up increasingly large shares
of the tab, the expansion appeared to be relatively painless.

Between mid-1970 and mid-1975, however, there were significant shifts on both
sides of the budget. Although the rate of growth of New York City's expendi-
tures slowed to an average of 12% annually, state and federal funds were de-
celerating even more sharply. Meanwhile, the acute inflation of the early Seven-
ties exercised strong upward pressures on municipal wage rates, and the deep
economic recession for the past few years has brought about sharp increases in
expenditures for welfare, health services, and other poverty-related categories.

It has become progressively evident that the heavy pressures on the expendi-
ture side, in the absence of corresponding increases in federal and state aid, could
-not be sustained. For some time, New York City, the heaviest taxed of any major

city in the nation, has been losing middle- and -upper-income residents, as well
as businesses and jobs. Since the only way to get a higher tax yield from a shrink-
ing tax base has been to increase tax rates, the tax burden on New Yorkers has
continued to increase.

It is perhaps small wonder that, faced with these acute fiscal dilemmas, New
York City Mayors have cast about for new ways to "stretch" revenues and to

stave off the City's payments. Thus, for over a decade now, funds from the capital
budget-which should be used exclusively for infrastructure and other long range
purposes-have been utilized in the expense budget. Simultaneously, the City's
use of short-term borrowed funds, which amounted to only some $500 million in
June 1965, and $1.3 billion in June 1970. reached the astronomical figure of $6
billion last March. It was clear that something had to give.

Against this background. the efforts required to hold the City's budget this
year at virtually the same level as last year will be nothing short of Herculean.
Indeed, since some expenditure areas (particularly in the welfare category,
deb service, and pensons) will inevitably go up, a no-growth budget means abso-
lute declines in most of the other categories. This clearly indicates that the budg-
et is not realistic rnless the wage freeze (especially in its modified form) is
accompanied by a tough combination of attrition, layoffs, and operations econ-
omies in virtually all City departments.

On the City's traditional accounting system. this year's budget would appear
to be in balance. However. on August 29, MAC released data which showed that
the budget would really have a $726AINI deficit this fiscal year, if stricter account-
ing practices were employed. This refers to reserves for uncollected real estate
and other taxes. as well as Federal and State aid overestimates, and the con-
-version of expenses from a cash to an accrual basis.

6.5-920-7G-*,
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The figures released by MAC also indicate that the cumulativedeficit from,
prior years should properly be put at $2,582MM. Adding the past and current
figures would give a grand total of $3.3 billion.

Reflecting on these figures, MAC urged (and subsequently embodied in legis-
lation) that the City take immediate action to reduce expenditures substantially
from projected levels. This means, as shown, some savings in the current fiscal
year, and major savings in each of the next two fiscal. years so that fiscal 1978
shows a truly balanced budget, or even a slight surplus, as seen in the table.

CUMULATIVE SAVINGS

[In millions of dollars; adjusted for inflation]

1975-76 1976-77 1977-78

1975-76 -152 163 174
1976-77 -- 304 325,
1977 78 --- 304

Total -152 467 803
Deficit -- 726 -742 -801

Net -574 -275 2

PROSPECTS FOR MAC ANND NEW YORK CITY IN THE FINANCIAL MARKETS

The newly enacted legislation permits MAC to borrow a grand total of $5 bil-
lion, up from the $3 billion initially authorized. MAC borrowed $1 billion in July.
Of this amount, $650MM was from commercial banks, savings banks, and life-
insurance companies. The remainder was sold through hundreds of underwriters
to investors, primarily based in New York. In August, MAC borrowed an addi-
tional $840MM including $350MM more from the New York Clearing House
banks (of which about $100 million represents a rollover of maturing City notes.
held by the banks) at an artificial below-market rate. In addition, public pen-
sion funds, and further New York State aid advances, were brought into play,
so that the offering to the public amounted to $275MM, and even most of that
had been privately placed in advance.

Despite the adverse psychology that has beset MAC since it first went to
market, these bonds are considered by knowledgeable people as an attractive in-
vestment, enjoying the backing of an identifiable revenue which flows to MAC
directly from the State of New York. With debt service requirements expected
to be $500MM-530MM annually (subsequent to this year when it will be some-
what less) MAC is backed by the City's entitlement from the New York State-
administered sales tax, (which was a shade under $800MM in fiscal 1975 and
may be expected to be about $850MM in fiscal 1976), augmented, beginning
April 1, 1976 by the stock transfer tax (which throws off an annual yield of
close to $200MM) and $800MM in State Aid. Yields on the August tranche,
ranging from 10% for bonds due February 1, 1980 to 11%o for the 1983 maturity,
turned out to be not unattractive to investors, particularly since they are tax
exempt.

Some cautions have been raised about MAC, primarily by out-of-state sources.
They question the marketability of MAC bonds. They also raise the specter of a
law sut by a City bond holder who might argue that the conversion of the City's
share of the sales tax from a City to a State tax improperly impaired his pro-
tection and should be overturned. A further doubt relates to the possibility of the
State legislature's not appropriating sales tax and stock transfer revenues for
MAC in future years.

The marketability concern is not improper, and indeed is a major cause for the
extremely high rates available on MAC bonds (ranging perhaps 4% higher
than comparable tax-exempt issues rated A or A+). As to the law suit, it is
of course not possible to give an absolute assurance but the various law firms
that have explored this issue are unanimously of the opinion that such a suit
would *be without merit. Finally, while there is no absolute guarantee that
every future State legislature will make the necessary appropriations, it in
equally clear that any abrogation in this respect would be virtually impossible
inasmuch as it would undoubtedly destroy the State's own credit in the financial
markets.
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Thus, particularly in the context of a City now subject to tight fiscal dis-
cipline,2 prices on MAC securities may well show a somewhat firming trend
over time. Although a regular MAC offering has been postponed for the immedi-
ate future, MAC wvill apparently be going to market in the not too distant future
in "popular" denominations (perhaps on the order of $100). Moreover, regular
MAC market offerings before the end of 1975 should not be ruled out.

However, if MAC's access to the public market in December/January is
more limited than the City's rather substantial cash needs, some additional
bolstering may well be necessary. Concurrently with the passage of the State
legislative package, there was a significant upsurge of discussion about Fed-
eral assistance. While this would be counter-productive if it were viewed as
a substitute for the City's maintaining and restoring its own discipline, it
may prove to be an appropriate and helpful supplement to New York City's
own self-help program, if effected over a limited time frame.

Chairman HuMPHREY. Mayor Landrieu, we welcome Mayor Maier.

STATEMENT OF HON. HENRY W. MAIER, MAYOR, CITY OF
MILWAUKEE, WIS.

Mayor MAIER. Mr. President, I would like to say that it is a distinct
honor to appear before this distinguished committee, and particularly
the distinguished chairman, who for years as presages this kind of
brinkmanship and did everything in his power, with acute recogni-
tion of the problems.

The subject, as wve well know, is default, and the first definition listed
for default in Webster's dictionary is failure to act, neglect. You, Mr.
Chairman, have certainly been very mindful of that.

The second definition unfortunately is failing to meet financial con-
ditions, and although the interest of today's meeting appears to be
centered on the second definition, New York's failure to meet its finan-
cial obligations, I think that we ought to be concerned, as you have
been for years, with the first definition, and now culminating in the
administration's default, the failure to act in the total urban crisis
which affects every sector, every segment of these United States, and
its further neglect of the most hard-pressed citizens of this country,
the overburdened property taxpayers.

I, like the other mayors, find it most difficult to understand why the
administration, which moved very quickly to rescue a bank. the Frank-
lin Trust Co., and Lockheed Corp., still hesitates to prevent a finan-
cial disasteri which will victimize millions of innocent local property
taxpayers across the entire Nation.

Mv city, Air. Chairman, enjoys a triple-A credit rating. We have
installed a system of budget controls and productivity controls which
will rival any in private industry, and certainly equals that of the
Federal Government. These are controls which have enabled us to
increase the number of our employees by only 6 percent in the period
of my office, 1960 to date, almost 16 years, compared to an increase of
44.2 percent bv the Federal Government.

Yet, Mr. Chairman, if, after taking the most heroic steps, the city
of New York and the State of New York have within their powers to
take in the next 3 months, they should fail to prevent default, it can
have a chilling effect on Milwaukee's property taxpayers. Our interest

2 Another sien of this discipline was the swearing-in on September 16. 1975 of Kenneth
S. Axelson. who had been serving as Chief Financial Officer of J.C. Penney, as Deputy
Mayor for Finance.
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rates could soar, our city could deteriorate due to the necessity to defer
vitally needed capital improvements on already overburdened prop-
erty taxpayers, with further increases in spite of the most valiant
efforts to prevent them.

Mr. Chairman, I might make a further point. The argument that
New York and other cities in this Nation are in the financial bind be-
cause of mismanagement on their part just isn't true. Senator Ribicoff
put his finger on it when he related it to welfare. Fifty-five and seven-
tenths percent of the residents of New York City fall below the Bu-
reau of Labor Standards for deprivation scale, 15 percent in dire
poverty. 'When you relate this and qualify it in the millions it is an
unmanageable poverty level and unmanageable deprivation scale. But
I can tell You, Mr. Chairman, that all the management expertise con-
tained in the leading corporations of the United States, from General
Motors to Lockheed, and their top level staff people and the President
-of the United States and thousands of top level management experts,
had they been managing New York in the last 30 years, they could not
have perceptively prevented this financial disaster if they had to
operate from the revenue base that was shrunken by the deprivation
scale of New York City and deal with the problems of such unman-
ageable magnitude, the financial policies that benign neglect over the
Years has created a city like New York, and we are all, Mr. Chairman,
in the same trend. Thank you.

Chairman HmiMip]REY. Thank you very much, mayor.
May6r Landrieu, any other witnesses?
Mayor LANDRIEU. Yes, Mr. Chairman. 11,e. would like to now hear

from Mayor Ralph Perk of Cleveland.
Chairman HumPHREY. Mayor Perk of Cleveland.
Mayor PERI. Senator Humphrey and members of the commit-

tee
Chairman HuMJuPHREY. May we have quiet in the room as much as

possible so that we can hear.

STATEMENT OF HON. RALPH PERK, MAYOR, CITY OF
CLEVELAND, OHIO

Mayor PERK. Thank you. We all recognize that New York City
has a severe financial crisis and that we must help to solve the crisis
before it has repercussions on cities across the country. However, the
solution to New York's problem is complex and before the Federal
Government or the mayors recommend any program, I think more
hard facts are needed.

In devising any acceptable program, two factors must be para-
mount:

No. 1, the legislation must apply equally to all cities.
No. 2, it must not encourage or even allow cities to engage in

deficit spending for operating purposes.
My staff and I have been working on a public insurance corporation

program to guarantee debt service on municipal bonds. We see some
pitfalls in this program, but believe they are not insurmountable. We
believe that kind of a program would help all the cities.

One thing is certain. Municipal bonds are becoming more difficult to
sell and the interest rates are approaching all-time high levels. Any
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sensible program must be designed to solve these two problems. We
must assure that the New York situation does not recur elsewhere and
we must seek to encourage or at least maintain capital improvements
at the local level. Otherwise we will all be back in Washington next
year with essentially the same problem in other cities.

Chairman HUmPmHy. Thank you, Mayor Perk.
Mayor LANDRIEU. Mr. Chairman, I would like to proceed now with

Mayor Barcelo of San Juan, and right across the table, and I am
sure we will wind up very briefly.

STATEMENT OF HON. CARLOS ROMAERO BARCELO, MAYOR,
CITY OF SAN JUAN, P.R.

Mayor BARCELO. Mr. Chairman, I appreciate the committee's oppor-
tunity to appear before the-my name is Carlos Romero Barcelo-
to appear before you to testify on behalf not only of New York, but
in behalf of all cities of America.

I am a member of the committee of the U.S. Conference of Mayors
and I am also president of the National League of Cities.

I appear here as mayor of San Juan. I was not accepted in Red
China.

Chairman HUMPHREY. You are happily accepted here. A better
place.

Mayor BARCELO. As a Puerto Rican we have considered New York
the largest Puerto Rican city in the world because we have more
Puerto Ricans in New York than we have in San Juan, about a
million. So that this affects us very closely-at home.

I have heard many of the statements that have been made here.
We discussed this last night. And there are many that have been well
put as far as how it affects the Nation, how it affects New York City.
But I would like to add something, how it affects San Juan, how it
affects Puerto Rico, how it affects other cities. I don't know what
happens when a city goes bankrupt. I don't know what happens when
a city cannot meet its financial obligations. We all know what happens
when a business, private enterprise, cannot meet its financial obliga-
tions. It closes down. But a city cannot close down. But many areas
will close down.

The purchases that the city makes in the community will at least
dwindle tremendously. That effect upon the economy of New York,
New York City, New York State, and the Nation, will be tremendous.

What will happen to those businesses that depend on the city of
New York and those other businesses that depend upon those 6ther
businesses? Well, I have no doubt that New York's inability to meet
its financial obligations will create serious economic hardships in
New York City, would increase the number of unemployed, and
many, many of the Puerto Ricans now living in New York which
have made New York their home will start looking where to go, what
to do, and they will turn toward their relatives, their friends.

We now have 25 percent unemployment in Puerto Rico. We are not
ready to cope with 10,000 or 15,000 or 20,000 additional unemployed.
And whatever is shifted down to San Juan or the other towns in Puerto
Rico, we will have to resolve also, also be a problem. And we have heard
that to step in and save New York will set a precedent. Can we afford
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to set a precedent of a bankrupt city, of New York, which represents
in the eyes of the world-people think of New York as the capitol
of the' United States, not in terms of the political capitol, but at least
the financial capitol of the United States. How will the rest of the
world look upon us after the problems that this Nation has faced
if we have helped other nations and we cannot help our own?

Mr. Chairman, I think that it is important that if New York cannot
meet its financial obligations, and I think this is-the "if" is also very
important-it must be given aid.

In the National League of Cities we have requested that the effec-
tive government committee study this problem and come up with some
kind of a policy. They have drafted a policy statement and they-
the committee has recommended to the National League of Cities and
we are recommending to our board of directors that we support any aid
for New York City provided that it is shown that the city and the
State government have exhausted all legal, constitutional, and fiscal
remedies available within their respective authorities. Once that cri-
teria is met, there is no other vay out but to help New York if New
York needs help. Not to do so would have serious effects as have been
stated here by our colleagues, as far as the marketability of our munic-
ipal bonds, the interest rates in our municipal bonds, and it would have
the other effects which I have mentioned before.

All cities in New York, all communities in New York, will have to-
and other outlying States will have to start facing up to the fact that
thousands of people, unemployed people, will be coming back to their
original communities, to where their relatives live, and those com-
munities will have to pick up.

I think, Mr. Chairman, each and every one of us should consider
that should this not be the case in New York, if it were in your home
State of Minnesota, if it -were St. Paul, what would happen to the rest
of the State if it would happen to St. Paul? What would happen in
Connecticut if it would happen in New Haven? What would happen
in Massachusetts if it happened in Boston?

I think these are the issues that we. have to be concerned with and
once we set the criteria, that the local-the legal and constitutional
and fiscal remedies available to the city and the State government have
been exhausted, then the Federal Government must step in.

Thank you, Senator.
Chairman HUMPHREY. Thank you very much, Mayor Barcelo. We

appreciate your testimony and it is on behalf also, I understand, of the
National League of Cities, is that correct?

Mayor BA.RCELO. I am the president. We have formulated a policy,
but we are submitting the policy statement which I stated and we can
submit it for the record.

*We are asking our executive: board to adopt and approve this policy,
permitting a written vote.

Chairman HIuarPnrEY. Thank vou.
[The policy statement follows:]

POLICY STATEMENT ADOPTED BY THE EFFECTIVE GOVERNMENT STEERING COMMITTEE

OF THE NATIONAL LEAGUE. OF CITIES, SEPTEMBER 19, 1975

The Steering Committee on Effective Government of the National League
of Cities supports the City of New York and New York State in their individual
and collective efforts to address their current financial emergency. It is impera-
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live that the public be confident that their cities and states, faced with such
problems, will exhaust all measures within their control to solve them.

It is the hope of the nation's cities that the plan devised by New York City
*and New York State will be successful.

Congress and the Administration should be prepared to assist a municipality
to obtain needed credit during a financial emergency only if it is apparent thatthe municipality and its state government have exhausted all constitutional, -legal and fiscal remedies available unddr their respective authorities. Assistancemeasures which may be appropriate in a financial emergency, should not bemade a permanent feature of Federal policy with regard to municipal bond
-financing.The federal and state governments should act to lessen the likelihood ofother financial emergencies and reduce the stress on municipal budgets byvigorously carrying out a balanced anti-recession campaign. And for the longerterm, the Federal and state governments must do their part to eliminate theunderlying causes of many of the financial problems of our cities by develop-ing and implementing a national urban policy that protects the nation's invest-
ment in its urban resources.

1.304 MUNICIPAL BOND FINANCING

A. Immunity of municipal operations from Federal taxation
The immunity of state and local governments and their agencies in the exer-

cise of their legitimate functions from federal taxation is necessary for thepreservation of our constitutionally delineated dual sovereignty form of gov-
ernment. Local self-government would not survive if the federal government
could arbitrarily influence local policy by penalizing certain local activities
through federal taxation while rewarding other activities through tax exemp-
tions. The immunity of state and local activities from federal taxation must
be uniform and cannot be challenged.

The immunity of municipal securities from taxation by the federal govern-
ments must be maintained. Any ruling by the federal Treasury denying such
exemption should be countermanded by the Congress through authorized
judicial review.

In addition, the mandatory reciprocal exemption of interest on Federal debt
obligations from state or local taxation requires similar full exemption of
interest on all state and local debt obligations from federal taxation.
B. Broadening the market for municipal bonds

The demands for capital improvements at the local government level should
not be inhibited but supported by the federal government in the. dual partnership
required to address the maintaining and rebuilding of the accesses to a better
urban life quality. The federal government in its fiscal policy should not tamper
with the immunity of local government obligation from federal taxation unless
it can guarantee self-determination to local government to act independently
on matters of purely local concern.

If alternative financing mechanisms are considered by the Congress, any
such mechanisms must offer the same or improved advantages to cities as cities
now enjoy through the use of the tax exempt security. Other criteria against
which such proposals must be judged include the following:

A. Any new financing mechanism must work within the frame-work of
our federal system assuring protection for cities from fiscal or other policy
domination by the federal or state governments. It must preserve the
ability of cities to act independently on matters of purely local concern.

B. Any financing mechanism should offer cities at least as much financial
advantage as cities presently enjoy by virtue of the tax exempt feature of
their securities.

C. The working elements of any financing mechanism must be automatic,
irrevocable and enforceable in a court of law.

D. The choice of use of any available financing mechanism must be
solely at the option of the user. Moreover, new financing mechanisms must
not be viewed as a Way to reduce, directly or indirectly, the value of or
terminate the tax exempt features of municipal securities; we support
Congressional enactment-of such financing mechanisms only if the proposal
fully meets these criteria and only if the right and option of municipalities to
issue traditional tax exempt securities is irrevocably preserved.



36

E. The administration of any financing mechanism must not subject the
user to administrative or other delay that would jeopardize the ability of
the user to gain maximum financial advantages in financing costs.

Local governments are strongly opposed to the establishment of "Federal
Banks" which purport to sell their own securities and purchase local government
bonds, whether or not issued pursuant to a federal grant program. In addition.
municipal governments oppose federal government guarantees or insurance of
tax-exempt or taxable municipal bonds.

The federal government should not submit the local government authority
and its bond issuance procedures to the jurisdiction of the private security
regulatory bodies and should enact such legislation as will provide for a broad-
ening of the market for local government tax exempt bonds.

A. Further, Congress should permit regulated investment companies to
distribute the tax-exempt interest on local bonds to their shareholders
without loss of the tax exemption;

B. Congress should assist in the broadening of the market for local gov-
ernment Revenue Bonds by authorization for commercial banks to under-
write Revenue Bonds.

C. Local financial emergencies
Congress and the Administration should be prepared to assist a municipality to

obtain needed credit during a financial emergency only if it is apparent that the
municipality and its state government have exhausted all constitutional, legal
and fiscal remedies available under their respective authorities. Assistance meas-
ures which may be appropriate in a financial emergency, should not be made a
permanent feature of Federal policy with regard to municipal bond financing.

Chairman HUMPHREY. Now, Mayor Sullivan.

STATEMENT OF HON. GEORGE M. SULLIVAN, MAYOR, CITY
OF ANCHORAGE, ALASKA

Mayor SULLIVAN. Mr. Chairman, very briefly I support the state-
ments these other mayors have made. I say New York is not a bareout.
The loan guarantee or emergency loan is just some time they need to
get back on their feet. I think wee have to move hastily to get this done.
In November there is going to be trouble in New York City and if the
Federal Government comes in after it happens I think it is going to
cost a lot more than it will at this time.

Thank you.
Mayor LANDRIEU. Mr. Chairman, we have only two other speakers,

Mayor Maltester and Mayor McNichols.
Chairman HUMIPHREY. Mayor Jack Maltester, San Leandro.
I think I should note we have mayors from as far away as Anchor.

age and San Juan and San Leandro, that two of them are basically
suburban cities, that are here talking about the impact of New York
upon your communities.

Go ahead, Jack.

STATEMENT OF HON. JACK D. MALTESTER, MAYOR, CITY
OF SAN LEANDRO, CALIF.

Mayor MALTESTER. Thank you, Mr. Chairman. I think it is true that
I probably represent the smallest city here today. We are well under
70.000 people in the San Francisco Bay area.

My testimony is just a little different on this situation. We have
been fortunate in our community. We have reduced our tax rate or
held it for the last 27 years, probably the lowest tax rate in the State
of California.
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We have had a downtown renewal project that has not had any
Federal funding. It has been done solely through local funding, rev-
*enue bonds, and city taxes. We are in the process now of winding up
that program. We are getting ready to issue a $7 million revenue bond
issue guaranteed, of course, by our own property tax rate.

I am merely here to tell you that in spite of what you may hear, the
small cities of this country support the help requested by the city of
New York. Those of us who feel that we are real fortunate in the situa-
tion in our communities realize that if New York does default on its
bond issues, then we and the other cities are going to have to pay more
for our form of government. We then in turn may not have the money
to do that and where we have stayed away from asking for Federal
funding, we may have to come and ask for it. So I guess what I am
really saying is that I think most of the smaller cities of this country
support what New York is asking and possibly in my community, in
a selfish vein, we would rather see New York helped with the restric-
tions that they have asked for rather than have our city ultimately get
in the same condition New York is in.

Thank you.
Chairman HuMPHREY. Mayor McNichols of Denver. Good to see

you, Mr. Mayor.

STATEMENT OF HON. WILLIAM H. McNICHOLS, MAYOR,
CITY OF DENVER, COLO.

Mayor McNIcHots. Thank you very much, Mr. Chairman. I won't
belabor the point. I concur in what my colleagues have said land would
only say, in my opinion, every city in this Nation is like a tenant in the
same building and if someone tells you the third floor is going to col-
lapse, you say that doesn't worry me because I am on the second floor.
I don't think that kind of thinking can be condoned, and this city of
Denver, in 1973, sold in excess of $30 million worth of bonds at under
5 percent. Four point three-quarters percent. In 1974, we marketed
$37 million worth of bonds at almost 6 percent. And this year we of-
fered a lesser amount of bonds and the percent after the New York
impact had been more or less sent around the country was in excess of 8
percent.

?New, Denver is a long way from the city of New York, but we are in
the same financial building.

Thank you, gentlemen.
Mayor LANDmriEu. Mr. Chairman, that concludes our testimony. I

might say in a brief concluding statement that the magnitude of the
problem of New York City is largely responsible for our presence
here. This could be Dry Prong or Tickfaw. The State of Louisiana
could easily bail those cities out. Indeed, the city of New Orleans,
though poor as we are, could render assistance. But New York itself,
with a $12 billion budget. is larger than the State of Louisiana, Missis-
sippi, Alabama, Georgia, and several others put together. And it is
inconceivable to me that an institution of that financial magnitude
would be left unaided by the only agency in the world that can be of
assistance to it at this point, and that is the Federal Government.

Thank you, Mr. Chairman.
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Chairman HUMPHREY. Mr. Chairman, Mayor Landrieu, we 'have
Secretary Simon waiting and what I want to do on behalf of the ma-
jority on this committee is to take a very few minutes now just to put a
few questions to you with as brief and succinct an answer as you can
give because I surely would like to be able to complete it if possible
within the next 10 minutes.

I will lead off by asking some questions that relate to Mr. Simon's
testimony that he was kind enough to make available to the committee,
and you can select whoever you wish to make a response or you gentle-
man here can affirm by voice or nod of head or by dissent as you vish.

The Secretary says as follows:
First, although the challenges and the task are great, New York City, with theassistance of the State, has both the mechanisms and the resources to avoiddefault.
Mayor LANDRIEU. Suppose I let Mayor Alexander respond to that.
Mayor ALEXANDER. Well, I don't agree with the Secretary because

New York State has already passed legislation which *has strained
the State's reserves and the State is on notice from its agencies that
the rates-its bonds-that the State cannot extend itself any further
without damaging its own ability to raise money. That seriously affects
the other municipalities in the State of New York because they look
to New York State for approximately one-third of their revenues.

Chairman HuMPHREY. Would the mayors who agree with Mayor
Alexander's statement so indicate by showing their hands. [Show of
hands.] Thank you.

Second, if default were to occur, the event would be primarily legal in nature:The political and social infrastructure of the city would remain intact.
Mayor LANDRIEU. Mayor Beame has clearly explained that not only

must he borrow money in order not to default on the obligations. but
also must 'be able to go into the market to borrow money for operating
purpses, some $1 billion. In the absence of $1 billion in operating funds,
which he faces between November-December and March, in my
judgment and I think the judgment of every mavor here, it would becatastrophic on the 8 million citizens of New York as well on this
Nation as a whole.

Chairman HuIiPITRErn . Mayor Alexander?
Mayor ALEXANDER. One postscript. I think Mr. Simon should also

be asked to explain how it affects the millions of Americans who have
bought New. York City bonds because only 5 percent of New York
City's bonds are held by banks. Millions of Americans have invested
for the education of their children in New York City bonds. Are they
to be counted in on the picture?

'Chairman HUMPHREY. Yes, Mayor Alioto.
Mayor ALIOTO. I would go beyond that. It isn't legal in nature. It

is ridiculous to say that bankruptcy is legal in nature and doesn't
affect the economic infrastructure. Bankruptev of a corporation af-
fects that infrastructure and is bound to do it. Bankruptcy on default-
ing bonds means that somebody must go to court, get a judgment on
those things, presumably enforce that judgment by an actual bank-
ruptcy, and get a lien on the revenues that are coming in. I don't know
how you divorce the law on one side and reality on another side when
you are talking about bankruptcy. I think that statement is just incom-
prehensible.
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Chairman HUMPHREY. I am going to take just about 2 or 3 more
minutes. Anybody else have a comment on this? Mayor Young?

Mayor YOUNG. May I say there seems to be a tendency in the admin-
istration to look upon a ci'ty as if it was a business. When a business
runs out of money, goes bankrupt, it closes down. The city cannot

close down. A city must furnish services to its people. You can't lay

off all the school teachers. You can't lay off all the police officers. You
can't lay off all the sanitation workers. A city literally cannot close

down. If the cities of this Nation close down, the Nation closes down,
and therefore we cannot look upon bankruptcy in a city as you wVould.
a private institution.

It is interesting to note as previously we have rescued private insti-
tutions, a la Lockheed, and Penn-Central.

Chairman HUMPHREY. Do I understand the majority of the mayors
disagree with the comments of the Secretary, that the situation is

essentially legal in nature?
Mayor LAN'DRIE. We are unanimous in that.
Mayor BEAME. Of course we are. I must say the only reason I haven't

spoken is that the other mayors so eloquently present the situation.
Chairman HUMPHREY. I understand, Mayor Beame.

The third judgment that Secretary Simon makes in his testimony is:
"While a default could adversely affect the capital markets, the

effect in my judgment would be tolerable and temporary."
Mayor ALEXANDER. You have the opinions of the leading bond ex-

perts in this country before you, Senator. I filed them with you.
Chairman HUMPHREY. Anyone else have a comment?

Mayor BEArE. All I can say is to question what temporary means.

Temporary could be a long time because if New York defaulted, it is

going to hurt, as was clearly indicated, units throughout the country

and before New York could get back into the market would take a

long, long time.
Chairman HUMPHREY. Is this the view of the mayors here now that

a default would adversely affect capital markets and would have more

than just a temporary impact?
Mayor LANDRIEU. Yes, sir. I think we are unanimous in that opinion

also.
Chairman HUMPHREY. Mayor Perk?
Mayor PERK. It is the view of the mayors that it would have such

repercussions and that is why I devised a serious program which I

think is one of the alternatives Congress should be looking at, and I

would like to reserve judgment on all these final questions until I hear

from Secretary Simon. I understand he is to testify.
Chairman IyUMPHREY. That is correct.

The final observation of the Secretary is this:
"A default would cause little, if any, damage to our financial struc.

ture: The banking system would remain intact, no bank customers

would lose their deposits, and the system would continue to be able to

provide credit to all levels of the economy, including consumers."

I might add for the edification of the mayors and more importantly

of the Secretary that the Chairman of the Federal Reserve Board

doesn't agree with this at all. As a matter of fact, Chairman Burns'

letter of reply is inserted in the record at the end of my opening state-

ment, wherein he says that the Board-the Federal Reserve Board,
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-would be-has agreed that funds would be made available on what-
ever scale is deemed necessary to assure orderly financial environment.
The credit thus extended to member banks would supplement normal
borrowings at the discount window.

He goes down a little bit later to say that the municipal as well as
other markets have long been aware of the New York City problem.
Last week, when expectations of a New Yorkl City default were wide-
spread, yields on State and local government securities reached on the
average a record high.

Now, Mayor Landrieu. How do you wish to assign this question?
Mayor LANDRIEUT. Mr. Chairman, last year the city of New Orleans

withstood an 80-day transit strike which virtually crippled that city
economically. I hesitate to think what would happen in New York
City if they experienced a $1 billion shortfall in 'their operating
funds and could not operate their transit systems or their police de-
partments or their fire departments. I think it is a little naive to sug-
gest that the financial infrastructure stays in place while the services
of a city come to a grinding hault. That just doesn't happen,

Chairman HIuMPHREY. Mayor Alioto?
Mayor ALIOTO. In that, Senator, may I add that the top executives

of the Bank of America, pretty good-sized bank, their municipal ex-
ecutives don't agree with that statement either.

Chairman HuMPuREY. Mayor Alexander.
Mayor ALEXANDER. Again, the experts that I have submitted for the

consideration of this committee disagree with Mr. Simon's conclusions
on this very point.

Chairman HuMPHaREY. I have taken 7 minutes for this inquiry and
we are trying to speed it up. I hope some of you will be able to remain
wh ien the Secretary is here.

Mrs. Heckler will ask questions on behalf of the minority.
Representative HECKLER. I would request that I be allowed 4 minutes

and then yield to my colleague from California.
I would like to say to the panel of mayors that you have been very

impressive and persuasive, and to Mayor Beame, I commiserate with
you. New York is a very great city aid I know its present situation
in extremis is painful for the whole country and certainly for you. I
was interested in the comments by the mayors relating to the pressure
of the tax burden on the taxpayers in your cities. I would like to relate
to my own experience in government which is that there is an Ln-
official moratorium on tax increases. All of us in government. and
every member of this Congress who will be reelected is aware of that,
so that is a pressure both on you and on us. WIre have to measure the
impact of what is happening here against that as one factor.

I think that too many can be accused of having campaigned through-
out the country in many cities, in many areas, for every level of gov-
ernment, on the platform of promises promises, and very few cam-
paign on the platform of money management, that I can manage the
money of a city well, or I can manage the money of the Federal Gov-
ernment well. Unfortunately I have to question what public support
there would be for that platform, quite realistically.

Nonetheless, money management is a key factor in your role and our
role and I think the voters are going to look verv hard at us this time
in terms of how we get results. So I question -Mayor Beame on his



41

very sincere efforts to cut back costs in New York. While you have
taken the steps you have recited, what has been the reaction of the
public in New York to your austerity progTrm? You have had teachers
strikes and layoffs, and so forth. Is the public accepting your pro-
gram as being in the best interests of the citizens of the city?

Mayor BEAmm. Well, certainly the public is suffering.
Chairman HumPUREY. Will you pull the microphone over, please.
Mayor BEA3E. I say the public is suffering, as you indicated, by rea-

son of the fact that we have demonstrations down at City Hall, at the
Mansion, and all over town, even in front of the Governors office, by
all of the groups who have been affected.

I will say, however, that the people of the city of New York under-
stand the problem and are suffering along with us. They are cooperat-
ing. But we reduced the garbage collections, reduced our police force,
we have reduced our fire protection. We have cut down on social serv-
ices and day care centers so that working mothers can't go as-at the
least the numbers of working mothers obviously are going to be re-
stricted. And in every vital service in our city we have cut down and
cut across the board. And as I indicated, it best can be demonstrated
by the protests.

Representative HECKLER. So you say the public is not accepting
these cutbacks?

Mayor BEAME. They are, of course. They have no choice. I certainly
don't like to see police protection cut down. I don't like to see garbage
collection-New York City is-it is a city to entry. Millions of people
come in from around the country and from foreign countries and if
they see garbage piled up, they don't get a good impression of our city,
but we have these problems. We have cut our forces by almost a third
in the sanitation department.

Representative HECKLER. I think that the problems are well docu-
mented. The- fact is, however, that as one who believes in compassionate
government, let me say I think it is time for soriie creative thinking
in~terms ofdelivery of services, innovative thinking in terms of finding
answers to problems which just simply is not throwing money into the
problem, and I think the public will demand that.

I voted against the Lockheed loan bill because of the precedent it
would set, and I have misgivings about this situation because of the
enormous debt of $700 million, now $3 billion in another account, and
because of the potential drain on the funds and the precedent.

Now, I would like to have a better understanding of what this poten-
tial drain might be and I would like to ask three of the mayors to give
the committee the amount-state for the record the amount of their
deficit in their capital accounts at this time. Now, as I understand it,
your deficit in New York is in the operating account. I would like to
ask the Mayor of Detroit what the deficit in his capital account is.

Mayor YOUNG. If by that you mean how many-how much in bonds
we have outstanding-is that your question? We have no deficit.

Representative H1ciucER. You have no deficit.
Mayor YOUNG. We have bonds outstanding which we are paying.
Representative HECKLER. All right. What is the amount of the bonds

that are outstanding?
Mayor YOUNG. I would say approximately $80 million in bonds. I

might also indicate in answer to your last question as to whether or
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not the people are accepting this matter, the people are not accepting
this matter in the City of Detroit. They are not accepting reduced
police service, they are not accepting reduced services because-pri-
marily because they know and Congress should know that we send
money from our cities to the Federal Government. Michigan State is
in the top 5 or 6 in money going in and the bottom 40 of money
coming back. So I think the Congress ought to consider that. The
people around this country in the cities expect some of their money
back in the form of relief. They are not accepting it. This is rejection.

Representative HECKLER. People are not accepting these cutbacks.
At the same time they are

MWayor YOUNG. They are not accepting the refusal of the Federal
Government to send some of their money back to the cities that the
cities send to the Federal Government.

Representative HECKLER. Well, I think they have accepted our reve-
nlue sharing and I also feel-

M layor YOUNG. That is less than we were getting before, Congress-
wvoman.

Representative HECKLER. I apologize for that because I don't think
that is fair, but I do feel the people will not accept cutbacks from
the Federal Government either. Therefore, with limited resources both
here and in our States and in our cities, somehow there has to be a
definite recognition of what government should do and -government
has to do things more effectively, more innovatively, and less expen-
sively if we are to have the confidence of our people, whether they are
from your area or mine.

Now, in view of the fact that we do not have time, I just would ask
Mavor Alioto, because he is the success story and he has financial sta-
bility in his community, do you have-hoxw much do you have in out-
standing municipal bonds for capital improvement in the city-of San
Francisco?

Mayor ALIOTO. I don't have that figure immediately, but the study
you had last week finds us well within manageable limits, well within
manageable limits.

But we still feel, as I say, the top executives of the Bank of Amer-
ica, that the New York default is going to have very damaging impact
on our ability to get equitable interest rates from here on in, even San
Francisco.

Representative HECKLER. MAr. Chairman, I would like to yield to my
colleague from California, Mr. Rousselot.

Representative ROUSSELOT. Mr. Chairman, I know the time is lim-
ited, so I will just say to my good mayors here, that are here, if you
would like to respond in writing, we would be glad to have it.

Mayor Alioto, I was interested in your comments that you said the
Federal policy has in fact been responsible for many of the problems
of the cities and I am sure you couldn't outline that all in a few sec-
onds, but could you state a few of those?

AMAYOr, ALIOTO. Just a few. I think the flight to the suburbs was
encouraged by Federal programs relating to highways and relating
to housing and financing of 'housing in the suburbs only and not in
the cities. I think that is a key there.

Representative ROUSSELOT. Is your answer to that that we should
stop that?
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Mayor ALIOTO. Excuse me-
R'epresentative ROUSSELOT. Is your answer to that financing in the

suburbs that we should stop?
Mayor ALIOTO. No. I didn't suggest that. There should have been a

balanced financing of the cities at the same time so 'that you would not
incurred this exodus to the suburbs which has produced the problem
in so many cities. There should have been a balanced financing both
in the suburbs and the cities with greater emphasis, indeed3 on the
cities themselves, and I think that would have stopped it, but the
failure to recognize that welfare, you know, involves a vast immigra-
tion from various parts of the country to certain desirable places in the
country is really a Federal problem and when you impose this over-
burdeningv cost upon the cities you contribute to their financial insta-
bilitv. You put them on the road.

Representative ROUSSELOT. When the Federal Government forces
that.

Mayor ALIOTO. I think the failure of the Federal Government to
reCo~tnize that it was a national problem because of the vast immigra-
tions that took place, the vast migrations that took place to certain
cities in this country, the failure to recognize and pick up that cost
has imposed a financial burden upon the cities they just weren't able
to stand.

Representative ROUSSELOT. You also stated the Federal Government
has been part of the problem of causing raging inflation. Do you
want to comment on that, how we have done that?

Mayor ALTOTO. Well, all I am saying is that no city can be held
responsible for inflation. The city can't be held-in other words, that
is more properly a problem that ought to be addressed by the Federal
Congress than by a city council.

Representative ROUSSELOT. Is the Federal deficit financing an impact
on your capability in the bonding markets?

Mayor ALIOTO. 'Well, there isn't any doubt that deficit financing has
some inflationary effects. Nobody would deny that. But here again,
you know, You have to have a balance upon the services that have to
be performed for those who live in the cities where the city crisis
has been caused not bv the cities themselves. So, of course, you balance
all these things, but I think it is very clear that no city council is
supposed to address itself to the national inflationary factor.

Representative ROUSSELOT. Mr. Chairman, I know the time is lim-
ited and you have been nice enough to vield us some time. I would like
Mfavor Beanie, if he could in writing, tell us some of the other things
that he plans to do to cut back on expenditures to meet some of the
demands the State legislature has put upon you.

Mayor BEATNE. I can answer it in one sentence, that under the law
ve must have by 1977-78, a balanced budget using an accounting sys-
tem wherein everybody is on a cash basis.

Representative ROUSSELOT. Do you think the Federal Government
could learn by that experience?

Mayor fBEAMrE. I am sure they can.
Senator RIBICOrFE. Mr. Chairman, to highlight the points that Mayor

Alioto made to Congressman Rousselot's query, could I just give you
two statistics? New York City suffered an outmigration of 464,000
people between 1970 and 1974 and lost 471,000 jobs since 1969. At the
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same time that New York City, like other major cities, was having
this outmigration of people and jobs, there was a fantastic large in-
migration from Puerto Rico and the South which added tremendously
to the welfare rolls and the requirements of social services. So, you
have the middle class and jobs going out and the poorer and the people
on welfare coming in, which is one of the basic problems.

I just wanted to put that footnote to you, Mayor Alioto.
Mayor BEk3fE. Mr. Chairman, may I just mention one number that

will show the significance? The welfare and medicaid budget in New
York City, that New York City's budget incorporates, amounts to $4
billion. If that were not a city burden, our budget would be cut by
a third, from $12 to $8 billion.

Chairman HUAIPHREY. Yes.
Representative ROUSSELOT. Mr. Chairman, I wonder if wve could

have from the city mayors, when they do take a referendum among
their mayors, what the results of that are on this subject of whether
the Federal Government should provide a Lockheed-type guaranteed
loan. I would be interested in what the referendum provides. I know
what the referendum is here obviously. I mean your total membership.

Mayor BARCELO. We take a referendum only in our Board of Di-
rectors, National League of Cities.

Representative RoUssELoT. You aren't going to take a referendum
among your entire membership?

Mayor BARCELO. No. Just among the members of the board of
directors.

Chairman HT-rriHrEny. Whliat about the U.S. Conference of Mayors.,
Mayor Landrieu?

Mayor lNDrIEU. MAay I say to you. M r. Chairman, that this group
of mayors here represents the executive board. There are a number
of past presidents here and we think that we have some sensitivity
as to what the problem in New York City is and how the mayors across
this countrv view it. I don't tell you obviously that out of the thou-
sands of mayors in this country that that position is unanimnois, but
I think an overwhelming majority of the mayors favor such a loan
or guarantee to New York City without any fear that any other city
is going to rush to take advantage of it because under those proposals
for a city to be eligible for that kind of a guaranteed loan, you
virtually have.to drive yourself to the brink of bankruptcy.

Mavor PERK. Senator
Chairlmanl HUMPHREY. Yes, Mayor Perk.
Mayor PERK. In answer to some of the questions I might point out

that in Cleveland we have no operating deficit. We will be balancing
our budget this year, 1973, with a small surplus. But that-and we
have sufficient inillage to retire the bonds that are now outstanding.
but that doesn't mean because Cleveland is financially stable that the
Federal Government should not study as many alternatives as pos-
sible to help New York.

I am suggesting that the Federal Government study as many alter-
natives as possible. Perhaps the two recommendations made by Mayor
Moon Landrieu and Mayor Beame are probably only two. Perhaps
there might be 10 alternatives. But this is something that you, this
joint committee, and the Federal Government, the administration.
may be in a position to study more alternatives without direct grants.
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I think that Mayor Beame has come to the conclusion that he is not

asking for direct grants, but there are-there may be other alterna-

tives and I think that the alternatives I suggested, the municipal.

insurance corporation, which would insure bonds, would do several.

things if you look carefully at this. It would take the 7.9 percent I

am paying on bonds in Cleveland on yield bonds and probably reduce

it to 5 percent. If I paid 1 percent of that to the Federal Govern-

ment insurance program, I would be saving almost 2 percent. I could

use that 2 percent for capital improvements. And so we would be

able to develop through that kind of a program something like a $2

billion or $3 billion additional capital works program, public works

program, which we are asking the Federal Government to do anyhow.

So if the Federal Government is in a position to give us-to save

New York through some kind of an insurance program, then the'

rest of us are in a position to be able to sell our bonds under the

recommendation I am making at a lower rate of interest and we will

be able to save money and have money available for the capital im-

provements we are asking you to fund through the public works pro-

gram which I think was passed by the House or at least is being
considered.

Chairman HumrnlfRY. Gentlemen, we are very grateful to you, and

may I just say that the suggestion that has just been made by Mayor

Perk is one of the several that is already in the legislative hoppers.

There is such a proposal in. There are other proposals along the line

which you gentlemen have outlined. I just want to express our thanks

for this informative session we have had. I am sure all of us recog-

nize that we do have mutual responsibilities and vou can rest assured

that this committee and its staff working with other committees of

the Congress will explore every possibility until we do find a sensibleS

responsible way to meet what is a problem not only in New York,

but one that is facing other communities in this country.

Thank you very much.
Mayor LANDRIEu. Thank you, Mr. Chairman, very much.

Chairman HUMPHREY. Secretary Simon, we apologize for the delay

in bringing you to the witness stand. We want to thank you very much

for your cooperation in coming here before the committee. You have

listened to some of the testimony of the mayors of some of our leading

cities. They have made a case individually and collectively that New

York City's financial problems are not only a local problem, but a

State problem and a national problem. They. have in their testimony

demonstrated that the shadow cast by New York City has extended

far beyond the State's boundaries in most of our Nation's large urban

centers.
Moreover, the cities that we heard from here today are not the only

ones affected, according to their testimony. Large cities all over the

country are confronting soaring interest rates, and I bring this to your

attention and will seek your comment, for the simple reason that they

are large cities.
Philadelphia, a single-A rated city sold bonds at a net interest cost

of 8.8 percent on July 21. 1975. Two days later, Chelsea. Massachusetts,

also rated single-A sold bonds at a net interest of 6.7 percent. That

is a 2-percent premium apparently due only to the difference in the

size of the city.
65-920-76-4
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On August 18, an agency of Detroit sold bonds, rated Baa at a net
interest'cost of 9.9 percent. One day'later, Johnson County, Tennessee,
incurred a net interest cost of 7.3 percent and also had an identical
rating to Detroit.

'For these lower rate bonds, the size premium is even higher, over
21/½ percent.

I bring to your attention this because you have been in this market
and maybe you can enlighten us as to why there are these differentials
wahen the rating by the agency is identical.

The thing that disturbs me about this situation is that these cities
are not guilty of fiscal irresponsibility. They have not operated on
borrowed funds. They have balanced budgets. They are not experienc-
ing deficits this year. In fact. everyone of the cities is in balance. These
cities are not profligate. They have simply been singled out apparently
due to size or regional location as potential New Yorks.

Mr. Secretary, this is not how an efficiently functioning free market
should operate. They either ought to revise their rating system or get
with it on the interest rates. Rather, it is a modern-day version as I
see it of guilt by association.

Moreover. accordinig to Frank Wille, Chairman of the Federal De-
posit Insurance Corporation, a major bank regulatory agency, the
problems are not confined to the municipal bond markets. In a speech
delivered in Durango, Colo., over the weekend. Mr. Wille indidated
that the FDIC has identified approximately 100 small and medium
sized banks that potentially could be regulatory problems, as he put
it, if New York City should default. Surprisingly, these banks were
not all located in New York State, but scattered around the country
in places, in such places as Texas, Missouri, Florida, a further indica-
tion of the national significance of a Ne-ew York City default.

We are not here today to find villains for New York City's malaise
or to absolve those who are responsible. I think the mayors made it
clear that there undoubtedly have been cities and States, including the
Federal Government. that can enjoy much better managemen-t. There
has already been enough talk and rhetoric on both sides and there is
plenty of responsibility to be shared by all city officials, State officials.
bankers, city employees, and even residents themselves. Even the Fed-
eral Government has made its contribution by permitting the present
recession to sink to depths that are intolerable for most cities and
I believe at this point it cannot be escaped when you look at the reces-
sion figures in Detroit. in New York City, Phoenix, Arizona, in Seattle,
and other places. They are nothing short of astounding.

But even if responsibility can squarely be placed on one pair of
shoulders or another. it really would serve no purpose. No doubt
mistakes have been made, but the task that confronts us as a Govern-
ment is not pointing fingers at past transgressions, but rather develop-
ing constructive programs if they are necessary to minimize the impact
of these mistakes on innocent citizens and the rest of the Nation.

Mayor Alexander of Syracuse had some very powerful testimony
pointing out that New York City bonds are in the main held by
ordinary citizens who have used these bonds as a means of saving for
purposes of education of their children and retirement. The solution
enacted by the New York State Legislature earlier this month has
given the country 3 months to assess the national economic consequences
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of a New York 'City default. It is my hope that Congress and the
administration can use these intervening 3 months not to argue, but
to examine this issue carefully and respond to whatever actions may
be necessary to minimize the impact of New York's financial problems
on the rest of the Nation.

I am very glad that you could be here during some of the testimony,
Mr. Secretary. because there will be questions, of course, that we shall
ask relating to the testimoy of the mayors.

Finally, may I say that when we'talk of a city we are not talking
about brick and mortar. I was a mayor of a citv. We are talking
about people and I think the point that was emphasized here today
is that we are talking about services to people. We are talking about
their basic needs. And the question has to be asked, what will happen
if a great city the size of New York defaults not only in its bonds,
but defaults on its services? What will be the economic and political
repercussions? Will it be violence? Will it be apathy? Will it be ero-
sioI, obsolescence? I think we have to ask.

My point is I would like to be as interested in New York City as the
International Monetary Fund was recently in the development of the
developing world, and believe me, as chairman of the Committee on
Foreign Assistance, if we don't get some action, we are going to put
it right on foreign assistance some place along the line because we are
just not going to have an example of saving a city in Afghanistani and
letting a city go down the drain in New York.

Now, Mr. Secretary, go ahead. [Applause.]

STATEMENT OF HON. WILLIAM E. SIMON, SECRETARY OF THE
TREASURY

Secretary SimION. I am delighted to be here today, Mr. Chairman.
[Laughter.]

I don't expect to be able to take this complex subject of municipal
finaiicing of cities and how the municipal' market has built up over
the years and create a great understanding of the anomalies that
exist not only in this market, but in any market or to explain; for
example, why there is a variation in the price that is paid by New York
City with an A rating for most of the time, as opposed to other A-rated
cities. Supply is the major reason and the impending problems of the
city have always caused a higher interest rate for New York City.

I would suggest if you are going to have these hearings go on for
some time that it would be useful for vou to bring down the Standard
& Poors and Moody rating services who provide all of the statistical
analysis to develop these ratings as to how they do it and how the
various interest charges relate. I think it would be very informative
to vou.

Chairman Hu-IrnniEr. We have the testimony this morning from
Moody Services as to what default would mean and

Secretary Sialo\. I wasn't talking about that. I was talking about a
functioning municipal market and why there are indeed variations.

Chairman HuzNrPI-rrEv. Oh, yes.
Secretary SIoIN\. This is an occasion, Mr. Chairman, that none of

us can welcome. All of us share the hope that a default can be avoided.
Personally, I am confident that if the proper steps are taken, default
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is going to be avoided. One of the great pleasures in my life was to,
spend some 20 years working fif that financial community. I gaineid
from that experience not only a love for the city, but also enormous-
respect for the wisdom and strength of the people of the city.

As your invitation to me recognizes, however, it is also important
that we seek to understand what the implications would be if default
does occur. I am sure that the members of this committee, as well as-
the American people, want this inquiry to be as honest and objective-
-as possible. This can't be a time when we delude ourselves with exces-
sive optimism and thus fail to act wisely. At the same time, we can't
engage in excessive pessimism. Impassioned statements that a default
would have catastrophic consequences for the financial markets as well'
as for our economy, statements which really have no foundation in
observable fact, can only make the situation worse. This is a time.
then, for an honest appraisal, devoid of emotionalism or partisan-
ship. Miy testimony today is offered in that spirit.

I have appeared before this committee many times to discuss eco-
nomic as well as financial issues. I have enjoyed our dialogs and I
recognize their value in exposing your colleagues in the Congress and'
the Nation to a wide range of views on the issues which confront us.

This committee has an obligation to inquire into the major economic-
matters which face our country and I have a corresponding obliga-
tion to present the administration's views: Responsively, accurately,
and fairly. And neither of us meets these obligations unless we deal
with all sides of the issues: the unlikely as well as the likely, the worst-
case as well as the best case.

Moreover, these obligations extend beyond evaluation. To the ex--
tent we identify the potential for harm in a default, we must imple--
ment measures designed to minimize this harm in the event default-
occurs. Properly- designed, such measures should not enhance the pos-
sibility that default will occur. Nor should they reflect a judgment-
that a default will necessarily occur. They. simply involve this governi--
ment carrying out one of its most im'portant. roles. Protecting its
citizens.

It is for these reasons that we have carefully evaluated the po--
tential impact of default, because default has two aspects-the objec-
tive and the psychological. Any evaluation of the impact must involve-
highly subjective judgments. Absolute certainty is most simply not
possible.

With these considerations in mind, let me outline the substance of-
my remarks today.

First, although the challenges and the task are, great, New Yorkl
City, with the assistance of the State, has both the mechanisms and
the resources to avoid default.

Second, if default were to occur, the event would be primarily legal'
in nature: The political and social infrastructure of the city would'
remain intact.

Third, while a default could adversely affect the capital markets,
the effect in my judgment would be tolerable and temporary.

Fourth, a default would cause little, if any, damage to our financial
structure: The banking system would remain intact, no bank cus--
tomers would lose their deposits, and the system would continue to be-
able to provide credit to all levels of the economy, including con--
sumers.
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Finally, the costs and risks associated with any program to provide
especial Federal financial assistance to prevent default substantially
outweigh the benefits which prevention would provide.

At the President's request, I have put together an informal inter-
agency task-force, chaired by my Under Secretary, Edwin H. Yeo III,
to deal with every aspect of a potential default by New York City.
The evaluations and the plans outlined in my testimony today are
the result of these efforts.

Working through this group, and with the cooperation of other
agencies of government, we have developed a program designed specif-
ically to minimize harm in the event of a default. Particular aspects
of the program are described in detail throughout my testimony, but
let me summarize them.

To complement action by the State legislature, we have prepared,
and will shortly submit to the Congress, legislation a-mending chapter
9 of the Federal Bankruptcy Act to facilitate use of the protections
of that act by New York City. In addition, we are also studying the
feasibility of a chapter 11 type reorganization procedure as an alter-
native mechanism.

'We will continue to provide for the flow of Federal assistance pay-
ments to New York City.

To protect the banking system and thus assure the continued avail-
ability of resources that system provides to consumers, corporations,
and governments, the FDIC will, in appropriate cases, provide capital
to institutions where such action is necessary to maintain their sol-
vency. Moreover, as Chairman Burns reported to this, committee ear-
lier this month:

The Federal Reserve will act promptly to relieve liquidity strains on the
banking system, whatever the cause of those strains may be.

Let me repeat, default can be avoided. But it is our responsibility-
to the Congress and to the Nation-to design programs for any
eventuality.

Let us now consider the current efforts of New York City and New
York State to prevent a default.

I outline in my prepared statement, what has occurred in the past
3 weeks in the State.

Meanwhile, Mayor Beame has appointed a top financial executive
to serve as the chief financial officer of New York City and to develop
by mid-October an expense reduction plan.

These laudable efforts reflect a renewed sense of dedication to attack
the causes of the problems I discussed with Congressman Rosenthal's
subcommittee in June. Will these measures work? Can the city do
enough between now and December to restore investor confidence?
Some have answered in the negative, but I cannot agree. I would be
less than candid with this committee if I suggested the task is going
to be easy. I would be less than candid if I failed to say that more in
the way of immediate actions-immediate expense reductions-is re-
quired now than would have been required at some earlier time. But it
would be equally untruthful to suggest that the job cannot be done.
App-ropriate mechanisms are now in place. It is essential that they be
usred promntlv and well.

To set the framework for my analysis of the impact of default, it is
important to define some relevant terms and concepts.
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Mly description of insolvency, liquidity, default, and bankruptcy are
important in a legal as well as a practical sense to compared municipal-
ities, vis-a-vis, an individual or a corporation. We arrive at the conclu-
sion that the essential services in New York City indeed will continue
in the event of a default.

It is important to reemphasize this point, that if New York City
defaulted, it would continue to exist and to operate. Tax payments,
Federal and State assistant payments, and other sources of revcnue
would continue to flow. Schools and hospitals would remain open. Po-
lice, fire, and sanitation services would be provided and paid for.

In short, it is essential not to confuse the legal and idiomatic mean-
ings of the term "bankruptcy." In common parlance, we may use bank-
ruptcy to define a condition devoid of substance or sources. By that
definition, New York City does default, however, to deal with its cred-
itors in an orderly way, a proceeding under the Federal bankruptcy
laws is the most appropriate solution.

As I have often said, no observer who is asked to predict the impact
of a default can do so with absolute certainty. A default-like any
major financial reversal-has two aspects: Tangible and the psycholog-
ical. It would be inadequate to limit the analysis to only one of these
aspects. And confusing the two would further cloud our evaluation
of the impact of default. Indeed, I sense that such confusion is in
large part responsible for some of the more extreme predictions which
have been made in recent weeks.

Moreover, as I cautioned in my letter of last week, it is important to
be sensitive to the risk that the evaluation process itself may aggravate
reaction to a default. Let us suppose. for example, that leaders of ma-
jor financial institutions contend that their institutions and the mar-
kets in which they function would be devastated by a default. Objec-
tive factors notwithstanding, such contentions would measurably en-
hance the impact of default.

Let me turn to a sector-by-sector analysis.
If New York City defaulted on an obligation to redeem a maturing

note issue for cash, a question of immediate importance is whether the
city could continue to provide essential services: Police and fire pro-
tection. sanitation, mass transit, water and sewerage facilities, and the
like. We evaluated the city's level of receipts. While, as I have indi-
cated on earlier occasions, levels of outlay for these services are ex-
treme in relation to the outlays of other cities, New York City's reve-
nues appear sufficient to provide an adequate level of services in the
event of default.

Another potential concern relates to continuation of the various
Federal assistance programs. The Office of Management and Budget
and the Domestic Council have completed a survey of the most impor-
tant of these programs with the objective of identifying the potential
consequences on scheduled assistance flows in the event local mecha-
nisms temporarily become unavailable. As the committee knows. cer-
tain assistance to the city and its citizens depends upon local matching
funds. The great bulk of this assistance is matched by the State of
New York. However, under State law, the city is required to provide
some share of the State portion. In our view, and under current Fed-
eral law, the State is responsible to make the matching payments.

I then talk about the overall welfare problem, a longer range prob-
lem to which the President has assigned Vice President Rockefeller,
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who will conduct nationwide hearings on the subject of future Federal
responsibilities in that area.

The requirement that the city continue to provide and finance essen-
tial services underscores the importance of insuring that there is an
orderly mechanism for allocating the city's financial resources and
effecting a restructuring of the short-term debt. Absent such a mecha-
nism, there is the risk of a multitude of lawsuits.

It is for this reason that we have prepared. and will submit shortly
to Congress, legislation amending chapter 9 of the Federal Bank-
ruptcy Act. This legislation is designed to insure that the claims of all
legitimate creditors would be dealt with in a single proceeding. It
would be complementary to the legislation that has already been en-
acted by the-New York State Legislature. And then I point out spe-
cifically what the legislation would provide. In assessing the impact we
are dealing in the realm of judgment. As I have said, absolute cer-
tainty is simply not possible.

First, the enormous volume of tax-exempt securities coming to mar-
ket-more than $51 billion of bond and notes in 1974 and more than
$40 billion in the first 8 months of this year alone-has not been
matched by a corresponding increase in demand for such securities.
Second, inflation and now its inevitable handmaiden-the anticipation
of future inflation-caused by massive Federal demands on the mar-
ket has dampened investor interest in committing funds for the long
term. Finally, a series of events-the repeal of the port authority
covenant by the legislatures of New York and New Jersey; the de-
fault by ITDC, occasioned by the New York State Legislature's initial
refusal to carry out its "moral obligation;" and the problems of New
York City itself-have all sharpened investor awareness of risk and
created an element of doubt about the willingness of public bodies to
carry out their financial obligations.

To a significant extent, these doubts have already led to some adjust-
ments in the market. In the event of default, we would expect only a
temporary period of moderate adjustment. And over a slightly'longer
time frame, we can see some potentially favorable signs. We under-
stand that numerous intermediaries and investors are currently with-
holding funds from the municipal market because of the current un-
certainties. When the New York City situation is resolved-one way
or another-we can expect a substantial return of funds to the market,
improving liquidity and lowering-borrowino costs.

But the implications of default are broader than short range fund
flows or price adjustments. Since at least the beginning of this decade,
there has been a marked increase in the tendency of investors to re-
strict themselves to higher-grade instruments-or a "flight to quality,"
to use the terminology of the market. Inflation and its by-products is
the primary cause, but there is little question that major financial re-
versals-the Penn-Central bankruptcy, for example-have served as
important catalysts.

Clearly, New York City's situation has caused this trend to acceler-
ate. Issuers whose obligations are viewed as less than prime are pay-
ing high rates of interest relative to the general structure of interest
rates. Conversely, well-run issuers are benefiting in the form of lower
rates.
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In short. when we move away from this period of uncertainty, under-
lying credit characteristics-financial soundness-will be the dominant
factor in the pricing of all municipal debt. The result will be a better
and more efficient municipal bond market.

At the same time, we cannot ignore the way in which the municipal
'market has performed even under these seriously unsettled conditions.
During August alone, four States and 255 municipalities raised nearly
$2.6 billion in long-term debt. And contrary to widely held opinion,
such funds were raised at a cost not grossly disproportionate to histori-
cal levels.

Traditionally. there has been a 30-percent spread between tax-ex-
*empt and taxable issues of comparable quality. When we hear com-
-plaints about the record rates municipalities are paving-for funds, we
must keep in mind that conditions in the corporate market are no bet-

-ter. This month, the spread between long term prime municipals and
comparable utility issues was squarely on the 30 percent figure.

This is not to suggest that the municipal market has niot been im-
pacted by the uncertainty surrounding the problem. But it does place
the reaction of the market in a more accurate perspective than some

.of the rhetoric.
Finallv. the disruptions which have occurred in the market place

can provide an impetus for some very important reforms. One reason
our capital markets are the finest in the world is that, under our laws
and procedures. investors are provided with detailed and accurate in-
formation concerning potential investments. To the extent investors
begin to receive some information from tax-exempt issuers, the market
'will clearly benefit.

As the committee is aware, the Treasury Department. in conjunction
-with the Comptroller of the Currency, the Federal Reserve Board
and the EDIC, has taken a close look at the holdings of New York

-Citv securities in our bankingfy system. While significant amounts of
New York Citv's debt is held by commercial banks, we do not believe
a default would have a serious impact on the banking system.

Specifically. our analysis revealed that only an infinitesimal percent-
age of the Nation's 14.000 commercial banks could face serious capital
impairment if New York City defaulted. Moreover, all of the Nation's
larger banks would be secure in the event of default.

But as is the case in other areas. we have felt an obligation to develop
'mechanisms to minimize all risks, however small. Accordingly, with
respect to any bank which may be impacted. we have designed various

-mechanisms. Bank customers have no need to fear for their funds.
One, where possible, bank directors will be required to contribute

additional capital.
Two, certain banks may be sold to, or merged with, other banks or

bank holding companies.
Three. as a last resort. in appropriate cases. the FDIC mav provide

capital such as in the form of convertible subordinated debt. at the
saine time imposing aptDropriate sanctions on the bank officials directly
and indirectly responsible for the bank's exposure.

In addition, in recognition of the likelihood that any default could
be cured promptly. the bank regulatory agencies have agreed that in
the event of default. no bank will be required to write down its hold-
ings to market for 6 months.
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As I suggested earlier, we cannot conclude that a default by New
York City would result in a broad-based decline in consumer or in-

vestor confidence or in the adoption of unnecessarily restrictive lend-
ing policies by financial institutions.

The only event which could modify this conclusion would be ther
provision of Federal financial assistance to avert a default. Indeed,

such assistance-be it in the form of a guarantee or a loan. insurance
or a grant-would, in my view, cause many problems for the process
of recovery.

As the chief financial officer of this great country, I have a respon-
sibility to all the people, not simply to particular groups or sectors at

particular times. My job, in essence, is to protect and restore the-

eroding fiscal and financial integrity of this country for the benefit
of every citizen. To state my views on special financial assistance for

New York City most directly: I would be ignoring this fundamental
responsibility if I were to support this.

For years, government at all levels has been promising more than it

can deliver. This is the cause of New York City's problem and, in my
view, it is the cause of our severe problems at the Federal level as

well. More and larger deficits and the increased level of Federal bor-

rowing to finance these deficits have combined to threaten our eco-
nomic system with fundamental change: No longer can we be con-

fident that our private sector will have access to the capital required
if it is to meet the needs of all our citizens. Yet some would have us-
accelerate these changes to deal with the consequences of fiscal irrespon-
sibility at the local level.

Any form of financial assistance would directly increase the burden
the Federal Government imposes on the capital markets. Who would
suffer? All borrowers, including every other State and local govern-
ment, would pay higher interest rates. And certain sectors-housing,
small and medium-sized companies, for example-could discover that
funds were not available at any price.

Moreover, we do not escape these problems by making the assistance
slightly less direct; by providing a guarantee or insurance for munici-
pal debt. Indeed, such a program would create a security superior tot
those of the Federal Government itself: Backed by the full faith and
credit of the United States and exempt from Federal taxes. The im-
pact on any municipal issuer which did not have a guarantee would
be direct and severe: The guaranteed bonds would skim the cream
of the market and all other issuers would pay higher taxes.

And what would such a program do to fiscal policies at the local'
level? Today, the desire to maintain access to credit at the lowest pos-
sible rate is the most important incentive for fiscal restraint. A Fed-
eral guarantee program would provide all participants with the credit
of the United States: This critical restraint on spending would be lost
entirely.

But, some will ask, why not have the Federal Government impose-
these restraints as a condition for the guarantee? That possibility con-
cerns me more than any other because it would amount to no less than
a Federal takeover of the fiscal and financial decisionmaking process:
at the State and local level. 0

We would have to create a new bureaucracy, simply to concoct and'
enforce the guidelines as to local priorities we here in Washington.
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would be imposing on the governments of the Nation. We would be
confronted with the sorry spectacle of duly elected local officials lining
up outside my door, attempting to persuade me that they were carry-
ing out their responsibilities in a satisfactory fashion. We would, in
short, be contravening constitutionally imposed principles of federal-
ism; principles which lie at the heart of the structure of government
in this Nation.

Thousands, perhaps tens of thousands, of governments would resist
this intrusion into local affairs. And they would be absolutely right.
But in the final analysis, theirs would be a Hobson's choice: Submit
to Federal control or pay the price of independence in the bond
markets. Are we really prepared to inflict this choice on the country?

Finally, there are those who say that New York City is a special
case; that helping New York will not obligate us to help other cities
in the future. But we are already obligated. We are obligated to local
officials throughout the country who have risked their careers by in-
sistinlg on fiscal restraint. W;ould finaaicing the deficits of New York
City be consistent with our obligation to them? And can we really
draw the line at New York City? I doubt it. Assistance to one city
would create an intolerable precedent for the future.

Before concluding, I must return once again to an important point.
As strong as our economy and our financial system may be, it remains
somewhat vulnerable to attacks from within. We in the administration
have done all we can to evaluate the risks a default presents and where
possible to provide mechanisms to minimize these risks, but if I may
borrow a thought from Justice Holmes, the most elaborate fire pro-
tection system in the world may not protect theatergoers from the man
who cries "fire."

Mr. Chairman, fiscal restraint is not an easy task for any economic
unit in our society-a person, a corporation, a partnership, or a city.
I do not want to deviate from the subject at hand, but I must point out
that even we as a Nation are not immune. Only our printing press
allows us a greater opportunity for postponement, while we daily risk
mortgaging away the financial health and prosperity of future gen-
erations.

But our economy-however weakened by excesses at the Federal
level-remains able to withstand even the most severe shocks. I do not
wish a default upon New York City. I do not believe it has to default
and I expect it to take the measures necessary to avoid such an event.
But if it does default, the economy of this Nation and its financial
system will survive, with enough strength not only to repair the dam-
age, but also to start our greatest city along the road to recovery.

Thank you, Mr. Chairman.
[The prepared statement of Secretary Simon follows:]

PREPARED STATEMENT OF HON. WILLIAM E. SIMON

NEW YORK CITY'S FINANCIAL SITUATION

Mr. Chairman and members of this distinguished committee, I am here today
at the express invitation of the Chairman, who has called upon me to testify
about the possible impact of a financial default by New York City.

This is an occasion that none of up can welcome. All of us share the hope that
a default can be avoided. Personally, I am confident that if the proper steps are
taken, default will be avoided. One of the great pleasures in my life was to
spend some 20 years working in the financial community in downtown Manhattan.
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I gained from that experience not only a love for the City but also enormous
respect for the wisdom and strength of its people. I sincerely believe that if

those great resources are properly marshaled, New York City will emerge from
its current difficulties.

As your invitation to me recognizes, however, it is also important tha we seek

to understand what the implications would be if default does occur. I am sure
that the Members of this Committee, as well as the American people, want this
inquiry to be as honest and objective as possible. This cannot be a time when we

delude ourselves with excessive optimism and thus fail to act wisely. By the
same token, we should not engage in excessive pessimism. Impassioned state-
ments that a default would have catastrophic consequences for the financial mar-
kets as well as the economy-statements which have no foundation in observable
facts-can only make the situation worse. This is a time, then, for an honest ap-
praisal, devoid of emotionalism or partisanship. Hy testimony today is offered
in that spirit.

I have appeared before this Committee many times to discuss economic and
financial issues. I have enjoyed our dialogues and I recognize their value in ex-
posing your colleagues in the Congress and the nation as a whole to a wide
range of views on the issues which confront us.

Our job today is not a pleasant one. This Committee has an obligation to in-
quire into the major economic matters which face the nation and I have a cor-
responding obligation to present *the Administration's views: responsively, ac-
curately and fairly. And neither of us meets these obligations unless we deal
with all sides of the issues: the unlikely as well as the likely, the worst case as
well as the best.

Moreover, these obligations extend beyond evaluation. To the extent we identify
the potential for harm in a default, we must implement measures designed to
minimize harm in the event default occurs. Properly designed such measures
should not enhance the possibility that default will occur. Nor should they re-
flect a judgment that a default will necessarily occur. They simply involve the

Government carrying out one of its most important roles: protecting its citizens.
It is for these reasons that we have carefully evaluated the potential impact

of default. Because default has two aspects-the objective and the psychologi-
cal-any evaluation of the impact must involve highly subjective judgments.
Absolute certainty is simply not possible.

With these considerations in mind, let me outline the substance of my remarks
today.

First, although the challenges and the task are great, New York City, with

the assistance of the State, has both the mechanisms and the resources to avoid
default.

Second, if default were to occur, the event would be primarily legal in nature:
the political and social infrastructure of the City would remain intact.

Third, while a default could adversely affect the capital markets, the effect
in my judgment would be tolerable and temporary.

Fourth, a default would cause little, if any. damage to our financial structure:
the banking system would remain intact, no bank customers would lose their
deposits, and the system would continue to be able to provide credit to all levels
of the economy, including consumers.

Finally, the costs and risks associated with any program to provide special
federal financial assistance to prevent default substantially outweigh the benefits
which prevention would provide.

The administration program
At the President's request, I have put together an informal inter-agency task-

force, chaired by my Under Secretary Edwin H. Yeo III, to deal with every
aspect of a potential default by New York City. The evaluations and the plans
outlined in my testimony today are the result of these efforts. We did not, how-
ever, feel that it would serve anyone s interests to publicize the activities of this
group until this time.

Working through this group, and with the cooperation of other agencies of
government, we have developed a program designed specifically to minimize harm
in the event of a default. Particular aspects of the program are described in de-
tail throughout my testimony, but let me summarize it now.

"To complement action by the State Legislature, we have prepared, and will
shortly submit to the Congress, legislation amending Chapter 9 of the Federal
Bankruptcy Act to facilitate use of the protections of that Act by New York
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City. In addition, we are also studying the feasibiilty of a Chapter 11 type re-
organization procedure as an alternative mechanism.

"We will continue to provide for the flow of Federal assistance payments to-
New York City.

"To protect the banking system and thus assure the continued availability of
resources that system provides to consumers, corporations and governments, the
FDIC will, in appropriate cases, provide capital to institutions where such
action is necessary to maintain solvency. Moreover, as Chairman Burns reported
to the Committee earlier this month: 'the Federal Reserve will act promptly to-
relieve liquidity strains on the banking system, whatever the cause of those-
strains may be.'"

Let me repeat, default can be avoided. But it is our responsibility-to the Con-
gress and to the nation-to design programs for any eventuality.

Current status
Let us now consider the current efforts of New York City and New Yorlc0

State to prevent a default.
On September 9, a special session of the New York State Legislature enacted"

legislation calling for:
'Creation of a State dominated Emergency Financial Control Board to assume

plenary control over the City's finances:
Authority to issue $750 million in short term State notes, the proceeds to be

used to purchase MAC bonds;
A mandate to State and City employee pension plans to purchase $750 million-

in MIAC bonds (and relief for the State Comptroller with respect to his fiduciary
responsibilities regarding these plans) .

An increase in MIAC's horrowing authority from $3 billion to $5 billion; and,
Authorization for the City to file a petition in bankruptcy under Chapter 9 of

the Federal Bankruptcy Act.
Two days later, New York State sold $755 million of short term notes, includ-

ing $250 million earmarked for the City. MAC is beginning to raise from other
sources the $800 million necessary to complete the $2.3 billion package which is
required to finance the City through December 1.

At the City level, meanwhile, Mlayor Beame has appointed a top financial execu--
tive to serve as the chief financial officer of New York City and to develop, by
miid-October, an expense reduction plan to return the City to a sound fiscal 'basis.

These laudable efforts reflect a renewed sense of dedication to attack the-
causes of the problems I discussed with Congressman Rosenthal's subcommittee
last June. 'Will these measures work? Can the City do enough between nowe and'
December to restore investor confidence? Some have answered in the negative.
but I cannot agree. I would be less than candid with this Committee if I suggested'
the task will be easy. I would be less than candid if I failed to say that more in
the way of immediate actions-immediate expense reductions-if required now
than would have been required at some earlier time. But it would be equally
untruthful to suggest that the job cannot be done. Appropriate mechanisms are-
now in place. It is essential that they be used promptly -and well:
'Impact of a default: Necessary concepts

To set the framework for my analysis of the impact of default. it is impor- .
tant to define some relevant terms and concepts. I sense that the dialogue concern-
ing the issue has been hampered by confusion over the meaning and import of
certain key words. First, there is "insolvency" which. simply stated, means that
a person or a city has current obligations which exceed its available funds. "De-
fault" is a technical legal term describing a debtor's refusal or inability to pay
a creditor who has demanded payment. "Bankruptcy" describes a legal proceed-
ing-provided for in the Constitution-under which an insolvent party in default
turns over to a court the job of deciding how his financial resources will be appor--
tioned among creditors.

In looking at default and bankruptcy, we should also draw a distinction between
the options available in the event of a corlporate default and those available with
respect to a municipal default. If a corporation defaults and is subsequently
brought under the jurisdiction of a federal bankruptcy court. one option-albeit
often not the most desirable one-is liquidation: the sale of assets to satisfy the'
claims of creditors and the subsequent disappearance of the corporation as a con-
tinuing entity. Both common sense and Constitutional principles preclude such an,
option with respect to municipal defaults.
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In this respect, a default by a state or local government is closely analogous
,to a default by an individual person. In either case, if a bankruptcy proceeding
ensues, resources essential to the maintenance of life in the one case and essen-
tial services in the other, are protected from the demands of creditors.

It is important to re-emphasize this point: If New York City defaulted, it would
continue to exist and to operate. Tax payments, Federal and State assistance pay-
ments and other sources of revenue would continue to flow. Schools and hospitals
would remain open police, fire and sanitation services would be provided and
paid for.

In short, it is essential not to confuse the legal and idiomatic meanings of the
term bankruptcy. In common parlance, we may use bankruptcy to define a condi-
tion devoid of substance or resources. By that definition, New York has not been,
is not now, and will not be bankrupt. If New York City does default, however, to
-deal with its creditors in an orderly way, a proceeding under the Federal bank-
ruptcy laws is the most appropriate solution.

As I have often said, no observer who is asked to predict the impact of a default
-can do so with absolute certitude. A default-like any major financial reversal-
'has two aspects: a tangible, objective aspect on the one hand and a psychological
aspect on the other. It would be inadequate to limit the analysis to only one of
these aspects. And confusing-the two would further cloud our evaluation of the
impact of default. Indeed, I sense that such confusion is in large part responsible
for some of the more extreme predictions which have been made in recent weeks.

Moreover, as I cautioned in my letter of last week, it is important to be sensitive
to the risk that the evaluation process itself may aggravate reaction to a default.
Let us suppose, for example, that leaders of major financial institutions contend
that their institutions andthe markets in which they-function would be devastated
-by a default. Objective factors notwithstanding, such contentions would measur-
ably enhance the impact of default.

Let me turn to a sector-by-sector analysis.

Essential services
If New York City defaulted on an obligation to redeem a maturing note issue

for cash, a question of immediate importance is whether the City could continue
to provide essential services: police and fire protection, sanitation, mass transit.
water and sewerage facilities. and the like. We evaluated the outlays required to
provide these services against the City's level of receipts. While, as I have in-i
-cated on earlier occasions, levels of outlay for these services are extreme in
relation to the outlays of other cities. New York City's revenues appear sufficient
to provide an adequate level of services in the event of default.

Federal assistance programs
Another potential concern relates to continuation of the various Federal Assist-

ance programs which benefit the citizens of New York. The Office of Management
and Budget and the Domestic Council have completed a survey of the most im-
-ortant of these programs with the objective of identifying the potential con-
sequences on scheduled assistance flows in the event local mechanism temporarily
become unavailable. As the Committee knows, certain assistance to the City and
its citizens depends upon local matching funds. The' great hulk of this assistance
is matched by the State of New York. However. under State law, the City is
required to provide some share of the State portion. In our view, and under cur-
rent Federal law. the State is responsible to make the matching payments if the
flow of Federal assistance is to continue.

Speaking more broadly. programs of assistance to the disadvantaged are funda-
mental in a compassionate democratic society. But if such programs lose the
support of the American people-if they are perceived as too often providing the
wriong benefits to the wrong recipients-our ability to provide any assistance of
this nature will be limited.

For these reasons, the President has asked Vice President Rockefeller. as
Chairman of the Domestic Council, to conduct a thorough re-evaluation of all
Federal assistance programs and to develop proposals for reform. While that
review is not yet complete, my views are well known. I personally have long
favored a simple program of income maintenance as the most efficient approach
-to our responsibilities in this area.

Debt adjustment
The requirement that the City continue to provide and finance essential serv-

ices underscores the importance of insuring that there is an orderly mechanism
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for allocating the City's. financial resources and effecting a restructuring of the
short term debt. Absent such a mechanism, there is the risk of a multitude of
lawsuits, each seeking a legal injunction against the payment of City funds to
one class of creditor or another.

It is for this reason that we have prepared, and will submit shortly to Con-
gress, legislation amending Chapter 9 of the Federal Bankruptcy Act. This leg-
islation is designed to insure that the claims of all legitimate creditors would be
dealt waith in a single proceeding. It would be complementary to the legislation
enacted by the New York State Legislature authorizing New York City, in the
event of default, to seek reorganization of its debt under the plenary jurisdic-
tion of a federal court.

Specifically, our proposal would modify existing law by eliminating the exist-
ing requirement that a city must file a reorganization plan and written assents
to the plan from 51% of the creditors before obtaining the protection of a Federal
bankruptcy court. Under the revised procedure. Federal protection would be-
provided upon the filing only of a simple petition by the City. As is the case with
respect to other types of reorganization under our bankruptcy laws, the reor-
ganization plan and the creditors' assent thereto would be developed in the course-
of the proceeding. In the interim, however, the City would be protected fromn
conflicting claims and injunctions regarding its resources, and could continue
to conduct its affairs in an orderly manner.

I would point out that this proposal is substantially consistent with the rec-
ommendations of the National Commission on the Reform of the Bankruptcy
Laws, embodied in S. 235.

Fina~ncial markets
In assessing the impact of a default on the financial markets, we are dealing

in the realm of judgment; as I have said absolute certainty is simply not possible.
My analysis is based on a detailed review of all the factual circumstances. dis-
cussions with a wide range of market professionals in the private.sector, and my
own conclusions, based on more than twenty years of experience in the invest-
ment banking business.

The impact of a default on markets other than the municipal market is, in
the final analysis, closely related to the impact on the overall economy. As I shall
discuss more fully in a few moments, it is our judgment that a default would not
damage the prospects for the Nation's economic recovery. The public understands
that New York City's problems are unique in most important respects. Moreover,
over the, past six months and in the months to come, the public has had, and wilt
have, ample opportunity to decide whether a default by New York City is merely
representative of a more fundamental flaw in our economy. Only if such a con-
clusion were reached-and there is no objective reason why it should be-could
we expect a serious and lasting adverse impact on these markets.

Municipal bond market
lOur conclusions with respect to the municipal bond market are at once more

precise and more complex. Over at least the past year, the municipal market has
been unsettled due to a variety of complex factors.

First, the enormous volume of tax-exempt securities coming to market-more
than.$51 billion of bond and notes in 1974 and more than $40 billion in the first
eight months of this year alone-has not been matched by a corresponding in-
crease in demand for such securities. Second, inflation and now its inevitable'
handmaiden-the anticipation of future inflation-caused by massive Federal
demands on the market has dampened investor interest in committing funds for
the long term. Finally, a series of events-the repeal of the Port Authority
covenant by the legislatures of New York and New Jersey, the default by UDC,.
occasioned by the New York State Legislature's initial refusal to carry out its
"moral obligation ;" and the problems of New York City itself-have all sharpened
investor awareness of risk and created an element of doubt about the willing-
ness of public bodies to carry out their financial obligations.

To a significant extent, these doubts have already led to some adjustments
in the market. In the event of default, we would expect only a temporary period
of moderate adjustment. And over a slightly longer time frame, we can see some
potentially favorable signs. We understand that numerous intermediaries and
investors are currently withholding funds from the municipal market because of
the current uncertainties. When the New York City situation is resolved-One'
way or another-we can expect a substantial return of funds to the market, im-
proving liquidity and lowering borrowing costs.
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But the implications of default are broader than short range fund flows or
price adjustments. Since at least the beginning of this decade, there has been
a marked increase in the tendency of investors to restrict themselves to higher-
grade instruments- or a "flight to quality" to use the terminology of the market.
Inflation and its by-products is the primary cause, but there is little question that
major financial reversals-the Penn-Central bankruptcy, for example-have
served as important catalysts.

Clearly, New York City's situation has caused this trend to accelerate. Issuers
whose obligations are viewed as less than prime are paying high rates of interest
relative to the general structure of interest rates. Conversely, wvell-run issuers are
'benefitting in the form of lower rates.

In short, when we move away from this period of uncertainty, underlying credit
characteristics-financial soundness-will be the dominant factor in the pricing
of all municipal debt. The result will be a better and more efficient municipal
bond market.

At the same time, we cannot ignore the way in which the municipal market has
performed even under these seriously unsettled conditions. During August alone,
four states and 255 municipalities raised nearly $2.6 billion in long term debt.
And contrary to widely held opinion, such funds were raised at a cost not grossly
disproportionate to historical levels.

Traditionally, there has 'been a 30 percent spread between tax-exempt and tax-
able issues of comparable quality. When we hear complaints about the record
rates municipalities are paying for funds, we must keel) in mind that conditions
in the corporate market are no better. This month, the spread between long term
prime municipals and comparable utility issues was squarely on the 30 percent
figure.

This is not to suggest that the municipal market has not been impacted by the
uncertainty surrounding New York City's condition. But it does place the reaction
of the. market in a more accurate perspective than some of the rhetoric of recent
months.

Finally, the disruptions which have occurred in the market place can provide
an impetus for some very important reforms. One reason our capital markets are
the finest in the world is that, under our laws and procedures, investors are pro-
vided with detailed and accurate info-rmation 'concerning potential investments.
To the extent investors begin to receive such information from tax-exempt issu-
ers, the market will clearly benefit.
Vetw York State and its agencies

We have taken a particularly careful look at the credits within New York State
to determine whether any credit would be able to withstand an increased level 'of
scrutiny. We now believe there is little risk that a default by New York City
would directly precipitate a default by New York State or its agencies.

Impact on the banking system
As the Committee is aware, the Treasury Department, in conjunction with the

Comptroller of the Currency, the Federal Reserve Board and the FDIC, has taken
a close look at the holdings of New York City securities in our banking system.
While significant amounts of New York City's debt is held by commercial banks,
we'do not believe a default would have a material impact on the banking system.

Specifically, our analysis revealed that only an infinitesimal number of the
nation's 14,000 commercial banks could face serious capital impairment if New
York City defaulted. Moreover, all of the nation's larger banks would be secure
in the event of default.

But as is the case in other areas, we have felt an obligation to develop mecha-
nisms to minimize all risks, however small. Accordingly, with respect to any bank
which may be impacted, various mechanisms are now- available to insure that
none will fail as a result of a decline in the value of their holdings of New York
City obligations. Bank customers have no need to fear for their funds.

1. Where possible, bank directors will be required to contribute additional
capital.

2. Certain banks may be sold to, or merged with, other banks or bank holding
companies.

3. As a last resort, in appropriate cases. the FDIC may provide capital in the
form of convertible subordinated debt, at the same time imposing appropriate
sanctions on the bank officials directly and indirectly responsible for the bank's
exposure.
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In addition, in recognition of the likelihood that any default could be cured

,promptly, the bank regulatory agencies-have agreed that in- the event of default,

no bank will be required to write its holdings to market for six months.

'Overall economic impact

As I suggested earlier, we cannot conclude that a default by New York City

would result in a broad-based decline in consumer or investor confidence or in the

.adoption of unnecessarily restrictive lending policies by financial institutions.

The American people know the reasons New York City is having financial diffi-

*culties and they know that there is little, if any, direct relationship between these

-difficulties and the condition of the national economy.

New York City is facing a possible default because for years it has spent far

more than it takes in. New York City is facing a possible default because, until

Teeently, it has not shown itself willing to implement the necessary reform

measures required to restore confidence and regain access to the capital markets.

No change in the national economic picture will measurably improve conditions

in New York. And by the same token, no change in New York's condition will

materially influence the economy as a whole.

Federal financial assistance

The only event which could modify this conclusion would be the provision of

Federal financial assistance to avert a default. Indeed, such assistance-be it in

the form of a guarantee or a loan, insurance or a grant-would, in my view, cause

many problems for the process of recovery.
As the chief financial officer of this great country I have a responsibility to

all the people, not simply to particular groups or sectors at particular times. My

job, in essence, is to protect and restore the eroding fiscal and financial integrity

of the United States for the benefit of every citizen. To state my views on special

financial assistance for New York City most directly: I would be ignoring this

fundamental responsibility if I were to support such assistance.

For years, government at all levels has been promising more than it can deliver.

This is the cause of New York City's problem and, in my view, it is the cause

of our severe problems at the Federal level as well. More and larger deficits and

the increased level of Federal borrowing required to finance these deficits have

combined to threaten our economic system with fundamental change: No longer

can we be confident that our private sector will have access to the capital required

if it is to meet the needs of all our citizens. Yet some would have us accelerate

these changes to deal with the consequences of fiscal irresponsibility at the local

level.,
Any form of financial assistance would directly increase the burden of the Fed-

eral Government imposes on the capital markets. Who would suffer? All bor-

rowers, including every other state and local government, would pay higher

interest rates. And certain sectors-housing, small and medium-sized companies,

for example-could discover that funds were not available at any price.

Moreover, we do not escape these problems by making the assistance slightly

less direct: by providing a guarantee or insurance for municipal debt. Indeed,

such a program would create a security superior to those of the Federal Govern-

ment itself: Backed by the full faith and credit of the United States and exempt

from Federal taxes. The impact on any municipal issuer which did not have a

guarantee would be direct and severe: The guaranteed bonds would skim the

creamn of the market and all other issuers would pay higher rates.

And what would such a program do to fiscal policies at the local level? Today.

the desire to maintain access to credit at the lowest possible rate is the most

important incentive for fiscal restraint. A Federal guarantee program would

provide all participants with the credit of the United States: This critical re-

straint on spending would be lost entirely.
But, some will ask, why not have the Federal Government impose these re-

straints as a condition for the guarantee? That possibility concerns me more

than any other because it would amount to no less than a Federal takeover of

the fiscal and financial decision-making process at the State and local level.

We would have to create a new bureaucracy. simrply to concoct and enforce

the guidelines as to local priorities we here in Washington would be imposing

on the Governments of the nation. We would be confronted with the sorry spec-

tacle of duly-elected local officials lining up outside my door. attempting to per-

suade me that they were carrying out their responsibilities in a satisfactory

fashion. We would, in short, be contravening constitutionally-imposed principles

of Federalism; principles which lie at the heart of the structure of government

in this nation.
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Thousands, perhaps tens of thousands, of governments would resist this intru-
sion into local affairs. And they would be absolutely right. But in the final
analysis, theirs would be a Hobson's Choice: Submit to Federal control or pay
the price of independence in the bond markets. Are we really prepared to
inflict this choice on the nation?

Finally, there are those who say that New York City is a special case; that
helping New York will not obligate us to help other cities in the future. But
we are already obligated. We are obligated to local officials throughout the coun-
try who have risked their careers by insisting on fiscal restraint. Would financ-
ing the deficits of New York City be consistent with our obligation to them?
And can we really draw the line at New York City? I doubt it. Assistance to
one city would create an intolerable precedent for the future.

Before concluding, I must return once again to an important point. As strong
as our economy and our financial system may be, it remains somewhat vulnerable
to attacks from within. We in the Administration have done all we can to
evaluate the risks a default presents and, where possible, to provide mechanisms
to minimize those risks. But if I may borrow a thought from Justice Holmes,
the most elaborate fire protection system in the world may not protect theater-
goers from the man who cries 'fire."

M\r. Chairman, fiscal restraint is not an easy task for any economic unit in
our society-a person. a corporation, a partnership, a city. I do not want to
deviate from the subject at hand, but I must point out that even we as a nation
are not immune. Only our printing press allows us a greater opportunity for
postponement, while we daily risk mortgaging away the financial health and
prosperity of future generations.

But our economy-however weakened by excesses at the Federal level-
remains able to withstand even the most severe shocks. I do not wish a default
upon New York City. I do not believe it has to default and I expect it to take
the measures necessary to avoid such an event. But if it does default, the economy
of this nation and its financial system will survive, with enough strength not
only to repair the damage,. but also to start our greatest city along the road
to recovery.

Chairman HU-3MPIHREY. Thank- you very much, Mr. Secretary. I do
hope that you will be present, and I imagine you will, when the mayors
meet with the President because there ought to be a very interesting
colloquy on that occasion.

Since I have learned that the CIA has been reading a lot of mail,
maybe they could monitor that session, too, so that we could get it. I
am very serious about that. It is not a joke.

I notice that earlier today certain bankers have been-will be meet-
ing with the President prior to the mayors coming in.

Secretary SllroN. ;We met vesterdav.
Chairman HU-mPtIREY. Met with the bankers yesterday. I notice that

when Mr. Burns replied to us by communication relating to somnc of
these problems of New York City, that his emphasis was upon the
fact that they would make sure that the banks were saved. I am verv
impressed with this, that the banks will always get first consideration.

Now. don't misunderstand me. I know the importance of a banking
structure, but one of the wavys to save a bank is to save the customer
first instead of bailing out the mismanagement of banks, which ap-
parently nobody seems to be disturbed about. We bailed out Franklin
National Bank and the Chairman of the Federal Reserve came here
and told us that they had spent the last year and a half trying to
straighten out the great banks of this country that had overloaded, in
manv instances violated their fiduciary responsibilities, and everybody
knows this is a fact. Before anybody else got any consideration, we
took care of the big ones, namely the banks. And now we come along
and what is your remedy for this city?

Secretary SIMON. May I respond?

65-920-76- 5
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Chairman HUMPHREY. Just a minute. You had your time, now I
will take mine. Let's take a look at your remedy. You want to amend
the Bankruptcy Act. Great. Jolly. What is that going to do for any-
body?

Second, you sav default is a cure. This is the same thing as saying
unemployment is a cure for inflation. It runs all the way through the
administration's type of ideology, economic ideology. In other words,
if you are in trouble, just hit the dirt. Don't try to get a safety net out.
Don't try to rescue.

I noticed in your prepared statement you point out that it is New
York's situation until it is clarified-if I may be more accurate in my
quote of your testimony, you have the following:

We understand that numerous intermediaries and investors are currently
withholding funds from the municipal market because of the current uncertain-
ties. When the New York City situation is resolved-one way or another-we
can expect a substantial return of funds to the market, improving liquidity and
lowering borrowing costs.

Mr. Simon, I have heard this again, when I heard very prominent
people in this government saying, when there is enough unemploy-
ment it will cure inflation. Sure it will, if you have got anybody left.
I don't think the Treasury Department ought to have a barber pole
for its symbol which means bleeding the patient, and that is exactly
what I see in this. There is a good deal of argument here about what
kind of restraints ought to be put on municipalities. I notice that you
said that submitting to Federal control, if we had Federal legislation,
it will mean submitting to Federal control or pay the price of inde-
pendence in the bond market.

Well, Mr. Simon, I was a mayor of a city and I had to submit to
State control and I don't see a bit of difference between that and sub-
mitting to Federal control. In fact, I used to get a lot more help out
of the Federal Government than I did out of the State. The State of
New York has made it very clear it is going to impose controls on
the city of New York, nor do I think that is wrong. You have been
in this bonding business and brokerage business and banking business.
I have never seen a banker yet that ever loaned you a dime that didn't
want some controls on you. They either want all your collateral or
they want to put a member on your board. When did that get to be
such a bad practice, that the Federal Government has to have insured
loans or guaranteed loans or a type of Reconstruction Finance Corpo-
ration loan or emergency loan? Of course there will be some restraints.
That is exactly the way it ought to be.

I imagine that you, as a participant in the World Bank-and you
are a big one-you have got 70 percent of the stock-I imagine that
vou insist upon some controls on loans, don't you? Isn't that right?
Doesn't the World Bank-doesn't your governor on that bank insist
upon some kind of organized control over the fiscal policies of the
couintries that are benefited bv the World Bank?

Secretary SIMON. It depends on the type of loan. We have different
criteria, depending on the loan.

Chairman HUMPTiHEY. Of course.
Secretary S-Nrox. The answer is "yes," and indeed there should be.

I -would like to respond
Chairman HUMPHREY. All right. Wait a minute. Are you saving

that this means that the little countries that are helped by the World
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Bank are somehow or another having their sovereignty destroyed,
that they have their independence destroyed? To the contrary. You
have testified before committee after committee that this is sensible,
prudent fiscal policy.

Secretary SnroN. But there is a difference between what the World
Bank does, Mr. Chairman. The World Bank provides project loans
for development and self-help in these countries.

Chairman HUIPHREY. *Well, my good friend, it isn't so different.
It is money. Money is money. It is just a question of whether you do
it for the projects or whether you-and if you do it for projects, you
don't have to then do so much for operating. Most of us have been
around, you know, and we know that money is money.

Secretary SIMON. When you say there is no difference between State
control and Federal control-

Chairman HUTIPNHREY. Not one bit.
Secretary SimoN. I think the Constitution says there is quite a

difference.
Chairman Hu-mpiREY. There is no difference between when the

controls are on, Mr. Simon-you never have been mayor of a city and
I have. I can tell you a control is a control. I don't care whether it is
wrapped in the Federal or State insignia. It is a control.

Now, what do you propose for this city except bankruptcy or default
if the situation gets to a point where they cannot finance their bonds
and where they cannot get operating funds? You heard the mayor of
the city of New York here say he has got to borrow $1 billion before
revenues come in. and what if they foreclose that?

Now, we had Mayor Alexander of Syracuse that came to us, bring-
ing us from the Chase Manhattan Bank-we have got all the docu-
mentation presented here this morning. Chase Manhattan is a little bit
bigger than the State Bank of Cokato and what does that release tell
us? It says here from the Chase Manhattan-we have here:

Investor confidence in New York State will be seriously impaired if the State
underwrites city credit for the 2 to 3 years which may be needed to turn the
corner. What we believe to be the only viable alternative is a temporary sub-
stitution of Federal credit for the city in order to insure the marketability of
city debt until investor confidence is restored by a year or two of demonstrated
performance.

That, now-that is Chase Manhattan. That is not some radical
economist.

Now we come to Mudge, Rose, Guthrie & Alexander. And what do
they say? Accordingly to my recollection:

Bonds of New York city are the only municipal bonds that have been listed
on the New York Exchange. Consequently I think that default by New York
City would be the most serious default which could possibly happen to the
municipal bond market and would adversely affect the municipal bond market
in the entire country and would be particularly damaging to the State of New
York and the municipalities and the other political subdivisions of New York
State.

Now, those are just two and we had many here this morning that
were given to us and I listened to all this business about the tax-exempt
bonds and the bonds that are taxable and I find that our study reveals
that that margain has been closing consistently, that there is-that the
interest rates on so-called tax exempts is getting closer and closer
to the interest rates on taxable bonds, and it has gone from 62 percent
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up to 75 percent. And, Mr. Secretary, as I listened to your testimony
here today, and you are now going to have your time to respond, all
I sense is that you have said that the administration will amend the
Bankruptcy Act, first, and second, that you will take care of the banks.
In other words, don't worry about the folks in the cities. We will take
care of the banks. I have heard some of that stuff in my younger life
and I didn't like it then and I like it less now.

And third, that default is a cure. That is right. A heart attack is a
cure, too, you know, if you live through it, but sometimes they have
medication that kind of tides you over and I would like to have your
response to what I consider to be a totally negative presentation on the
part of the administration.

Secretary SInIoN. I hardly know where to begin, Mr. Chairman.
Chairman HumIPHREy. Well, begin with a proposal besides bank-

ruptcy. That is no alternative.
Secretary SIMON. You cannot find either in direct statement or by

implication that I stated or implied that default is a cure for New
York City. On the contrary, I said that default can be avoided if the
tough political steps, and I emphasized that several times, and they
are tough political decisions, are made.

Having said that, I want to deal with something that is extremely
important because it creates a great misunderstanding and the mis-
understanding is already out there. Unfortunately, the level of eco-
nomic literacy and financial literacy in this country is very low.

Chairman HuMPHREY. Now, Mr. Secretary, let me tell you some-
thing. I have no political benefits to get around here by supporting
New York City. The city of Minneapolis has a good rating, and so
does the city of St. Paul, and I am simply telling you that we want
you to address yourself to the comments that have come from these
mayors who bring in substantial evidence that says that if there is
default, that it will have ramifications throughout the entire economy,
and they present evidence. And secondly, that the bond interest rate is
going up and that that chews up capital that is needed for the man-
agement of these cities. The interest rates seem not to bother this ad-
ministration. You seem to sort of like it like MacDonald likes
hamburgers.

Secretary SIMON. It didn't bother the Congress when I came up
here 9 months ago and told you what was going to happen as far as
interest rates, deficits

Chairman HUMPHREY. It is no problem to go tell a man that he
is sick. Tell him how to get cured.

Secretary SinioN. States and cities are paying more for their money.
No doubt about that. But so are all borrowers. The municipalities
don't live in splendid isolation from the consumer, the businessman,
or anybody else.

Chairman HIUMPHREY. Except it is tax exempt.
Secretary SIMON. It still is staying in relation. You state 62 percent

and that was at the widest and shortest period of time.
Chairman HUMPHREY. In the past year, from 62 to 75 percent.
Secretary SI.roi-. All right. It fluctuates, depending on the volume

of financing in the market at that time and it widens and narrows de-
pending on the volume. The point is when we make the comparisons
in the municipal market of a prime municipal versus the prime cor-
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porate, bearing the tax exempt securities, which is the only comparison,
prime municipal versus prime corporate is 70 percent. Now, within the
various rating categories, you are going to have, as I said at the outset
of my testimony, certain large cities like New York, which finance an-
extraordinary amount that are certainly going to pay a higher interest
cost. The supply is the issue. People demand a higher return, given
the other concerns they have for the city. But I awant to direct myself
to something, Mr. Chairman, that you said about bailing out and this
bailing out business is a phony issue because we did not bail out
Franklin National.

Now, let me hasten to add what I am talking about and what our
responsibilitv is.

Chairman I-.1uNlrrnl-ER. Please explain that. That will be a dandy.
Secretary STIoNIN. WX\here the Federal Government's responsibility

is-when a banking system or a major bank in the system is in trouble
and what can happen as you well reimember with a run on banks such
as occurred back in the 1930's and must be prevented.

The Federal Reserve System provided loans, which is their function,
to the Franklin National. Every one of these loans was collateralized
by assets that were held in the Franklin National Bank. The purpose
of providing these loans is to buy time for the Franklin National Bank
to merge out of existence and to protect, most importantly, its
depositors.

The equity-the shareholders of the Franklin National Bank didn't
get a nickel. They lost all their money. I believe all their bondholders
did, too. The Franklin was merged out of existence and the Federal
Reserve actions saved the depositors from a potential loss of their de-
posits, even in excess of the FDIC insurance limit.

This is not a bailout. This is a. function of the Federal Government,
to protect the savings of the American people. We didn't protect
Franklin National Bank.

Chairman huMPHrEY. I don't disagree. Except that you got more
time to do it. That is all New York City is asking for, more time. There
is no bailout.

Senator Javits.
Senator JAVITS. Thank you. Mr. Chairman.
Mr. Secretary, you-sort of challenged the chairiman a minute ago to

find anything in which you sort of wished for a default upon New
York and I charged myself that reading your letter to the chairman
dated September 16-I read it that if there was default it would be
practically wish fulfillment for you.

Now, I would like to read what I based that on-I will wait until
you get it-you say in your letter of reply:

As a result of widespread publicity, the Nation is fully aware of the financial
situation in New York City and is particularly sensitive to the unique aspects
of the situation, specifically the city's massive deficit spending.

Then you go on as follows:

Given these levels of awareness, we do not believe that default would undermine
fundamental confidence in our economy or cause financial institutions to adopt
unnecessarily restrictive credit policies. Indeed, just the contrary may be true.

AMav I read that again: "Indeed. just the contrary may be true."
And it is at that conjunction in which I tried to read your mind and

I respectfully submit that the remaining disjunctive, and that is what
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it is, "If the Federal Government were to act to prevent default" and
so on doesn't change it. I read your mind as thinking it might in all
cases be better if New York went bust than if it didn t.

Now. would you give me an answer?
Secretary SimoNo. Yes, Senator Javits. I wish people would read mv

letters instead of my mind. I think if I honestly believed that, I
think you know me vell enough to know that I would have said that.
Again. I did not imply that default wvas the best route for New
York Citv to take. Over and over again through my testimony I have
said I believe default is avoidable if the necessary steps are taken.
I have said on occasion that it would be a tragedy if indeed New
York City defaulted as far as its future borrowing problems are
concerned and that it should avert default by making these tough
decisions. There was no implication whatsoever, Senator Javits.

Senator JAVITS. Now, let me hear what are the tough decisions you
want New York to make now. The mayor testified this morning and lie
said they had cut a billion dollars fromn the budget, laying off $100,-
000 worth of workers. That is what they got in salary. They had
imposed the wage freeze. They had reduced union benefits. They had
a 3-year expenditure ceiling put on them with a permitted flexibility
of 2 percent. They had cut $32 million from the City TJniversity of
New York's budget, equivalent to what it would get if it chargedl
tuition. They had discontinued the practice of capitalizing expenses
and they had placed practically a total freeze on new construction.

Now, those are what they have done, and I am too sophisticated,
and so are vou, to think that that is everything they can do, but I
think as long as you have made this the cardinal basis of the Federal
Governmient's case -which you are writing, I want to hear your
comments on these steps the city has taken.

So I ask you now-you say in your prel)a'ed statement at the
very beginning, "Personally, I am confident that if the proper steps
are taken. default will be avoided."

Well, I have read you the steps that have been taken. Now, what
added steps do you propose that Ne-w York take to avoid default?
And will you bear in mind, Mir. Secretary, that you know a lot more
about this than most people, because you are a very competent man,
quite apart from being Secretary of the Treasury. You actually did
pretty well selling these very bonds for years to people all over the
country as being a partner in one of our major banking firms.

Secretary SimION. First of all, Senator Javits, it is not the respon-
sibility of the Federal Government to identify what New York
City should or must do to regain access to the financial markets. The
requirements are the market's. WVhat they have to do is present, first
and foremost. which I am told they are going to on October 15, a
credible budget that will describe to investors around the country and
to the financial community. a plan-whether it is over 1, 2, or 3 yeai's-
that is going to balance the budget. that is going to stop the accounting
gimmicks that they used for years, moving operating expenses into
the capital budget where this year they have over $700 million of
operating expenses in the capital budget, as you know. This is first
and foremost and the most important requirement insofor as regaining
access to the marketplace. And all of these things, because the budget
isn't out yet, have not been presented.
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Mayor Beame has appointed a very capable financial man to come
in and run this effort for him, and I am confident that if these tough
steps are taken-I would hasten to add more because I was asked at
the beginning of this whole episode about 6 or 7 months ago what
steps-I don't pretend to be a budget expert as far as New York City
is concerned. But at this point you can just tick off the subway fare
which obviously impacts on people. They raised the subway fare as
of Sepfember 1. They have talked about tolls. And New York State
obviously can assist to build this bridge that must be built until New
York Citv again has access to investors all over the United States for-
its bonds. And this is what has to be done.

Senator .JAVITS. Well. now. Mr. Secretarv, the city has until Novem-
ber 30 to turn around. Suppose that the city does all the things it has
done and more. No question about the track that it is on now. And
there still is no market for its bonds. Do you have any other recom-
mendation other than clef ault?

Secretary SI-mo-N. In my judgment. when we see happens on Octo-
ber 15 as far as the budget presented. and the investors' reaction to
this plan. be it credible or not, which hopefully it is going to be, I
remain optimistic that eve wouldn't. have to face that eventuality.
But I wouldn't prejudge-I report, as the President ordered me to do,
and monitor this New York situation as it affects all financial markets
in the country. I heard one of the mayors complain about the interest
rates that he is paying today, and he said-I believe he said in 1973-I
paid this, and now I am paying this.

Well, all interest rates have gone up considerably since then, and
they are almost at the peak and some of the cities, for different reasons,
are paying more than the average prime well-run city. There are other
cities that are paying a lower rate of interest today as a result of
this flight to quality which really started at the Penn-Central bank-
ruptcy. So, I must admit that, as I have said over and over again, if
fiscal and financial credibility is restored by presenting a balanced
budget, they wvill have access to the money marketplace.

Senator JAVITS. 11rell, Mr. Secretary, the United States guarantees
some $S3 billion in FHA mortgages, and the United States guarantees
brokerage accounts up to $50,000 through an insurance company which
has been organized for the purpose.

And the United States guarantees billions of dollars of savings banks
deposits, and it offers hurricane insurance and it offers many other
things.

Now, these are all last-resort propositions. Why not for the cities?
W7Thy are, the cities the exception you cut out, to which absolutely
flatly, inevitably. and irrevocably, the United States will offlr no
last-resort help whatever? Whv?

Secretary Si:mION. As I said in my testimony. Senator Javits, we
would be creating a new security. Potential exposure would be $50
billion, $60 billion- a year, because wve must assume that would be the
maximum amount that would come to the Federal Governmeent for
the privilege of borrowing with a Federal guarantee. That problem is
the criteria, The problem is twofold.

One, the problem that I discussed iwith the chairman as far as what
is the function of the Federal Government in telling States and local
governments what their priorities are, whether they need a new city
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hal], whether they need a sewer system, when they could borrow, what
their maturities wvil be. and to get in line and we will let you know
when, indeed, if you can borrow.

As important, whether it is $20 billion or $50 or $60 billion a
year, is what would be added onto already the enormous borrowing
task that we have for the Federal Government. We would push up all
interest rates further. because it is Treasury securities that are the
benchmark for all interest rates. That set the level for all interest
i'ates, and then the other interest rates trade around it because we (lo
enj oy the greatest credit rating.

This hurts housing and small and medium-sized business. I would
suggest that when they saw the criteria that the mayors and Governors
would not wish to use this. They will say, we vill have the quid pro
quo, we will maintain our independence, and as a result, they want
to go and finance in the traditional tax exempt way. without the
Federal guarantee and maintain their independence and control over
their fiscal affairs and they would pay a higher interest riate as a re sult.

Senator JAVITS. Well, 'Mr. Secretary, doesn't your last point blow
your whole proposition out of the water? You say they won't come to
you, so why do you talk about $60 billion?

Secretary SIZIoN. I am saying that there is a portion that vont
come. The sum of $60 billion represents the total municipal debt, in a
year. Now, if $20 billion of them came, just add $20 billion federally
guaranteed tax exempts. or whether it is $30 billion, and nobody knowi"Ts
what the amount would be. Senator Javits. Nobodv knows.

Senator JAVITS. It would depend on the conditions you set, wouldn't
it?

Secretary SDION. I would imagine
Senator JAVITS. None of us are asking you to just say any municipal

can come and ask for a Government gutarantee, In addition, the
mayors have just forsworn in their testimony this morning tax exemp-
tion on anything guaranteed by the, United States. Now, what do you
base your $60 billion estimate on, which by the way, is still some
$95 billion less than the FHA guarantees we write on housing -\which
don't involve vast aggregations of people and municipalities?

But, even at that, what is your $60 billion composed of ?
Secretary SuNmio. It is composed of the notes and bonds that are

financed by all the municipalities in the United States. As to the
maximum

Senator JAVITS. Every year, and you say now that all the municipal-
ities will come to you.

Secretary SIMON. I didn't say that. I said that is the outside exposure
and it might be 20. No one knows what the exact amount is., Senator.

Senator JAVITS. Suppose you set the condition that no municipality
may come to you unless, in the first place. they just couldn't borrow
funds in the open market at any price, like New York. Would that
still be $60 billion?

Secretary SImoN-. I believe. and this is again just a matter of judg-
ment, that if we had a guarantee program, in a year many cities
would come and seek the guarantee, seek the lower interest costs
that would result in their borrowing. And that would mean that other
cities would have to come because they would be under the political
pressures that if so and so is rated the same thing, why aren't you
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taking advantage of this Federal Government program and borrowing
and getting us a break on the interest rate, just as they are?

Senator JAVITS. As a matter of fact, Mr. Secretary, what other cities
in the United States are close to New York in terms of default and
why shouldn't they ha ve the same right if they are that close?

Secretary SI[oN-. We would have to do it for every city and State,
yes, Mr. Senator.

Senator JAVITS. Because I just ask you which are as close to default
ns New York. That is the condition I say you have to set.

Secretary SioN. Our analysis doesn't show that any other city is in
the condition that New York City is in, but do you honestly think
realistically that legislation would pass in the Congress that would
just deal with a city, rather than with any borrowing entity?

Senator JAVITS. Mr. Secretary, it will not deal with a city but will
deal with qualifications of any city that will get that kind of help. and
if New York is the only one that qualifies now, we are lucky. There
may be-others. That is what these mayors are all here about.

May I say this flinty attitude which is being displayed by the ad-
ministration I have got to charge it with that. because you are

speaking for it-is very likely to bring on this action in Congress,
because we just won't know where to turn and I believe the spirit is
growing in the Congress against letting a great city, so thoroughly
identified with the United States, go down the drain.

Secretary SImoN. I would hope, Senator Javits, and gentlemen on
this committee, that you would, during these deliberations. consider
very carefully the activity in the municipal bond market over the
past 4 months. We find in our analysis no support for the proposition
that other cities are paying usurious rates or even rates grossly dis-
proportionate to prevailing rates in all sectors of our credit markets.
I would like to submit for the record examples-the date that they
sold, the interest cost that they paid-I think that that will substan-
tiate my point. Fine. We do have some problems. We have an investor
preference, and an investor demand today for disclosure of more
financial information than they have ever asked for before because
there is this fear, and I think that that is a healthy development. There
is going to have to be more change. We are also, more importantly,
going to have to change the structure of the municipal market. The
municipal market has grown faster than the funds are available to
invest in this market. We recommended a couple of years ago a tax-
able bond option where the mayor would have the option of tapping
the taxable bond market.

Let me explain. Tax exempts appeal to just a certain category of
investors. Pension funds. most insurance companies-many insurance
companies do not require tax exemption. Pension funds are tax exempt
already, but if they were taxable securities, given the same subsidy
that cities and States enjoy through the tax exempt method right now,

they would have access to broadening, their market. and when these
spreads widen and narrow, Senator Humphrey, as we were talking
about a few minutes ago. they would have the option-go the taxable
route and receive a subsidy from the Federal Government or go the
tax exempt route, and four subsidy is built in. This maintains the inde-
pendence of decisionmaking on the part of mayors and governors to
say, I want to go to the market now, because we need a new school
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or new firehouse or a new sewer system. I don't want to go down and
have to ask a bureaucrat when I can borrow and, indeed, if this is a
priority-will he allow me to borrow for that purpose.

I think we have to look at this. We made, as I say, this proposal
a couple of years ago, and it would greatly, in effect help the munici-
pal bond market.

Chairman HUMIJPHREY. Do you still support that proposal?
Secretary SIMuoN. I have, yes.
Chairman Hi.riPi-iREy. Is that administration policy?
Secretary SimioN. That is not at present, because we haven't dis-

cussed it recently, but I presented that proposal to the Ways and Means
Committee in March 1973.

Chairman H-uPHREY. Would you give us some idea of the amount
of subsidy by the Treasury of the United States?

Secretary SIMON. We suggested at that time 30 percent.
Chairman HuJIPAIREY. I mean in dollars. Percent doesn't mean

anything.
Secretary SInioN. Well, You can only make
Chairman HUMPHREY. Thirty percent of $60 billion?
Secretary SINroN. Well, if You can only make judgments it would

be on the long-term bonds only, and $60 is the total short and long
and if-you can make a judgment on-first you have to figure what
the interest rate is going to be, what type municipality would borrow.
I wouldn't give a number, but we 'will give you the variables for the
record, Mr. Chairman.

Chairman HuTiPi-iREY. Senator Proxmire.
Senator PROXMITRE. Mr. Secretary, I have an open mind on this. I

think you have made a very strong case, and I think the mayors made
a very strong case. It seems to me it might be possible to design a pro-
gram that would not have the catastrophic effect that you foresee for
the kind of guarantee that you outline-or a direct loan that would
still do the job. All of us agree we want to prevent a default on the
part of New York or other cities. We all recognize, you do and we
certainly do, the adverse effects this could have.

Now, you have a guaranteed program. You testified on that before
my committee a few weeks ago. The guarantee of the Lockheed loan.
The Treasury fought hard for that under Secretary Connally and
President Nixon. I led the fight against it. We lost by one vote. You
have that guarantee program. You have had it in effect for years. No
other firms have been able to meet it. It didn't set a precedent the way
I feared it would, although I opposed it, would like to see it reversed
and, incidentally, when you appeared before us, you indicated that
you might recommend it be continued in 1977. You also indicated if
You had been voting in the Senate when that came up, you didn't know
how You would go. You might go for it. So apparently it is no deep
principle on your part.

Secretary SIBoIN. I think you know 'better than that, Senator
Proxmire.

Senator PROXMIiRE. Well. I am not so sure. You didn't say so. Will
you say you will oppose the renewal of the Lockheed guarantee in
19777 ?'

Secretary STIMON. No. I don't know what the circumstances are going
to be in 1977. That law is there on the books and I have a responsibility
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under that law to carry out its mandate, but I will stay away from
being rigid because I try not to be rigid and inflexible on any issue.

Senator PRox-miRE. Well, you are pretty rigid on this one.
Secretary SUioN. I am very opposed to any rescuing on the part of

the Federal Government as a result of inefficiency in the private sector,
just as you are, Senator Proxmire.

Senator PRox3INRE. Yes, sir. Well, now, let me get to the specific
proposal made by the mayors. And it seems to me that it is quite
different than the kind of guarantee that you indicated in your paper
that you would oppose. You said that any form of financiar assistance
would directly increase the burden of the Federal Government adnd
the burden the Federal Government imposes on capital markets.

Then you say that providing a guarantee of insurance for municipal
debt would create a superior security, because it would have tax exemip-
tion and the Government-full faith of the Federal Government. And
then you point out that it is very important that we have this threat
of default to preserve the fiscal responsibility of the cities. Sand if we
remove that threat, they may lose that sense of responsibility.

Now, it seems to me that we can meet all those conditions if we
recognize what the mayors have suggested, and maybe strengthen it
somewhat. Here is what they propose. As Senator Javits has said,
abolish their tax exemption ws hen they come in for the loan guarantee.
Now, that would mean the Federal Govelrm1ent would make some
money on this, conipared to what we have now. because the obligations
of New York City have a tax exemption now. The Federal Govern-
ment would be able to tax those bonds and earn a substantial increase
in revenue.

In the second place, I think it might be proper for us to consider
an additional service clharge. I think it might also be possible that we
might consider an additional amount that might be modest, but lever-,
tlieless effective, in providing some kind of an insurance provision
that would build up enough so that we could provide the protection,
for instance, the FDIC does. After all, it wvas Andrew Mellon, Arthur
Vandenberg, and Helrbert Hoover who suggested that we insure Fed-
eral deposits, and at that time some people in the countrv. speaking
as you speak now, said why-this will remove fiscal responsibility
from the banks. The banks are the cornerstone of the free enterprise.

Well, we went ahead and provided it, and it has been a marvelous
law. Everybody is for it. The most conservative Republicans say it is
great. If you take that away from the bankers, they will really be
unhappy.

Secretarv SuMroN. Also
Senator PROXMIRE. Well, now, the mayors seem to be proposing

something of that kind. It can be tailored to require perhaps a reason-
able penalty or reasonable insurance premium, and it would not be
something that would be so attractive to them that they would go
to it. unless they absolutely had to.

What is wrong with that kind of modest, limited loan guarantee?
Secretary Snrrox. We also tightened up during that period the

regulatory process for the banking system, to make sure that it didn't
remove a very important discipline. I am sure you agree with that.
This seems to me, hearing it for the first time, that the taxable bond
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'option that we proposed a couple of years ago. that I talked about
a second ago, comes verv close to that. It is a subsidy.

Senator PR1X2I1IRE. I think that it does.
Secretary Sioaro. And I don't know -whether we can say that we

make monev. because it is substituting one subsidy for another than
is already in existence, and if they don't want to use the market subsidy
that exists in tax exempt, they would get the subsidy from the Federal
Government to lower their interest rates while still maintaining their
indel)endlence in the marketplace.

Senator PROX-MIRE. Well, this sounds very interesting. Maybe I mis-
understood you. You say you suggested yeals ago a taxable bond that
vould have a guarantee?

Secretary SIMON. Yes.
Senator PROX-nIRE. I understood the objection the Treasury had

to the-
SecretarV S~IoDN. That was not
Senator PROXMIRE. To the guarantee was you didnt want to guar-

antee a tax exempt. And I agree with that.
Secretary Sn.rox. That was not a guarantee. That was a taxable

bond that would be subsidized to bring their interest rate down to
wheat a tax exempt would give them.

Senator PROXMIRu. All right. Now, instead of that, supposing in-
stead of the subsidy, you substantiate a guarantee. Why is that such
ain earth-shak-ing and radical, revolutionary proposal ?

Secretary SIMroN. Because-
SenatOr PROXIATmE. For our cities. We are not suggestincg it for free

enterlprise. Just cities.
Secretarv SimoDIO. Yes. I understand that, and all you are doing is

adding on to the enormous borrowing requirements and transferring
State and local borrowing requirements to the Federal Governmenit,
and vou and I both know what criteria would be set, and thev would
have, to get in line, just as the Treasury Department todav acts as a
traffic cop for our hundreds of agencies in their borrowings.

Sentor PROXNDINE. If I may say repectfully. Mr. Secretary, I am not
suggesting that at all. What I am suggesting is that when a city is
in an emergency situation, as New York is in nowv and as a few other
cities mav become, then we would be able to go the taxable route with
a guarantee and with a payment of some kinid of a premium that
would provide a pool so that you would have the same thing you have
in insuring anythinz else, a Ipool to protect the Federal Governiment.
That payment could be made sufficient so that it -wouldn't be misused.
It could be adjusted. We have had lots of experience -with that kind
of instrument, haven't we?

Secre1tary STMoN. You can see the importance awav from the disci-
pline. We don't have to talk that anymore. That is like an insurance
progyram .

Senator PROXINTIRE. The disciplines would be there because thev
would have to pay this additional interest if they had to go that route.

Secretary SI-moN. See, the problem
Senator PROXATmrE. I airree with you. You have to have a discipline.

I don't think we should give them something-
Secretary SImoIN. Discipline remains -when someone issues-they

put in all the necessary criteria for this insurance or whatever pro-
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gram is, and they say, yes, this is the way we are going to live. They
issue a 20-year security or a 30-year security and 9 years later you
have a new administration in that city or that State and what control
do we have to make sure that they maintain fiscal responsibility?

Senator PROX)INRE. Well, of course, we can't control what future
Congresses do and we shouldn't.

Secretary SroioN. No; I am talking about-
Senator PROX3TRrE. That is the way things operate.
Secretary SmION. That is right.
Senator PROXMIRE. But, it seems to me we can provide the protec-

tion now and we have done that with the FDIC. That hasn't been
eroded. That has continued at a high quality, high level protection for
the Government. It hasnt lost a nickel. It has been a* fine operation.
You just championed it a few minutes ago.

Secretary SrIMo. That is a constant regulation of a sector of our
eccnoray that should be regulated. We all had the experience where
the depositors lost their money in the 1930's and that does protect the
citizen.

Senator PROX-MIIE. WC are having a catastrophic experience, now
with people who may lose billions of dollars in municipal bonds.

Secretary SIMON. AWe aren't losing billions of dollars in bonds. I
think we had better be a little bit careful in that. Let's talk about New
York City, because that is all it is confined to. We already agreed that
other States and cities are not going to be, at least I believee we have,
are not going into default or are in danger of it as far as our analysis
is concerned.

We show that under the present revenues all the other assistance
programs are going to be continued to be paid. It is the notes that
have the problem in New York City and that is going to require, if
they went into default, some rescheduling just as occurs whenever any
creditor has to declare a bankruptcy, and the legal provisions are
established for him to gradually pay off his debt. It is not clear to me,
because no one has any statistics on this, except that we know that the
commercial banking system owns a large percentage of these notes and
bonds, that individual investors who bought these notes are the ones
mi jeopardy.

Senator PRoX-MIRE. Finally, Mr. Secretary. how do you respond to
the dilemma that we face with our constituenits when they point out we
make loans to the Egyptians, and Syrians and Chileans and Afghan-
istanians and people all over the world and we won't help out our own
cities where our own taxpayers are suffering on an emergency basis,
and with protections and limitations so that the Federal Government
can be protected to a very considerable extent. How can you justify
what seems to be such unfair policy for the American taxpayer who
lives in the cities?

Secretary SimroN. Senator Proxmire, there is no doubt about that.
It is the most difficult political and practical question that you can
answer. How can I justify, when I sit here as the chief financial offi-
cer of these United States-it is my responsibility to say these things
and justify the size of the Federal budget deficits and everything that
-we have been doing over the past 10 years. My only answer to that is
what we are trying to do is correct the mistakes of the past and not
look back.
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Senator PROXMIRE. Mr. Secretary, the administration is proposingloans to these various countries I have listed. They proposed a loan toEgypt, a loan to the Syrians, a loan to the Chileans and Brazilians,and so forth.
Chairman HUMPHREY. And the Russians.
Senator PROXMIRE. They are proposing it right now. And they fi-nanced the wheat sale to the Russians with subsidized credit.Secretary SIMON. Well, of course, at that time we had a surplus inthe CCC program, which the Congress enacted.
Senator PROXMIRE. This time we have a catastrophe in our cities.Secretary SIMON. We are not subsidizing the present sales. They arebeing sold at the market price today, the sales to the U.S.S.R. But wehave learned that we don't live in an independent world. This word"interdependence" has become a very important part of our vocabu-lary. We learned a long time ago, in the 1930's the "beggar thy neigh-bor" tactics are counterproductive, and if 'we can help other countriesto help themselves, this is indeed good for the U.S. economy as well.Senator PROXMIIRE. Why isn't it good, then, to help the New Yorkersand the Milwaukians and the Oshkosh people to help themselves?Secretary SIMON. The point is we are just talking about New York,because Oshkosh and all the other cities, most of the other ones, whilethey are paying high interest rates, everybody in our economy is pay-ing high interest rates, as the result of the inflation. What we are say-ing is that New York City must take the steps to restore its financialcredibility and these steps have not visibly been taken to convince theinvestor community all over the IJUnited States that it is going to dothe tough things that are required to be done.
Chairman HuiIrHTREY. Senator Percy.
Senator PERCY. I believe Senator Fannin -was here ahead of me. I.have a luncheon-
Senator FANNIN. You go ahead.
Senator PERCY. Thank you.
Mr. Secretary, I would like to, with Senator Javits' permission, tellyou a story about when we were in Shanghai. The vice chairman of theRevolutionary Committee was sitting between the two of us. SenatorJavits leaned over and said, "We have so much in common. You arethe mayor of the largest city in the world and I am from New YorkCity." The implication was the little city of Chicago was not really*in the same ball park. I said, "No, Senator Javits, respectfully, I sug-gest the mayor of Shanghai and Mayor Daley and Chuck Percy havemuch more in common, because we are all from solvent cities, and you:are the one verging on bankruptcy."
Chairman HufMPHREY. Might I add that Shanghai is a federallycontrolled city in China. [Laughter.]
There are two cities in China that have no local autonomy-Peking:and Shanghai.
Senator PERCY. 'W"hat we all have in common is boss-rule too. Wehave got a verv strong boss and we have that kind of strength in themanagement of the city. Our expenses do not get out of line. With49 votes onit of 50 in the city council, Mayor Daley has been able tocarry the budget through without too much trouble. And SenatorJavits knows that I am not totally sympathetic with this position andattitude. I certainly supported, with other members of the Govern-ment Operations Committee, the counter-cyclical measure, which I
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hope will help cities and States in financial distress. But even it is
nowhere near adequate to face up to this situation. I think New York
City really has to go through what we are going through now in
Illinois. We have to wring the pay raise for teachers out of the budget
someplace. We are going after that area, and every conceivable area,
including fraud which has been exposed in our welfare program, and
we are wringing out millions and millions of dollars in every budget
we conceivably can. I think New York obviously must do that and
we can't be the bail-out point at the Federal level. It would be the
signal to every city in the country to go ahead and spend and -we will
come in and bail You out. So, I feel the same way here I did about
Lockheed. I voted resoundingly against it, and fought against it, and
believe it -was a very bad precedent, and I am concerned 'about this
precedent. So, I am somewhat sympathetic with the position you have
enunciated today.

However, there are some aspects of this that I would like to ques-
tion you on. From your own background, Secretary Simon, and your
experience in the New York financial community, you are well quali-
fied 'to expand on municipal bond repercussions in the case of default.

Could you tell us what factors you did take into account that swung
your opinion towards the vie-w that the default will be tolerable? And
can you analyze the facts on the positive side? Do you feel it has been
fully discounted already in the financial community-this possibility?

Secreotary SuioN. As I said several times during my testimony, this
is a highly subjective judgment, and based on different conversation
swith many people on Wall Street and around the country as to its
effects on the nationwide market as well as the New York market. I
also have people who disagree with me, and I don't sav this with any
certainty, as I said again many times. Obviously, we look at, first, the
financial side and what happens when a city defaults. There is fear
among the individual depositors, commercial banks, savings institu-
tions, and those holders of city securities.

These fears must be allaved to avoid financial destruction, a fear
that they are going to lose their deposits. The Federal Reserve -will
be providing liquidity, the FDIC and other regulatory agencies that
will not require them to mark down the New York City securities for
6 months. If one thinks about it, the proposal to amend the bank-
ruptcy law is quite important, because an orderly procedure can ensue,
essential services will continue to be provided. Moneys that are left

over are provided to the long-term debt holders.
The short note holders would, in some way, have to be rescheduled,

or funds found to pay them off, or roll them over in the market.
Simultaneously, we must present a budget that is credible and ac-

counting practices that in the future are going to be acceptable.
This is the financial side of the picture. This doesn't say, and I am

,the first to admit, (a) there has already been an impact on the markets.
No one knows whether 'that impact is 40 percent, 60 percent or 80 per-
cent of what the total impact will be. Markets always discount some
percentage of a fear that exists among investors.

I believe that this market has done the same thing. Yes. I think there
will be a further reaction if New York City did go into default. I
believe that the measures that would be taken at that point would as-
sure that this would be temporary.
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That deals with the objective, the financial aspects.
Now, I will deal w]ith the psychological. and I move into the area

of the unknown, because no one knows that the psychology of the
marketplace and the fear of the investors, the uncertainty, if that
did occur. But I am suggesting that if people contained their com-
ments instead of promising the American people a national economic
disaster if a default did occur, that we sit back and take a little more
measured view of the steps to be taken in an orderly way. to make
sure that all of the debt holders of New York City are g;oing( to be
paid, whether or not some of the short-debt holdels had to be post-
poned for some time. New, York City is not and will not be in bank-
ruptcy. They have a revenue base that is strong. Their revenues have
increased. They have Federal assistance that is quite large. They
have State assistance also.

These revenues are going to be there. They are going to continue
to be put into the city. And their problem has been that there has
been about twice the growth of expenditures as growth revenues.
After awhile, the ultimate arbiter just said no more, and that is
the investor, the saver, in the United States, who said no more.

Now, if they bring those expenditures into line with the revenues
that they can be assured of receiving in New York City, without
further eroding their tax base, then this can be done in a. very
orderly fashion. What I am saying is they bought 3 months, and dur-
ing this 3-month period, if they would take those steps and if more
revenue is required, there are revenue-raising measures that New York
State could do on an emergency basis, a 1-year or a 3-year revenue-
raising measure that would provide this bridge over which New York
City could return to the capital markets again.

Senator PERCY. But, it is pointed out that in the 1930's the Federal
Government did step in and buy the bonds of certain municipalities.
The Government bought bonds in the Buffalo Sewer Authority and
bought Pennsylvania Turnpike bonds. Their doing so was a major
stabilizing factor at that particular time.

It is pointed out by those who advocate your stepping in now that
this provides a precedent. Could you comnment on what differentiates
New York from the situation of the Pennsvlvania Turnpike and
the Buffalo Sewer Authority and other municipalities from this par-
ticular situation ?

Secretary SImON. Well. of course, the Biffialo Sewer Authority-
I don't remember whether that is secured fully by user-charges or
not. I am pretty sure it is.

The Turnpike Authoritv is payable solely from the revenues on
that turnpike, and they have to be much more than adequate debt
coverage. People, investors. are going to remain confident that thoo-q
bonds are going to continue to be paid off.

What has come into severe question here, and this was part of the
mythology of the investment bankingQ business, because the Constitui-
tion of New York savs that the bondholders are going to be paid off,
the debt service, principal and interest wvil be paid prior to essential
services.

.Well, if one sat back and said, well, in the real world., if really
things got pretty tough, would that indeed occur? Would the police-
man and fireman and sanitation workers be laid off? No, of course
they would not be. An orderly process for repayment of the debt
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would occur. And that is what I am saying would happen in the
event that that happened, and it doesn't have to happen, I hasten
to add.

Senator PERCY. AIr. Secretary, finally, I think many of us who
worked on the counter-cyclical bill, which is S. 1359, would like to
know if the administration has adopted a position on it. 'Will the
administration favor it as it comes before the House?

Secretary S-Ixo\. We are still working on that right at the present,
Senator Percy. The President is focusing on that. I expect you wvill
hear shortly.

Senator PERCY. Thank you. Thank you, Mr. Chairman.
Chairman HUMPHREY. Senator Ribicoff.
Senator RIBICOFF. Thank you, AMr. Chairman.
I want to associate myself with the comments of the chairman and

Senator Javits. I think what is very sad, when we sit here, and over
a period of years. is to see the callous attitude of men in Government
who have never been elected to public office talk about the problems
affecting people. I think Senator Humphrey put it well. I think Sen-
ator Javits referred to it as flinty.

Now, you mentioned, Mr. Secretary, that New York is a unique
problem. We had a group of mayors here, articulate. hardwvorking,-
subject to criticism and abuse from the people of their cities. and fromI
people in public live and private life who all testified that there is
nothing unique about New York, that the problems of New York are
problems that they all share. These are large cities and small cities.

I have a clipping from the Bridgeport Post. The headline says:
"New York City Fiscal Crisis Hurts Connecticut and Other States."
And it goes on to point out that New York City's financial troubles
already have cost Connecticut $1.7 million. In Oregon, 3.000 miles
away, officials complain their State was slapped with higher than nor-
mal rates.

You mentioned Hartford, Conn. Hartford has floated bonds, has
paid a considerable amount of additional money.

Now, I have before me an article from the September 22 issue of the
Washington Post. entitled, "Will New York Spread Its Disease"?

Now, let me read-these are statistics faken by the Urban Institute
and I found over many years they are pretty reliable statistics.

It costs three times as much per capita to pay for common city serv-
ices, police, fire, sanitation, and general administrations of cities of
more than a million people as it does in those of less than 50,000 people.
Most big cities are old and that means their physical plants-streets,
sewers, city buildings, and the like-are based on outmoded engineer-
ing principles. Maintenance costs are correspondingly higher than
they would be in newly built suburbs, for instance.

Would you say that is factually correct, the cost in bigger cities as
against smaller cities?

Secretarv SIroMN. I really am no expert on the finances of small
versus large cities. I would imagine that the larger cities would have
to provide many more services, so I am sure that their services would
be larger in cost.

Senatorl RnsicoFF. So then the costs of the city would not be based
just on debt management. Wouldn't that be correct? The cost the city
has to bear to maintain itself ?

(65-920-76-6



78

Secretary SiMON-. I think it is more relevant to compare the per
capita cost of larger cities and that, of course, varies around this
country a great deal, as I stated in my Rosenthal testimony, compar-
in fl New York City to all cities a, million and above.

Senator RIBicOFF. Now, let me take another figure. New York, which
suffered an out-migration of 464,000 people between 1970 and 1974,
and has lost 471,000 jobs since 1969, and then against it you had a
great in-mnigration form the South and Puerto Rico to cities like New
York, lower-income people, not the middle-class, social services and
welfare, what does that do to a city, the loss of jobs and the middle
class, and the incoming of people on welfare? What does that do to a
city Mr. Simon?

Secretary SIMuoN. Of course, it raises the per capita costs. There is no
doubt about that. New York City's per capita cost for welfare is $315
per capita. The next city to it is $20, and most large cities range from
$1 to $5. Their costs are extraordinary.

That is the reason, Senator Ribicoff, that the President has asked
Vice President Rockefeller to conduct a sweeping review of the Fed-
eral responsibility for welfare, and I have some very deep personal
opinions on this. I think the Federal Government's responsibility in
this area, to respond to the first part of your statement about the sen-
sitivity to people, and I admit that any financial officer, any finance
minister in any country, when he gets up and preaches what I call
financial orthodoxy, he is going to naturally be accused of being in-
sensitive and inhumane.

These problems that we talk about, however, aren't going to go away
by throwing money at them and with more irresponsibility, that they
are going to be exacerbated. The problems of the poor are going to be
compounded, but we have to direct ourselves at the welfare problem
in this country and take a serious look at an income maintenance pro-
grain that guarantees an income to these people at the poverty level or
close to it for people who cannot work for themselves.

Senator RIBicoFF. I am glad that you made that statement. Now,
I am interested in what men like yourself and the Secretary of HEW
and the President of the United States will do on welfare. I got in-
volved in a fight for President Nixon's welfare program that lasted
over 3 years and had the Piesi dent and the administration walked out
on that fight when he was looking for welfare reform because he did not
want to face up to the political implications when you couldn't find a
single Republican in the Senate and House that would take the Repub-
lican cudgels up for the Republican administration.

Now, welfare is important. New York City pays 25 percent of the
welfare bill. There are 1,150 various agencies administering welfare.
And we don't have 'a uniform system with standards and eligibility,
but the problem is what will the President of the IJnited States be
willing to do to fight for it, because without the President of the
United States being willing to fight for welfare reform, you are never
goin 11to get it.

Secretarv SIMON. That is one-
Senator RIBicorF. Now, the question is will President Ford be will-

ing to fight for welfare reform and national standards?
Secretary SImON. That is why the President has given Vice President

Rockefeller, as a top priority, the welfare subject and he is starting
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with a first conference on this subject within a month, Senator Ribicoff,

to be followed by others around the country.
Senator RIBICOFF. Are you personally for national standards?
Secretary SIMON. I would like a welfare program, as I said, that

would guarantee the minimum wage with a very strong work ethic

provided in it where people are just not going to receive a welfare check

in lieu of finding work.
Senator RIBICOFF. All right. So any income maintenance would take

a substantial amount of Federal dollars. Are you advocating or willing

to advocate that the Federal Government assume the entire cost of

that program as against the States and cities?
Secretary ISIMON. Not at this point, until I see what all the figures are

and also most importantly, I do not want to have a program like this

that would go over and above all of the existing overlapping programs

that we have now. This program would supersede those.
Senator RIBICOFF. Well, it is a very interesting thing. There are some

143 poverty programs, but the administration at that time wouldn't

even present them to the Congress in the order of priority and willing-
ness to eliminate some.

Now, let's get to another point. I read in the paper the last few days

that the President has asked for the creation of a $100 billion Govern-

ment-sponsored fund to encourage investments for the production of

energy, because it is necessary for energy programs to infuse some

public money.
Now, I happen to be sympathetic toward that approach. I am sym-

pathetic for that approach because I recognize that there are certain

basic issues that are so large that it is beyond the capacity of the pri-
vate sector to handle.

Now, are you in favor of the President's program to create a $100

billion energy corporation, publicly sponsored?
Secretary SIMNON. I am the President's representative. We have de-

bates on many issues, Senator Ribicoff. People have their opinions,

some strong. some not so strong, on every issue that is presented to him.

After the debate is over, the President makes a decision, having

weighed all the relevant merits of the arguments. and the discussion

that he has heard. At that point, as a member of the team, all of us

join in supporting the President's decision. That is what this democ-

racy is all about.
Senator RIBICOFF. All right. And I agree with that position. So,

when that is presented, you will come and testify in its behalf.

Now, that is done because energy is basic to the economy of our
Nation.

Secretary SIaroN. That is to Drovide-recoriiizing that this is of

limited nature, this proposal of the President, it provides for the

more sophisticated fuels: Solar, fission, fusion, oil shale, gasification

and liquefaction. All of these methods todav we know are uneconomic.

We did a similar thingf in World War II with the synthetic rubber

experience, and I have testified before you gentlemen on manv occa-

sions that the Federal Government has a role where private enterprise.

due to the fact that there is no profit incentive. Oil shale and those

other methods I mentioned all cost more per barrel than they could sell
it for.
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*Well, through several generations of technology and experience,
as we did in the synthetic rubber experience, we can provide for turn-
ing this back, as this program would (do, to private enterprise. This is
not supplanting private enterprise. It is complementingy it.

Senator RImICOFF. All right. Now, don't you have the problems of
the cities that Senator Javits and Senator Humphrey pointed out, that
you have a city like New York and many others to follow where they
have an infusion of the welfare and social responsibilities of the whole
United States, as people poutr into them at hucge cost to the people of
New York and out of New York pour1 the jobs and the middle class,
and can a society socially, economically, and politically exist if there
is a breakdown and destruction of the viability of the American city?
So, in other words, if that is the case, isn't there a responsibility just as
in energy to save the social and economic fabric of the United States,
and all Senator Javits and Senator Humphrey and myself are asking
for is to set up an institution or a method of guarantee and assure the
existence and the viability of our cities, as you are doing for the big
oil companies, with the $100 billion program which will guarantee
and help finance them?

Secretary SimoN-. Oh, yes.
Senator RIBIC'OFF. Am I correct in stating that that is what Senator

Humphrey and Senator Javits are basically asking for?
Chairman HuImIiHrEY. Right.
Secretary SimoN. The point is you have to look at why jobs and why

people have flown out of New York City in those numbers, because
New York City has continued to live beyond its means. They have
taxed where it is politically popular to tax, because they seem to be
able to fool the people that by taxing corporations we are not taxing
people. There is a silly notion that corporations are not people, that
people don't work for corporations, that people don't pay for it
through the (rgoods and services the corporation produces. That is why
New York City has, in the process, eroded its tax base, by continuing
to raise taxes.

Senator RIBico1 F. 'Mr. Simon, I am not from New York City. That
is not my State. But I reject that completely, because the march from
tho American citv as it is from New York has taken place in every
big city in America, and that is a basic problem. AWShether it is St.
Louis, Cleveland, Buffalo, Boston, Philadelphia, you have an out-
migration of jobs and people, and an in migration of responsibility
that the cities have to assume and absorb for the entire Nation.

Now, therefore, what bothers me the most is in your presentation,
there is a callousness, and I don't say it is deliberate, there is a cal-
lousness when it comes to who do you sUpport with money and with
guarantees in help? You wavnt to let the cities go to hell. The city is to
be destroyed. And I can assure you if New York City goes dowin, it is
going to have a fantastic impact on New Jersey and Connecticut and

WVestchester, everybody surrounding New York, and the ripple effect
that it would have upon the country would be disastrous.

Seciretary SIrON . That is just-
Senator RIBICOFF. You may comment.
Secretary SIrMoN. Senator Ribicoff, I just must admit that that is

not true. 'We don't want New York City or anybody else to suiffer
-when, indeed, the tragedy of a default is avoidable. And there is no



81

observable evidence that Connecticut. which recently paid 5.59 per-
cent for interest costs for its money in the marketplace-it has a good
rating. It has handled its affairs properly and it is going to continue
to have access to the capital markets just as all the other examples
that I am presenting in the record. Over the last 4 months large
amounts of money have been financed by 255 cities in many other
States and they are paying reasonable rates of interest, compared to
the other rates. All rates in the market are at too high a level, yes, but
that is because of the extraordinary borrowing demands of the Fed-
eral Government and the terrible inflation that we have.

Senator RIBICOFF. Mav I add that the Treasurer of the State of
Connecticut. Mr. Henry Parker. disagrees with you and he talks about
the potential catastrophic fiscal problems that plague New York City
and New York State, the effect it has had on the money markets con-
cerning, Connecticut, the additional cost to Connecticut, and the higher
interest rates that Connecticut has to pay because of New York's
problems. So the problem with New York does have an impact on the
State of Connecticut.

Chairlan Huirrpiirmnw. Senator Fannin? Then that will be followed
by Congresman Brown of -Michigrani. We have had some difficulty here
because of the arrangements this morning as to who is in sequence
here.

Senator FANNIN. Thank you. Mr. Chairman.
Mr. Secretary, I want to commend you for a very forthright state-

-ient. I never had the privilege of being the mayor of any city. I did
serve a few terms as Governor of my State, and I had the responsibil-
itv of having a balanced budget. We still have tha.t responsibility 'in
-the State. I hope we alwavs will have. And I commend you for your
expression of promoting fiscal responsibility, and I agree with you
that it is very difficult for the Federal Government to save the New
Yorkers from themselves. If they won't give the cooperation-I get
to that a little later-that is necessary to solve the problem, it is very
Edifficult for anyone to be of great assistance to them.

I didn't hear the f till testimony of the mayors today, but I note
there have been some sacrifices made in New York, and unfortu-
nately those sacrifices have been consistent with the need, and cer-
tainly the sacrifices are necessary now because of what has happened
in past years.

As you stated in your testimony. you are the Nation's chief financial
officer and you have responsibilities to all the people, and I share
your concern for the Nation as a wvhole, for the cities of our Nation.
and certainly Newv York's default would be a tragedy for everyone
involved. I think we all agree on that.

What concerns me more is the effect that Federal intervention in
this particular municipal problemll would have on the rest of the coun-
try. Now, I am talking about going further than what we are going
to. because I feel the Federal Government is doing a great deal al-
ready. The budgets have been nonexistent, both at the Federal level
as well as the State level. and the city level. Wouldn't you feel that
the Federal gLarantees of New York City's bonds only lessen the in-
centive to balance the budget of New York as well as of other cities?

Secretary Sir[on. That would remove the discipline immediately
and guarantee that they had access at preferential rates; yes, Senator.
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Senator FANNIN. One I mentioned about New York. that it has not
had the cooperation of the people, and just one segment of society, I
think, is very much responsible for what is happening in New York,
and that is the union officials. They have been living, I think, in a
dreamworld, and their wage demands have been far beyond New York
City's ability to pay, and under -those conditions, bailing out New
York City would encourage union leaders in other cities to grab for
similar unrealistic increases. Would you agree?

Secretary SIMON. Yes, sir.
Senator FANNIN. This is of great concern to me. I feel we have seri-

ous problems throughout the Nation and certainly when we talk about
other areas, we have had great growth in some areas of the Nation,
which has created tremendous problems, and then cut back the economy
and many cities would be in the same position as New York is in to-
day. Yet, they have been just as careless when they handled their af-
fairs. I think the Federal Government, to some extent, is responsible.
I would say this, that what we have done in the welfare program and
the -way we have handled the welfare program I think has contributed
somewhat to some of the problems of New York City. Would you agree
with that?

Secretary SinoNo. Well, of course, the share that New York City pays
of the welfare burden is set 'by the State, not by the Federal Govern-
ment. We have a 50-percent responsibility in New York State. New
York State set New York City's payment themselves. We don't have
anything to do with that.

Senator FANNIN. What I am, of course, referring to is some of the
programs that have been expanded tremendously and expanded be-
cause the Federal Government has made it possible, and it is com-
pletely out of control in some instances.

Secretary SIMON. Yes, sir.
Senator FANNIN. Some of the social programs. And certainly, I

realize the great need in the United States for social programs. But,
I also am quite concerned about what we could do here at the Federal
level.

M r. Secretary, has your task force taken a detailed look at finances
of other cities who are alleged to be in a deteriorating fiscal position?
Have you had-you have heard the expressions' of the mayors here,
and you heard some of the cities that are having difficulties. Have you
made any detailed study of that?

Secretary SIMON. I wouldn't say, Senator Fannin. that fwe have done
a detailed study. We have observed very closely the borrowing experi-
ence of many of these large cities in recent times, the Clevelands and
the Philadelphias, and the interest rates that they pay, and you know
we have a Philadelphia issue which was high-I believe it was 8.8-
percent interest rate-and one could say that is arguably dispropor-
tionate. But that doesn't support the proposition, because the bond
market was very unsettled the week that Philadelphia came. It hap-
pened to be the day of a billion-dollar sale of Big MAC. And so they
still have access to the market where they have their balanced budgets
and where they have the data, the financial information that the in-
vestors now demand. This is something new. and it is something that
is very healthy. Heretofore, it was just the accepted practice that where
there were general obligations backed by the full faith and credit with
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ad valorem taxing power of a city or State, we didn't have to worry
about it. Now, investors are beginning to take a second look at that
notion and demanding that the States and municipalities, indeed, have
a balanced budget and not one that is made up by deficit borrowing.

Senator FANNIN. Well, thank you, Mr. Secretary.
In your prepared statement, you bring out the possibility of New

York City's default. Of course, we all regret what is happening, but
as you brought out, it wouldn't be a total disaster if this did happen.
I was really concerned, because with the projections that we have, and
what is taking place-projections in the economy and what is taking
place-I don't know whether the default could be avoided. I am not,
certainly, capable of analyzing that to the extent that some of the other
members of this committee would be, nor do I have the information
that you would have, but it does seem to me that they face that prob-
lem and are not-they are just up against it for themselves, and have
no alternative, that perhaps at a later date they might be in a better
position from the standpoint of the municipal bonds if they do go
through the procedure that is provided by the bankruptcy laws. I
hope that isn't necessary, but in looking at their bond market, later onl
at least, what they are up against, if they keep carrying on as they
are now and do not correct it, they are not going to have a good bond
market, anyway, are they?

Secretary SIMION. That is the point, and while I don't hope they do,
because I have seen what happens to municipalities after the 1930's
that went into default, and several, indeed, did at that time, including
some national names. Their access to the bond market, even when they
restored financial credibility, was at a higher interest rate for manv
years. There are prudent man laws in some of the States, which say if
a city or State or an entity has been in default, they must meet certain
criteria, and a certain period of time must elapse to prove they indeed
have financial responsibility before the issuer can borrow. These are
all the things that militate in favor of making the decisions that have
to be made anyway, as you said, Senator Fannin, right now, because if
they did it right now and built this bridge, New York State and New
York City, together, the city would find that it would have reaccess to
the bond markets in a period of time.

Senator FANNIN. One of the great problems we have is if the city
does fall back on the Federal Government, of course, we have legisla-
tion to provide for a Federal guarantee of municipal bonds. That has
been advocated by George Meany, if I am not mistaken. And this is
something that could be almost uncontrollable.

The big problem, as I see it, is if we start something like that, who
makes the decision as to the amount of money that would be involved?
Who makes the decision as to whether or not the money is being spent
properly? And so when we are comparing what we have done in hous-
ing, for instance, through the FHA, and then say, look how much
money we have spent on housing, and then say, well, couldn't we also
feel that we have the same obligation to take care of the municipal
bonds of the city of New York, it would seem we would be involved in
the FHA procedures.

Isn't it true we had control of what was being spent. we had control
of how it was spent? Isn't there a great difference between the two?
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Secretary SIMON. Yes; there is, and also there is a big difference in
setting as a priority a home for every American in this country. If that
is deemed a necessary social purpose, that everybody should have ac-
cess at, hopefully a reasonable price, to a home, fine. But, that has a big
difference. That is day and night between the Federal Government
taking over the fiscal, financial, political, and every other affair of
State and local government.

Senator F ANNIN. That is unless it applies to all.
Secretary SInON. I think that has great social consequences, Senator

Fannill.
Senator FANNIN,. My time is up. Thank you very much.
Chairman IIu-mP-Ir.Ey. My patient friend, Congressman Brown of

Michigran.
Representative BroWN of Michigan. Thank you very much, Mr.

Chairllall.
Mr. Secretary, I feel as uneasy on this side of the table as probably

you do as a New Yorker arguing against the cause of New York, but
having

Senator JTAVITS. May I say, Congressman Brown. I really am snympa-
thetic on that. but we are each doing what we have to do.

Representative BrowN- of Michigan. But sittingu on this side, Mr.
Secretary, I would not want to let go unchallenged the suggestion of
callousness on your part. I would suggest that exercise of a little more
callousness by elected public officials might permit You to be a bit of a
Populist and maybe display a little more compassion yourself.

The first time that we had direct contact with this matter as. far as
direct testimony was when Mayor Beame testified before our Govern-
menit Operations Committee on the House side. At that time, he was
very critical of the commercial banks because they weren't participat-
ing in the debt issues of New York. And in his statement before our
Governlment Operations Committee, he especially alluded to and was
hiabl4v critical of the meddling by commercial banks in the budgetary
affairs of the city of New York, and he felt that that was not part of
their business. But, he. at that time, suggested, as has been suggested
today, the idea of a guarantee by the Federal Governmenit apparently
assuming that any guarantee by the Federal Government would not
involve any inspection or any budgetary surveillance as such.

I reject that. But I notice that in the Conference of Mayors' state-
ment this morning that contrary to not wanting meddling, they appar-
ently feel that in both the loan guarantee, under a loan guarantee
program of emergency loan program, that, and I am quoting, "There
would have to be evidence that revenues are sufficient to cover repay-
ment. Although the grant of authority to the RFC"-the proposed
Reconstruction Finance Corporation approach-"Although the grant
of authority to the RFC by the legislation would be broad, it would
be clear that balanced budgets, full faith and credit of the borrower
and other criteria would be strictly enforced."

It is onlv in that context that all of the discussion of other guar-
antees bv the Federal Government has any relevance. We have been
talking about apples and pickles. The FHA-they conduct surveys, do
inspections, for all intents and purposes. insofar as the qualitv of the
loan is concerned, they are the lender. The FHA is the lender. The
Lockheed guarantee was not a guarantee to a private corporation in a



8s

general way but, rather, under the Defense Production Act they had
to be 90 percent involved in national defense, as I recall it, and so it
was only the guaranteeing of a company to produce the instruments
of our national defense.

Talk about FDIC of deposits. My God, I suppose New York City
wants bank regulators there every year, or budget inspectors, I guess
But, they don't wvanit any meddling by just looking at budgets by com-
mercial banks.

It is a fascinating way to ride both sides of that street.
I was interested in your analysis, which I think members of this

committee should read again, wlhere you basically point out, whether
it be a guarantee program or direct loan program, the ripple, or I
guess maybe you would say the 40-foot wave effect, of either of those
programs upon borrowings of other municipal units, State or local.

I mean, when you give a direct loan or guarantee to New York City, the
next city down the line is bound to be impacted by the specialty pro-
gram. So, his costs, that city's costs go up and they find that that-
that city then finds itself in the stature of a Newv York.

Secretary SImroN. Could I interrupt for a moment?
Representative BROWN of Michigan. You certainly may.
Secretary SINioN. Because you are 100-percent correct, and that is

sort of the dialog I was having with the chairman a little while ago.
That is exactly -what happens and that is when the mayor of that
second city, who might have been managing his affairs just right and
had good access to the market and maintained his freedom, he would be
pressed by his constituents because he has to be elected. to go get a
piece of that pie of the Federal Government and go down and get your-
self a Federal guarantee so vwe can take advantage of x, y, z interest
rate.

Do you know what has happened to the market today?. Minneapolis,
Minn.. Mr. Chairman, is benefiting, yes. benefiting because of the
problems in the capital markets. IVhy? Minneapolis, I believe, was
still triple A the last time I looked.

Chairman HUuVHPITREY. It was when I was mayor, Mr. Secretary.
Secretary STMON. Yes; and it still is.
Chairman HIUMIPHREY. I ran a tight budget and a tight city.

Representative BROWN of Michigan. It is too bad you didn't continue,
Mr. Chairman.

Representative RoUssELoTr. Let's send him to New York City quick.
Secretary SimoN. Today when people are beginning to question, the

flight to quality that started with Penn-Central's bankruptcy, gets

exacerbated. and all the high quality paper that exists in the market,
benefits by paving lower interest rates. Minneapolis and many other
cities, thousands of other cities in this country, actually are benefiting
as a result of that. I would hate to see that as a headline in the paper
tomorrow morning, but that is what happens in the market. People
vho have credibility. financial. fiscal credibility in the marketplace are
where people wvant; to invest their monev tcldav. and the people who
have run their business properly, the good mayors, of Minneapolis and
the rest, Mir. Chairman.

Chairman Hu-mPHREY. I will comeback to you. rLaughlter.]
Representative BROWN of Michigan. You are alluding to the situa-

tion where New York City full faith and credit bonds, with the Fed-
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eral guarantee, would be a better buy in the marketplace than Federal
securities bothers me a bit. But, of course, they would be.

Secretarv SIMON. Of course they would, and do vou know what
would happen then? I would hear from the mayor of Minneapolis. He
would be down and would be saying why do you raise my interest
rate? You want to take financial control because you are setting all
this criteria for me to get the extra 1 percent, or whatever the subsidy
is we are giving them. Can anybody argue that we take over the finan-
cial control of the city or State that we have taken over control over a
lot more?

Representative BrowvN of Michigan. Well, Mr. Secretary. that is the
very point, that when you are attempting to relate or suggest that
there is a parallel with the other guarantee programs we have, you
have got to say that New York City is willing to have bank examiners,
budget examiners, from the Federal Government in there everv darn
year, every budget period, in effect, writing the budget, or otherwise
the suggestion that other guarantees apply just has no relevance, be-
cause these other programs are tightening, constricted, and are run
bh the Federal Government.

FHA is hardly writing any insurance anymore. Why? Because the
private insurers are doing a much better job of processing paper and
everything else, and nobody wants to give them FHA business.

We have people here on this panel who look at foreign assistance as
an item as though the Federal guarantee to New York City would be,
in effect, bringing foreign assistance, our assistance to other govern-
ments and projects, and so on, would bring it up into parallel. But,
what about the Federal assistance that is presently not going to foreign
countries, but is going to local units of State government, such as
revenue sharing, medicare, medicaid, water, se-wer, educational, coin-
munity development, housing, ADC, and you name the rest?

Secretary SIBmON. You knowvs, we -will give this fiscal year direct aid
to States and cities of $60 billion, including revenue sharing, Con-
gressman Brown. This doesn't include the total transfer payments
which are up around $120 billion now, as well as other preferences, so
we are extremely generous at the Federal level already.

Representative BROWN of Michigan. I would suggest also, Mr. Chair-
man. one other interesting point I think that Senator Proxmire brought
up about the interest subsidy. I thought it was fascinating in connec-
tion with the joint conference last year on the Housing and Com-
munity Development Act that although many have been screaming
about tax exempt bonds and we have got to get rid of them, these loop-
holes, and all that, and so we came up with the interest subsidy pro-
posal so as to try to encourage State housing authorities and so on,
to get away from going the tax exempt route and go the tax route and
get the interest subsidy.

Well, if you go the tax exempt route for all of your housing proj-
ects, and so on, they are not subject to Davis-Bacon, but now, under
an amendment that Senator Proxmire supported, and others, if you go
the subsidy route, you haVe to go Davis-Bacon, and as a consequence,
since most housing is not done under prevailing wvage, you have no-
body going the subsidy route, or very few, because they don't want to
have that further impediment or that further cost, actually.

But finally, Mr. Secretary, and my time is up, do you feel that if we
pass today some kind of a-I will use the term: It has been used-
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bail-out for New York City,. do you think that October 15 meeting
there would be the budglet austerity program that would be there if
we don't do anything before October 15i

Secretary Snriox-. No, I do not.
Representative Brzowxv> of Michigan. Thank you, Mr. Chairman.
Chairman HuM.NPHrEY-. I don't think anybody needs to worry about

this Congress doing much by October 15. [Laughter.]
I don't think that is our first problem, but I think it is a relevant

point.
Congressman Rousselot.
Representative RoUSSELOT. Mr. Chairman, I am delighted to hear

how well vou did when You were mayor of Minneapolis.
Chairman HUMPHREY. I was good.
Representative ROUSSELOT. I think we ought to send you to New

York.
Chairman HuM73PHREY. I have thought about that. I have been trying

to work my way uD. [Laughter.]
We will put Bill Simon and Hubert Humphrey up there. Together,

-we would get it cleared up.
Secretary SrIroN. We would make quite a pair.
Renresentative BROw-N of Michigan. Mr. Chairman, if you promise

to balance the budget of the Federal Government, I might even con-
sider you for President.

Chairman Hu-xPiiREY. That is a big order. [Laughter.]
You have loused it up so badly even I couldn't do that.
Representative RoussELorT. Mr. Chairman, we have a vote in the

House, so I will have to be quick, but I want to compliment the Sec-
retary of the Treasury. Unlike some of my colleagues, I think that you

have been willing to come and tell us some of the things as financial
officer of this country that more of us should hear.. It is much easier
to come here and give a lot of promises to people, we are going to do
this or that, but I just hope we don't go through here what New York
City is now going through on the basis of the -way we are now spending.

I notice that Mayor Alioto did say that the Federal Government has
caused a lot of the problems. He said it Dwas because we made so many
loans and everything to the suburbs, and all the highway money. But,
I want you to know that I polled every single mayor in my district be-
fore this hearing, and not one of them believes that we should start a
program of Federal guarantees to cities.

Now, these are admittedly smaller cities, but one of them. Pasadena,
is a larger city. They said that the Conference of Mayors did not neces-
sarily represent them here today. So, I want that on the record, be-
cause the impression was today that all mayors across the country
want some kind of a guarantee and the reason they say that is that if
we start this program, there will be no end to it, that every city, once it
begins to have problems, it is much easier for the city coumcil and the
mayor to fluff it to the Federal Government, and we are already in deep
trouble, as the Secretary kno-ws, trying to finance a deficit this year
created by this Congress that is going to run anywhere from $75
billion to $90 billion add-on deficit.

It has not improved unemployment, as we were told it would. It
has not solved that problem. And so I think that you ought to be com-
plimented for answering many of the hard questions that Congress it-
self does not want to answer.
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Now, to what extent do you think that the-either the guanrantees or
any grants to New York City or to other cities, and if we made it
available for one, we would have to make it available for all, and there
would be other cities in here-what effect would that have on the po-
tential borrowing problem that we now have in the marketplace by
the Treasury to either refinance our old debt that we have now, that
now exceeds $500 billion, or any new debt that this Congress creates,
what effect will that have on the marketplace if we add some more that
we are going to have to finance or guarantee?

Secretary SIMfON. Congressman, the answer to that is so obvious,
because the problems that we warned about f rom the Treasury Depart-
ment last January, February, and March have already arrived.

Our effect on the financial markets, on interest rates, on crowding
out, on the ability of small- and medium-sized businesses to borrow, is
enormous. We have squeezed all but the top priority borrower out of
the marketplace. That is the small fellow. That is being inhumane, as
far as the American people are concerned, because those who have the
ability to borrow, usually the people better off, are the only ones that
have access to the marketplace.

Representative ROUSSELOT. I appreciate your comment. I also appre-
ciated your comments to several Senators who talked about this out-
flow to the suburbs, and to say that the increased tax policies have had
no impact on that, of course, is false. It has had. And we always hang
it on the corporations, and we think that they are not made up of
people. Those are people that work, have to pay taxes, and the corpora-
tion then passes that cost on to the consumer. So it does affect the con-
sumer. But we are not willing to admit that, somehow. We think it is
magic.

I want to compliment you. I have to go vote on an amendment relat-
ing to the Panama Canal, and I do not want to miss that vote, but I
do want to say that I appreciate your telling us that some of the com-
ments that were made here today concerninog the essential services.
and none of us advocate default for New York City, but the essential
services are basically guaranteed bv the cash flow that most of these
cities already have, certainly New York City. and unlike some of the
testimony, these would not be shut off first. Is that your understandingiw

Secretary SneroN. That is. correct. It is the-short note area that would
be impacted and probably have to be rescheduled.

Representative ROUSSELOT. I appreciate your comments. and I want
you to know all the mayors are not here saying absolute disaster will
occur if we do not have some kind of a Federal guarantee program.

Thank vou, Mr. Chairman, and I am glad to have you and Mr. Simon
go up1 to New York and trv to run it.

Chairman IHUMIPHREY. We will take care of that.
Secretary Simon, I just want to summarize here. I do appreciate

your patience today and your willingness to stay for this long- session,
but this is a matter of Crave concern, as you can see by the attendance
here by this committee here today.

First of all, I want to compliment you oii being able to get out such
aln attendance. particularly of the minority. They do very well.

Secretary STMrON. We worked hard on it.
Chairman H-mrPnREY. But the majority turned out in pretty good

numbers, too. This has been. too. one of our best hearings, with a cer-
tain amount of fire and heat and I hope some light.
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I just want to run down-first of all, place in the record, for our
purposes, the completeness of the record, table 6 of the tax-exempt
and taxable yield ratios, to which I alluded and referred and to which
you commented, from the municipal market developments and all per-
tinent provisions that related to it

Also, a copy of the presentation by the mayor to President Ford
today on the New York financial crisis, which lists some 11 measures
which the city of New York has taken to put its house in order, and
I might add, some very severe measures, which ought to be included in
the record.

[The material follows :]
TABLE 6.-TAX-EXEMPT AND TAXABLE YIELD RATIOS

[Tax-exempt as a percent of taxable yield]

Intermediate Long
Short
term Aaa Aa A Baa Aaa Aa A Baa

1974:
September--B 50. 7 --- 57.6 61.0 50. 0 64. 6 63. 4 61. 8
October- 51.6 55. 1 54.9 54.0 55.3 66.0 66.0 66.6 ----
November -50.3 59.4 58.4 55.5 54.4 71. 1 70.4 68.0 --
December -49. 4--- 66.0 58. 1 -- - 69. 9, 72. 4 74. 3 --

1975:
January -- 52.7 59.7 64.0 62.8 51.5 74.1 76.4 73.5 --
February -- 53.3 58.0 62.0 59.9 50.8 69.6 70.9 69.9 --
March 53. 0 62. 8 66. 5 64. 7 57. 5 72. 1 68. 2 70. 3
April -56. 9 61. 3 65. 4 64. 0 57. 7 70. 8 72. 0 68. 5 67. 5
May 54. 3--- 65.4 62.9 53.7 71.9 69.4 73.1 69.3
June - ---- ---- 51.3 58.8 67.4 65. 1 58.0 71.4 75.2 76.0.
July 53. 3 59.5 65.8 62. 1 57. 8 72. 5 70.4 77.9 65. 7
August . . . 54.9 66.2 59.2 56.4 ----- 71.8 73.5
September . . . 52. 7 63. 9 64. 0 60.1 . .69. 2 72. 0 75.9
October . . . 52. 7 58. 0 58.9 62. 9 54. 0 72. 9 75. 9 80. 9 -

Note: A different method of calculating the taxable-tax exempt ratio of yields for intermediate issues is used for the
lst time in the publication. The intermediate yield for corporate and municipal offerings is the mosn of yields for new
issues during the month of reference. Shifts in the intermediate ratios from last month may in small part be due to the
change in methodology for calculating the ratio; however the effect of this change is considered insignihcant.

Sources: Short term: "Federal Reserve Bulletin, Bank of America Quote Sheet"; Intermediate: "Daily Bond Buyer,"'
Rand & Co.-"Yields on Municipal Issues"; Long term: "Moody's Bond Survey."

PRESENTATION TO PRESIDENT GERALD FORD ON NEW YORK CITY'S FINANCIAL
CRISIS BY MAYOR BEANIE

STATUS OF NEW YORK CITY AND STATE FINANCING

Financial plan
New York City is presently operating under a 9Wday $2.3 billion emergency

financing plan enacted by the State Legislature on September 8, 1975. This plan,
which extends the State's financial credit to its own credit limits, consists' of the
following:

1. $750 million loan from the State to City through purchase of Municipal As-
sistance Corporation (MAC) bonds.

2. $250 million bank purchase or underwriting of MAC long-term bonds.
3. $1,005 billion purchases of MAC notes by various State and City pension and

insurance funds and City sinking funds.
4. $156 million rollover of City securities by commercial banks.
5. $150 million in prepayment of City real estate taxes.

Emergency control board
The legislation also established an Emergency Financial Control Board of seven

members (the Mayor, the Governor, the State and City Comptrollers. William
Ellinghaus (Pres., N.Y. Telephone), Albert Casey (Pres., American Airlines)
and David Margolis (Pres., Colt Industries). The Board is empowered to estimate
the revenues of the City and approve a financial plan. In addition, the Mayor
must present to the Board a revamped three-year budget plan which would be in
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balance for fiscal year 1978 under amn expenditure ceiling of a 2-percent growth
on controllable items.

New York State has now extended itself to the limits of its fiscal capabilities.
According to Standard and Poor's ". . . While its (the States) maneuvers up
to now appear to be xvithin its financial capabilities, any additional efforts most
certainly will strain the State's resources, have a compromising effect on its fiscal
integrity and jeopardize its double-A high grade credit rating." It praised the
State's "heroic attempts" to stave-off default, which "should be well appreciated
by all."

Timetable
The State financing plan carries through November 30. From then on the

city must reenter the market on its own. We have a cash-flow need of $400 million
for December, $1.36 billion in January, with an additional $1.82 billion needed
in notes issued before the end of this fiscal year.

MAJOR CHANGES IN NEW YORK CITY BUDGET AND MANAGEMENT

At the last White House meeting, it was suggested that New York City should

raise the subway fare and institute tuition at the City University. Although
neither of those actions are within the power of the mayor, both have been
acted upon. In addition, other major steps have been taken at the direction of
the mayor to institute changes over a short period of months that would normally
take years to accomplish.

1. There has been a $1 billion cut in services in this year's budget, of which
$400 million is due to layoffs.

2. There has been a wage freeze instituted for all employees.
3. There is a firm commitment to a ceiling on expenditures with no increases in

taxes.
4. A new Mayor's Management Board has been established to recommend

changes in the city's administrative process and to develop greater productivity.
The board is composed of major corporate executives and chaired by Richard
Shinn, president of Metropolitan Life Insurance.

5. A Temporary Commission on Long-Term Financing has been established
by the mayor, composed of leading experts in urban policy and financing, to
develop methods of financing for the city in the future.

6. There is underway a major reorganization of city agencies, including dis-
mantling of the so-called super administrations, and in some cases the elimina-
tion of entire departments.

7. A new accounting system is being implemented to conform to the State
controller's manual.

S. Items appearing in capital budget appropriations for operating expenses
are being shifted back to the regular operating budget.

9. The Metropolitan Transit Authority has raised the fare to $0.50, more
than a 43-percent increase.

10. Although the board of higher education has voted to retain a free tuition
policy, the equivalent city tax levy funds for the City University has been cut
$32 million by the mayor. An additional $32 million reduction takes place from
State funds because the aid program has a matching requirement.

11. In addition, a new deputy major for fiscal affairs has been appointed by
the Mfayor. Ken Axelson, vice president of J. C. Penney, has joined the city to
develop the fiscal plan to be presented to the Emergency Financial Control Board
and to be in charge of all fiscal matters for the mayor.

FUTURE FINANCING PROBLEM

New York City's expense budget for this year and the following two years
must, by the new State law, be limited to a 2 percent growth, except for un-
controllable items, and be in balance.

In spite of all these measures-and according to many, if not most, bankers,
financiers, and economists-no matter what additional cutbacks are instituted,
there is a grave question as to whether New York City will be able to reenter the
public market in December or January. Therefore. Federal legislation is needed
for the City to be able to market its securities on its own.

Even if the City was compelled to default, and for the sake of discnssion it
had no adverse affect on the country's economy, New York would still have to
finance necessary payments for minimum daily expenses for police, fire protection.
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education, health and other vital services. Therefore, the Federal government
would be faced with the same decision after a default, as it faces today. Since
there is at least the possibility that a default by the City and State will have
an adverse economic effect on the nation's recovery program, and since the
Federal government will in any case be faced with the same need for financial
support for the City, it is logical and practical for such intervention at this
time. Waiting until after a default by the City and possibly the State. would
compound the overall problem and probably require a larger Federal role than
would be necessary at this time. Clearly that was the case with the Penn Central.
where bankruptcy not only did not solve their problems but required federal
loan guarantees several months later. In addition, the Federal government is still
supporting the financing of the rail system.

Presented today are two proposals which would provide the City with the
necessary support. Each contains strict limitations concerning application for
assistance and would therefore be directed only to those cities, counties, states
and businesses which are vital to our economy and cannot obtain credit from
the private sector, or from a higher level of government.

OUTLINE OF PROPOSED LOAN GUARANTEE LEGISLATION

New York City needs some kind of guarantee for its notes and bonds in order
to reenter the financial markets-whether it be the tax-exempt or taxable market.
One possible solution would be a Lockheed-type loan guarantee for which legis-
lation is necessary. Any such bill should include the following points:

1. It would be beneficial for the rest of the tax-exempt market to have such
guarantees only for taxable obligations (such as contained in the Housing and
Community Development Act of 1974). This would prevent New York from being
placed in a position superior to other local governments remaining in the exempt
market. It would also close a significant tax shelter, i.e. MAC bonds at 11 per-
cent tax free. Finally, it would provide relief for a "tight" tax-exempt market
by removing for a period of time, its largest borrower.

2. In order to receive guarantees any City would have to meet several important
criteria, including: (a) Nonavailability of credit from the private sector or from
the State; (b) evidence that revenues are sufficient to cover repayment of princi-
pal and interest; (c) evidence that budgets will be balanced by real revenues for
a number of years; (d) that only full faith and credit obligations would he
eligible for guarantees. This would ensure that the Federal government would
have first call on all revenues in the case of a default.

3. There should be the option of providing an interest subsidy for the taxable
obligations in order to lessen the burden of debt service costs, a significant part
of the City's budget. Previous studies by the Treasury Department show that
such a subsidy would actually cost the Federal government less than allowing
the security to remain in the tax-exempt market.

'4. There should be a clear statement that this in no way endangers the tax
exempt status of obligations issued by local governments which are not seeking
such guarantees.

OUTLINE OF PROPOSED RECONSTRUCTION FINANCE CORPORATION (RFC)

An alternative proposal to direct loan guarantees for taxable notes would be
the creation of a 1975 version of the Reconstruction Finance Corporation (RFC).
This mechanism, which assisted businesses and local governments during the
Depression Era with more than $50 billion in loans and loan guarantees, has
received much support during the past eighteen months.

Such an RFC bill should include the following points:
1. The program should be for all eligible cities and businesses and not limited

just to assist New York City.
2. Such assistance should preferably be in the form of direct cash loans, at

a favorable rate of interest, to the applicant. The Treasury Department seems
opposed to guarantees of obligations because it would make Federal securities
more difficult to market, which is particularly important when the Federal deficit
is so large. It is felt that a direct cash loan would be less inflationary since the
Treasury would be able to decide when to issue financing for the loan and could
Spread the payments over a period of time more advantageous to the financing
of the Federal debt.

3. The RFC might be given power to "tap" the Treasury Department, rather
than creating its own "off the budget" fund. This would make all activities of
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the RFC and individual loans subject to the Congressional appropriations

process, thereby showing the Congress and the people just what the effort is

costing. This would contrast greatly to back-door financing whose impact on fiscal

matters is difficult to determine.
4. Although the grant of authority to the RFC by the legislation should be

broad, it should also be clear in its mandate concerning terms for granting of

assistance. Balanced budgets, full faith and credit of the borrower, and other

criteria would have to be strictly enforced. If these criteria were strong enough,

the number of applicants for assistance would be limited to only those in

emergency need of the RFC's help.

Chairman HuPrHnREY. Much has been said about what New York

City ought to do, but not enough has been said about what it has
done.

I also include in the record, f rom the American Banker, the publica-
tion of the banking world, the article of September 22, 1975, entitled

"Agencies Find 100 Banks Possible Problems If New York City

Defaults: Ripple Effect Seen," and this article relates to the other

commentary of Mr. Wille of the Federal Deposit Insurance Cor-

poration, and he says in short, "What is 'worrisome to some regulators
is the impact of a New York collapse on municipal securities markets

in general and on banks that may be holding obligations of towns

and cities that sufer from a ripple effect. My concern is not so much
with the holdings of the New York City banks, but with the potential.

"Regulators," he said, "generally feel the problem is containable, but
they are still dealing with unknowns."

And then he went down to talke note of the fact that in various

parts of the country, the fact that banks in various parts of the

country could be seriously affected, is one of the facts of the defaults
of New York City's bond market for New York City bonds.

[The article follows:]

[From the American Banker, Sept. 22, 19751

AGENcIES FIND 100 BANKS POSSIBLE PROBLEMS IF NYC DEFAULTS:
RIPPLE EFFECT SEEN

(By Robert Dowling)

DURANGO, COLO.-About 100 small-to-medium-sized banks in various parts of

the country could become potential regulatory problems if New York City defaults

on its notes and bonds and an undetermined number could suffer from ripple

effects, according to a confidential assessment of the impact of a New York col-

lapse prepared by the government's three Federal banking agencies.

The assessment, which agencies prepared from examination reports, and in the

case of the Federal Deposit Insurance Corp.. from a survey last month of the

9,000 commercial and savings banks it regulates, formed the basis for Treasury

Secretary William E. Simon's assurance to Congress last week that no major

banks would be affected by a New York City default.
The Simon statement, contained in a letter to Sen. Hubert II. Humphrey, D.,

Mminn., the chairman of the Joint Economic Committee; referred to "certain smaller

banks that may face material capital reduction," but did not mention the number

and wide geographical distribution of the banks that would be affected.
Details on the FDIC portion of the study were made known here Friday by

Frank Wille, the agency's chairman, who told bankers attending a western

regional FDIC meeting that his agency believes about 60 state-chartered banks

that are not members of the Federal Reserve System could be seriously affected

by a New York collapse.
Over-all, he said, Federal regulators now believe about 75% of the nation's

banks fall in this category. That figure worked out to around 100 banks in all,

FDIC officials pointed out.
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* * * * * * *

To date, 8,089 banks of the 8,889 banks and savings banks surveyed have re-
sponded. Fifty-three of the banks have obligations exceeding half their capital
and surplus. Twenty-five of those banks reported New York City notes and bonds
total more than 70% of their capital, according to Paul M. Horvitz, the agency's
research director.

While "not a trivial number of banks," the figures tend to discount previous
undocumented statements that a large number of banks might be injured by
a New York default, he pointed out.

More surprising, the agency official said, is the fact that banks holding New
York City obligations generally are scattered around the country. He said
this probably resulted because New York City obligations generally hold at
higher yield than other municipal securities and thus, were attractive invest-
ments for many banks.

What is worrisome to some regulators, Mr. Wille said, is the impact of a New
York collapse on the municipal securities market in general and on banks that
may be holding obligations of towns and cities that suffer from a ripple effect.

"My concern is not so much with the holdings of New York City banks, but
with the potential," he said.

Regulators, he said, generally feel the problem is containable, but are still deal-
ing with unknowns.

He said the question was whether other municipalities might be unable to roll
over debt in the event of a New York default and thus, find themselves in a default
position too.

Banks as an industry are large holders of municipal securities. Regulators
estimate bank holdings of municipals currently range between 12% of their assets
and are equal to twice their capital.

The FDIC chairman said no regulator expects banks to take 100% loss on their
New York holdings in the event of a collapse and that Federal banking agencies,
like the Federal Reserve Board, are ready to step in to support banks if they get
in trouble. He assured bankers attending the meeting, many of whom do not
belong to the Federal Reserve, that they would be eligible for Fed loans, like
member banks, if an emergency situation developed. He said there is "a clear
understanding that the discount window" of the Fed will be "open for nonmember
banks."

Federal regulators already have assured Congress banks can delay writing
off their losses for six months in the event of a default, he pointed out, and lie said
they agreed with Mr. Simon's contention that no major bank would be seriously
hurt by a New York collapse.

Congress until recently has tended to view the New York situation as an eastern
problem and has shown little interest in backing proposals of New York law-
makers guaranteeing city's bonds or provide Federal help in other ways.

The fact that banks in various parts of the country could be seriously affected
might change that.

FDIC officials said banks reporting large holdings of New York City obliga-
tions were in such areas as Texas, Florida and Missouri. They said some of the
banks already were on their problem list, but this might be explained by the fact
that they were banks that generally took greater risks in buying securities and
other banking activities. They emphasized that the figures compiled by the agen-
cies showed a maximum impact from a default, rather than an average.

They said there was no evidence so far that the banks were duped into buying
New York City securities by sharp underwriters.

There is no question, however, that "a fairly good-sized number of relatively
small banks around the country seem to have loaded up on New York City obliga-
tions," Mr. Wille observed.

Chairman HlumpFTREY. Mr. Secretary, I would just -want to call to
your attention a matter which we Avould like to have your official view
on. I introduced, some years ago, and have reintroduced again, what we
call a proposal for a "National Domestic Development Bank" that
would provide long-term financing of many municipal enterprises
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under strict bank rules. One of the things that I dont like about what
we are contemplating here is that we, as a Congress, are attempting
to deal with a specific matter that relates to banking. I think we ought
to have in our Government a type of banking structure that can handle
things like Penn-Central, like Lockheed, like New York City, so we
can deal with it without this argument that we have here amongst
those of us who are political officers of Government, and there is a
need for such an institution. Even you, sir, are a political officer,
because you are subject to the President's appointment and to the
Senate's confirmation, and also, as you said quite properly. once the
administration has arrived at a decision, your personal views have
to be subordinated to what becomes the official policy, even though you
may very well have expressed your personal views very effectively
within the councils of Government. And I believe that had we
adopted the proposal for a National Domestic Development Bank
which would have done for our cities and our towns what the Federal
Land Bank has done for American agriculture, which is all- today
owned, I may say, by the borrowers-the Federal Land Bank is no
longer Government owned, it is owned by the borrowers-the "Na-
tional Domestic Development Bank," in the same way, would be owned
by the borrowers in due time, because of the use of that facility.

You have indicated that we have an interdependent world. Senator
Javits, I think very properly pointed out that we have an interde-
pendent country, and we have heard testimony here today, not from
you, sir, but from others, that indicated that there is a great inter-
dependence between cities and their relatively financial and fiscal
structure and their fiscal and financial help.

Also, I cannot let this hearing come to an end without noting that
many of these municipalities today, and counties and States, are
having to lay off employees, cut back on budgets, raise property taxes,
at the very time that this administration has advocated a tax reduc-
tion and rebates. The left hand doesn't seem to know what the right
hand is doing. And then eve wonder why fiscal policy in this country
doesn't have the efect it ought to have in stimulating the economy.

All over this Nation there have been property tax increases. In many
places, sales tax increases. Most every place, excise tax increases. And
in a majority of the States, gasoline tax increases. At the very time
that the Federal Government says that the way to stimulate the
economy, and the President sends us down a message and the Secre-
tary of the Treasury supports it, that the way to stimulate the economy
is to have tax reduction. So we get tax reduction from Uncle Sam,
and we get tax increase from Cousin Fred. And it just works in counter-
point, and somewhere along the line we have to do a better job, it
seems to me, in this Federal system of ours, recognizing its difficulties,
a total overall fiscal policy.

This is why we propose very strongly this countercyclical, anti-
recession proposal. Very important legislation. And I want to say,
Mr. Secretary, there is no evidence as yet that the administration is
doing anything but dragging its feet and most likely digging in
against it.

I will be interested to see when the administration supports that
proposal, because that is needed.
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Now, it was said here by my colleagues, one of my. colleagues, that
essential services would not be cut~off, and you agreed to this, if there
was a default. I disagree with that. Either you are telling the truth
or Mayor Beame is not telling the truth. Mayor Beame said if they
could-that if they went into default, they would have to try to
borrow $1 billion between November 30 and March, and they would
not be able to get it. and if that is the case, New York City, for all prac-
tical purposes, would have to shut down, and I want to say that I
think the consequences of that would be catastrophic. That is a word
I will use in that context.

Secretary SIMON. Mr. Chairman, one thing. I would like to respond
to some of the things you said, for the record, and I will, because I
know you probably have to get to a vote also. But as far as the $1
billion that they have to borrow and the essential services are con-
cerned, that is exactly why we have proposed the amendment to the
Bankruptcy Law which presently does not provide the orderly pro-
cedure whereby a municipality, because they are not adequately
covered, can handle the essential services. Our amendment is directed
to providing the orderliness to insure that essential services can con-
tinue, indeed, without lawsuits and all the problems for the other
creditors.

Chairman HumprmEy. I understand what you propose, but really,
if I may say, if the only solution that we have for the problem that
is in this city of 8 million people is bankruptcy, then I think our
policy is bankrupt. I think it is just plain bankrupt.

Secretary SIMON. As I said, Mr. Chairman, New York City is not
and will not be in banktuptcy.

Chairman HumPHREY. I don't think it will, but I mean the admin-
istration's program for the severity of the problem in New York
City is to amend the Bankruptcy Law which, in substance merely
says that the individuals can't be suing that you have to do it-there
is some kind of collective class action, apparently.

Secretary SIMON. The problems of New York City, and the solu-
tions to their problems, we believe rests in the city and the States
themselves.

Chairman HUMPHREY. Well, we have a communication here from
a very prominent authority up in New York that says that the State
of New York can do no-can go no further. This is in the presenta-
tion made to the President today from the-according to Standard
& Poor's-I think you have related to them today-it says:

While it is the State's maneuver up to now to appear to be within its finan-
cial capabilities, any additional efforts most certainly will strain the State's
resources, have a compromising effect on its fiscal integrity, and jeopardize its
Double A high-grade credit rating.

Now, this is Standard & Poor's. It is simply saying that the State
of New York has extended itself to the limit of its fiscal capabilities.

Now, these are things-maybe they are wrong.
Secretary SIMON. No. Let's define what they are talking about. be-

cause I don't disagree with that. All one has to do is take a look at
the programs, as I related in my testimony, and the way New York
State has gone about borrowing, again contravening the will of the
people. When many States wish to borrow on a general obligation
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basis, they go to the voters and the voters say -yea or nay, and most of
the time the voters say nay, thankGod, and in New York State, for
years, when the voters voted against referendums, these moral obliga-
tion issues were set up and we saw a succession of those financial-

Chairman HUMPHREY. But those were done by the legislature,
weren't they?

Secretary SIMON. Absolutely prepared by the legislature.
Chairman HUMPHREY. And who was in charge?
Secretary SIMON. And the problem-
Chairman HUMPHREY. Who was in charge? Not Mr. Beame, not-
Secretary SIMON. We are talking about, I am talking-
Chairman HUMPHREY. I am simply saying that the. city of New

York gets itself caught between
Secretary SIMON. Wait a minute. I am talking about New York

State.
Chairman HUMPHREY. But who was in charge of New York State?
Secretary SION. The Governor and the legislature are in charge.
Chairman HUMPHREY. Yes. Them, too.
Secretary SIMON. What happened, Standard & Poor's at that time

dropped New York State's rating from triple A to double A, because
of these financial shenanigans, and they say, all right, if you are going
to continue to borrow on top of cash borrowings, we are going to drop
it to single A, but that does not imply, and this is the point I was trying
to get across, that New York State is not going to be able to borrow.
It implies that due to the fact they are not running their financial af-
fairs properly, they are not going to be rated along with the Min-
neapolises, if you will, of this world, in the higher category, the people
who act prudently.

Chairman HUMPHREY. Well, I mean, I am not prepared to argue
that case with you, except to state when Standard & Poors says New
York State has now extended itself to the limits of its fiscal capabil-
ity-

Secretary SIMON. To maintain its double A rating.
Chairman HUMPHREY. Well, not to maintain its double A rating.

It says compromising effect on its fiscal integrity. I think that you have
to take that into consideration.

Now, Mr. Secretary, we have had a long session here. We may have
some questions that we want to send you. When you submitted your
letter to me, I asked you for evaluations and analyses in detail as to
your conclusions. We did not get that. I am sure members of your
staff have that kind of detailed information that has brought you to
the conclusion that you have. You have recited your views here, but
I would like the analytical, the statistical material, because we are
going to work on some legislation as individual members and

Secretary SIMON. My staff-
Chairman HUMPHREY. I will ask the staff here of JEC to work with

your people to see
Secretary SIMON. Thank you.
Chairman HUMPHREY. If we can't get that information, and I don't

intend to let this go by by saying that deficits are created by this Con-
gress, and I remember one of my colleagues said, because I want you to
keep this in mind, that he said, and you nodded your approval, that
deficits created by this Congress have not improved unemployment and
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have not improved the economy. I have been reading these glowing re-
ports from the administration that the economy is on the road to recov-
ery and that unemployment has come down from 9.3 to 8.4 percent, and
I might add that the deficit primarily is due to lack of revenue, and
there isn't anybody that can deny that the main reason for the deficit is
lack of revenue and cost of unemployment compensation due to the
high unemployment, coupled with food stamps and welfare measures
that accompany unemployment.

So we have got a double-whammy here. You have got low revenue
intake and you have got high governmental cost, and this administra-
tion recommends the continuation and expansion of unemployment
compensation. This administration sends us a budget here and it is big-
ger than anything we have ever had, before Congress ever tampers with
it, and this administration that has preached the doctrine of fiscal
responsibility has the largest deficit in peacetime history, and this ad-
ministration that talks about the work ethic has more unemployed
people than any time since the Great Depression.

So, I just think that the facts have got to be laid out, and that is
what I am here to do, and I don't believe that once those facts are laid
out, we can walk away from them. I think we have to get people em-
ployed and I don't believe it is fiscally responsible to let them sit on
their tail and not be employed. And I think you have got to save a city
like New York, even if it is difficult. It was difficult to save Britain at
one time. We loaned her $5 billion. She didn't pay it back. And I am
an internationalist, but I am getting damn sick and tired of the Gov-
ernment of the United States thinking it can save everybody else in
the world, but when a community of over 8 million people, that no
one denies is in trouble, and not only because of its mismanagement,
when Eastern Airlines can bring people up from Puerto Rico every
day by the shipload, you are going to have problems of welfare and
economic problems in New York City for a period of time, at least.
These people ultimately will get a job. They are fine people, but many
of them come there poor and there are two cities in the United States
that have welfare costs that are not picked up-Denver and the city
of New York-and interestingly enough, the mayor of Denver is here
backing up the mayor of New York. The mayor of San Leandro, Calif.,
a totally white suburb back here backing up the city of New York.
The mayor of San Juan is here backing up the mayor of the city of
New York.

These mayors are not in a cabal against the Government. I will
tell you what they are. They are scared to death when they see 25
percent unemployment in Detroit, 14 percent unemployment in New
York, 25 percent unemployment in Puerto Rico, and I will guarantee
you when you see that, when you are a mayor of a city, you are not
sitting behind that Executive Office Building, with those big iron gates
up there. You are right out there with the folks. You talk about public
officials that are threatened, you just be a mayor of a city, you are
walking the streets. You are walking out there where the garbage
isn't collected, and somebody starts to throw it.

So, Mr. Secretary, I just appeal to you to take a look at what
Senator Proxmire talked about today.

By the way, we are going to present this legislation, and you had
better get ready to present your official view. A taxable bond with a

65-920 0 - 76 - 8
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Government guarantee, but no subsidy. I am surprised to hear the
administration come out and advocate more subsidies in light of what
I have heard in the past. An added interest treatment to insure
security-

Secretary SIMON. This wasn't more subsidy. It was a shift of a
subsidy from tax exempt to a taxable security.

Chairman HUMFHREY. It is out of the Federal Treasury.
Secretary SIMON. It is going to be out of it anyway, because the

subsidy exists today. It is a shift which broadens the municipal
market's ability to go to the taxable market.

Chairman HuMpulREy. Well, then, you ought to be supporting my
"Domestic Development Bank," and I get you haven't studied it yet.
I want you to take a look at it.

And then, third, a specific program where the city would have to
submit a balanced budget with sound fiscal controls to protect the
Government's guarantee.

Now, those are three basic features that are subject to alteration,
tighten them up, make them more applicable, but just to stand here
day after day, month after month, as the city of New York gets in
greater trouble, and not only the city of New York but thousands
of people who own those bonds, and to say that all we can do is tighten
the belt and go bankrupt, to me is like saying arsenic and old lace.

Secretary SIMON. That isn't what we are saying. We are saying
they don't have to go into default. They are not going into bankruptcy
one way or another.

Chairman HUMPHREY. Bankruptcy or default. What is the differ-
ence?

Secretary SIMON. There is a big difference.
Chairman HUMPHREY. Is there?
Secretary SiMON. Why, of course there is. Bankruptcy implies we

are not going to have essential services maintained, and New York
City is, with an adequate change.

Chairman HUMPHREY. Well, now, you and the mayor had better get
together. The mayor of that city, who has responsibility, said he has
to borrow a billion dollars to maintain essential services.

Mr. Secretary, I just respect you greatly, but I also know Mayor
Abe Beame, and I know the people he is working with. They have been
down here to see us day after day, not just the mayor's people, the
big-shot corporate directors.

lhy the way, all those banks up there that were buying all these
bonds, and everything, they ought to know what they were buying.
I am surprised that they were so ignorant. You say this situation has
been developing for a long time, and it has been developing, but
some of the greatest financial minds in the United States were con-
cocting these schemes, supposedly, up there to take care of New York,
and now they are going to put it all back together, and I don't think
they can put it back together, and if I thought they could without our
help, I would say no.

I would rather talk to vou about what is happening in the Farmers
Home Administration. That is a lousv outfit which isn't doing its job,
and it ought to do its job, like the Federal Housing Administration
ought to do its job, and the real reason it is not doing its iob is because
nobody has got them in the back room and said, I want that job done.
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I knew something about running a city and a government, and
somebody needs to take a good look at it and just call in these Cabinet
officers and say, listen, we want some housing insurance here, housing
loans, and figure out how to do it, and somebody ought to say to the
administration people, people like yourself and others of great com-
petence, figure out a way for a prudent and safe system to provide
some protection to a municipality that may be going down the drain
in default.

We cannot afford to let that happen. You know that.
Do you think that it is desirable or that it is acceptable to have

a city go into default?
Secretary SIMON. We not only think it is undesirable, and unaccept-

able. We also think it is avoidable.
Chairman HUMPIPIREY. All right. You say it is avoidable. I won't

deny that proposition, but if it isn't avoidable, what is your fail-safe
program? I mean, if it is not avoidable, if things do go from bad to
worse, and obviously New York City is not going through what you
call a boom right now.

Secretary SNIioN. They are not because the necessary actions haven't
been taken.

Chairman HUMPHREY. Let's say they take more actions, Mr.
Secretary.

Secretary SIMoN. They are going to have to, whether sooner or later.
Chairman HUirMHREY. Then, what do you do before you call in the

political morticians?
Secretary SIMON. You are not calling in a mortician. You are mak-

ing it sound like New York City is going to disappear in a whirlpool
in the East River, and that is not going to happen. The city is still
going to function. The garbage is going to be collected.

Chairman HUIMPHREY. Is it? Even when they had more garbage
collectors, they had garbage around, and-listen, when you start laying
off policemen, more police, more sanitation people, more firemen, and
you start having trouble on those streets with an international center
up there, with ambassadors running around, and what have you, I will
guarantee this Government is going to take action and take it in a
hurry, and it is going to cost twice as much. That is the system around
this town. We don't do a thing that needs to be done until somebody
is hurt so bad. I will tell you when we will do it, when the banks think
they are really going to get it, when the big shots think they are really
going to lose that money. That is when it will happen.

That is when we did something about kidnapping, when they kid-
napped somebody's kid that was really important, and that is what
is going to happen in this business.

When the little old schoolteacher who has got a tax-exempt pay-
ment-they say that is the market working its will. But, when it is
the Hanover Trust or a big outfit, a big bank, I will guarantee Arthur
Burns will say, break the waters, I am coming through. [Laughter.]

OK. Goodbye. [Applause.]
Before I close and without objection, I will place in the record a

letter, with enclosures, from Evelyn Y. Davis, editor of Highlights
and Lowlights of Annual Meetings, recommending cuts in New York
City's budget.

[The letter, with enclosures, follows:]



100

HIGHLIGHTS AND LOWLIGHTS OF ANNUAL MEETINGS,
New York, N.Y., September 19, 1975.

Senator HuBERT HUMPHREY,
Chairman, Joint Economic Committee,
New Senate Office Building,
Washington, D.C.

DEAR SENATOR HUMPHREY: As the nation's leading minority stockholder as well
as a New York City and New York State bondholder and a bondholder in some
other state tax-exempts, I recommend that in case the City and State of New
York do not make now permanent drastic cuts in their employees on the payrolls,
eliminate free tuition at City University and rid the welfare rolls of ineligibles,
default! That way they will have to make permanent cuts and, Senator Hum-
phrey, many New Yorkers including myself are getting fed up with having to
pay the highest income taxes (Federal, New York City and New York State) in
the country without receiving anything in return for it, and to have our money
given away indiscriminately.

When I speak of default I mean orderly default with Federal supervision. One
has to make sure that the rights of bondholders are being protected and that
the City of New York does not renege on its constitutional guarantee that the
bondholders have a first right to "the full taxing power of the City". There have
been talks that they are trying to pay off employees before bondholders against
the New York Constitutional provisions. This the Federal Government will have
to protect, the rights of existing bondholders who have received false and mis-
leading information from the City of New York and the Banks and Under-
writers as to the City's true financial condition ! And this should not be a
matter for the courts which will only mean a bonanza for the lawyers! Innocent
parties such as the bondholders should be assured of getting their coupons paid
and payment of the bonds at maturity at full face value! We bondholders are
just as much "innocent" parties as are some of the smaller banks with paper
losses. We bought our bonds in good face and now are faced with large paper
losses. What is needed is new legislation to protect the buyers of municipal bonds
the same way buyers of common stocks are protected by the SEC!

And Senator Humphrey I know the rest of the country at least many of our
top corporate executives do not wish Federal Aid to New York City. (I have
talked to some of them who are subscribers to Highlights and Lowlights, and
Chairmen of the Board and Presidents, not flunkies). And they believe as I do
that the worst that can happen is a short sell-off in the stockmarket and munic-
ipal bond market as well as temporary higher interest rates. Nothing worse than
that. And Senator Humphrey I am writing to you as a New Yorker and a bond-
holder, but I realize that the good of the whole country comes ahead of New
York, and that if New York were given aid now, they will never make those per-
manent cuts, and we the bondholders won't see it. but our money wvill be given
away again and other cities will ask for aid, and then there never will be a stop
to the staggering Federal deficit. . . . And also the Committee should protect
existing bondholders as to having a senior claim to the debt, ahead of the MAC
bondholders, who are trying to get some special privilege for themselves and are
trying to get a guarantee for themselves ahead of those of us who have the five
to fifteen year maturities. The Committee must see to it that we regular bond-
holders get our first claim ahead of he MAC bondholders.

Sincerely,
EVELYN Y. DAVIS, Editor.

Enclosures.
STATEMENT OF EVELYN Y. DAVIS

Gentlemen, I am speaking here today as a stockholder in 11 banks and 100
corporations. If CITICORP is allowed this floating note nonsense at 9.7 percent
what is to prevent other Banks and/or Bank holding companies from coming out
with another issue wvith even higher rates, say for instance 10.2 percent. A real
price war would emerge and our banking system would then be in complete chaos.
Just where will it end when will the bubble burst?

Small investors are being hoodwinked into believing that they are getting an
insured deposit with no fluctuations. How many do read prospectuses and the
fine print? The outflow of deposits from savings banks and savings and loan
institutions into those notes can only result in higher mortgage rates and still
more upward interest rates. A vicious circle with no end in sight. CITICORP
must be desperate that it is letting the small investor in on a supposedly good
deal. When CITICORP does something in the interest of small investors than it
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can only mean one thing: The big boys just don't want this supposedly great
deal! And the small investor will be left holding the bag as usual.

It is about time that the Senate Banking Committee makes a complete audit and
investigation of the banks that are coming out with that type of an issue. Is not
one Franklin National Bank (and I am also a stockholder there) not more than
enough for the economy to absorp. Also for bank stockholders this is not a good
deal since these notes (which really are corporate bonds) do come ahead of our
common stock.

What will happen if all investors at the same time want to get out of these
issues? How well have the possibilities of these notes been researched when Citi-
corp Chairman Walter Wriston and Citicorp President William Spencer have
been investors in the now bankrupt Home Stake Productions Company? They
had the means at their disposal to investigate before investing? Why did they
not?

The ones to benefit from these issues are not the small investors but besides the
Banks, the brokerage houses and the underwriters such as the First Boston Cor-
poration.

Certainly I personally as a sophisticated investor will not take anything out of
a savings bank where I get a seven year guaranteed effective rate of 7.9 percent
with FDIC insurance.... These notes and still higher interest rates may have
further effects on an already down stock market. The whole monetary system
and all regulations enacted in recent years are being circumvented and a stake.
Will wve have another 1929 or worse? Just where it will end? And when the com-
mercial banks, savings banks and savings and loan associations dicker amongst
themselves I do wish to bring to the attention of the Committee that in many
instances commercial bank officers and/or directors are also directors of a savings
bank or savings and loan institution.... What is needed is further federal regu-
lations in the credit market.

STATEMENT OF EVELYN Y. DAVIS, EDITOR OF HIGHLIGHTS AND LoWLIGHTS OF ANNUAL
MEETINGS, AT THE "WAGE FREEZE" HEARING HELD BY THE MAYOR OF NEW YORK
CITY ON AUGUST 11, 11975

Mr. Mayor, my name is Evelyn Y. Davis, and I am editor of Highlights and
Lowlights of Annual Meetings. I am known as the nation's leading minority
stockholder and am speaking here today as a New York City Bond Holder. I am
listed in W~ho's Who in America.

I am glad to see that you are instituting a "wage freeze." But for how long
will it last and how good can it be unless you allow independent accountants to
audit the City's books? And when are you going to take steps to reduce the
City's payroll substantially, to eliminate ineligibles from the Welfare rolls and
to make students pay for their tuition at City College?

As a bondholder I did not receive full disclosure as to the City's true financial
condition at the time of purchase and I do wish to bring to your attention a front-
page article in today's New York Times by Tom Goldstein as to comments made
by an SEC Commissioner as to inadequate disclosure by the City. You stated
that since March the City had been preparing a prospectus for bond and note
issues. But what about private investors who bought their bonds before March
1975? And where is this prospectus now?

And you have said nothing about the private small investors. All you and the
MAC Board seem to be concerned about are the Banks and the Unions. But
remember, Mr. Mayor, the Banks are not the only creditors of the City of New
York. There are thousands of small bondholders. And also you seem to care
only about the short term notes that are coming due in a few months. What
about those of us, Mr. Mayor, who have bonds with maturities from five to
fifteen years? What assurances do we have that we will receive our semi-annual
interest every six months and repayment in full of principal upon maturity?

All you and the MAC Board seem to be interested in is to receive help from the
Treasury so you can pyramid the debt. You have not yet done anything to
reduce expenditures. So far it has only been talk. A freeze is a good beginning,
but it is not enough. I agree with Secretary of the Treasury, Bill Simon, that the
City should not receive any Federal help but ought to reduce its expenditures. And
with action, not with words, Mr. Mayor, and with independent accountants
checking the results. And we cannot bear any higher taxes. I want you to know
Mr. Mayor, I voted for you because I thought as a financial man you would be
able to straighten things out. Do not let me down now.
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[From the June 23, 1974, issue of the Washington Post]

EVELYN Y. DAVIS: UNHAPPY GADFLY'S LIMITED SUCCESS

(By Deborah Sue Yeager)

"I WAS THE BLACK SHEEP OF THE FAMILY. BUT NOW I M FAMOUS AND LISTED IN WHO'S
WHO IN AMERICA' AND MY BROTHER IS JUST A DOCTOR ON THE WEST COAST"

Back in 1956, astrologist Jeanne Dixon told Eyelyn Y. Davis that one day
she'd be a person of "national prominence" in a field dominated by men. Mrs.
Davis-"Call me Evelyn, dollink"-feels the Dixon forecast has come true.

"When I left Washington 15 years ago, I was a nobody. Now I'm a nationally
known figure," she says in her thick Dutch accent.

Mrs. Davis, now 44, is in a field populated by few persons, men or women.
She is one of a handful of professional gadflies who torment corporate managers
at annual stockholder meetings.

For the past decade, she has been attending the annual meetings of the
almost 100 corporations in which she owns stock, and writes, publishes (and
sells) a review of these meetings.

Though the gadfly season is over (it lasts from March through May),
Mrs. Davis' critique of corporate behavior is on a 12-month cycle. Last week,
in an interview in her room at the Mayflower Hotel here, she listed these areas
of discontent:

The lack of minority representation on boards of directors.
The lack of adequate post annual-meeting reports with verbatim transcripts

of proceedings identifying participants.
Political donations emanating from corporate coffers. She offered resolutions

to proxy statements this year at General Motors, Westinghouse and DuPont,
among others, to force pledges of "political non-partistanship."

Mrs. Davis has achieved limited success. Some companies have voluntarily
curtailed tax deductible charitable donations, a move for which she claims
credit, although Ralph Nader and others have also argued against such donations.

She was also effective in forcing Con Edison and Macy's to list the outside
involvements of their directors in proxy statements. The move is intended to shed
light on possible conflicts of interest.

Even if her goals have not been fully achieved, she has had an impact on the
corporate mind.

Ford Motor Co., for example, was prepared for her arrival at its annual meet-
ing last month in Detroit, aware of her penchant for publicity stunts. She has
been known to arrive at meetings sporting red hot pants and New York Yankees
tee-shirts. "I'm like an actress," she explains. "You need a costume to get atten-
tion."

Ford hired a uniformed female security guard to watch Mrs. Davis. But she
managed to elude the guard and then climbed onto the stage during th'e meeting
to hand chairman Henry Ford II a newspaper clipping as camera shutters clicked.

Once she gets the attention of corporate officers or the press, Mrs. Davis can
deliv'er quite pointed critiques. She constantly refers to corporate officers below
the rank of chairman or president as "flunkies." And, in last year's review, she
wrote: "In our opinion, most of those female directors are just a bunch of jealous
old bitches and would never agree to the viewpoints of a pretty woman stock-
holder! ! !" Nevertheless, executives across the country, according to Mrs. Davis,
subscribe to her 19-page "Highlights and Lowlights of Annual Meetings of Cor-
porations" at $44 a copy, minimum order two copies.

Mrs. Davis began her unusual career in 1959, shortly after her first divorce
left her with a few shares of stock. She moved from Washington (where she had
attended George Washington University for two and one-half y'ears) to New York,
took short courses in securities and public speaking and then began her corporate
pilgrimage.

Mrs. Davis, her recent attire more subdued, appears to have been influenced by
Wilma J. Soss, a New Yorker who has been pressuring for the representation of
women on boards of directors since 1947. But little love is lost between the two.

"A cause cannot choose all the people it draws to it," Mrs. Soss said in an
apparent reference to Mrs. Davis during a recent telephone interview. Mrs.
Davis calls Mrs. Soss a "has-been."

Despite the publicity she has received and her self-described "high-tax-bracket
income," Mrs. Davis is restless. "I'm not what you call a happy person," she says.
"Otherwise, I probably wouldn't do what I do."
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In fact, Mrs. Davis seems fueled by her malcontent. "When I have nothing to
do, I get depressed-the only thing that helps me is to keep busy and involved."

Even as a child, Mrs. Davis had to fight for recognition. "My brother was the
favorite child. He became a doctor like my father," she says sadly. "I was the
black sheep of the family."

"But," she says proudly, "now I'm famous and listed in 'Who's Who in America'
and my brother is just a doctor on the WVest Coast."

After 15 years in New York City, Mrs. Davis is debating a return to Washing-
ton. She claims she needs new challenges. However, she acknowledges, some
financial motives lie behind the proposed move.

"The unincorporated business tax in New York is a killer," she says, "and, with
the difference in income taxes between New York and Washington, I can live like
a queen here."
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HIGHLIGHTS AND LOWLIGHTS OF 1975 ANNUAL MEETINGS OF CORPORATIONS.---.12TH ANNUAL
REPORT

By Evelyn Y. Davis

FOREWORD BY THE EDITOR

1975 has been VERY interesting for corporation stockholders. Foremost has
been the large percentage of votes FOR political contributions type of
resolutions including those re-affirming political non-partisanship and
disclosure of any contributions.

For the first time the subject of LEGAL FEES has been dealt with extensively.
Most corporations (see page 7) WILL disclose these figures in response to
questions. But will they rotate their outside counsel?

A dismal 1975 EUROPE with run-away inflation has been visited (page 8).
1975 Washington trying to recover from the Watergate area (see page 6) and
New York in the midst of a financial crises have received special attention.
(see LETTERS TO THE EDITOR).

Copies of this publication are $54-each prepaid. Minimum order is for two
copies. First class postage and tax included. PROMPT delivery guaranteed.

This publication is strictly copyrighted and a copy has been filed with the
Securities and Exchange Commission in Washington, D.C. The Commission has
not approved or disapproved or passed on the merits of any of the matters
herein and has no authority to do so.

We do welcome comments from readers...

By Evelyn Y. Davis, Editor
HIGHLIGHTS AND LOWLIGHTS OF ANNUAL MEETINGS
871-Seventh Avenue, Room 708
New York, New York 10019
(212)757-3889 or (212) Circle 73900 Ext. 708

© 1976 Evelyn Y. Davis
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LETTERS TO THE EDITOR

Dear Evelyn:

In view of the precarious financial
situation in New York City what
measures should be taken in your
opinion?

Signed: Government Official

Editor's Reply:

Many New York voters including
myself had voted for Mayor Beame
thinking that as a financial man
he would be able to clean up the
mess. Boy did we all get let-
down!!!!!!!'
City and State payrolls will have
to be trimmed; students will have
to pay for their education at City
University, a wage and hiring
freeze should be instituted. Non-
essential services should be
abolished and dollar a year men
should disclose their dealings
with the City and State.
Under no circumstances should the
Banks allow the City to default on
its obligations to bondholders.
In the press one only reads about
the Banks and the Unions, nothing
has been said sofar about the
plight of the individual bond-
holders, the small investors in
the City (and State) tax-exempts!!
They are just as much creditors as
the Banks and INSIST on payment.
That comes first; the protection
of EXISTING bondholders!!!!!!!!!!
AND NO HIGHER TAXES.

FOR FULL DISCLOSURE:
Evelyn Y. Davis owns $15,000 in New
York City Bonds with maturities from
five to fifteen years...............

In the last election we also voted
for a Republican President and a
Democratic Governor. We vote the
split ticket believing in the best
man (or the lesser of two evils) at
the time of the election!!!

Dear Evelyn:

You have properly identified the
fundamental problem New York City
faces: The scope and variety of
services provided simply cost more
than the City receives in revenues.
Any real solution to the City's
financial difficulties will require
meaningful reductions in expenditures.
You are also on target in suggesting
that more or higher taxes is not an
a-ternative. Such action would deter
investment in the City and ultimately
weaken its economic ba;se.
Thank you for the copy of IIIGIIHTIITC,
AND LOWLITG1TS. ] enjoyed it.

Sincerely yours,
Bill Simon

(Secretary of the Treasury)
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1975 WASHINGTON

1975 Washington deserves an A for effort to try to recoup from Watergate. The
atmosphere is changing and one has to look to the future and forget about the
past. Definitely SOME effort is being made to improve the lot of stockholders
and taxpayers. We congratulate Treasury Secretary Bill Simon for his courage
to present to the House Ways and Means Committee a proposal to pare corporate
dividend taxes, as well as a proposal to permit individuals to put some of their
income into savings tax-free!!!! It is about time that the double taxation on
dividends ends and that savings should be encouraged!!!!!!

We also do approve of his tough stand on the New York City financial crises!!!
After all if the Treasury were to help New York, other cities would follow and
we might as well capitulate to socialism if that happened. But existing bond-
holders should be protected!!!!!!!

Most glamorous social event of 1975: The ABC-Columbia Pictures SPECIAL televised
from the Kennedy Center and EVERYBODY was there including the President, the
Cabinet, announced Presidential Candidates, Senators, Congressmen, local social-
ites and MOST of the Kennedys. Yes, Evelyn was impressed by THAT event. If
nothing or NOBODY can impress one anymore then what is the meaning of life?
Top Embassy shindig this year: Saudia Arabian reception for their visiting
Finance Minister!! Most interesting people in D.C.? Those who leave something
to the imagination!!!

Stockholder meetings attended by EYD in the D.C. area: Martin Marietta, Riggs,
The Washington Post Company and Comsat. At Comsat Director Melvin Laird, a
former Secretary of Defense stayed only a few minutes and then left. If he
wishes to be a director of a public company he ought to learn to show some
courtesy to stockholders and management!!!

We do hope that the Washington Star-News does not fold. Certainly there ought to
be at least two competing newspapers in a market as important as Washington. Even
if one does not agree with everything in a paper, the very nature of competition
can make the other paper that much better. Competition and striving is what
gives one the will to live, to go on and to excell!!!!!!!!!!!!

We do note progress on the D.C. Subway System. Nice to be able to go from the
Mayflower area to National Airport in less than 10 minutes or to Union Station in
less than 5 minutes!! When is a good time to move away from New York City, or
shall we say BROKE CITY? Perhaps after the 1976 elections when the air has cleared
and the new administration comes in. Even, suppose President Ford gets re-elected
you do not for one minute believe that he won't make changes in the Cabinet and
the Regulatory Agencies? And of course, if the Democrats make it, changes will be
even MORE drastic.

We do maintain our strict political neutrality. We find some things to agree and
disagree with both Republicans and Democrats. Who cares whether a man is a
Democrat or a Republican? As long as he is VERY, VERY important!!! Perhaps that
is where our strength lies. In our total INDEPENDENCE. No one really knows how
Evelyn stands on CERTAIN issues!!! Keep them guessing!!!!!
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LEGAL FEES

In answer to questions put by Mrs. Davis at many annual meetings it was disclosed

how exorbitant and unnecessary some of those "legal fees" really are!!! It is

well-known that lawyers make business for other lawyers. Should not the auditors

and the board of directors make a complete check of ALL financial dealings of

corporate general counsels who are in a position to "farm out" hundreds of thousands

or in many instances millions of legal business each year to several outside firms?

Could not a lesser-known firm do the same job for MUCH, much less. How much liti-

gation can really be settled out-of-court in a friendly way? How much are corporate

chairmen and presidents "intimidated" by lawyers who are trying to convince them

that their services are necessary? Probably over half of all legal fees could be

eliminated. Let law firms put in competitive bids instead of being chosen by the

corporation's general counsel.

How much in legal fees are really disguised "political contributions" given to

firms who do have politicians or ex-politicians as partners?

Many corporations unfortunately have lawyers on their boards who influence the

choice of outside counsel (usually their OWN law firms). Generally, the more

lawyers on the board the more legal fees!!!! Prime example: Travelers with seven

lawyers on the board had 35MILLION in legal fees last year!!!! Some legal fees

disclosed in response to questions at annual meetings:

A.T.T. 12.5Million United Technologies 1.2Million

General Motors 11.5Million General Foods 1.6Million

Ford 7.5Million ABC 1.5Million

Exxon 5.2Million Manufacturers Hanover 1.5Million

Con Edison 4 Million Bankers Trust 1.2Million

Westinghouse 6.9Million Gulf & Western 1.2Million

J.P. Morgan 6.5Million Chemical N.Y. 1.3Million

Citicorp 5 Million Washington Post Co. 1 Million

Warner Lambert 4.7Million Norton Simon Inc 1 Million

Pfizer 4 Million Martin Marietta 780,000

RCA 3.7Million Loew's 550,000

Sperry Rand 3.4Million Comsat 500,000

CBS 3 Million American Shipbuilding 400,000

Chessie 2.4Million N.Y. Times 300,000

Dupont 2.5Million Riggs Bank 279,000

Time Inc. 1.8Million Macy's 150,000

IBM and Chase REFUSED to give out their exorbitant legal fees!!!!!

Of the 35Million spent by Travelers $385,000 went to a Houston law firm

of which a company director and former Governo7- John Connally are partners!!!

Norton Simon, Inc. CONCEDED to our PIONEER RESOLUTION as to the principle of

rotation of legal firms (outside counsel) so therefore the resolution was withdrawn.
..... GREAT VICTORY HERE.....
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THE CHANGING EUROPEAN SCENE

Europe compared to our 1966 and 1970 jaunts is UNBELIEVABLE to say the least!!!
Really unless one has to go for business forget it!! RUN AWAY INFLATION is the
order. If one went once years ago and had good impressions, let those memories
linger unspoiled and untouched.

Strikes were everywhere. When EYD was in England the Channel and Irish ferryboats
were out, a national railroad shutdown was THE talk and some airlines were not
flying out of London. Evelyn met former Prime Minister Edward Heath on the plane
and donated a copy of HIGHLIGHTS AND LOWLIGHTS. Believe you me, this man does need
charity. A Britisher on the plane said he is now a "nothing". And the National
Health Service does not work in England. Evelyn had to consult a doctor and since
she wanted to see him the same day she had to pay plenty. British patients in the
physician's waiting room said the same that in order to get prompt and good service
one had to pay, although they were registered with National Health... It is another
form of extra taxation for those who already pay the most in taxes.....

In Milano (and all over Italy) there was a hotel and restaurant strike. Instead
of eating some "great" Italian food there was ON.: pizza parlor open near the
station and for tourists only. Even the first class reastaurant in the railroad
station was closed. Really there are plenty of good restaurants in New York and
Washington, and one does not have to worry about the water, salads and fruits. We
did stock up in Europe on enterovioform, the famous anti-diarrhea drug which was
taken off the market here in the U.S. How come a drug which can be obtained in
many foreign countries without even a prescription was taken off the market by
the FDA? Perhaps pressure from domestic competitors? Large campaign contributors
have to be served!!!! One still has to look out for padded bills and watch one's
change. Hotels in London start at $60-and in Paris at $80-. We recommend highly
for business travelers to wear a money belt when in Europe, one large enough to
hold credit cards as well. And please do leave the gold watch home!! Before
entering a taxi DO ask for an estimated fare. Even on an expense account, does
one want to be taken for an Idiot? At the table only accept unopened bottled water.

St. Moritz was a ghost town in the beginning of June, strictly off-season. The
best way to see Europe and England if one feels one HAS to go is by first class
Eurailpass and Britrailpass. Frequently the countryside hold more charm than the
cities one already has seen. Remember if one han seen one castle, cathedral or
garden, well the others are pretty much alike. When in London one ought to go
though to Windsor Castle and to Stratford and perhaps Edinburgh if time permits.
The scenery in Switzerland still outdoes anything else in Europe. In Germany one
gets again the idea of unrest and run-away inflation.

Chairman and Presidents ought THEMSELVES to take a closer look at continuation of
European business operations in those countries where labor has priced itself out
of the market. Make your business trips UNANNOUNCED and find out for yoiirselves,
do not leave those important business decisions up to flunkies who may have
investments on the side in European-(and other) supplier and consulting firms!!!!
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DIRECTORS

Certainly great improvement has been made in attendance of directors at annual

meetings, especially after we introduced the "absentee directors resolution."

For instance, at CBS this year in New York only one absentee versus four at

last year's Atlanta meeting.

Votes received on the requirement to make directors attend annual meetings

mandatory were as follows: (Figures are approximate percentage of shares voting

FOR resolution.)

Madison Fund 25 %

National Aviation 22.2%

Con Edison 22 %

General Public Utilities 13.8%

Bankers Trust 5.5%

CBS 3.1%

Unmarked proxies should not be counted automatically against resolutions.

This cannot happen in a political election; why should this despicable practice

be allowed in the corporate electorate? Lewis and John Gilbert did introduce

some resolutions on this subject. EYD may use this proposal from time to time

at some other corporations!!!!

The executive compensation resolution received less than 3% at J.C. Penney.

Directors on their own ought to take the initiative and limit compensation!!

Many corporations now do give out business and charitable affiliations of

their directors in the proxy statement. We are only interested in the

PRINCIPAL charitable affiliations. We do not care whether you are on the

board of your church or synagogue's baseball team. We only play the MAJOR

LEAGUES!!!!!

This resolution received 8.9% at FNMA, 3.5% at Loew's and over 3% at

Alexander's!!

At I.T.T. a resolution to let officers retire at 65 was presented by the 68

year old Mr. Gilbert.

We do believe that once a director has retired from his own corporation he

should no longer be on the board of directors of that corporation or any other

company. Let his successor "inherit" those positions so that the company in

question can still be represented on the various boards. Boards of Directors

should not become senior citizen clubs, or retirement homes. By the way we do

feel that those directors (over 65) could make valuable contributions in the

whole area of gerontology and at THAT time ought to serve on the boards of

charitable institutions, instead of giving their time during their employment

by corporations, to those organizations.
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CONDUCT OF THE MEETING AND ARRANGEMENTS

There is no better reason for the Treasury Department to completely cut ALL
aid to the Penn Central and to nationalize perhaps the railroads than the
despicable conduct of that meeting. No one else is THAT bad!!!!! At Chessie
System the chairman tried to railroad the meeting through and stockholders
received an UNWELCOME. This meeting was loaded with company stooges. The
usual way one can recognize stooges: (1) They usually are there early, long
before the meeting starts, (2) they sit near a microphone usually close to a
speaking stockholder, (3) they usually leave before the meeting is over, after
they have done their "dirty work" of attacking a speaker by stating "how long
the meeting seems to be taken up by CERTAIN stockholders or that a "timelimit"
ought to be imposed on speakers. (4) Invariably they are post-menopausal women
or elderly impotent men usually ex-employees!!!

One jealous old bag at J.C. Penney admitted to EYD after interrupting her
frequently that she had two sons working for the Company. (Well-reported in
Woman's Wear Daily.) At General Foods the elderly stooge said he was from
Coral Gables, Florida, right in God's Waiting Room!!!! Similar despicable
characters tried to interrupt speakers at Exxon, CBS, GM, Westinghouse, IBM and
a few other places. Frequently company lawyers or public relations jealous
women train these dying vultures in what to say and when. Invariably their
remarks are the same and they do say their "lines" when coached at certain
times. They fool no on, including the experienced press!!!!! For what
chairmen get paid they certainly can put up with questioners once a year. In
spite of interruptions EYD came up with sensational answers to her questions
at Exxon and GM. Evelyn's query at Exxon resulted in a Senate Investigation
of the company's political contributions!! Could not happen to a company with
any worse stockholder relations!!!

If General Motors chairman Tom Murphy wishes to impose time limits then let
him do it impartially; the same goes for General Foods chairman Jim Ferguson
(although these two meetings were improvements over last year). Walter
Wriston, Citicorp chairman still lags behind his competitors. Stockholders
were subjected to amateur searches before the meeting; women had to open their
pocketbooks, but the woman director of Citicorp did not!!! This is discri-
mination!! No other corporation had such "security" measures. At Martin
Marietta the question period was preceded with lengthy presentations by five
divisional vice-presidents!! No other company does that!! Short presentations
by the chairman or the chairman and president are the rule with MAXIMUM time
set aside for the question periods...

Those companies who try to limit questions or allow others (mostly stooges) to
interrupt speakers, perhaps they would like it better if Mrs. Davis speaks
against them in Washington before Congressional or Regulatory Hearings??????
Take your coc!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!

Some well-conducted meetings included:

COMPANY CHAIRMAN
ABC Leonard Goldenson
American Shipbuilding George Steinbrenner
Arlen Realty Arthur Cohen
Bankers Trust Alfred Brittain
Chase Manhattan David Rockefeller
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CONDUCT OF THE MEETING AND ARRANGEMENTS (CONTINUED)

CCMPANY

Chemical Bank
Columbia Pictures
Comsat
Con Edison
Dow Jones
Dupont
Ford Motor
Gulf & Western
IBM
Loew's
Macy's
Madison Square Garden
Manufacturers Hanover
Martin Marietta
J.P. Morgan
National Aviation
New York Times
Norton Simon, Inc.
Pfizer
Proctor & Gamble
RCA
Riggs Bank
Sperry Rand
Time, Inc.
Travelers
United Technologies
Warner Lambert
Washington Post
Westinghouse

CHAIRMAN

Donald Platten
Leo Jaffe
Joe McConnell
Chuck Luce
Bill Kerby
Irving Shapiro
Henry Ford
Dave Judelson
Frank Cary
Larry Tish
Donald Smiley
Alan Cohen
Gabe Hauge
Donald Rauch
Ellmore Patterson
Ted Walkowitz
Punch Sulzberger
Dave Mahoney
Ed Pratt
Ed Harness
Bob Sarnoff
John Christie
Paul Lyet
Andrew Heiskell
Morrison Beach
Harry Gray
Burke Giblin
Katharine Graham
Bob Kirby

LOCATION AND TRAVEL

Pan Am and U.S. Steel met in San Francisco, UAL and A.T.T. in the Los

Angeles area, Merrill Lynch in Seattle, GM and Ford in suburban Detroit,

Chessie: White Sulphur Springs, American Express: Chicago, Martin

Marietta: a Washington, D.C. suburb (near its new headquarters), GE:

Boston, Great A&P: Kansas City, I.T.T.: Charlotte, N.C., IBM: Pittsburgh,

Exxon: New Orleans, Xerox: Webster, N.Y., RJR: Winston-Salem.

American Shipbuilding met again in Lorain, Ohio. EYD had a resolution

to rotate the meeting with 5.2% FOR. Since chairman George Steinbrenner

promised to meet elsewhere beginning with 1976 this resolution won't be

re-introduced!!

Merck met at a ridiculous spot: West Point, Penna. We hope Director

Marian Heiskell will see to it that there is no further conflict between

this meeting and the N.Y. Times of which she also is a director!!

Lewis and John Gilberg have attended many other annual meetings all over

the country. The more stockholders go to the various meetings the better

it is for all!!!!
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POST MEETING REPORTS

Some fluctuations we find in this category each year. There is no set
rule that a Company will remain on our EXCELLENT list or in the POOR
category. Ideally all POOR would graduate to MEDIUM and then on to
EXCELLENT and stay there!!! But sometimes they sink right back or spurt
upwards suddenly to EXCELLENT!M!! For comparison read HIGHLIGHTS AND
LOWLIGHTS OF 1974!!!!!

POOR reports included: Exxon, Amorican Express, Bethlehem Steel,
Continental Illinois, Pan Am, Standard Oil (California), Procter & Gamble
and Time Inc.

CBS and Loew's this year slid back into the MEDIUM category because to many
important questions were left out. Others in the MEDIUM category included:
Litton, Boise, J.P. Morgan, Champion International, Great A&P, GAF, Merck,
BankAmerica Madison Fimd, ABC, Campbell Soup, Macy's, Fedders, National
Aviation, Fox, GE, UAL, OXY, MGM, Martin Marietta, Dupont, Liggett Group,
Walter Kidde, Chessie, Citicorp, Gulf & Western and others.

It is still best to mention after a question the name of the shareholder.
Some companies have at the end the nunes of all questioners without saying
who asked what particular subject. We still put those corporations on our
EXCELLENT list but in future years we ray put them back into the MEDIUM
category, in particular those that put nudue emphasis on tie questions of
any particular shareholder!!!! The same gocs for companies that send out
transcripts on request!!!!!!

American Shipbuilding and the New, York Times Co. for the first time on the
EXCELLENT list properly included whto asked what, as did Norton Simon, Inc.
Warner Lambert, Merrill Lynch, Aljicd Chemical, Continental Corporation,
Charter N.Y., Chemical Bank, and Pfizer.

Other EXCELLENTS included: Riogs National Bank, Travelers, United
Technologies, Pacific Teleohone, Bristol Myers, A.T.T., Johns Manville,
Xerox, General Foods, Arfen Realty, Bankers Trust, General Public Utilities,
AMF, Westinghouse, Chase Manhattan, Con Edison, RIJR, U.S. Steel, Ford, GM,
SCM, RCA, I.T.T., Kennecott, Columbia Pictures, Manufacturers Hanover, FNMA,
Comsat, IBM, and a few others.

Exxon (what do you expect) did NOT mention anywhere in its report sent to
ALL shareholders a word about the sensational disclosures made at the annual
meeting IN RESPONSE TO QUESTIONS ASKED BY MRS. DAVIS which resulted in a
subsequent Senate Investigaticon about the Company's political contributions
made in Italy and Canada!!''!!!'!
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CHARITABLE AND POLITICAL CONTRIBUTIONS

Many so-called "charitable" gifts are really political donations, AND you better
believe IT!!!! Charitable donations during 1975 included:

IBM $25 Million
A.T.T. 19 Million
Exxon 17 Million
General Motors 13.8Million
Ford 13.5Million
P&G 3.4Million
Dupont 7.2Million
Norton Simon, Inc. 2.8Million
J.C. Penney 2.8Million
BankAmerica 2.7Million
Citicorp 2.5Million
Chase Manhattan 2.4Million
RCA 2 Million
United Technologies 2 Million
CBS 1.8Million
J.P. Morgan 1.5Million
Warner Lambert 1.5Million
Manufacturers Hanover l.lMillion

General Foods
Travelers
Westinghouse
Bankers Trust
Gulf & Western
Sperry Rand
Macy's
Time, Inc.
Martin Marietta
Con Edison
Pfizer

ABC
Chessie System

Riggs Bank
American Shipbuilding
Loea's
Comsat
Columbia Pictures
National Aviation

Resolutions to limit charitable contributions were presented at (%of shares voted FOR)

Gulf & Western 6.9%(74) Ford Motor 2.56% Also at Campbell Soup (74)

BankAmerica 8.7%(75) Dupont 1.2 % and Atlas Corp. (74)

Madison Square Garden 3.7%(74) Pfizer 1.8 %

Political non-partisanship resolutions were submitted by Mrs. Davis at:
Pan American 11 % General Motors 4.2% Chase Manhattan 3.1%
American Shipbuilding 7.6% Madison Square Garden 3.8% Westinghouse 8.4%

RCA 7.5% Chemical N.Y. 3.3% J.P. Morgan 2.6%
Columbia Pictures 6 % United Technologies 3.5% Manufacturers Hanover 5.6%

Chessie System 5.7% Riggs Bank 2.5% IBM 3.9%
Sperry Rand 2.5% Travelers 3.1% A.T.T. 6.6%
MGM 2 % General Foods 3.3% Merck 2.8%

Citicorp 1.8%
Disclosure of political contributions resolutions were presented at:

GPU 12.2% Xerox 3.8%
I.T.T. 7.8% Pacific Telephone Less than 3%
Continental Corporation 4 % Campbell Soup Less than 3%(74)

Exxon 3.7%

As is usual with most resolutions: When a Company is not doing so well the % of
votes FOR a resolution will go up. In those Corporations where a large amount of

stock is held by insiders and/or institutions the percentage is usually lower.
Also it is much better for stockholder to have as "inspectors of election" experi-
enced bank tellers of publicly owned banks. They are far better equipped to perform
this job, than to have this done by company employees or the corporation's law firm

for instance. It is too easy for the latter ones to make "mistakes".

6s5-s20 0 - 76 - 9

$1.2Million
1.lMillion
900,000
800,000
715,000
675,000
583,000
525,000
520,000
500,000
450,000
375,000
192,000
166,000
48,ooo
40,000
40,000
38,000
1,000
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THE 1975 PRESS

Is there such a thing as a really OBJECTIVE reporter, or are we all the products
of conscious and subconscious pre-conceived notions and ideas about certain
people and events? And are we not influenced by personal contacts? Certain
writers still seem to limit themselves to interviewing certain shareholders while
leaving out others. In all fairness should they not get viewpoints too from
others than their friends"? Is it surprising then when a competing paper scoops
them completely?

During the 1975 season the N.Y. Times Sunday financial section definitely fell
"into the cellar" of stockholder meeting reporting. We hope 1976 will be better.
Financial editor Tom Mulianey did send some good reporters to a few of the meetings
during the season including John Allan (Citicop) and Agis Sepulkas (GM). Best
reporting was done by a newcomer, Roy Reed (Exxon) and Peter Kilborn Chase).
Isadore Barmash had an interesting account of General Foods (which was cut out of
the late city edition BY WHOM?????). N.Y. Times sports editor Jim Tuite and
reporter Sam Goldpaper took note of the amusing side of the Madison Square Garden
meeting. Times pictorial coverage continues to be poor; certain stockholders are
included, while others are left out!!

Ahead during 1975 was the Wall Street Journal. N.Y. Editor Glynn Mapes had Scott
Schmedel at meetings such as IBM, RCA, Xerox, I.T.T., Mary Bralove at United Brands,
Tom Bray at Dupont, Mike Connors at CBS, Charles Camp at GM and Ed Foldessy at
J.P. Morgan. Jim Tanner was at his best with Exxon. As everyone knows questions
asked by Evelyn Y. Davis at Exxon re political contributions resulted in a SENATE
INVESTIGATION of the Company... .Sandy Jacobs had an interesting bit on the A.T.T.
proxy statement which appeared in the Pacific and Midwest editions of the WSJ but
which was edited out of the N.Y. edition. Lindley Clark had some interesting
articles, specifically those dealing with the New York City crises.

Really moving ahead are the financial pages of the Washington Post. Financial
editor Peter Silverman sent reporters such as Tom Jones, Claudia Levy and Terry
Atlas to many stockholders meetings such as Riggs Bank, Martin Marietta, the
Washington Post, Chessie System and I.T.T. In addition the Post covered many
local D.C. area meetings. Stockholder meeting attendance in that area really has
gone up and a large percentage of investors now live in the Washington area and
suburban Virginia and Maryland communities. And remember MORE may move there
especially with the situation in New York (BROKE CITY) getting worse and worse!!!'
The Washingon Star News (financial editor Tom Dimond) had Ron Snider at Martin
Marietta. see also page 6)

Best coverage of the Chemical Bank was by Newsday (George DeWan) and the Long
Island Press (Tom McCarthy) who was also at Sperry Rand. Mike Hurwitz of the
Press was at Madison Square Garden Corporation.

Pacific Telephone received note from Sid Allen (San Francisco Chronicle) and the
San Francisco Herald Examiner.
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THE 1975 PRESS (CONTINUED)

U.P.I. was at its best with CBS and GM including excellent pictorial coverage.
T(ee page 3) A.P. had reporters at some out-of-town meetings.

Dan Adriacco and Alan Vonderhear gave color to the Procter & Gamble meeting for
the Cincinnati Post and the Cincinnati Enquirer. The American Shipbuilding meet-
ing received front-page notice from the Elyria-Chronicle (City Editor Joe Gluvna
and Financial Editor Bill Rados) as well as from Jack LaVriha of the Lorain (Ohio)
Journal. This same meeting was the subject of an excellent column in the Columbus
Citizen Journal by George Roberts. They completely scooped the Cleveland news-
papers as well as the Wall Street Journal (Ohio Bureau). The Cleveland papers
seem only to be interested in the viewpoints of one stockholder!!!!!! Jack
Markowitz scooped the competition at IBM for the Pittsburgh Post-Gazette!!! One
of the best features ever done on Mrs. Davis was by Arthur Postal for the
Baltimore News American. He scooped others on Evelyn's Baltimore Baseball Club
stockownership!!! Merrill Lynch's meeting was attended by Michael Parks of the
Seattle Times and Dan Coughlin of the Seattle Post Intelligence!!!

John Rumsey of the Rochester Times Union and a reporter from the Rochester Democrat
noted questions asked by a representative of Lewis Gilbert at the Xerox meeting.
Bob Murphy of the Hartford Courant landed the Travelers meeting on page one with
disclosures on the exorbitant legal fees (see page 7). He and John Levesque of
the Hartford Times were also at United Technologies!

Best coverage of A.T.T.'s Proxy Statement was by Columnist Stu Rose of the
Trentonian, and by the Charlotte Observer. The latter paper was also at I.T.T.,
Ford and GM received attention from the Detroit Free Press (David Klement) and the
Detroit News (Walter Smith). Wild and woolly Penn Central shenanigans were noted
by Joe Newman of the Philadelphia Bulletin and Dominic Sama of the Philadelphia
Inquirer. Don Glickstein was outstanding to say the least with this front-page
coverage of Dupont in the Delaware State News!!!! Again a reporter who has NEVER
been at a stockholder meeting and therefore CAN and IS completely unbiased!!!!!!!!!
Best Campbell Soup story came from John Briggs of the Camden Courier Express! The
Baltimore Sun (Bradley Martin) took note of the Chessie System as did the Newport
News Times (Gene O'Bleness) and the Noanoke Times George Kegley). RJR Industries'
first home-base meeting was a major news event for the Winston-Salem Sentinel (Sid
Bobst). Dupont's meeting was BIG news of course for the Wilmington Evening Journal
and Morning News.

MAGAZINES, TRADE PAPERS AND OTHER PUBLICATIONS

On a Paris-New York plane ride Evelyn read a copy of Pen le Ma azine and found
an excellent General Motors meeting story (see PICTORIAL PAGE). Fortune had a
well-rounded charitable contributions article and Dun's Review had an annual meet-
ing preview story as well as good coverage of the Gulf & Western meeting.

Advertising Age came to life in 1975 (keep it up) at CBS (Maurine Christopher),
the N.Y. Times meeting (Fred Danzig) and Ford Motor noting Mrs. Davis' suggestion
to get rid of the J. Walter Thompson ad agency.
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THE 1975 PRESS (CONTINUED)

Investor Responsibility Research Center and the Council on Economic Priorities
had extensive reviews of political contribution resolutions!!

Fairchild Publications reporters covered various meetings in their field. The
VERY best was the review of the J.C. Penney meeting disclosing properly that the
elderly post-menopausal stooge who hit EYD had two sons working for the Company.
(See also CONDUCT OF THE MEETING)

Variety was asleep at most 1975 meetings' exception MGM!!

TELEVISION AND RADIO STATIONS

The Washington Post Hartford, Conn., TV station invited Evelyn to be its featured
guest on the New England Journal Interview Program. EYD talked at length about
the Travelers and United Technologies meetings in that city. ABC-TV Network
broadcasted portions of the Travelers sensational meeting!!!!! (remember 35Million
in Legal Fees were disclosed at that meeting). Ford and GM meetings could be seen
at several Detroit area stations. The CBS documentary on the Rockefeller family
this year (versus last year) left out the portion on the Chase Manhattan stockholder
meeting. But CBS certainly had an hour long program about its woman director and
her family glorifying themselves!!!!!! Can a woman officer or director stand it
when a woman stockholder younger and prettier than herself gets some attention????
That is what companies can expect when they have women on the board - JEALOUSY!!!!!!!
Evelyn was interviewed on New York Cable Television Channel D.

Several TV ard radio stations carried portions of the Mayor of New York's hearings
re the City's financial crises!!!!!!!

Evelyn spoke at the Pace College Graduate School of Business Administration M.B.A.
class on the subject of the "Corporation and Society."
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1976 LIKELY ISSUES AND MISCELLANEOUS

Disclosure of legal fees, names of principal and other outside counsel is going
to be a VERY lively 1976 topic!!!! "Consulting fees," relations with elected
and appointed public officials (including dollar a year men), employment practices
of executives "recommended" by politicians, legal political contributions made as
well as other issues of particular interest in a presidential election year will be
aired at many meetings!!!!!

Reduction in retirement ages, hiring of male secretaries (THIS will be of
particular interest at a company where some vicious malicious secretary is too
jealous to let her boss talk to a famous and glamorous woman!!!!!) Fuller
disclosure of hiring of ex-government officials at ALL levels. Frequently some
officials of regulatory agencies or other governmental departments rule in favor
of corporations hoping to get some FAT corporate job or a job with one of the
company's law firms!!!! Disclosure of INDIRECT political contributions. At Con
Edison it was disclosed in answer to questions by Mrs. Davis that the New England
Petroleum Company, of which the brother of New York Governor Carey is President
received from 15 to 18% of the Company's fuel business!!!! It is any wonder they
receive ALL those rate increases?????????????????????? Management contracts of
the Catfish Hunter type will be attacked! Changing and rotation of ad agencies.
Use of sports or entertainment figures to endorse a Company's product. And
auditors will come under more scrutiny as to their "independence!!!

The Banks in particular will be grilled as to their roles in helping to solve
the New York crises. The Banks are NOT the "only" creditors of New York City
(see page 5). And the bondholders have to come first in any possible default!!!!
Time spent with some "charitable" organizations and money given to foundations
which in return donate to politicians will be loaded queries of SOME meetings!!!!!
One can be sure 1976 is going to be unforgettable, and it won't just be politicians
who make headlines!!!!

Evelyn Y. Davis from time to time does support some of the resolutions presented
by Lewis Gilbert and Wilma Soss, as well as proposals made by others. At other
times we do support management against proposals with which we do not agree as
for instance the "South African withdrawal" proposition. Let the corporations
stay there!!!!!!!!! Mrs. Davis is completely independent, and NOT associated
with anyone. Strictly a POWER (and she is going to get more and more) in her
own right!!! AND YOU BETTER BELIEVEIT!!!!!!!!!!!!!!!!!!!!!!!!!
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PROBABLE DATES OF SOME 1976 ANNUAL MEETINGS

January Baltimore Baseball Club
January Loew's
January MGM
January American Shipbuilding
March Johns Manville
March General Public Utilities
March Pacific Telephone
March BankAmerica
March National Aviation
March Dow Jones
March Madison Fund
March Citicorp
March Chase Manhattan
March Chemical N.Y.
March J.P. Morgan
March Continental Corporation
March Continental Illinois
March Charter N.Y.
March Travelers
March Bankers Trust
April Dupont
April Merck
April Bristol Myers
April Pfizer
April Warner Lambert
April American Express
April Allied Chemical
April Potomac Electric Power
April IBM
April General Electric
April Westinghouse
April American Telephone
April AMF
April Time Inc.
April UAL
April N.Y. Times
April Merrill Lynch
April United Technologies
April Hyatt
April Boise Cascade
April Republic Steel
April Walter Kidde
April Chessie System
April Liggett Group
April United Brands
April Occidental Petroleum

los
75S
55S
21S
los
20S

50S
20S

199S
los
16S
40s
22S
16s
20S
los
20S
10S
20S
l1S

4s
20S
los
90S
80s
30S
los

50S
12S
lOS
20S
40s
12S

15S
20S
30S
lOS
lOS
75S
13S
lOS

6s
20S
20S
50S
50S

April
April
April
April
April
April
April
April
April
May
May
May
May
May
May
May
May
May
May
May
May
May
May
May
May
May
May
May
May
May
June
July
July
July
October
October
November
November
November
November
November
November
December
December
December
December

Riggs Bank 4S
Manufacturers Hanover 32S
RJR Industries 20S
CBS 20S
CPC International lOS
Martin Marietta lOS
General Dynamics 10S
Bethlehem Steel lOS
GAF lOS
The Washington Post 30S
City Investing 4os
U.S. Steel 12S
RCA 16S
Pan American 20S
Comsat 25S
Kennecott 30S
Champion International 20S
Ford Motor 19S
General Motors 19S
Xerox 50S
I.T.T. 20S
Con Edison $3000-GG 30S
J.C. Penney los
ABC 74S
Fox 20S
McDonald's 60s
Baxter Labs 30S
Standard Oil (Calif.) lOS
Exxon lOS
FNMA 4os
Great A&P lOS
Arlen Realty lOS
General Foods 20S
Sperry Rand lOS
Procter & Gamble lOS
SCM 30S
Macy's 20S
Alexander's llS
Norton Simon Inc. 18S
Campbell Soup lOS
Gulf & Western lOOS
Madison Square Garden 30S
Penn Central 20S
Fedders 4os
Columbia Pictures 22S
Litton 54S

See also page 5 (LETTERS TO THE EDITOR) for disclosure of Mrs. Davis' holdings
in New York City tax-exempt bonds.
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INDEX

Advertising Age 15
Alexander's 9
Allied Chemical 12
American Broadcasting 6,7,10,12,13,16
American Express 11,12
American Shipbuilding 7,10,11,12,13,15
American Telephone 7,11,12,13,14,15
AMF 12
Arlen Realty 10,12
Associated Press 15
Baltimore Baseball Club 15-
Baltimore News American 3,15
Baltimore Sun 15
BankAmerica 12,13
Bankers Trust 7,9,10,12,13
Bethlehem Steel 12
Bristol Myers 12
Campbell Soup 12,13,15
Charter N.Y. 12
Champion International 12
Charlotte Observer 15
Chase Manhattan 10,12,13,14,16
Chemical N.Y. 7,11,12,13,14
Chessie System 3,7,lO,11,12,13,14,15
Cincinnati Papers 15
Citicorp 7,10,12,13,14
Cleveland (and Suburban) Papers 15
CBS 3,7,9,10,12,13,14,15,16
Columbia Pictures 6,11,12,13
Columbus Citizen Journal 15
Comsat 6,7,11,12,13
Con Edison 7,9,11,12,13,17
Continental Corporation 12,13
Council on Economic Priorities 16
Delaware State News 15
Detroit Free Press 15
Detroit News 15
Dow Jones 11
Dun's Review 15
Dupont 7,11,12,13,14,15
Exxon 7,10,11,12,13,14
Fairchild Papers 10,16
Fedders 12
FNMA 9,12
Ford 7,11,12,13,15,16
Fortune 15
GAF 12
General Electric 11,12

General Foods 7,10,12,13,14
General Motors 3,7,10,11,12,13,14,15,16
General Public Utilities 9,12,13
Great A&P 11,12
Gulf & Western 7,11,12,13,15
Hartford Papers 15
IBM 10,11,12,13,14,15
Investors Responsibility Center 16
I.T.T. 9,11,12,13,14,15

Johns Manville 12
Kennecott 12
Liggett Group 12
Litton 12
Long Island Press 14
Loea's 7,9,11,12,13
Macy's 7,11,12,13
Madison Fund 9,12
Madison Square Garden 3,11,13,14
Manufacturers Hanover 7,11,12,13
Martin Marietta 6,7,10,11,12,13,14
Merck 11,12,13
Merrill Lynch 11,12,15
MGM 12,13
J.P. Morgan 7,11,12,13,14
National Aviation 9,11,12,13
Newport News Times 15
New York Times 7,11,12,14,15
Newsday 14
Norton Simon, Inc. 7,11,12,13
Pacific Telephone 12,13,14
Pan American 11,12,13
Penn Central 10,15
J.C. Penney 9,10,13,16
People Magazine 3,15
Pfizer 3,7,11,12,13
Philadelphia Papers 15
Pittsburgh Post Gazette 15
Procter & Gamble 11,12,13,15
RCA 7,11,12,13,14
RJR Industries 11,12,15
Riggs 6,7,11,12,13,14
Rochester Papers 15
Roanoke Times 15
San Francisco Papers 14
Seattle Papers 15
SCM 12
Sperry Rand 7,11,13,14
TV and Radio Stations 16
Time Inc. 7,11,12,13
Travelers 7,11,12,13,15,16
Trentonian 15
Treasury Department 5,6,10
Twentieth Century Fox 12
UAL 11,12
United Technologies 7,11,12,13,15,16
U.P.I. 3,15
U.S. Steel 11,12
Variety 16
Wall Street Journal 14,15

Walter Kidde 12
Warner Lambert 7,11,12,13
Washington Post 3,6,7,11,14,16
Washington Star News 6,14
Westinghouse 7,10,11,12,13
Wilmington Papers 15
Winston Salem Sentinel 15
Xerox 11,12,13,14,15
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Chairman HUTMPHREY. The committee stands adjourned.
[Whereupon, at 1:55 p.m., 'the committee adjourned, subject to the

call of the Chair.]



NEW YORK CITY'S ECONOMIC CRISIS

WEDNESDAY, OCTOBER 8, 1975

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,

Washington, D.C.
The committee met, pursuant to notice, at 9:40 a.m., in room 1318,

Dirksen Senate Office Building, Hon. Hubert H. Humphrey (chair-
man of the committee) presiding.

Present: Senators Humphrey, Proxmire, Javits, Percy, and Taft;
and Representatives Reuss, Moorhead, Hamilton, Long, and Heckler.

Also present: John R. Stark, executive director; John R. Karlik,
Loughlin F. McHugh, Courtenay M. Slater, William A. Cox, Lucy A.
Falcone, Robert D. Hamrin, Jerry J. Jasinowski, and L. Douglas Lee,
professional staff members; Michael J. Runde, administrative assist-
ant; George D. Krumbhaar, Jr., minority counsel; and M. Catherine
Miller, minority economist.

OPENING STATEMENT OF CHAIRMAN HUMPHREY

Chairman HUMPHREY. The committee will come to order.
Chairman Burns, we thank you very much for joining us. I would

like to open our hearing with a statement about the problem as I see
it. We are very grateful to you for sharing with us today your views
and observations on the current fiscal crisis in New York City.

The subject of today's hearing is probably one of the most complex
that we have confronted and surely one of the most complex I have
confronted in my many years of public service. Even the most dis-
tinguished experts have heretofore been unable or unwilling to clearly
and substantively identify the scope of the problem. In fact, every
possible public solution, including the do-nothing alternative, carries
with it great risks and undetermined liabilities.

In conducting a public hearing today, I must admit that we are
walking down an uncomfortably thin line. On the one side, we have
a very real need for Congress and the Nation to be better informed
of the real financial and economic consequences of a default. Good
information is the foundation upon which good legislation is built,
so there is a clear purpose in separating fact from fallacy. On the
other side, however, we have enormously sensitive capital markets and
financial institutions that will react swiftly and actively -to many of
the words that are uttered here today. We simply cannot ignore the
responsibility that this sensitivity imposes upon us. For this reason,
we must exercise great caution and avoid creating an atmosphere which
guarantees the occurrence of precisely those events that we are seeking
to avoid.

(121)
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With this caveat in mind, I feel compelled to express some of my
own personal concerns about this important issue.

The subject of today's hearing is undoubtedly one whose significance
extends far beyond the boundaries of New York City and New York
State. To be sure, the 8 million Americans who reside within the
boundaries of the city will be most directly affected. Even without
default 'they face significant cutbacks in services, freezes on employee
wages, and work force reductions which will undoubtedly have a
severe impact on the regional economy. However, with default, even
in the best of worlds, the consequences for the city would be unfathom-
able.

To compound these hardships, the State is now involved in the
finances of the city. Any further developments that affect the city's
finances adversely will greatly jeopardize the State's ability to obtain
financing in the capital markets even for its own purposes. It must be
made clear that the State will have to borrow up to $4 billion for
legitimate purposes and functions by June 1976, a feat which would
be enormously difficult should the city default, further increasing the
skepticism about any security with the name New York on it.

But the problems are not confined to New York City and New York
State. Yields in the municipal bond market have soared to unprece-
dented high levels. Interest rates as high as 10 percent, a heretofore
unbelievable level, have been paid by several cities. These cities are not
bad credit risks. They do not have huge operating deficits. They are
not financing operating expenditures with capital borrowings. Yet
their only alternative to accepting these usurious interest rates is
default.

We had a panel of 13 mayors testify 2 weeks ago before the commit-
tee in support of Federal aid to New York City. The mayors could
easily have said, this is a New York problem and we don't want to
get involved." But they realized very early that such a policy would
be penny-wise and dollar-foolish. It wasn't any great affection for
New York City that precipitated their supportive testimony, but a
clear appreciation of the fact that the uncertainty caused bv New
York's financial crisis was costing all of them millions of dollars-
not just this year but for many years to come.

And, as you have already stated, Mr. Burns, the financial crisis now
confronting New York City could seriously undermine the recovery
that is currently occurring in the national economy. Banks could be
forced to pay more to obtain capital, which will cause interest rates
to rise. Caution will be exercised by lending institutions until their
equity capital is rebuilt. Investment decisions could be altered sig-
nificantly if disruptions occur in the equity and capital markets. As
you are well aware, Mr. Burns, the last thing that we need right now
as we try to keep the economic recoverv strong-are higher interest
rates and a retrenchment of lending activity.

We have even seen the first examples of international concern about
the city's financial crisis. Last week Helmut Schmidt, Chancellor of
West Germany, warned of an international domino effect should
New York City be allowed to default. Yesterday, the New York Times
contained an article which cited ouotations from several international
economic experts warning of the international repercussions of a
default. To quote just one. Christopher Gruebles. a director of the
Union Bank of Switzerland, "We feel that default would seriously
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affect capital markets and might also affect the dollar. The currency
pattern has already been blurred."

I do not cite these quotations to scare people or to create chaos in
our capital markets. Rather, like any other public official, I amn deeply
concerned about the enormous amount of uncertainty which we con-
front as we deal with this issue. Concerns have been expressed by
many and later repudiated by some-but neither the concerns nor
the repudiations carry with them substantive and supportive analysis.

Even with this uncertainty, however, 1 frankly see no constructive
purpose that can be served by default. Certainly the city needs
to achieve significant economies, but these are being achieved now
and will continue to occur even in the absence of default. Without a
doubt, the debt of the city will have to be restructured, but this too is
being accomplished through MAC and could be completed with Fed-
eral aid. Even the overhaul of the city's bureaucracy can best be ac-
complished without the incredible disruption and law suits that would
inevitably accompany default.

Since I strongly believe that all of these goals can best be accom-
plished through an orderly transition rather than a default, I intend
to introduce legislation tomorrow that will insure a reasonable scal-
ing down of the city's financial problems and allow an orderly return
to private financing. I will present this legislation tomorrow in tes-
timony before Senator William Proxmire's Banking, Housing, and
Urban Affairs Committee.

Mr. Burns, as I said, we appreciate your willingness to appear here
and to share the expert analysis of yourself and your staff and the
informed opinions of yourself and the Board of Governors. I assure
you that any counsel you provide us and you give to the Congress and
the Nation on this complex matter will be listened to attentively and
considered carefully.

Senator JAVITS. iMr. Chairman, I join the Chair in my satisfaction
in having so eminent an authority appear before us. And Mr. Burns
will have a part in what ever is done, even if it starts in the 'Congress,
which I now feel is our only resort. I get no satisfaction whatever
from the President nor from the Secretary of the Treasury. I think
that is most deplorable, but it is a fact.

The fact is that by some appropriate response to the New York
crisis, we could fend off an economic explosion. If we don't act in time,
we could have such an explosion almost as extreme as this country has
ever known. Millions of other financially depressed cities would have
almost no choice other than to go bankrupt too. If investors realized
that the Federal Government was going to turn a deaf ear to the
problem of obtaining marketability of municipal securities, billions
of dollars in construction by State and local governments all over the
country would be likely to be halted with the inevitable disastrous
effects on unemployment. And unemployment in the construction in-
dustry is already at 20 percent. And we would have a disastrous effect
on the progress of our economic recovery.

And we have heard from other Government leaders and bankers
about these effects. Our own Treasury Secretary seems to refuse to
tell us that the New York City situation presents important national
and international and financial risks. to which Senator Hulmphrey has
just alluded, which demand a response from the Federal Government.
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The situation would be less urgent if New York had any room to
maneuver, but in fact, it does not. New York City has instituted a wage
freeze and laid off some 21,000 municipal workers with 20 more thou-
sand layoffs to come. It has raised transit fares materially to 50 cents
a ride and initiated a major reorganization of city agencies. It is im-
plementing a new accounting system and correcting admitted abuses
of the old one. It has given up to the State of New York many fiscal
powers it previously exercised. If will shortly be submitting a fiscal
plan designed to bring the New York City budget into full balance
in 3 years.

New York State has advanced or loaned the city more than $1 bil-
lion. In so doing, it has exceeded itself to the point where its own fiscal
integrity may have been jeopardized.

My own personal experience with New York, and it has been life-
long, convinces me that they will take these cutbacks and other hard-
ships in stride. For example, I recently joined with other political
leaders in my State and city to invite a group of outstanding New
Yorkers to give of their time and expertise to a "Citizens Committee",
and not one turned me down. They are extremely busy men and
women. And this citizens committee has already had an encouraging
amount of momentum behind it.

I think also we see signs of conciliation on the part of the municipal
employee unions, which by the way have taken an undue amount of
blame in recent months themselves. But the Federal element is lacking.
Unless Washington acts-and I'm delighted to hear Senator Hump-
rey's announcement of Senator Proxmire's hearings and Congress-
man Reuss's announcement-unless Washington acts, we run the grave
and incalculable risk of a loss of confidence in our Federal system.

For New York, the world should know, is being asked to keep within
its ancient political boundaries as to self-financing, but yet to accept at
the same time, the bulk of the migration of several millions of people,
largely from the South, following the civil rights revolution. And yet
again, to get no emergency Federal help.

I think that is just unjust, Mr. Chairman, and it moreover, can't be
done. What we have is not just the potential bankruptcy for a city,
but the loss of faith by people throughout the United States and the
world in the fiscal integrity of government. The time has passed for
wagging fingers and hunting around for scapegoats. The time has also
clearly passed for wishing the problem away. With so much at stake,
we cannot afford to argue about whether the market can or cannot
absorb the New York City default. The risk is just too great. Only
Federal action at this time can, in my view, set matters right and give
us enough breathing space to restore fiscal sanity to our beleaguered
State and local governments.

Thank you. Mr. Chairman.
Chairman HU1[PHREY. Senator Proxmire, do you have a statement?
Senator PROXMIIRE. I have no statement.
Chairman HUMPHREY. Senator Taft.
Senator TAFr. Thank you, Mr. Chairman.
Mr. Chairman, I don't intend to make any long statement here this

morning, but I think a few facts ought to be pointed out. U.S. News
and World Report, on October 6, stated: "New York spends $1,-
223.68 per capita while the average for all other cities for the country
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is $295.48." Even compared only to our larger cities, New York spends
far more than its nearest rivals.

Faced with the reality of that, I must say the reaction I'm getting
throughout the country to the proposal that the country bail out the
city of New York in this situation is not a favorable one. It is over-
whelmingly opposed. Political realities, I think, have to be taken into
account in this situation.

In part, of course, the New York City problem is because New York
State forces its cities to pay one-half of the State's share of a federally
supported welfare program. This is especially hard on New York City
with its high concentration of poor people. However, even if welfare
were completely nationalized, the city would still have been in default,
in deficit for many years. For years, the city fathers have ignored an
approaching crisis. If bankruptcy means the New York services would
collapse, emergency aid would have to be given. But it means no such
thing.

The Secretary of the Treasury has testified on this point-and there
have been some comments about his testimony, but so far as I know
nobody has disproved it-and he says:

"If New York City goes bankrupt, it will continue to operate; tax payments
would continue to flow; schools, hospitals, police, fire, and sanitation services
would be provided and would be paid for. We evaluated the outlays required to
provide the services, and New York City's revenue appears sufficient to provide
an adequate level of services.

In short, even if the current State efforts to salvage the city should
fail, the only people who would be hurt by suspension of New York
debt repayment, directly, would be the bondholders. Thereafter, New
Yorkers would be forced to balance the budget, for no one would lend
to it again unless it did.

Since the city, I think, must live within its means, to forestall the
default with Federal funds, especially with no firm commitment to
balance the budget of the city, would be, in my opinion, a great error,
a great error to bail out the city at this time.

Chairman HuIMPHREY. Congressman Moorhead?
Representative MOORHEAD. I will defer to the chairman of the House

Banking and Currency Committee, Congressman Reuss.
Congressman Reuss, we know you have given a great deal of leader-

ship in these areas.
Representative REIuss. Thank you for calling these hearings, Mr.

Chairman. Let's go.
Chairman HUMPHREY. Congressman Hamilton.
Congressman HAMILTON. I have no statement. Thank you.
Chairman HuMPHREY. Mr. Burns, we ask you to share with us your

views on this problem. You heard the views of some of us.

STATEMENT OF HON. ARTHUR F. BURNS, CHAIRMAN, BOARD OF
GOVERNORS, FEDERAL RESERVE SYSTEM

I am here to join you in discussing the economic and financial prob-
lems posed by the financial crisis of New York City.

The difficulties now facing New York stem from the erosion of its
financial position over the past decade. During this period the expen-
ditures by the city's government grew rapidly while revenues failed
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to keep pace. To close the gap between its revenues and expenditures,
the city relied increasingly on borrowed funds. Not only capital ex-
penditures, but also the mounting deficits on current operations, were
financed in this fashion. By the end of 1974, New York City's out-
standing debt amounted to over $13 billion, much of which was in the
form of short-term notes-that is, obligations maturing in a year or
less.

Investors may learn slowly, but their innocence does not last forever.
As poor management of New York finances persisted, at first a few
but in time more and more investors became concerned about the city's
financial condition. During the past winter and spring the city began
to experience very serious difficulties in rolling over its debt-to say
nothing of adding to its outstanding indebtedness.

Unfortunately, the city failed to take clear-cut remedial measures,
and there was some loose talk about an investor conspiracy against the
city. The basic facts, of course, were quite simple. First, commercial
bankers, being aware of their responsibility for other people's money,
felt they may already have approached-if not exceeded-the limits
of prudence in their holdings of New York City securities. Second, the
many thousands of individuals who invest on their own account like-
wise focused on safety; they were no longer much tempted by prom-
ises of an exceptionally high yield. Investor confidence in the city's
finances thus dwindled, while its need to pay current bills and to
refinance maturing obligations became more pressing. Once this stage
was reached, the possibility of default on the city's obligations became
very real, and it was so advertised almost daily in our Nation's news-
papers.

The financial crisis confronting the Nation's largest city prompted
the government of New York State to offer financial 'and managerial
assistance. Starting in April, the State put at the city's disposal sub-
stantial sums that were not scheduled for payment until some months
later. Then, around mid-June, ithe State legislature created a new
agency-the Municipal Assistance Corporation (MAC). This agency
was empowered to sell up to $3 billion of its debt obligations, which
were to be backed by certain tax revenues that otherwise would have
gone to the city, and then to make the proceeds of its borrowing avail-
able to the city. Armed with such broad authority, MAC sought to
wring some clarity out of the city's tangled finances and to help de-
velop a budgetary plan that could lead the city back to a balanced
budget.

These measures, however, proved insufficient to restore investor
confidence in the city's financial management, and even the new securi-
ties issued by MAC soon came under a cloud. To ward off imminent
default by the city of New York, the State adopted firmer measures
on September 9. First of all, control of the city's finances was turned
over to a State-dominated Emergency Financial Control Board. Sec-
ond, the power of MAC to issue debt securities was enlarged. Third,
the State sought to arrange additional financing of $2.3 billion for the
city, of which $750 million in loans was to 'be provided by the State.
This financial plan was designed to tide the city over until early
December, and it was hoped that by that time the newly organized
Control Board would have in being a sufficiently strong program of
budgetary restraints to enable the city to resume the sale of its securi-
ties to the investing public.



127

But when investor confidence is once shaken, it can rarely be re-
stored quickly or easily. The new financial plan failed to elicit enthu-
siasm on the part of investors. In general, the financial community
remained skeptical about the city's ability to avert default and rebuild
its financial strength. The concern of market participants was height-
ened by a judicial ruling on September 29 that brought into question
a portion of the financial aid package, namely, the purchase of MAC
bonds by the State pension funds. Beyond that, the recent intertwining
of the State's finances with the city's finances has troubled many in-
vestors and damaged the State's credit standing. Thus, the stresses
and strains that developed in the municipal securities market over
the summer months have become acute in recent days.

Since the summer, and to an increasing degree in recent weeks, the
participants in the municipal market-that is, investment bankers,
securities dealers, and ultimate investors-have been attempting to
reduce their exposure to the risk of loss. This has affected not only
securities bearing a New York name, but also issues of some other
State and local governments. Thus, many securities dealers have
sought to cut back on their inventory of municipal securities, and they
have often found it necessary to offer bonds for sale at prices con-
siderably below their purchase price. Underwriters of municipal issues
have generally scaled back on their participation in new offerings,
thereby protecting their capital in an uncertain and volatile market.
Some underwriters have gone so far as to withdraw entirely from
bidding syndicates. And investors-the ultimate buyers of munici-
pals-have been tending to shift to higher-quality municipal securities
or to categories of investment judged to be less hazardous.

Trading in the market for outstanding tax-exempt bonds has there-
fore slowed appreciably and the spread between bid and asked quo-
tations has widened. These developments are characteristic of a period
when investor confidence has been shaken, and they are indicative
of a weakened market.

The recent behavior of investors and dealers has resulted in a rise
of the yields on municipal securities to the highest level ever ex-
perienced in the tax-exempt market. Yields for even the highest-rated
borrowers have risen over the past few months. Some of this increase
has been associated with the upward drift of open-market interest
rates since mid-year. In addition, municipal yields have been under
upward pressure because of the heavy volume of new tax-exempt issues
flowing to market. The market for tax-exempt securities is more con-
centrated, and therefore smaller, than for taxable bonds. Hence, when
unusually large amounts of such securities have to be placed, larger
yield adjustments relative to taxable markets are likely to occur.
Nevertheless, until the last 2 weeks, I would judge that the yields on
the highest-rated municipal issues have not been out of line with
those available on corporate bonds of comparable quality.

In choosing among tax-exempt securities, however, investors have
become increasingly selective. The differences in vields, comparing
lower-rated bonds with higher-rated issues, have increased consider-
ably since last spring and have become unusually large. Thus, the
average yield on Moody's A-rated bonds now exceeds that on Aaa-rated
bonds by more than a full percentage point-or about three times
the risk differential required by investors during the preceding 6
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years. Thus, the interest cost for lower rated borrowers coming to
market has risen materially.

The deterioration of the market for municipals of less than the
highest quality has been especially pronounced for obligations of
New York City, New York State, and certain of the State agencies.
In the case of the State proper, investors have become concerned that
the resources being diverted to the city are damaging the financial
position of the State itself. Some of the State's agencies that issue
"moral obligation" securities rather than "full faith and credit" ob-
ligations, have been unable in recent months to finance themselves in
the public market. There now appears to be some tendency on the
part of investors to underestimate the financial strength of these
agencies-an attitude that stems at least in part from the temporary
default earlier this year by the Urban Development Corporation. To
a lesser extent, there has also been some reluctance by investors to
acquire the securities of similar agencies in other States.

During the past week or so, the impact of the market's unease has
spilled over to a wider range of securities. Significant increases in
yields have occurred in the case of some outstanding bonds of govern-
mental units that enjoy a high financial standing. Moreover, a few
issuers have not received any bids for their bonds, or have rejected the
bids received because the interest cost was deemed excessive. These
developments reflect increasing concern over the crisis of New York
City.

If the weakness of the market for municipals were to persist and
spread further, many soundly run, creditworthy communities and
public agencies could have great difficulty-or suffer excessive costs-
in raising needed funds. Holders of municipal securities, among which
financial institutions are numerous, would to some degree be affected,
and so might others less directly involved. Hence, if the New York
City crisis remains unresolved, and if the fate of New York State re-
mains tied to the city's, the process of economic recovery now under-
way in our Nation could be injured.

Until this most recent turn of events-which I trust will prove to be
a transitory phenomenon-the market for municipal securities, taken
as a whole, functioned very effectively. During the third quarter of
this year, even as pressures associated with the New York City prob-
lem intensified, new bond issues amounted to about $9.5 billion. This is
by far the largest volume ever for a third quarter, and it would have
been a record even in the absence of the $2.4 billion of MAC bonds sold
during the period.

In seeking ways to resolve New York City's crisis, the suggestion
has occasionally been advanced that the Federal Reserve might serve
as a source of emergency credit. No formal application for such credit
was ever received by the Board or the Federal Reserve Bank of New
York. But I want to explain why we probably would have disapproved
such an application had it been made.

As the ultimate source of financial liquidity in the economy, the
Federal Reserve has certain powers to extend emergency credit even
to institutions that are not members of the System. But the use of that
authority is tightly circumscribed. The basic provision-contained in
section 13, paragraph 13, of the Federal Reserve Act-states that emer-
gency loans with maturities no longer than 90 days may be made by
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the Federal Reserve banks on the basis of promissory notes backed by
Treasury or Federal agency securities. To qualify for credit assistance
under this provision of law, a local government would have to possess
sizable amounts of unencumbered Federal obligations. This would be
an unusual situation for any distressed borrower, and it obviously does
not apply to New York City.

The lending authority under paragraph 3 of section 13 of the Fed-
eral Reserve Act is broader, permitting the Board, in unusual and exi-
gent circumstances, to authorize Reserve banks to make loans on the
kinds of collateral eligible for discount by member banks. Such paper
may not have a maturity of more than 90 days and must afford ade-
quate security to the Reserve Bank against the risk of loss. Further-
more, in view of restrictions of law and congressional intent, certain
conditions must be met in order to permit the extension of emergency
credit under this authority. Among these conditions is a requirement
that an applicant has exhausted other sources of funds before coming

to the Federal Reserve, that the borrower is basically creditworthy
and possesses adequate collateral, and that the borrower's need is solely
for short-term accommodation. It does not appear that New York
City is now in a position to meet all these requirements. Certainly,
its finances would hardly permit early repayment of emergency
borrowings.

In addition to the emergency lending provisions in section 13 of the
Federal Reserve Act, the Reserve banks have authority under section
14(b) to purchase short-term obligations of State and local govern-
ments issued in anticipation of assured revenues, subject to regulations
by the Board. Legislative history indicates that this authority was de-
signed to assist the Federal Reserve banks in meeting their operating
expenditures, and also to enable them to make the discount rate effec-
tive when little borrowing took place at the discount window. There
is nothing in the Federal Reserve Act or its legislative history to sug-
gest that section 14(b) contemplated the purchase of municipal securi-
ties as a means of aiding finaicially distressed communities.

The Congress, of course, could amend the Federal Reserve Act so
as to relax the requirements for extending Federal Reserve credit to
financially troubled governmental units. But the Board of Governors
would have the gravest doubts about any such action. If loans were to
be made to State or local governments, the Federal Reserve would have
to involved itself in the activities of these governmental units, includ-
ing particularly their expenditure budgets and the adequacy of their
revenues. Moreover, since numerous demands for credit might ensue,
the Federal Reserve would have to set standards of eligibility. Being
thus placed in the position of having to allocate credit among govern-
mental units, the Nation's central bank would inevitably become sub-
ject to intense political pressures, and its ability to function construc-
tively in the monetary area would be undermined.

The Board fully recognizes that the Federal Reserve System has
the responsibility, subject only to restrictions under existing laws,
to serve as the Nation's lender of last resort. Over the years, we have
therefore developed contingency plans to deal with possible emergency
situations. As I previously informed the chairman of this committee,
-our plans have been adapted recently to cope with the financial strains
that might be associated with the default of a major municipality.

65-9207 6 1
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In that event, I assure you, the Board is prepared to act promptly.
The contingency plan calls for lending to commercial banks through
the Federal Reserve discount window beyond the amounts required
by normal discounting operations. Credit provided in this manner
would assist banks in meeting their temporary liquidity needs. Not
only that, the proceeds of the special loans made at the discount
window could also be used by the banks to assist municipalities, munici-
pal securities dealers, and other customers who are temporarily short
of cash because of unsettled conditions in the securities markets. In
addition, the System would, of course, be ready to use its broad power
to stabilize markets through open market purchases of Treasury or
Agency securities.

In the event this contingency plan has to be activated, the Board
will make funds available on whatever scale is deemed necessary to
assure an orderly financial environment. The Board recognizes that
sizable extensions of Federal Reserve credit would run the risk of
leading to a substantially larger expansion of bank reserves and the
money supply than is consistent with longer-run monetary objectives.
Clearly, therefore, any such expansion must be only temporary. In
time, any excessive growth in bank reserves would need to be corrected
through offsetting open market operations and through repayment of
bank borrowing from the System.

There are also certain supervisory and examination questions that
may arise with respect to banks in the event of a major municipal
default. In this connection, the Board and other regulatory agencies
have plans to revise procedures that apply to the valuation of defaulted
securities, so that any writedowiis may be postponed until the market
has had a few months to stabilize and thus provide more reliable indica-
tions of their value.

Even so, a default may ultimately require writedowns that could
seriously impair the capital of some banks. In that event, the Federal
Deposit Insurance Corporation has statutory powers to assist federally
insured banks that might find their capital impaired by a decline in
the value of securities in their portfolio. I understand that the Corpora-
tion is prepared to implement, with appropriate safeguards, its con-
tingency plans for dealing with insured banks that require a tem-
porary infusion of supplemental capital for the above reason.

I think it evident from the far-flung scope of our contingency plans
that we believe a default on debt obligations by New York City could
produce serious strains in securities markets. For a time, it could also
adversely affect municipalities that need to issue new debt. The like is
true of financial institutions that hold such securities in significant
volume, and also of individual investors who have part of their life
savings at risk in these bonds. I still believe that the damage stemming
from a prospective default by New York City is likely to be shortlived.
Indeed, the possibility of such a default has already been discounted
to an appreciable degree by the market. But I am also aware of the
uncertainty that inherently attaches to a judgment on this score; and
I recognize that a default, besides being a very serious matter for the
city and State of New York, could have troublesome consequences for
the Nation at large.

The very fact that this committee and other committees of the Con-
gress are holding hearings on New York City's finances implies that
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concern is spreading that a New York default may injure the economic
recovery now in process. I have said enough to indicate that I feel this
possibility can no longer be dismissed lightly. That, however, does not
ease the task that the Congress faces in dealing with the New York
problem; for the precise issue is whether Federal financial assistance
to New York may not cause national problems over the long run that
outweigh any temporary national advantage.

As this matter is debated by the Congress, the adverse effects of a
New York City default will undoubtedly receive full attention-as
they indeed should. I would only urge that the longer-run risks also be
considered thoroughly. A program of Federal assistance to the city
may well lead to demands for similar assistance for the other hard-
pressed communities, even those whose distress was brought on by
gross negligence or mismanagement. Substantial- Federal- credit-
whether through insurance, guarantees, or direct loans-would com-
pete directly with the already huge amounts of Federal financing
needs. Most important of all, the provision of Federal credit for local
government will necessarily inject a major Federal presence in local
spending and taxing decisions.

It is highly important, therefore, to recognize that the issue of
assistance to New York City goes to the very heart of our entire
Federal system of separation of powers-a system that, despite enor-
mous economic and social changes, still prevails in our country.

Thank you very much,-Mr. Chairman.
Chairman HMPHREy. Mr. Burns, we express our thanks to you for

a very thoughtful and well documented statement this morning on a
subject that has immense possibilities for good or evil. I don't suppose
this committee has dealt with any subject that has any more immediate
possibilities for market repercussions than this one. Therefore, I hope,
at least on my part, that my questioning will be carefully thought out
and in no way indicate any precipitous or unwise action or statement
of policy.

I believe you have given us sufficient warning as to the significance
of what we are contemplating and also the necessity of some form of
action. I would like to refer to your testimony where after having
discussed with us some of the authorities and powers that the Federal
Reserve has as a source of emergency credit and also the limitations
that are placed upon those powers, you state in the final paragraph:

In addition to the emergency lending provisions in section 13 of the Federal
Reserve Act, the Reserve Banks have authority, under section 14(b) to purchase
short-term obligations of State and local government issues in anticipation of
assured revenues, subject to regulation by the Board.

And then you say:
Legislative history indicates that this authority was designed to assist the

Federal Reserve Banks in meeting their operating expenditures, and also to
enable them to make the discount rate effective when little borrowing took place
at the discount window.

And then you go on to note other things that we could do and state
that the Board recognizes that the Federal Reserve System has a spe-
cial responsibility to serve as the Nation's lender of last resort.

You also assure us that the Board is prepared to act promptly. And
then you indicate what you said you would do in your role as Chair-
man of the Board of Governors of the Federal Reserve System as to
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the action the Federal Reserve Bank would take in case an emergency
treatment was demanded.

Now on the basis of that background, Mr. Burns, the one mechanism
that the Federal Reserve System has available at this moment, and in
fact the only mechanism in the entire Government that would not
require additional legislative authority, is the authority to purchase
bils, notes, and revenue bonds of State and local governments with
maturities of up to 6 months.

I gather that is the authority you have, is that correct?
Mr. BURNS. I believe that is correct.
Chairman HUMPHREY. Therefore, if it became apparent that the

MAC financial plan was going to fall apart before December-and I
believe you have indicated there are some judicial proceedings already
and decisions handed down-if it became apparent that this was going
to happen before Congress had a chance to act, but the Congress was
moving toward a legislative solution, then my question is-after all
of this preface-would you use this authority, this limited authority
under section 14(b) to provide a bridge until the congressional mech-
anism were put in place?

Do you get the picture I'm trying to draw here, Mr. Burns, that it
takes time-even if we have the best of intentions and want to proceed
with the caution -and prudence that is necessary-it is going to take
time for Congress to act. Yet in the meantime, -there may be a very
serious financial situation that develops. You have indicated that the
tempo of that emergency seems to 'be increasing. And in the last couple
of weeks, things have been much worse.

So my question, therefore, is would you use the authority to provide
a bridge until the congressional mechanism was put in place?

Mr. BURNS. I don't think that I am in any position to really answer
that hypothetical question, Mr. Chairman. I can only say this: That
our attorneys would probably advise strongly against it on the grounds
that neither the Federal Reserve Act nor the legislative history of
the Act would warrant any such use of our powers.

Chairman HuMipym Y. All right, Mr. Burns, I recognize the con-
cern that you 'have in your very important role as the Chairman of
the Board. If the Congress were to pass a concurrent resolution in-
structing the Federal Reserve to exer6ise this authority, this emergency
authority which you have, which you outlined here, starting in that
paragraph, would you comply with the provisions of the resolution?

Mr. BuRNs. That resolution would not have the force of law, 'as you
know Mr. Chairman, and I am unable to give you a definitive answer
at the present time. But in all honesty, I can really not encourage the
thought.

Chairman HumPnREY. Let me just take you one step further. I 'am
not doing this to be contentious, but frankly to get guidance. If Con-
gress were to pass a joint resolution, not a concurrent resolution but
a joint resolution, which requires a Presidential signature, if Congress
were to do that, instructing the Federal Reserve to use this authority,
would you recommend that the President sign the resolution?

Mr. BURNS. I would have to wait until that time occurs before I
could answer that.

Chairman HUMPHREY. Well now, Mr. Burns, let's assume that you
gave advice to the President-and I'm not saying what kind of advice
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that you gave him-but let's just assume that the President did sign
it, then would the Board comply with the instructions of the.
resolutions?

Mr. BURNS. If Congress passed a joint resolution to that effect, re-
quiring the Federal Reserve to do almost anything that is humanly
possible and if the President signed it, I assure you we would obey
that law promptly and live in accordance with the letter and the spirit
of that resolution. We are a very law-abiding group. [Laughter.]

Chairman HUMPHREY. That is a very reassuring statement these
days. [Laughter.]

Mr. Burns, I hope you understand that I am not arriving at any
prejudgment because, as I have indicated, this whole matter is a very
difficult one. You have surely spelled that out. There will be testimony
to the contrary. There are those of us who feel the Government, that
the Federal Government, must take some sort of action. I'm just
here probing the kind of action that we ought to take.

Now as an economic adviser to the Congress, which is part of your
role, would you advise the House and the Senate to enact some form of
legislation that would assist New York City and New York State prior
to default rather than waiting for the bankruptcy procedure?

Air. BURNS. That is a very difficult question for me, Senator. I have
been struggling with that question for weeks. I haven't yet reached the
point where I can, in good conscience, advise the Congress to pass legis-
lation to assist New York City. However, I can say this: That if you
were bent to do so-and you, at least Senator, seem to be in that
mood-I would give you some counsel as to how you might proceed.
If you were to write legislation, I think that the legislation should
provide for some very stringent measures designed to keep down se-
verely the number of municipalities around the country that might
need to be bailed out.

For example, if a bill were drafted, I think it should require as one
condition, that the municipality cannot raise funds in any other way
except through Federal assistance-through, let us say, a Federal
guarantee of its debt issuance. I think a second condition that would
make good sense would be to require that the State take over the man-
agement of the municipality that finds itself in financial difficulty-
that is, take over the management of the municipality's finances. I
think that a third condition might well be that the State discharge its
responsibility to its own municipality by levying a special tax that
would cover, let us say, one-half of the deficit that is faced by the
municipality.

Another condition would have to be that the Federal authority,
whether it be the Treasury or the Emergency Loan Guarantee Board
or some other entity, should approve a financial plan that is developed
by the State-dominated control group and that is designed to restore
the city's finances in a relatively short period.

And of course, there would have to be a guarantee fee if you travel
this route, and the period to which the guarantee would apply would
have to be severely limited.

Now, I'm not recommending that legislation. I'm not recommending
any legislation. I'm conveying a thought, mainly, that the conditions
ought to be so stringent, ought to be so severe, that very few munici-
palities would want to exercise or take advantage of this power.



134

Chairman HUMPHREY. Mr. Burns, let me assure you that those of us
-Wlo have even contemplated Federal assistance or Federal action in
-this area have kept in mind many of the restraints that you have
-indicated.

It is a fact, of course, that local governments are the creatures of
the State, and therefore a State government has a special responsibil-
ity. In the instance of the State of New York exercising some of that
responsibility, one of the matters of grave concern, which you have
indicated in your testimony, is now the State of New York; and not
only the city of New York, is beginning to find itself in some potential
or possible difficulty. I don't know the degree, but there are some indi-
cations of that. So that you get this kind of ripple effect, which isn't so
much rippling as it is kind of ripping, in which the bond market, the
securities markets, not only for municipalities but for the State gov-
ernment, become jeopardized.

And the question that I have in mind, and I know my time has ex-
pired, but I want you to contemplate it as you visit with others today,
Mr. Burns, is when and at what point and tinder what circumstances
do the instrumentalities of the Federal Government come into play,
if at all? I happen to think that there must be a time that they do come
into play. If the damage that would be done to the financial structure
of our country, to the economy, is of such proportions that it would
seriously affect the economic recovery and the stability of our system,
of our. financial system.

So we will come back again. I just want you to know my concerns.
I know that helping New York is not a popular political issue. I was
-asked about that this morning by some reporters. I suppose the popu-
lar political way is to turn your back on New York. But may I say
-that I believe that this is a time, no matter what way we seek to help-
*and I'm not so sure which is the best way-but I think this is the time
where the phrase "bite the bullet" really has to be a fact. I think there
has to be some way to assure that a major economic catastrophe does
not take place.

And when a man of the quality of the Chancellor of the Federal Re-
public, and one of the top financial officials in Switzerland, reminds us

-of the international repercussion, and when you, sir, today, in a very
-thoughtful statement-and I want to thank yon for it-remind us of
-the possibilities, not necessarily the certainties, but the possibilities of
-serious financial problems here at home, then I think that we have to
dig in. And I think we have to have our emergency plan at the con-
grressional level, just as you have prepared an emergency plan at the
Federal Reserve level.

I yield to Senator Javits.
Senator JAVITS. Thank you, Mr. Chairman, and thank you, Mr.

Burns.
I thoroughly agree with the chairman as to the sagacity with whichyou always testify, and it is not different today.
I have a rather deep philosophical question that troubles me. When

. even so distinguished and objective an authority as the Chairman of
--the Federal Reserve Board uses in his answers the words "bail out," of
New York being "bailed out," and when my distinguished colleague,

-Senator Taft-and I am sorry he is gone-uses a similar expression,
-perhaps a little more severely, then I want to raise this philosophical
-question.
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I noticed in your statement, Mr. Chairman, you said: "Even those
whose distress was brought on by gross negligence or mismanagement,"
and you say: "A program of Federal assistance to the city may well
lead to demands for similar assistance for other hard-pressed commu-
nities, even those whose distress was brought on by gross negligence or
mismanagement."

My question is this. Mr. Chairman, is this situation very much dif-
ferent from the farmer in Mississippi who lost 1 million or 2 million
chickens because he didn't take the proper precautions with his flock,
and yet the United States. by special legislation, bailed him out? Do
you see any difference in this situation where vast numbers of people
and vast human interests are involved?

Mr. BuRNs. I think there is a difference, Senator. We have developed
a certain structure of Government in our country. and we have pro-
'ceeded on a doctrine of separation of powers. The Federal Govern-
ment has not involved itself previously in the management of local com-
munity affairs. Assistance has been provided to cities under general
legislation, but the Federal Government, to the best of my knowledge,
has never told a city how much it should spend or how much it should
tax or in what way it should tax. So I think there is a difference in the
two situations, though from a human viewpoint, there is basic simi-
larity. That is, of course, what I think you are talking about.

Senator JAVITS. Isn't it a fact that many of the points you just made
are eroded when you look at the Lockheed loan? Lockheed is a corpora-
tion, and how-often has the United States told corporations what they
should spend and what they should save, et cetera?

Mr. BuRNrs. You have asked me the most difficult question that you
possibly could. I have struggled with that question, and I am even em-
barrassed personally because I was in favor of the Lockheed loan at
that time. I have thought for some time, long before the New York
City difficulties broke into the open, that I was mistaken and that the
Congress was mistaken and that the Lockheed-well, let me just use
that awful term "bailout"-that the Lockheed bailout was a mistake.

And when you ask me the question, "Well, if you did the one, why
not the other?" I would have to throw up my hands because I cannot
give a good answer. I have tried to develop a good answer. I can't find
one. But all I can say is that we made a mistake in that case. Let us not
multiply our mistakes.

Senator .TAVITS. Now, of course, the Lockheed thing hasn't worked
out al] that badly, has it?

Mr. BURNS. Perhaps I have a certain conflict of interest here. I am a
member of the Emergency Loan Guarantee Board, and in my view the
Lockheed problem has taken a great deal of my time and has been a
drain on my energy, and I am not satisfied with the way Lockheed has
handled its affairs. And I wish, if you are ever going to do things in
this area, I wish and I hope that you will have just an ounce of sym-
pathy for the Chairman of the Federal Reserve Board who has to deal
with matters like Lockheed.

Senator JAVITS. Mr. Chairman, I don't bridle at your difficult re-
quirements for assistance for New York, which are really spartan in
character. That is why I violently objected to the word "bailout."
It is a bailout when someone pays for someone else's mistakes-

Mr. BuRNs. Let me take
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Senator JAVITS. Let me just finish the question.
Mr. BURNS. Well, let me take that word back. It is a careless term,.

and the meaning is not too clear. I didn't really mean it in any in-
vidious sense. So let me take back the use of this term "bailout" be-
cause it will not help us communicate with each other.

Senator JAVITS. But it is a sharp cutting edge, Mr. Burns, and you
know my great affection and respect for you. But I'm really trying
to equate this with the people. The word is very loosely used. My col-
league, Senator Taft, is not a man of ill-will, and he has a city in his.
own State which is almost right behind New York-to wit, Cleve-'
land-which has its own troubles. But be that as it may, the fact is,
that the word is very widely used. So I think it is very important to
see whether the kind of spartan regime that will now be imposed'
inevitably on New York City by either the State or the Federal Gov-
ernment or both or of its own necessity-and obviously that is going
to happen. Now, is that a bailout? We are not paying for New York's
mistakes. New York will suffer from its mistakes. But we are trying.
to save it from a calamity which could involve the whole country.-
Let's us remember the Great Depression of 1932. That depression was,
touched off not by the failure of a city-to wit, the principal mega-
lopolis in the world-but by one bank in Austria. So let us not be so
highi and mighty about risk taking. You yourself, Mr. Chairman, have
testified-and I am a fairly careful lawyer-and in your opening-
statement, you said:

Nevertheless, until the last 2 weeks, I would judge that the yields on the high-
est-rated municipal issues have not been out of line with those available on
corporate bonds of comparable quality.

Now, Mr. Chairman, what has happened in the last 2 weeks which
is a forecast of the future? What is the handwriting on the wall? What
are the flickering shadows as the sun of New York City sinks over the
horizon?

That was a little elegant. [Laughter.]
Mr. BURNS. Financial markets, as I think you know, Senator, do

not thrive on uncertainty. This is a major factor in market behavior
now. A resolution of the New York City crisis, either one way or the
other, I believe-and I may be mistaken-would be most important.

Senator JAvrrs. Mr. Burns-let me say in the first place, I appreciate
the precision with Which you have testified. Here you have men of
very diverse views but with the greatest good will toward this crisis;
namely, Senator Humphrey and Senator Proxmire and the other mem-
bers of this committee and the Congress. So your guidance is important,
and to me, not a bit unexpected. That is why, as I said, I do bridle at
the words "bail out" because I knew the terms would be extraordinarily
tough. They have to be. I would feel that way myself, and I represent
the State which is involved in this, not just the city of New York.

So I would like to ask you this question. You said: "A program of
Federal assistance"-in vour oral statement-"to the city may well
lead to demands for similar assistance for other hard-pressed com-
munities." Now, isn't it just as likely, no more or no less, that default
by New York would so sour investors on the municipal obligations
that those communities would be unable to rollover their obligations
and thus you may touch off a whole series of defaults by many cities
which may just be hanging on by their teeth?



Mr. BURNs. I think I have indicated in my testimony that I am
aware of that possibility, and I am aware also of the fallibility of my

own judgments. I have been watching this very, very closely, and I am
at a different point today than I was a month ago.

Senator. I believe that While this possibility exists and while even
the probability is not necessarily low, I doubt if that will happen for
very long. But I may change my mind as I see how markets behave.

Now, if I may, Senator, I would like to give this word of counsel.
I don't know whether my counsel is practical or not, but if you are
going to do something about New York-and I am not advising you
to-but if you are, I wish you would do it quickly.

Senator JAVITS. I agree with that thoroughly. Thank you.
Chairman HumPHREY. Senator Proxmire.
Senator PROXMIRE. Mr. Burns, I agree this is a remarkable state-

ment; remarkably thoughtful, balanced, and it is also a great "on the
one hand, but then on the other hand" statement. In other words, it
is hard to tell where you come down until the questioning. And in
the questioning, I seem to perceive, in your responses to Senator
Javits' question with respect to Lockheed, the Lockheed loan, that you
would oppose a guarantee under any circumstances we can conceive of,
a guarantee to New York to the present time.

You just said you might change your mind, but that is your present
view. Is that right or wrong?

Mr. BURNS. That is the way my thinking is running at the present
time, but, as I indicated, it is my business to respect facts, and facts
have a way of unfolding. The world doesn't stand still. What I have
tried to indicate is that if the Congress is in a mood to deal with the
New York City problem or the broader municipal problem as you may
see it, then I hope that you will write into the law very stringent con-
ditions; that you will write into that law conditions that would defi-
nitely involve the State so that the State will discharge its financial
responsibilities; and also that the law be written in such a fashion that
the communities that would seek relief under such legislation would be
very few indeed.

Senator PROXXIRE. Well, I agree wholeheartedly with that. I think
you have performed a great service in emphasizing that and underlin-
ing it. I think Senator Javits has agreed with that. I think, as a matter
of fact, there is no way any legislation could be enacted into law with-
out following your advice and following your advice just as stringently
as you have emphasized it.

Let me see if I can clear up something else that is a little unclear
in my mind. Did you indicate that if the Congress passed a concurrent
resolution, which would not have the force of law but which would
implement a law which is in effect, telling the Federal Reserve to buy
New York City obligations, that you would have some hesitation as to
whether you would follow what Congress has told you to do, although
vou are a creature of the Congress? You're independent of the Execu-
tive but a creature of Congress.

Mr. BURNS. Well, I indicated or tried to indicate-
Senator PROXMIIE. I don't mean you are a creature of Congress. I

meant the Federal Reserve Board is.
Mr. BURNs. Well, I think I am too. I wouldn't be here if you hadn't

confirmed me.
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Senator PROXMIRE. All right.
Mr. Bu-RNs. You can change your mind any day. [Laughter.]
Now, I indicated, or I tried to indicate first of all, that I think it

would be unwise for me-perhaps even improper-to answer hypo-
thetical questions. I tried to indicate second, that a concurrent resolu-
tion does not have the force of law.

Senator PROXMIRE. Well, let me interrupt to say you were completely
unequivocal in saying you would follow the law if we passed a joint
resolution that was signed by the President.

Mr. BURNS. No question about that.
Senator PROX-MIRE. Well, why can't you be unequivocal in saying

that you will follow what Congress decides to do since we are the
masters of the Federal Reserve Board?

Mr. BURNS. A concurrent resolution, as you know, does not have the
force of law, and we have a Government under law. I'm not an at-
torney myself. On a matter of this kind, I would need the counsel of
the Board's attorneys. I gave you the best answer I could under the
circumstances.

Senator PROX311RE. All right, sir, now let me see if we can get to what
has been done in the city of New York already and the extent to which
this might be strengthened in legislation. As I understand it, the city
of New York has already reduced expenditures by over $1 billion. They
have increased taxes; they have surrendered substantial powers on
spending, taxing, and issuing securities to the State; and they are com-
mitted to balancing the budget within 3 years. The State has assumed
substantial responsibilities for the city's obligations. as you say in your
statement, and created instruments to make sure that this is carried out.
The State has increased the city's taxing authority and has in effect,
enabled the State to increase taxes, which they have done. The State
has loaned a substantial amount of money, perhaps more than they
should have prudently done so, a substantial amount to the city. They
have gone about as far as could be expected.

Under these circumstances, if we should design legislation that
would provide for a Federal guarantee with a taxable instrument,
which would be a penalty which would have to be paid; legislation
which would require on top of that as a kind of insurance premium;
a requirement that the city meet such additional Federal demands
with respect to spending and taxing as the people administering this
program in the Treasury or Federal Reserve Board might require;
and requiring also that the State serves as an enforcement agency; and
provided also that the guarantee be partial-that is, be not a 100-
percent guarantee but a partial guarantee-that perhaps would range
all the way from 25 percent for a guarantee to 75 percent for the
guarantee-then does it seem to you that within that kind of limita-
tion, Mr. Burns, that kind of demand on the city and the State, that
you might have a reasonably strict instrument or did you have some-
thing else in mind?

Mr. BURNs. If I understood you fully, vou have made no reference
to a specific sacrifice that the State itself might make in the way of an
increase in its own taxes, with the increase to be for a limited period
of time. The increase would indicate the State's recognition of its re-
sponsibility. It would be a special tax to redeem the honor of the
State. I consider this to be a very important feature of any such legis-
lation you may decide to pass.
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Senator PROxiIRE. As I recall, you said that that tax should be at--
least 50 percent of the deficit?

Mr. BURN-s. That seems reasonable, 50 percent.
Senator PROXMIRE. All right. I think that is a very reasonable sug-

gestion that should be put into effect. But even if we should do all of
that, however, you would not commit yourself at the present time to
this guarantee and in fact, at present moment, you would be disposed
to oppose it. Is that correct?

Mr. BURNS. As of today, I still have grave doubts about the wisdom
of that legislation.

Senator PRoxMIRE. Now, how would you distinguish emergency
credit assistance for New York from the aid to the Franklin National
Bank? In that case, the Fed provided a direct loan to the bank, not a
guarantee, to the amount of $1 billion to $1.7 billion or six times the
amount of the Lockheed loan guarantee. The bank was obviously very
badly managed and made enormous mistakes of judgment. How would
you j ustify the Franklin assistance compared to the New York request?

Mr. BURNS. I think that is very easy to justify, Senator. The Frank-
lin National Bank was a member of the Federal Reserve System. By
being a member, it had been taxed very heavily over the years. Under
the law, we have a responsibility to come to the assistance of member
banks through the discount window. And in the case of Franklin,
Senator, we had collateral with a value that exceeded the amount of
the loan that we gave. This was a bankable loan. We were fully
protected.

Senator PROxriiRE. All right. Well then, this is the reason I pre-
sume, or one of the reasons why you emphasized strongly the desir-
ability of a tax by the State of New York, for instance, that would
pay a substantial part of the deficitas similar to the kind of payments
that the Franklin National Bank made?

But it is a different kind of situation. I think most of us would
have more sympathy for a city in these circumstances than for a
private enterprise bank that, after all, takes its risks like any other
business.

Mr. BURNs. I had no sympathy for that bank, Senator. I think you
know that. You described it as a poorly managed bank, and of course
it was. And everyone knew it. I couldn't care less about that bank. But
I did care about the banking system and about the financial system
and the domino effect that the failure of a $5 billion bank could have
upon our entire banking system and for that matter on international
finances.

Senator PROXMIRE. Why isn't there a domino effect in the bond
market?

Mr. BuRNs. There could be. I talked about that in my testimony.
Senator PRoxMME. One other question. If the Congress sets up a

board similar to the Loan Guarantee Board to administer assistance
to municipalities, do you think the Chairman of the Federal Reserve
Board should serve on that Board?

Mr. BURNs. This is a question that I have struggled with. I advised
the Lockheed legislation, and under that legislation, a board was set
up with the Secretary of the Treasury as chairman and the Chairmen
of the Securities and Exchange Commission and the Federal Reserve
Board as associate members. Now that was the best kind of a board
that I could think of at the time. In this situation I have been trying
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to think of a board that would exclude the Federal Reserve Board,
and that would act responsibly-that would bring good financial
ability to the job at hand. I hope you can find one. So far I have not
been very successful in coming up with a good suggestion to you.

I woufd much prefer to see the Federal Reserve Board omitted. On
the other hand, it may be difficult to find a good replacement.

Senator PROxMImR. Thank you, Mr. Chairman. My time is up.
Chairman HU3PHREY. Congressman Moorhead.
Representative MOORHEAD. Thank you, Mr. Chairman.
Mr. Burns, 2 weeks ago the Secretary of the Treasury testified be-

fore this committee that: "New York City, with the assistance of the
State, has both the mechanisms and the resources to avoid default."
Now in your testimony, I noticed, you talk about: "During the past
week or so," and at another point, you said "until the last 2 weeks,"
and at another point, you said, "until the most recent turn of events."
Is it you opinion today that New York City, with the assistance of
the State has the mechanisms and the resources to avoid default?

Mr. BURNS. That is a very difficult question. I do think that New
York is a rich and powerful city and that if a creditable financial
plan were developed, it might still stave off default and restore con-
fidence. But a financial plan that could have worked 6 months ago
could no longer work 3 months later; and a financial plan developed
3 months ago or even 1 month ago, may no longer work today. There-
fore, I'm not at all sure that this can be done. However, I have not
seen a sufficient effort made.

Representative MOORHEAD. What kind of efforts would you like to see,
Doctor?

Mr. BURNS. Well, first of all, New York City finances have had their
ups and downs. One day employees are discharged, and the next day
or the next week, they are rehired. This has created great confusion
among investors and has served to erode confidence that might other-
wise have been built up. As far as the State is concerned, I think it
would be fair to say that the State has imperiled its own credit in the
process of coming to the assistance of New York City.

Essentially what has happened is that debt has been moved out of
one pocket into another pocket and the total amount enlarged in the
process. The State has not imposed a direct sacrifice on itself-for
example, in the form of a special tax for a period of 1 year-in order
to come to the assistance of this great city. Thus the State has failed
to build confidence in the finances of that city, or the finances of the
State.

This is my estimate of the situation. You might say that it is a
personal estimate and, of course. it is that. But I think that I am cor-
rect in saying that what has happened so far has not helped to restore
investor confidence. On the contrary, it has continued to weaken the
confidence of investors.

Representative MOORHEAD. But Mr. Burns. I would like to get some
idea of your notion of the magnitude of New York City's problems.

Mayor Beam, if I recall correctly, testified before this committee
that his problem was a short-term cash-flow between now and the end
of next June. with the amount of approximately $1 billion. Most of the
other people who have looked at it, they give me considerably higher
figures. Do you have an idea of the magnitude of the problem ?
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Mr. BURNS. I think I do. It is much more than a cash-flow problem
'because, if I understand the finances of New York City correctly, New
York City's debt is scheduled to go up by something like $1 billion
this fiscal year. Now that is not a cash-flow problem.

That is how I read the estimates that I have seen. Of course, a new
plan is to be submitted in a day or two and that plan may modify the
picture. But we are not dealing here solely with a cash-flow problem.

Representative MOORHEAD. And it is considerably larger than $1
billion?

Mr. BURNS. Oh, yes.
Representative MOORHEAD. Now, Mr. Burns, suppose these plans do

not work out, and New York City has to default. And I think the date
usually given is in December. What happens then? On what do they
default and what is the ripple effect?

Mr. BURNS. I wish I could answer that, Mr. Moorhead. It is a very
difficult question of judgment. The effect cannot be salutary; it cannot
be good. The only queston is how serious it is likely to be for New
York and for the rest of the country.

And it looks more serious to me today than it did a few weeks ago.
A few weeks ago, it looked more serious than a month ago. But I still
do not consider it a catastrophe. A default on the part of New York
City would be most regrettable., but what would trouble me much more
is if a default by New York City were accompanied by a default by
New York State. In this connection it is worth noting that the various
special agencies that New York State has created have issued a rather
large volume of moral obligation bonds that presently are outstanding.

Representative MOORHEAD. Could that be serious enough to trigger a
really serious recession?

Mr. BURNS. When you ask "could it be?" I think the answer has to
be in the affirmative. But if you were to ask me whether I think that
would happen, I would answer today in the negative. I do not think
that would happen, but I recognize my judgment could be erroneous.

Representative MOORHEAD. I appreciated your statement today that
if the Congress is going to do something, we should do it quickly.
Now was that advice given because of the fact you think this would
help to restore investor confidence and would require less action or less
money involved now than it would be if we postponed it 2, 3, or 4
months from now?

Mr. BURNS. As I said before, the market can take a change in values
and adjust to it. But the market functions badly when the people have
no idea of what is going to happen and when uncertainty is very great.
That is the thrust of my response.

Representative MOORHFAD. So in your advice. you are considering the
possibility that if this legislation or some other kind of legislation with
the strict requirements you suggested were put into place, it might
have a beneficial effect on confidence in the market? Is that it?

fr. BURNS. Yes, it might have a beneficial effect on the market.
Representative MOORHEAD. The reason for your opposition is that

if you knew that it would stop there, fine, but you are concerned that
this precedent would then be used by other cities with financing impli-
cations that the Federal Government would consider adverse? Is that

-the reason you would be opposed to this legislation?
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Mr. BURNS. That is correct. I do think that self-reliance in our
country, which has been diminishing, would be dealt another blow.

Representative ooRIHEAD. Thank you, Mr. Burns. Thank you, Mr.
Chairman.

Chairman HUMPHREY. Congressman Reuss, you have legislation
before your committee and you have your own proposal. We will turn
to vou now.

Representative REuss. Thank you very much, Mr. Chairman. I want
to thank you, Mr. Burns, for giving this very impressive and instruc-
tive testimony. I want to summarize what I gather is your view: First,
you believe that the Federal Reserve should not directly mount a res-
cue mission for New York City. And I think you are right in that. I
don't really think you are going to be faced with the terrible choice of
whether to have a concurrent resolution to that effect or not. Second,
while you are not quite prepared this morning to urge Congress to act,
but you did mention two things: One, if Congress does act, you believe
that there should be certain ironclad conditions on how it acts-and I
find myself in very general agreement with your listing of conditions
including particularly your mention of the fact that Federal exposure
of the United States should be short in duration and limited in time;
two, if Congress is to act, then it should be done quickly. Thirdly,
when you get to what the Federal Reserve can do, I again find your
answer very satisfactory if I heard you right. You were saving that the
Federal Reserve stands committed, as lender of last resort, to see that
no holders of New York securities in the banking system, whether they
be National or State banks, whether they be Federal Reserve mem-
bers or nonmembers, whether they be insured or not insured, you are
saying no bank holding New York securities will be allowed to suffer
a measurable liquidity squeeze.

Mr. BURNS. I would put our position this way, Mr. Reuss. We would
come to the assistance of any bank having a temporary liquidity prob-
lem at the discount window whether that bank is a member of the
Federal Reserve System or not and whether or not it holds New York
City securities. If the existence of a liquidity problem becomes fairly
general for a time under conditions of uncertainty, we would deal with
it on whatever scale is necessary. Our monetary growth targets would
just go out the window. We would attend to our monetary targets later
on. We wouldn't forget about them, I assure you.

Now, I want to make this additional explanation. We would lend
our assistance at the discount window not only to member banks. but
also to nonmember banks, but the nonmember banks would be subject
to a higher discount rate.

Representative REUSS. I think that is a good wav to do it.
Let me recapitulate what I said you said. By vour discount window

operation, the following should be clear, should it not, that if the
paper discount ultimately loses value, that is not the responsibility of
the Fed. The Fed then looks to the bank that brought it in and is made
whole. So there is no exposure of the taxpayers' money involved in this.

Mr. BRNss. Oh, no, we would be lending to the bank.
Representative REuSS. And that is an important distinction and one

that has to be made.
Mr. BURNs. The risk we take is making the loan to the bank, but

that is what we are here for.
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Representative REUSS. And you then point out two subsidiary things
that can be done for the banking system: One is the attitude of the
regulatory agencies such as the Fed, the FDIC, and the Comptroller
of the Currency, and that attitude would to go a little easy on bank
writedowns of the questionable paper, if that is the way it turns out to

be. And I think that makes sense. And then finally you said that the

FDIC-and this is part of your oral statement-is prepared to im-
plement with appropriate safeguards its contingency plans for dealing
with insured banks that require a temporary infusion of supplemen-
tary capital.

Now, I don't know quite what that is, but doesn't that sort of dupli-
cate what you are doing at the discount window? How does that differ?

Mr. BunNs. Well, we do not supply capital, supplementary capital.
Representative REUss. It comes to the same thing though, doesn't it?
Mr. BuRNs. No; not quite. You see we are and must be governed by

law, and we cannot lend to an insolvent bank. If a bank finds its capi-
tal has eroded, the FDIC in its own fashion. which I will not attempt
to describe only because I don't know what it is precisely, can supply
supplementary capital and keep the bank solvent so that we are then
in a position to lend. If the bank were insolvent, we could not lend a
nickel.

Representative REtuss. Now let me turn to the broader economic fa-
cade. You leave said many times that the next 12 months are going to
be very important months for our country's economy, and you have
also recently said many times that in your judgment further stimulus
is not required at the present time. Weren't you somewhat surprised
when the President, who has seemed to agree with you on that, on tele-
vision, Monday night, announced the largest tax reduction in history.
It was something like $28 billion. And any setoff against that is to
occur after the elections by some similar decline in expenditures. We
needn't concern ourselves with that because we are concerned with the
next 12 months.

But would you not agree with me that it would be irresponsible of
Congress to enact such a program?

Mr. BuRNs. The way I would do it would be to have a tax reduction
and a cutback of expenditure of an equivalent amount to take place
concurrently.

Representative REUss. So, would you agree that to throw the budget
into imbalance by billions of dollars for the next year, with no
expenditure decline until after the election would be irresponsible?

Mr. BuRNs. I neither agree nor disagree. I have given you my view.
If I were doing it, I would do it on an equivalent and concurrent basis.

Representative REUSS. Well, I wish you were even more independ-
ent. Thank you very much.

Chairman HUMpRmEY. You came a long way.
Mr. BURNS. I state my views with some precision or I try to. You

asked me before whether I was surprised, and I'm not. I have lived in
this city for some time. This city no longer surprises me.

Representative REUSS. Well, thank you very much. My time is up,
Mr. Chairman.

Chairman HUMPY-REY. Congressman Hamilton, did I understand
you would yield to Senator Percy?

Representative HAMILTONT. I yield to Senator Percy.
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Senator PERCY. I want to express my appreciation to CongressmanHamilton. He is a very good friend in giving me this courtesy this
morning .You are not only well represented here today, but I would sayon this side these empty chairs here do not indicate a lack of interest onthe Republican side of the aisle to the problems of New York and thecomplexity of this problem.

I agree with the chairman. This is the most complex situation thatI have tried to arrive at a just and fair decision on. I think your tes-timony this morning, Mr. Burns, is extraordinarily helpful. I thinkwe are all concerned about the ripple effect and about what is goingto happen if we don't do certain things. That is what we are trying tostruggle to find out. But I find that all kinds of new factors, Dr. Burns,are coming into the picture to be taken into account in any assessment.I would like very much to have the benefit of your comments on cer-tain things that have occurred since you were last here with us. The'President has announced a $100 billion program for energy, which maybe called a backdoor financing effort by the Federal Government. The,President has called for a $28 billion tax cut and that puts a furtherstrain obviously on the budget, on our ability to cut expenditures, andpressures on us to do so, but also is a hopeful stimulant to the econ-omy. Then we have evidence indicating that the recovery is movingslower in the economy than we had thought and that the money supplyis running at the lower end of the target range. Could you comment onall three of those factors as to their effect upon the ability of the Fed-eral Government to just jump right up and say we will bail New Yorkout ?
Mr. BURNS. I can comment with greatest confidence on the behavior'of the money supply. If you take the narrowly defined money supply,it has increased at an annual rate of 7 percent during the past amonths-between March and September. For a broader definition ofmoney-one that also includes deposits in savings banks, time depositsin commercial banks, and deposits in the savings and loan associationsand the credit unions-the rate of growth has been 13 percent. So this;country is not being starved for money.
Now you commented on the recovery proceeding at a slower rate,than expected. I think the recoverwy has been proceeding satisfac-torily, Senator. We had a sharp increase in the volume of productionduring the third quarter. We had a significant increase in employ-ment and we had a reduction in unemployment. Our foreign tradehas been strong, and there are signs that capital expenditures, whichhave been lagging in the recovery process, may soon be joining the'recovery. I would say the recovery is proceeding quite satisfactorily.
You commented also on the President's energy program, referring

to the $100 billion proposal. I am not qualified to judge whether we
need $100 billion or $50 billion to develop new sources of energy. Ican onlv comment with some authority on the financial aspect, thatis, the financial procedures. I think that if any such program isadopted, whatever the amount is, whether it be $10 billion or $100
billion, it ought to be done directly through the budget. We startedsomething in fiscal 1972 when we invented a new category called "oftbudget outlays." In fiscal 1972, the amount under that category wasless than $100 million. For this fiscal year, the amount is over $14Iillion according to the last figure I saw. It is growing. Now yolkP
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can call these expenditures "off budget outlays" or "XYZ" or-
"abacadabra", but whatever you call it, this is money the Treasury
has to go out and borrow like any other borrowings. I think good
simple accounting procedure calls for including this item under the
budget.

This off budget outlay category ought to be eliminated. Let us get
it out of the system. It is a financial gimmick.

Now, as for the President's tax proposal-
Senator PERCY. Before you go on with the tax proposal, could yOIL

clarify the argument that is made that every company does this and
they don't put through their borrowings, to build a factory or what-
ever-100 percent of the project. They capitalize through the profit
and loss statement. What is the difference between the business of
the Government and the business of a corporation?

I think it would be helpful if you would clarify for those who use,
that argument that backdoor financing cannot be looked on that
way.

Mr. BuRTS. Years ago I was in favor of a capital budget for the-
Federal Government. But I have seen Federal expenditures keep.
rising and I have seen State and local expenditures keep rising. At
present, governmental expenditures at all levels account for 40 percent
of the dollar value of our Nation's production.

In view of this explosion of Federal spending, if we went to a,
capital budget, I think spending would go up even faster. Therefore-
I have this basic reason for treating capital expenditures under the-
regular budget and not separating them out.

And certainly I would do away with the off budget category. I
would do away with it promptly.

Senator PERCY. All right, sir. Thank you.
Now, the comment on the President's tax proposal.
Mr. BURNS. Well, I think that we would have a stronger economy

if governmental expenditures were kept under better control. I think-
expenditures have been exploding on us. Thus I like very much the
expenditure part of the President's program. I also favor a tax reduc-
tion to accompany the expenditure reduction. The only doubt I have
is on the timing. I would want the two to be concurrent.

Senator PERCY. WMy last question pertains to the New York situa-
tion. If the Federal Government is to play a role, what would be in
your judgment the correct route? Would it be a grant, a guarantee,
or insurance for people holding the municipal bonds?

Mr. BURNS. I wish I could give you a confident answer to that.
I believe at the moment that I would go the guarantee route, charging
a fee for the guarantee. assuming that the Federal Government is
going to legislate on this subject at all. And, as I mentioned previously,
it is not clear to me that legislation is now desirable.

Senator PERCY. Because of the brevity of your answer. one quick
question pertaining to your statement. You said that the Board will
make funds available on whatever scale is needed to assure an orderly
financial environment. You make that in the case of default by New-
York City.

I assume then vou have made some assessment of the New York
situation. How much money are you talking about making available
if there is default?

65-920-76-11
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AIr. BURNS. Let me interpret that phrase "on whatever scale is
necessary." All that it means, and this is a great deal, is that our
target for growth of the narrowly defined money supply, namely 5 to
71,4 percent would be forgotten completely for the time being. We
would permit that figure to bulge to almost any size for a time, in
order to deal with the liquidity problem.

But before very long, Senator Percy, I assure you that we would
pull back the reserves poured into the commercial banks, and try to
get on a prudent monetary path once more. That is exactly what
we did during the Penn Central crisis. Word then went out to the
banks over the country that the discount window was going to be open
and we would forget about our monetary targets. Within a short period
we were able to get back onto our desired path. The net result was
just a little bulge. *We helped the financial system over a difficult
period but did not distort our monetary policy.

Chairman Hu-iPHEpY. Congressman Hamilton, I know Senator
Percy was very grateful to you for yielding. You were most patient.
Thank you.

Representative HAMILTON. Thank you very much. I appreciate
very much your statement this morning, Mir. Burns. The last time I
heard testimony on this particular subject in this committee was when
Secretarv Simon was before us on September 24. The thing that has
impressed me today is the difference in tone between his statement
on the 94th and youirs today. He spoke at that time about the situation
in New York Citv and said that: "A default would be primarily legal
in nature." He stated that in his judgment it would be tolerable and
a default would cause little, if any,.damage to our financial structure.

As I understand it, even Secretary Simon now has moved away
from his September 24 statement. I'm under *the impression from
your testimony this morning that you, too, have gone through a kind
of similar odyssey; that is to say, that today you are much more aware
of the risks to the economy of a default by New York City than you
were a few weeks or months ago, and that you are much more receptive
to the possibility of Federal intervention, but you have not yet quite
reached the point where you would propose Federal intervention. Is
that a fair statement?

M Ar. BURNS. It is a very fair assessment except for the phrase "much
more receptive." I still find myself in an unreceptive mood, but I
no longer dismiss the idea. I recognize that the question that you. are
considering is a real one and that there is ample room for serious
concern.

Representative HAMILTON. You said several times today that you
have a lot of respect for the facts and you are going to be watching
developments very carefully.

What kind of evidence are you looking for? What kind of things
will be meaningful to you in making a judgment as to whether or
not the Federal Government should intervene in some way to help
New York City?

Air. BuRN-s. It is my business to watch the economy and it is my
business to watch financial markets closely, including the municipal
market, the corporate bond market, the Treasury bond market, the
money market, the stock exchanges, and the foreign exchange market.

Now this is my job. And I like to think that very few developments
will not come under my scrutiny.
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Representative JLXMILTON. Well, of all the factors you mentioned,
what would impress you the most? WVhat do you look for when you
try to make a judgment on this question?

Mr. BURNS. I cannot tell you with great precision what I would
look for a week or two from now. What I look for particularly now is,
what is happening to new issues coming into the market: Are there
bids? Who is doing the bidding? Are issues being withdrawn from
the market? Is the inventory of municipal securities in the hands of
dealers growing? What is happening to the yields?

These are matters that I follow almost hourly.
Representative HAMILTON. If you would reach the conclusion

that a default by the city of New York would injure the economic
recovery that is now in process, would that cause you then to support
Federal intervention?

Mr. BURNs. Not necessarily. I tried to make clear toward the end
of my statement that you still have to weigh a temporary cost to the
economy against longer run national disadvantages or costs that may
result from Federal intervention.

Representative HAMILTON. And your feeling today is that those con-
sequences outweigh the benefits of Federal intervention now?

Mr. BURNES. That is my feeling as of today.
Representative HAMILTON. Thank you, Mir. Chairman, that is all.
Chairman HUTMPHREY. Congressman Long?
Representative LONG. Thank you very much, Mr. Chairman.
Air. Burns, I'm truly grateful to you. I'm truly gratified by your

openminded attitude toward this problem and for the competence
of your statement.

We all know cyclical problems with respect to recessions and their
effect upon the cities and their more immediate effect upon the country
at large. It raises in my mind the question as to what the effect would
be if we do not continue getting out of the recession that we have found
ourselves in? I wonder how much thought you and your staff have
given to that and what the effect might be upon the recovery that we
seem to be pulling out of, that we seem to be following, in the event
that there is a default by the city of New York?

Mr. BURNS. I wish I could give you a precise answer to the ques-
tion. This is my struggle. This is really your struggle, too. Unfor-
tunately, this is not the kind of question to which anyone can give a
very competent answer.

Some people will speak in strong and firm tones. but I can't. I recog-
nize the limitations of my knowledge and my capability for foreseeing
the future.

I recognize clearly-and I said so at a recent hearing of the House
Budget Committee and I have elaborated on it to some degree in my
testimony today-I recognize very clearly that a New York City de-
fault could injure the recovery process that is now underway.

Representative LONG. Would it include what recessionary aspects,
I guess is the word, of the soaring bond market itself and the fallout
from that insofar as capital improvements by cities and towns all over
the United States is concerned?

Mr. BURNs. That is true.
Representative LONG. But neither you nor your staff have attempted

to make any definite estimate with resnect to the percentage impact on
the gross national product or the dollar impact upon this?
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Mr. BURNS. No, we have not done that because we have no way off
doing it. This has to be, I am afraid, a question of judgment. I see noe
scientific way of arriving at an answer. I wish there were.

Representative LONG. I can well understand that it is very difficult
to measure because once it starts that ripple effect, it might turn from
a ripple into a tide effect. And once you start out. there is no telling-
which way it could go or how far it could go, is there?

Mr. BuRNS. No; I'm afraid that is true. I do think, and I would em-
phasize this once again, I do think if Congress should be in the mood'
to legislate on this issue, I would very much hope, you do so promptly.

'Representative LONG. I'm sorry, you say you very much hope
Mr. BumRNs. That you will do so promptly.
Representative LONG. Promptly.
Mr. BuRNs. Because the uncertainties inherent in protracted con-

gressional debates will keep markets in a state of turmoil. At the same
time, indecision by the Congress may keep New York authorities from.
doing what they otherwise might do for themselves.

Therefore, I believe an early resolution of this, whichever way you -
decide to go, would be helpful to financial markets.

Representative LONG. It is one of those situations where the indeci---
sion itself could perhaps be worse than the illness or what remedy is:.;
required?

Mr. BURNs. I think that is true.
Representative LONG. I'm inclined to agreed with you, but I have not.-

really decided my own particular feelings with respect to what ought..
to be done in this matter.

I have done a serious reading and study of it and I have still not-
resolved it. I think I am in the position you are in. I'm not yet quite.e.
ready to recommend the Congress do it.

How would you resolve that if you were in our position? You say-
you are not yet willing to say that you would act, but if Congress does -
act, you are hoping for a prompt action on it or a prompt resolution of
the problem.

Mr. BURNS. If I were a Member of the Congress, and if the vote-
were taken today on legislation that would render financial assistance-
to New York, I think I would vote against it.

Representative LONG. You would vote against it?
Mr. BURNs. As of today.
Representative LONG. All right. You might consider offering an

amendment to put the United States in the position of a guarantor in:
the form of an amendment, might you not?

Mr. BURNS. As of today, a Federal guarantee is one of the things:
I believe I would vote 'against; but I don't want to go beyond today-
in my judgment.

Representative LONG. Thank you very much, Mr. Chairman.
Mr. BURNS. Let me add that I would respect thoroughly the think-

ing of the Members of Congress who might arrive at a different judg-
ment if they were voting today.

Chairman HUMPHREY. Congresswoman Heckler, we are glad to
see you here today.

Representative HECKLER. Thank you. Chairman Burns, I'm con-
cerned about the already apparent consequences of.the fiscal dilemma
in New York City. We in Massachusetts have begun to feel the change
in atmosphere.
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'Mr. BURNS. Yes, I noticed that.
Representative HECKLER. And as a matter of fact, the Massachusetts

Housing Finance Agency has been trying to float a new bond issue
-and although this has been one of the highest rated securities in Mas-
sachusetts and the State legislature passed a bill putting the full faith
and credit of the State behind the issue, nonetheless, buyers have not
come forward. So that it seems that what appeared to be in the begin-
ning a fiscal crisis for New York can well become a fiscal crisis for

, every municipality in the country.
Can we, with that kind of a forecast, afford to do nothing?
Mr. BURNS. That is a matter of judgment. I do think that, if the

-Congress decided to do nothing, New York would do more for itself.
Now that doesn't mean the Congress should decide to do nothing.

This is a very difficult question and that is why you are holding this
hearing. And that is why Senator Proxmire will be holding his hearing
and also Congressman Reuss.

Representative HECKLER. Well it is a vicious cycle it seems. The Con-
gress is doing nothing because they wish New York would do some-
thing for themselves and New York is wishing the problem would just
go away.

Mr.' BURNS. I don't know how you get around it, but one reason why
New York has not done more to date is that the governmental officials
within the city and the State have been encouraged to think that, one
wav or another, the Federal Government will come to the assistance
of New York. I don't think 'there is the slightest doubt about that.

Yet. at the same time, the encouragement that has been given has
come from well meaning men concerned with not only the welfare of
iNew' York City-and that is a very important part of our country,
for after all New York is not only the financial capital of the country,

abut the financial capital of the world-but they have in mind the wel-
fare of the American people as a whole.

I'm familiar with developments in Massachusetts with respect to this
matter, and they haven't been good' even though I think your State

''has done a very considerable amount of work in putting its financial
'house in order.

Representative HECKLER. Well the Governor would be delighted to
"hear you sav that.

I would like to ask what else do you think New York City could do
"for itself ? '"That is it thev could do that they haven't yet done?

Mr. BURNS. One of the difficulties is that New York City has done
one thing todav and undone the same thing the next day.

'As'far as New York State is concerned, it has created new debt in-
-strumentalities. But New York State has not taxed itself in order to
assist its largest city and to redeem the honor of New York. This hasn't

Pbeen done. There hasn't been any real sacrifice, as I see it, at the State
level.

To be sure. the credit of New York State has been imperiled in the
process, but that is another matter.

Representative HEcKrLEiR. At this point, do vou feel that the problems
of New York. as serious as they are, are really just a temporary dis-
turbance today. but eventually-

Mr. 'BURNs. This is the way I felt 3 months ago. I think it is more
,serious than that.
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Representative HEcKrER. Do you foresee other municipalities in the
country reaching the same point of desperation that New York is ex-
periencing today?

Mr. BURNS. I hear about other cities, but I know much less about
them than I know about New York. I hear about other cities being in
difficulty, which is not surprising in view of (1) the tendency on the
part of our large cities to try to do too much, and (2-) the recession
which has reduced revenues and at the same time caused additions to
welfare costs and other similar expenditures.

Representative HEcKLER. In view of the increasing costs of energy,
which don't show any prospect of diminishing, isn't it true that
financial pressures on the city will have to rise?

Mr. BURNS. I think that is true. But it doesn't follow that the Fed-
eral Government has to assume the responsibilities. What it means is
that we as a people are going to face certain burdens we haven't fore-
seen. We are paying a very heavy tax to the Arab sheiks. Not only that,
the Arab sheiks may soon be in the position of being able to strangu-
late our economy.

I think this countrv is in danger. WcTe are spending $90 billion on
national defense, but that is money throwh out of the window if the
Arab sheiks can close down our economy.

Representative HECKLER. That is indeed a serious pressure we face.
However, if the Federal Government does not respond in the face of
the fiscal crisis now in New York, how will we sell the Massachusetts
Housing and Financing Agency bonds?

Mr. BURNS. Well, I don't know enough about Massachusetts. I do
know that your State has moved in a fiscally responsible direction and
I think your new Governor is to be congratulated. But I don't know
enough about the details of Massachusetts' finances to comment beyond
this.

Representative HECKLER. Yes; well I'm not concerned-well I am
concerned personally with the Massachusetts situation, but I am con-
cerned really with the national situation in terms of all the really dis-
turbing bond issues. This happens to be one of the best offered in
Massachusetts.

And when the Housing and Financing Agency, which-is so acclaimed
for excellent management and for being an outstanding investment,
when that suffers, then what is likely to be the outcome nationally?

Now is this a temporary response? Is there a way to rebuild in-
vestor confidence in the bond market and at the same time allow a de-
fault in New York?

Mr. BURNS. I think that can happen. Of course, there is a risk.
Representative HECKLER. All right, one last question then. If the

Congress should decide, and I don't think it is about to decide for I
don't know how many Members other than New York State have
actually made a final determination on this because it is a very serious
question, but nonetheless if it seems the wisest course, is to take the risk
in favor of assisting New York, then what do you think the wisest
conditions for this assistance should be?

Should the potential legislation be related narrowly to the situation
of New York? Should it be a short-term bailout? If so, how short?
What conditions would you consider most sound under these circum-
stances ?
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Mr. BURNS. I commented on that previously and gave a rather
lengthy answer. Let me give you what I think the critical conditions
ought to be if Congress decides to move in this fashion.

First of all, the management of finances of the distressed city should
be taken over by the State.

Second, the State should itself impose a tax that would meet, let
us say, one-half of the prospective deficit of the ctiy over the next year
or two, if that is the turnaround period that is decided upon.

Third, some Federal authority would have to lay down strict guide-
lines and approve this entire financing plan.

Now these are very stringent provisions, but there is a reason for it.
The reason is that I think we ought to limit severely the number of
municipalities that would receive financial assistance from the Federal
Government. I don't think the Federal Government would want to
involve itself -in the management of city affairs on any large scale.

In saying that, I'm answering also your question about confining any
legislation to New York. I doubt that you would want to do that. But
if you did travel this legislative route and this is something I am not
prepared to advocate today, I think you ought to limit severely the
extent to which cities would be eligible for such assistance.

After all, no mayor of a city would like to have the State take over
the running of the finances of his city, and no State would like to
impose a statewide special tax in behalf of just one of its cities.

Representative HECKLER. On your third point, on the establish-
ment of. a Federal authority to set up guidelines for the financial plan
of the city, do you think the Federal Reserve Board would be the ap-
propriate authority?

Mr. BURNS. Oh, no.
Representative HECKLER. Even with your financial expertise?
Mr. BURNS. You know, sometimes when I'm asked where the re-

sponsibility for implementing legislation should go, I try to think of
an enemy. And since I don't have any enemies in the city, I don't know
to what address to send specific legislation. But please keep it away
from the Federal Reserve.

Chairman HUMPHREY. Oh, Mr. Burns, it is wonderful to have you
here. I don't know of any more delightful experience in my public
life than having the chance to sit across the table from you. Even if
I find myself in disagreement, I consider it a pleasure. And I mean
that sincerely.

Doctor, you know, I just want to make an observation or two. I
noted down here as you were visiting, as you were talking with us, as
you were giving us counsel, that the debt of New York City is about
twice that of all the liabilities of Franklin National, for example,.
which we were talking about earlier. So we are dealing with a very big
item.

And the city budget of New York City is larger than the State
budget. And when we are asking the State to sort of take care of the
city, it is like asking the kid to support the parents.

Mr. BuRNS. Not a bad idea. [Laughter.]
Chairman HUMPHREY. Well, if you can get them to do it, fine.
Mr. BURNS. It used to be that way.
Chairman HUNMPHREY. Things have changed, Doctor, as you know.

The thing that does concern me though is the capacity of the State of
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Blew York to do much more than it has done. I am no expert in this
-matter, but from what I have read of late-and I have surely read a
great deal about it-the strains upon Ncw York State are upon it al-
Teady in terms of its financing.

We also see serious problems that relate to the housing authority
-bonds in that State. They are having some difficulty on their market-
ings. Now we have the judicial-well I won't say interference, but in-
jection of judicial decisions that are complicating the picture.

In your opinion, therefore, Mr. Burns, are there any actions that
you can think of at this moment that the city and the State could take
.without Federal aid that could reasonably be expected to avert the
possibility of a city default?

Mr. BuRNs. The hour is late and investors are by no means convinced
that New York City has gone far enough in bringing its expenditures
under control. I think this is the nearly universal judgment of the

.financial community and investors-and never mind whether they are
right or wrongr-they are the fellows that put up the money.

The feeling about New York State is less clear. But certainly New
York State is a rich State. Nobody likes to impose additiona] taxes,

-but I think a tax for a limited period, Senator, to redeem the State's
honor would help the State. It would inspire confidence in the State.
I must say this recent development of intertwining of State finances
with the city finances has hurt the State's credit, which is very
unfortunate.

Consider the notes issued recently by New York State. A very large
-amount is still unsold and the securities are moving very slowly. I'm
not going to quote the interest rate or the yield on the securities that

Thave been sold, but the yield is shockingly high. And so New York
State has a problem of redeeming its honor, of restoring confidence in
its own finances.

I think the special tax would help enormously to achieve that. Now
-that may be very difficult to achieve politically and I am expecting
that. But yet, as you well know, just as the Congress will do its duty
after much soul searching; so I think a State legislature would do its

-duty.
Chairnian HUMPTmREY. Well I think your point is well made, Mr.

Burns, but after all cities are creatures of States. I mean there is a
Federal structure we have and the structure of govermuent is pretty

-clear insofar as where the responsibilities lie. New York State does
face the possibility of a $600 million deficit already as a State gov-

- ernment besides its normal financing of outstanding bonds and notes.
-So it is in a serious predicament.

I do not brush aside, however, your suggestion, but I want to note
-this so the record will be clear and the public will Imow. I am one
of those Senators who will be before the Senate Committee on Bank-
ing chaired by Senator Proxmire. He has alreadv asked some questions
today that are very much relevant or pertinent to proposed legisla-
tion that I intend to introduce. I think it should be clear that none of
us here who are interested in the Federal action, none of us are going
-to make it easy to get it. I do believe that there have to be very
-stringent and strict terms so that we do not open up a Pandora's box
-of fiscal irresponsibility, for we have enough of it already.

I think it is imperative that the standards be very precise. We wel-
-come your counsel this morning on those matters.
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I have been taking down notes, sir, to make sure that what proposal
I do advance will at least come within the framework of some of your
suggestions. I am also of the opinion that we are really off the beam
here in the Congress by dealing with these matters, item by item. We
bring up Lockheed, for example, and we have. to judge whether or
not we ought to have Lockheed.

Pressure is brought to bear upon members of Congress that you'd
better vote for or against Lockheed. Interest groups are involved.-
And then we get Penn Central which is a perennial up here. I don't
know who runs that outfit, but they are experts at bailouts. Then we
will have others because once it starts, it gets a little easier, you see.

Therefore, I have always felt that we ought to have within the
structure of our government, knowing these things do happen. some-
kind of permanent structure that can deal with them on banking prin-
ciples and strict criteria rather than having Hubert Humphrey, who
is really no expert in this business and I claim no expertise in it, com-
ing up with just my idea or my concern. Maybe I'm considered one-
of those who is too liberal and they say I want to spend too much and'
so on.

So you have all the liability and all the human emotions and pres-
sure. And I don't really feel capable of making the kind of objective
judgment that you ought to make on these matters.

That is why I feel that somewhere in the Government there has to-
be a structure that deals with this kind of an emergency. Every hos-
pital has an emergency room, you know, and you don't go around when
somebody has an accident and say that we have to build an emergency-
room here, so we will have a meeting of the board of the hospital. But
this is what we are doing here.

So, somewhere along the line, we have to come to grips with that. I
say this in the presence of my esteemed colleague, Senator Proxmire,-
who I think can really put it together at the right time because no -
one knows more about it than he.

Now you said that New York City may not have done as much as
it could to help itself and it is simply because there are some feelings
that the Federal Government is going to come along anyhow. And'
what I said is to indicate to those friends of mine-and they are friends
both political and personal-to not expect the Federal Government
to be Santa Claus, but you can expect us to at least be cognizant of the
seriousness of the situation and hopefully to be responsive in a manner-
that is responsible. That is my objective at least.

And I am concerned, might I add, doctor, about the monetary policy
that we might pursue in light of some of the developments that seem
to be underway. You have outlined for us at least as a possibility and
a probability not only of default of New York City-and that is not
necessarily a possibility but a probability-but also the difficulty of
New York State.

And it has already been demonstrated that some of the negotiable
instruments that are out there, some of these securities and bonds,.
have already lost value of as much as 10 percent. Now you stated that
the Federal Reserve would make available some sufficient funds-and-
I won't say unlimited-but sufficient funds through the discount.
window to both member and nonmember banks in order to assure an.
orderly financial environment.
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May I say I wish the Secretary of the Treasury was as concerned-
and I say this and I know it sounds like I am being personal and I
don't like to be personal because I like Bill Simon personally-but I
wish he had the same feeling about the structures of government as
you have about the structures of the bank, Mr. Burns. because when
you wrote to me, I understood that you were going to see that the
banking system of this country was in place and was not jeopardized.
So I understand why you did what you did with Franklin National.
It was distasteful, but it had to be done. I said that before. I said
there is no use going around spanking people and giving them more
lectures on morality. It just had to be done.

Now what happens to this monetary policy if the State of New
York and its agencies would have to in some of their bond issues go
into default on their obligations? Wouldn't the magnitude of bank
borrowings be further increased by the significant decrease in the value
of outstanding municipal bonds plus the possibilities?

Then I have to ask this question. How significant a bulge in money
supply would you anticipate as the result of these unlimited credit
extensions through the discount window in order to cover all of this?
Because the real truth is it ultimately gets back to the banking struc-
ture. That is where it ultimately gets back.

Could you give us any idea of what you foresee? This is why I
wanted to kind of get you in the act before the deluge hit you, Mr.
Burns. I thought we would build a couple of upstream dams, you
know.

Mr. BU-RNS. The Federal Reserve, under the congressional concur-
rent resolution, is now announcing its guidelines for monetary policy.
'The only answer I can give you, Senator, is that if something ap-
proaching a financial crisis were to take place, our monetary targets
'woulV d just go out of the window completely.

Chairman Hu-,NthrEY. That is my thought.
Mr. BuRNS. Completely, and we would see to it that banks in our

country had the cash that they needed and that there was no credit
crunch in the country.

This would create a problem for us because we do have a certain
responsibility for keeping the supply of money within reasonable
bounds.

However, I would expect that with such energetic action on the part
of the Federal Reserve-and we wouldn't lose an hour, I can assure
you-that any such crisis would be very short-lived, that things would
-soon calm down, and then we would pull back the reserves that we
would have created.

How successful we would be in that exercise I cannot be sure, but I
am reasonably confident that we would be able to manage it.

In the Penn-Central case, we did exactly this thing. The monetary
targetsi went out of the window. The banks were invited to come in
and the discount window was opened.

Within a short time, the crisis was resolved. So we began pulling
back the reserves that we had Tout into the banks, and we were back
on our basic monetarv path in a few weeks.

Whether we can do as well in the event of a crisis set in motion by
a New York default, I cannot be sure. But I am confident that we
would be able to manage.
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In any event, the money targets would just go out the window. Other
people would be paying attention to them: The statisticians, maybe
the bankers, the commentators, but I wouldn't. The thing to do is to
keep our system working. There must be no credit crisis in this country.
I'm quite sure we can prevent one, because our resources are enormous
and we would put them to work.

Chairman HuTiPHREY. Mr. Burns, that is a very reassuring state-
ment. It should be reassuring to the public and investment community.
I have often been critical of banks and bankers. I guess it is because of
my background and you'll have to forgive me for it, but having grown
up in the period of the Depression and with what I witnessed in those
davs, it is hard to erase it from one's memory, from one's political or
intellectual makeup or however you wish to put it. But I have never
believed that we ought to put all the responsibility for salvation upon
the banks. That is why I think there are some things we maybe ought
to do ourselves. I think that we try to put on the banking structure too
much control of inflation and I think we tried to put on them too much
control of everything. So that is why I asked the question. But your
answer is very reassuring. I just hope we don't get to that point,
Doctor.

Now I'm gLad you said you are making your judgment on the basis
of facts as of today because it is my own personal feeling that the facts
a week from now may not be as pleasant as they are today. I may call
you up on the telephone, old friend, and let you know.

NIr. Buuxns. You know perfectly well how delighted I would be to
hear from you.

Chairman HuMPHREY. I know that and I know what you will be
going to say. Thank you.

I tell you. Doctor, you are so disarming. Would you like to nego-
tiate a disarmament treaty with somebody? [Laughter.]

Senator Proxmire.
Senator PROX-MTRE. Just a couple of loose ends I would like to clear

up if I could. You put a lot of emphasis-and understandably so-
on New York imposing a tax that would cover half the deficit I'm a
little bit unsure as to what deficit we are talking about. There is an
operating deficit of about $700 million and an obligational turnover
of about $2.8 billion on obligations that are coming due over the next
6 months or so. Are we talking about the $700 million operating deficit
or the obligations?

MIr. Bun-s. I understand the deficit is larger than that and that
it is in fact a little over $1 billion. But whatever the magnitude may
be. I haad the operating deficits in mind.

Senator PROX-irRE. The operating deficit? Well now I understand
that New York State's budget is about $10 billion. So presumably
that would be about a 10-percent increase in taxes, is that correct?

Chairman HTurrPT-REY. Five percent.
Senator JAVTTS. Five percent.
Senator PROXiMrT1E. I stand corrected. The operating deficit would

be about 10 percent of their budget and the tax that you propose would
be about half of that, or 5 percent, is that correct?

Mr. BuRNs. Correct.
Senator PROXMiTRE. Now there has been some talk about the RFC. I

have here the final report of the RFC. It is interesting in a number
of respects.
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The Reconstruction Finance Corporation made loans to public
bodies, as you may recall, with great success. In fact, in the Depres-
sion, they loaned about $400 million to public bodies, which of course
in present terms would be several billion I presume. Their repay-
ments were better than in any other category-their loss experience.
was better. Their losses were less than 1 percent. In other categories,,
losses were much greater. At the same time the kinds of loans they-
made were quite different than what we are talking about here. These,
were loans that were made to-I will give you some examples.

For large projects: $136 million authorized to the State of Arkansas
Highway Department; $37;' million to the Pennsylvania Turnpike
Commission; $20 million to the Philadelphia Gas System; $28 million;
for the Cleveland Transit Authority.

So these were not to assist the municipalities that were having over-
all fiscal trouble, but to provide assistance so that job creating projects
would move ahead. Nevertheless, there is some analogy here.

In view of the fact that we had this profitable experience with RFC,.
and that was in a period of economic difficulty, as we are undergoing'
now, and in view of the fact that a great deal of the difficulty of New
York is because of the recession-in my view they probably would not
be in this difficult position if it weren't for this very serious recession-
do you under these circumstances see that we might have something'
like an RFC or seriously consider it or do you think it wouldn't be,
appropriate?

Mr. BURNS. I have worried about that a great deal. I have drawn
contingency plans. I think the world is different that it was during'
the 1930's. These days many of us are critical of trade unions. I know
I have been. They have abused their power in various situations; for
example, in the construction industry where you have unemployment
in the 20-percent range. But we tend to forget that the mentality of
the business and financial communities has also undergone a profound
change over the past 40 years. Businessmen have acquired the habit
of running to Washington when they have a problem.

I'm not going to give you any names, but I had very prominent
bankers come to me 9 months ago or 6 months ago and urge my sup-
port for an RFC because they were having problems with their real
estate investment loans. But suppose Congress had established an RFC
to assist the banks and others, what would have happened? What
would have happened is that the banks would have unloaded onto
the RFC their dubious loans-all at the taxpayers' expense. Now, as
it is, we have no RFC and the banks are working out their real estate'
loans, their weak loans. They are grumbling and they are unhappy, but
they are still making good progress and the taxpaver is not burdened.

So the time may come when we need a new RFC. yes; but I would
just like to watch my step. The mentality of businessmen is quite dif-
ferent than it used to be. We still talk about free enterprise, and the
rhetoric is just as good as it ever was, but the practice is bv no means
as good. Many of these so-called free enterprisers do believe-and I
am going to use this word, Senator Javitdo believe in a bailout of'
private business or banks. I personally don't like it. I think that the
free enterprise system involves taking some risks. If you make bad&
judgments, you ought to suffer the consequences.
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Senator PROXMIRE. Of course, we are talking about free enter-
prise-

Mr. BuRNS. No; let me say, there are limits to that.
Senator PROXMIRE. You referred to the Lockheed loan. I did my

very best to stop it, as you may recall.
Mr. BURNS. I was for it and you were against it. You lost by one

vote. You were right and I was wrong.
Chairman HUNIPTIREY. And I was the one vote. [Laughter.]
Senator PROX3IiRE. Now, in this case we are not talking about assist-

ing a business. We are talking about assisting a public body. Are you
-concerned about the prospect that if New York does default. if Nrew
York State gets into very serious difficulties, then we might be a long
way toward an RFC? And an R.FC might then, as Senator Humphrey
so persuasively said, be a very appealing instrument rather than hav-
ing the Congress trying to settle each one of the problems as they
come up on an ad hoc basis so that we would have an expert agency,
a Government bank, move ahead and do it.

Wouldn't the default of New York, if we don't act to prevent it,
wouldn't that hasten that possibility?

Mr. BURNS. It could. I wish I could give you a clearer reply. I just
can't.

Senator PRoxMnIE. Well, thank you; thank you very much. Thank
7you, Mr. Chairman.

Chairman HUMPHREY. Senator Javits.
Senator JAVITS. Thank -you, Mr. Chairman. I have not been here

for a while due to the gun control legislation upstairs. We had a
hearing at the same time as this hearing. But I do think, Mr. Burns,
you have offered us your usual very wise, extremely well-informed
advice. I am very glad of one thing, Mr. Burns; you show a flexibility
in respect to your thinking based onw hat the market delivers. Do you
:agree that the last 2 weeks has already been an indication that this
is by no means a static situation? And we may be seeing dangers which
will be recognizable as within the parameters of the requirement of
Federal aid sometime between now and the turn of the year?

Mr. BRuNs. I have no quarrel with that statement, Senator.
Senator JAVITS. Fine. Thank you very much.
Chairman HRuTPHREY. Mr. Burns, this has been one of our better

hearings from the point of view of good discussion. Surely I think
your statement is one of the most significant that has been given
before this committee. We thank you very, very much. I am sure you
know that I still am one who, despite your feelings today, feels that
there is some responsibility here at the governmental level; but I
have learned a good deal, I have taken notes of what you had to say,
and I especially want to thank you for arranging your schedule to
come here. I know it was not easy. We are honored that you gave us
this attention.

Thank you very much and have a good lunch.
Mr. BuRNs. Thank you very much, Senator.
Chairman HUNIPHREY. The hearing is adjourned.
[Whereupon, at 1 p.m., the committee adjourned, subject to the

call of the Chair.]
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