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THE EFFECT OF PRESIDENT REAGAN’S ECONOMIC
RECOVERY PROGRAM ON NEW YORK CITY

MONDAY, NOVEMBER 9, 1981

CoNGRE3s OF THE UNITED STATES,
Joint Econovic COMMITTEE,
Washington, D.C.

The committee met, pursuant to notice, at 10:10 a.m., in the 15th
floor conference room, Home Insurance Building, New York, N.Y.,
Hon. Frederick W. Richmond (member of the committee) presiding.

Present: Representatives Richmond, Ferraro, and Green.

Also present: William R. Buechner, professional staff member.

OPENING STATEMENT OF REPRESENTATIVE RicHMOND, PRESIDING

Representative Ricumonp. Good morning, ladies and gentlemen.

Today, the Joint Economic Committee has come to New York City
to examine the impact of the Reagan administration’s economic
recovery program on the city’s economy and fiscal condition. With the
President’s program going into effect on October 1, just over 1 month
ago, this hearing is the first attempt by Congress to evaluate how it is
affecting the ability of local governments to carry out their
responsibilities.

The element of the Reagan program that promises to cause the most
serious problems for local governments is the budget cuts which the
President proposed in March and which Congress enacted in July. Of
the $35 billion in cuts that have been enacted so far, as much as $13
billion is coming out of programs that directly affect the budgets of
State and local governments. This represents a 25-percent reduction
in State and local aid from the Federal Government.

Waste treatment grants, for example, have been cut $300 million,
public service jobs under CETA have been cut $3.6 billion, job training
funds have been cut $700 million, and social service grants have been
cut $1.2 billion. .

On top of these cuts, many programs that help middle- and lower-
income citizens have also been slashed—food stamps, AFDC, and
student loans, just to name a few. In September, the Office of Manage-
ment and Budget released a study showing that the Northeast will be
hurt most by many of these cuts.

It seems ironic that this administration, which wants to turn back
many of its responsibilities to State and local governments, is at the
same time slashing the Federal aid programs that are designed to help
local governments carry out those responsibilities.

(1)
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How are local governments going to adjust to these budget cuts?
How are they going to make up the revenue loss? What services and
capital spending will have to be cut? What maintenance will have to be
cut? Who is going to be hurt? These are some of the questions we hope
to address at this hearing.

We also want to look Into the high interest rates that local govern-
ments have had to endure during the past year. Recently, State and
local governments have had to pay as much as 14 percent to float
tax-exempt bonds. Even though inferest rates have eased during the
past few weeks, local governments today are still paying twice what
they had to pay only 2 years ago. Municipal governments now pay 85
percent of the Treasury bond rate compared to only 70 percent 2
years ago.

How is this affecting the capital budgets and investment plans of
State and local governments? How badly will the spending we put off
today come back to haunt us 5 or 10 years from now when our urban
infrastructure actually collapses?

Today’s hearing will focus on New York City in an effort to begin
answering these questions.

Good morning. It’s a pleasure to have Congressman Bill Green and
Congresswoman Geraldine Ferraro, members of the New York City
delegation, joining the Joint Economic Committee for these hearings
this week. Congressman Green.

OPENING STATEMENT OF REPRESENTATIVE GREEN

Representative Green. Thank you very much for inviting me:
Representative Richmond. I think it is very important that we do
find out in the field what is going on and I'm especially pleased to
see Mayor Koch and welcome him to the all-too-thin ranks of those
elected on the Republican line.

I'd like to focus today on mass transit, if I could, because that’s one
area where I was the lead person for the so-called gypsy moths in
fighting for mass transit funding by the Federal Government. We
did, up to now, succeed in holding off proposed cuts in operating
subsidies for mass transit. I realize it’s a little unfair to raise mass
transit in a hearing where city officials are the major witnesses, be-
cause I understand full well that the Governor appoints the majority
of the board of the MTA. The MTA is a State agency and that’s
where the responsibilities lie. But I must say, as one reads continuing
stories of the very Jow rate of productivity in the repair and mainte-
nance shops of the MTA ; and as one reads continuing stories of MTA
employees being given superovertime in their final years, so they can
collect pensions greater than their base year, in their year of retire-
ment; I find it somewhat difficult to answer the criticism of Secretary
of Transportation Lewis that operating subsidies for mass transit
aren’t a waste, from the point of view of the Federal taxpayer. The
lastest series in the Daily News was only the most recent of what
is a recurrent story. You see it in some media or other every year
and nothing seems to change.

In terms of capital budget funds, it was I who played the lead
role in getting into the Republican tax bill the provision which allowed
the MTA to sell investment tax credit, the $15 million sale to Metro-
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media being but the first, which will help the MTA acquire additional
rolling stock. But again, I was also present when the former MTA
head, Harold Fisher, told the ranking Republican on the Public
Works Subcommittee in charge of mass transit funds that he couldn’t
spend more than the $300 million a year that he was already getting
in Federal, State, and local capital funds because the procurement
rules to which the MTA was subject, just didn’t let him do it. And
we know now there was a regional planning association study showing
the backing up of capital funds within the MTA system. It seems
to me this is more than just an ordinary management problem. I
personally know Dick Ravitch and I have a great deal of respect
for him as a manager. But I do have to ask, as I fight for these funds
at the Federal level: What is being done at the State and local levels
to see that the mass transit funds are used efficiently and effectively?
We have had these reports practically every year about the inability
of the MTA to use these funds effectively. )

So I think these are problems that we also have to address, Repre-
sentative Richmond, as we look at the flow of Federal funds into
State and local government. Are they being used as effectively as
they can be?

I{epresentative Ricamonp. Thank you, Representative Green.
And now Congresswoman Geraldine Ferraro.

OPENING STATEMENT OF REPRESENTATIVE FERRARO

Representative FERRaAR0. Thank you, Representative Richmond.
I would first of all like to commend you for holding this hearing on
the impact of the Reagan administration’s budget and tax cuts on
the Nation’s greatest city.

I do have one observation about the timing of these hearings, how-
ever. Normally, the way Congress handles legislative proposals,
especially proposals as far-reaching as the Reagan economic program,
would be to hold hearings like this before passing new laws. It might
have been useful to have had more input from the city and State
officials who will be our partners in this so-called New Federalism
before we put this program into effect.

Of course, I certainly don’t intend this as any criticism of Fred
Richmond, who I know shares many of my concerns about this
program. But the administration and its supporters insisted on the
program being enacted as quickly as possible, with as little prior
scrutiny and discussion as possible.

I can’t say I blame them. Only 1 month after being put in place,
Reaganomics is now starting to be seen as what some of us feared
it was all along—a blueprint for disaster for our cities and many
of the people who live in them. Reaganomics gives a handout to
the wealthy and the back of its hand to middle-class working Ameri-
cans and to the poor. It turns away from a Federal role in repairing
the crumbling infrastructure of our great cities.

As a member of the House Committee on Public Works and Trans-
portation, I have a special concern for the public physical plant. The
task of repairing bridges and highways, modernizing public transit
systems, and improving water delivery and sewage treatment systems
is awesome. We just cannot ignore it and hope 1t will go away, and
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yet the Reagan program would at best put these problems on hold
and at worst simply deny any Federal responsibility for their solution.

When Congress acted on the Reagan program, the President asked
us to close our eyes and have faith. Now we must open our eyes to
. see what we have done. This hearing is a good opportunity for us
to start opening our eyes. Thank you.

Representative Ricumonp. Thank you, Congresswoman Ferraro.

Our first witness is the chief executive of the city of New York,
Hon. Edward Koch, who has been elected by every part of the city
of New York. '

Mayor Koch. I have with me the deputy mayor for economic
development, Karen Gerard. May I bring her to the table with me?

Representative Ricumonp. Certainly.

Mayor KocH. Shall I proceed?

Representative Ricamonp. Mr. Koch, you have done these longer
than I have.

STATEMENT OF HON. EDWARD 1. KOCH, MAYOR, CITY OF NEW
YORK, ACCOMPANIED BY KAREN GERARD, DEPUTY MAYOR FOR
ECONOMIC DEVELOPMENT

Mayor Kocn. First, I want to thank you, members of the New
York delegation, for all that you have done to date. Each of you has,
in various areas which impact directly upon the city, done something
to alleviate the pain inflicted upon the reductions that ultimately
were imposed by the Congress. So, Congressman Richmond, you
fought valiantly and reduced some of the reductions in the food
stamp program and other social service programs, and while ob-
viously you and everybody else who had a feeling about the matter
were distressed at the final cuts, it would have been even greater
had you not been successful in interceding. And Bill Green not only
helped us in the mass transit area but also in the MEDCAPS which,
had they gone forward as originally scheduled, would have meant
multimillions of dollars in additional losses. And Geraldine Ferraro
has helped us enormously in the area of stretching out our commit-
ments under the various water improvement programs. The Congress
imposes a sanction as to how we have to clean up our water and then
they take away the money, and I mean it is a “Catch-22.” And the
fact is that as a result of what Geraldine Ferraro has done we were
able to get at least in the House report, language that will help us,
and I'm hopeful that that language will indeed be accepted as a
result of your efforts in the conference. And I want to thank each
of you for everything you have done to date and ask you to do
more, which we all have to do because of the problems that we
have.

I have a very lengthy prepared statement which I would like to
file. :

Representative Ricamonp. Without objection, it will be a part
of our printed record, Mr. Mayor. ]
Mayor KocH. Then I have a shorter statement which I would
"like to refer to because it has figures in it, and then I'll take your
questions.
I want to make the following points.
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Representative Ricumonp. Excuse me. We understand you have
to leave at 10:45.

Mayor Kocnh. Yes, sir, if that’s all right.

Representative Ricemonp. And I think we each would like 10
minutes for questions.

Mayor Kocs. I'll try to be very brief.

Representative Ricamonp. Fine.

Mayor Koch. The first point is that a healthy economic climate
1s more than a matter of financial stability. You have to make certain
that the people who live in the city, where they are in need of help,
are going to receive it. There are basic minimums. Those basic mini-
mums have been reduced as a result of the most recent adopted
program on the part of the Congress which accepted almost in full
the Reagan administration’s requests, and what is most distressing
to us at this point is that, having imposed cuts that we believe could
have been ameliorated and that could have been better in terms of
where they impacted, there is now an attempt to increase those
reductions.

Those increased reductions, whether at the 12 percent level which
was originally requested—and I understand they are cutting back a
little bit on that—but nevertheless, any further reductions would

be terrible from our point of view, basically because we are already
5 months into the fiscal year. We have spent the money.

Now we had every reasonable basis for spending the money. It’s
not like we're profligate. Every city in the country has fiscal year
and most of them start on July 1, and the Federal Government’s fiscal
year starts in October, but our year starts on July 1. We have to
take the moneys that are projected coming from the city, coming
from the State, coming from the Feds, and the breakdown of our
budget is basically 60 percent locally raised, 20 percent State raised,
and 20 percent Federal raised; and we then go out and spend it in
many programs one-twelfth each month, so we have basically spent
5 months of the money that you want to now recapture.

I'm not talking about the three Members of the Congress that are
here, but the Reagan administration has made a demand upon you
that you now have further cuts and we are hopeful that you will
resist that. We would resist them on the merits in terms of the fact
that it’s wrong to make those cuts, but there’s an even greater reason
on a pragmatic basis, to wit, the money has been spent and if you
now withdraw the money because we spent the money based on the
projections, then you're having a double hit. We have to recoup the
money that’s been spent as well as not spend for the next 7 months,
and that would have enormous adverse impact in a whole host of
areas.

I'm not going to give you the various ﬁgures—thefr are in my
prepared statement—that relate to the reductions already made
I have attached an analysis prepared by the Office of Management
and Budget setting forth the details of the reductions already made.

Now we have accommodated for those reductions. The first round
we have accommodated for by cutting some programs, by using our
modest budget surplus that we were able, under generally accepted
accounting procedures, to use; but, nevertheless, we have cuf programs.
And then in the area where we haven’t been able to make it up at all
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would be the third party payments or the transfer payments so-
called, where people who were receiving food stamps are cut off or
receiving less. Where people who have been out working and who
are on welfare but nevertheless because we want to get them off
welfare thay are able to keep some of the welfare and some of the
work dollars, under the new program they are better off on welfare.
And I must tell you, people who are poor are just as smart as people
who are rich, and they can count, and if they know that when they
work they get nothing out of it, they are not going to work. It's as
simple as that. If you get nothing from your work, unless you’re
highly motivated and do pro bono work, you're not going to work.
And, therefore, it’s counterproductive to do what they are doing.

Then, as it relates to our mass transit, if you go ahead with the |
further cuts—and we’ll get into the questions that you have posed
about mass transit—it would seriously impact upon our ability to
go forward with some of our mass transit capital projects.

I think I'll stop there because I'd like to respond to your questions
and just simply rely on the prepared statement being filed to give
you the full figures and impact upon our budget.

[The prepared statement of Mayor Koch, together with an attach-
ment, follows:] '



PrepARED STATEMENT OF HoN. Epwarp 1. Koch

?hank you for the opportunity to testify before you today
on the effects of the &eagan fiscal program on New York City's
economy and fiscal posltion. As I have stated before, I re-
cognize the nécessity of reducing federal spending and attempt-
ing to bring the budget into balance. I have also‘endorsed,
wirh caution;ﬂthe cohcept.of using federal tax reform as a means
of Stimulatihg'capital investment and raising the rate of real
economic growth. '

There are two pOlntS that I would like to address today.
The first is that a healthy economic climate is more than a
matter of financial stability: a prospering, revitalized economy
requires the backup support of basic social services., The cuts
in these social services, both those already adopted by Congress
and the additional 12 percent proposed by the Admlnistratlon, B
will not simply affect indivrduals, they‘will u{tlmately under-
mine the recovery of the private sector. The seéond'point is
that while the Reagan Admlnlstration, in accordance with the con-
cept of load-sharlng} is returning financial responsibility to
the states, it is at the same time undermining-our capacity to
generate revenues. Throggh:a combination of tax euts and monetary
policy the federal government is ]eopardlzlng the ablllty of
states and localities, partlcularly those in older- urban areas,
to pick up their share of the load.

wWwhen New York City was threatened with bankruptcy in 1975,
it became clear that our first priority had to be the revitali-
zation of our financial base. In ‘1978 when I took office, the
City's real deficit was $712 million.' Since that time, we' have

pursued policies of fiscal restraint, tax reform and increased



- preductivity that have resulted in the City's first truly balanced
budget, a year ahead of schedule. 1In addition,we have restrained
the growth of City govdrnment to 4 percent annually and have
restored the growth of priQatevsector jobs. N
A These policies will be successful only with the proper blend of
spending cuts; tax cuts, monetary policy and budggt balancing., I
continue to object to the size and nature of the cuts that Save been
made in the féderal budget and taxes under the Reagan Admiristration.

Seven months ago - in response to a challenge by the Adminis-
ération - New York City submitted a list of alternative federal
budget and tax cuts that would achieve the goal of reduced federal
ekpenditures while maintaining social responsibility. These suggest-
ions included the elimination of unnecessary water projects, and
repeal of the percentége depletion allowance for oil and gas.
Unfortunately, few of our suggestions were adopted.

Now, only months after the passage og the pmnibus Reconciliation
Act of 1981, President Reagan is ;}oposing new ;nd more drastic
reductions in Federal aid to States and localities. The City has

'estimated that the Reconciliation Act reductions, alone, would
reduce aid to the City{s expense budget by $273 million, the
capital budget by $222:mi11ion and off-budget items and income

. transfer payménts to our’residents by $203 million, for a total
.federal aid loss of $698 million in 1982. The losses in these
categories would increase to $336 million, $775 million and $274
million respectively in 1983. The additional cuts would further
reduce the expense budget by $69 million, the capital budget by
$45 million and the off-budget and income transfer payments by
$76 million in 1982, énd $145 million, $48 million and $82 million -

réspectively in 1983. I am attaching an analysis prepared by the



véffice of Management and Budget on October 15, 1981, setting forth
the details of these reductions. -

The first round of budge§‘cuts came ét a time when the éity{
could take steps to le;sen the impact of those cuts om City
services. We ﬁid succeed in kéeping essential City services
intact - and[wé also kept our bwn.budget balanced. But thg
.human cost of the first round of budget cuts was High - for
those on welfére, for thoée who reéé@ve food stamps, for the
elderly_apd>for the young. Overali/’from the first round of -
the 1982 cuts, the City made up $193 riillion of the $273 million
in losses to the operating budget.

The Administration's new t&elve percent'redﬁctions - at a time
when we are well into our fifth month of our current fiscal year--
pose a quite different probiem. Théy are unbearable. If car-
rieh out, they will inflict great §ain on every city in the
éountry and on everylsectorlin our ﬁociety - exéept the wealthy.

We are well into our fiscal year andlwe do not %éve the fundé to -
cover the extra $190 million reéuctions in feder%l money, much
less the 569 million ‘of that portion that would be coming out

of our operating budget. : .

Perhaps the best way éo present our conce;ns would be to
first show how reductions in fedeféi'spending - both initial
cuts and recently proposed 12 percent cuts - will affect New
&ork City service delivery, capital programs and residents. I
will then describe how the remainder of the.President's Program
for Economic Recovery - the reductions in taxes, monetary policy
and other federal actions ~ will affect New York City's ability

to offset the impacts of federal cutbacks.
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Reducing Federal Spending

Let us begin with'the leading edge of the Administration;s =
program: the goal of reducing the federal budget. While it
is essential to reestablish a.climate in which the economy can
prosper, we Héve found that the health of the pr%vate sector
depends upon’'a strong and flexible_public infrastructure aﬁd on
the delivery of social services. ‘The Economic Recovery Program
is reducing the federai commitment which helps to fund basic
”gervices traditionally provided by State and 1oéa1 governments:
roads, bridges, mass transit, sewage treatment and water supply,
énd, through the application of general révenue sharing, funds
which have in the past been used to providé for essential uniformed
services of 'sanitation, fire and pqlice protection. Less visible,
*but no less important, the public services of education, job
training and health care supply the business cémmunity with an

~. N 4
able, technically proficient and'healthy labor force.

in each of these areaﬁ, the Reagan Administration is follow-
ing a policy of sévere'cutbacks that will ultimately'have an ad-
verse effect on the operating environments fof business.

The economic expénsion.ﬂresident Reagan is predictihg re-
quires a strong and healthy public infrastructufe.. Industry can-

- not expand without adequate water and sewage systems, and well

maintained roads, bridges and mass transit systems to get its em-
ployees to work and its goods to market. Even though New York
City has been restored to financial stability, our capital needs
are staggering and the cost of local.financing'for improvemen;s
to the physical plant has doubled in four years, due to the in-

creases in interest and inflation rates.
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New York City has an extensive infrastructure, with 6,200
miles'of paved streets: o&er 1,300 bridges, a water system that
produces 1.5 billion gallons of water per day, over 6,600 miles
of sewers, 4,590 buses and 6,700 sugway cars that ride on 710
miles of track. This phyéical plant has deteriorated badly:

- Roads, which have an average lifé of 35-40 years, are

being replaced at a 150 year fate,

- {1 out of 4 bridges require rehabilitation,

- Subway' train breakdowns per mile of service aré 30 per-

cent higher than last year and 75 percent higher than
in 1968. Lateness has increased by 70 percent in this
last year alone. '

According to New York City's Office of Management_énd Budget,
over fhe nexf five years New York City should spend $800 million
for an adequate program of bridgé repair %nd roéd reconstruction.
Yet the Reagan Administration has ﬁroposed that the Federal
Government phase out the Féderal-aid-to Urbap Systems Program
(FAUS) , which érovidés New York City wiEh $39 million per year
of.street, b;idge_and ;fansit rehabilitation funds,

- The Metropolitan fransit Puthority; a state'agency, estimates
‘that $14 billion over the next ten years will be required to re-
habilitate the subway system. A fast and reliable méss transit
system not only conserves eneréy, reduces pollution and cuts down
on traffic congestion, it is critical to the City's daily economic
activity. Yet the Reagan Administration has proposed that the
federal government withdraw all support £0r . mass transit opera-

tionsf
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In this year alone, if the 12 percent cuts are adopted, we
could lose about $8 million in FAUS funding and $52 million in
mass transit capital and operating subsidies. )

Economic recovery cannot take hold in a declining public
infrasttucture; The cuts in roads, bridges and transportation
will place sévere constraints on the capacity for economic
growth and recovery. 1In Manhattaﬁ, the cost to employers for
five minutes of lateness daily due to mals transit delays is
5166 million, on annual basis. The funding cutbacks to these
areas must be seen as incompatible with a program of economic
récovery.

However, it is the cuts in social services which will have
the most immediate and devastating impact on the lives of
individuals -~ and ultimately on the economic c;iméte as well.
The fate of the working-poor is the most‘ironic% as they will
be discouraged from contributing t; the expected“recovery.
Drastic éuts in social services to this group seriously jeopardize
their continuea participation in the labor market. The direct
impacts will be felt in several areas. -

- Day Care is essentiél:to>the single parent wishing to work and
be self-supporting. fhese services will be severely cut back,

. with the potential elimination of funding to supéort o almost
100 day care centers serving 10,000 children in New York.

~ AFDC and Food Stamp benefits ana eligibility changes will have
a major impact on the;working éoor, undermining their limited
self sufficiency and inéreasing the probability that they will
become fully dependent on public wélfare programs. In AFDC,
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. deductions fro& earned incomé will be reduced,
particularly for day care and benefits for
students over 18 will be eliminated. Of the
32,0007persons who will become ineligible,. 15,000
will:be students and 12,000 will be from working
poor-bases. Of the additionél 93,900 recipients
who will have their benefits reduced, 37,400 will
be from families of the Qorking ééo;. The los$ of
food stamp benefits to people not on public assist-
ance will similarly penalize those who work.
Numerous other programs intended to break the cycle of poverty
will also be cut back or eliminated. Cuts in education and job
‘training programs wiil eliminate opportunities for thousands of
our citizens and placevenormous gpstacleg in té? path of the
disadvantaged who wish to deveIOp.their potentiéi. These cuts
will affect both the young and the elderly:
in the‘reduc£ion of the equivalent of 3,200 classes which
represents 22 pgrcenp of the classes serving disadvantaged
studentsvfunded'QY Title I of thé'Elementéry and Secondary
Education Act,
in the reduction of —almost 31,000 CETA adu1£ and youth
employment and training, not including offsets of

anticipated deferrals,

93-406 0 - 82 - 2
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- in the elimination of funding for the equivalent
of 1,000 vocationél educational classes in this
Eiscal year,
- .in addition, it should be noted that ‘the 12 percent
';eduction in general re&enue sharing funds of
527 million in 1982‘aﬂd‘$35 ﬁillion in 1983 is
currently used to pay the salaries of some 1800
teachers.. This revenue lbss.would, at the very
least, require replacement funds for these saléries.
: All of these‘are programs whicﬁ could train our citizens
'10 participate in sharing the "new" jobé.

The cuts in transportation servicgs wil} hit large urban
centers hard, particularly Newfyork City, wheére almost 85
percent of commuters use pubiic transportatio; to enter
Manhattan's. central business district during the morning rush
hour. The deteriorating conditions, reductions in services
and increases in fares directly affect the ﬂealth of all
sectors of the City;sfeconomy. But for the poor, the increases
in transit fares impose a particularly heavy burden on those
commuting to work or to school. Studies conducted by the City
have found that fare hikes decrease ridership among the poor

significantly more than among other sectors of the population.
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In short, the econbmic recovery program jeopardiigs,
both directly and indirectly, the ability of the'working poor to
acheive and maintain self-sufficiency. The cuts reduce or elim-
inate a range of programs intended-to .provide the increment
needed to ensure that work remains a viable option, that it does not
payigor'a'ﬁérgoﬁ to go on welfare rafﬁer_than work. 'In the
past these programs have sérvedAas a bridge, facilitating the
transition from poverty and dependency tolself-sufficiency. The
e;imination of these programs will create an enormous gulf be- -
tween these two conditions, condemning those in. poverty to remain
there. . - )

The poor and the elderly, segments of éhe population with
the greatest need and thé least ability to absorb cuts, will also
suffer, despité the Reagan Aaminigsrationgs'welé.know verbal
commitment to maintaining the safefy net for the ~"t:ru].y needy.”

Reductions in funding for Medicgid and healtﬁ care programs
will result in'losseé in hospital servicés and, perhaé; moreA
importantly, in prevent;on—o;iented health care. Programs such
as rodent cont;ol,lead'éoésbﬁing' prevention,immunizatioﬁ} prenatal care
and gonorrhea screéning will be severely cut back. As with the
elimination of programs for the working poor, the unintended
consequences of these "savings” will likely be an increase in

future costs.
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The change in &ligibility requirements for the School

Lunch Program will adversely affect the nutritionai»guarantees
which have so dramatically increased the health of our country's
schbol chiidren. New York City estimates that‘these new

" requirements will mean a reduction of aBout one million meals
servéd in ﬁew York City this school year. In addition, ’
parents are now reguired to f£fill out complex new eligibility
forms in order to qualify for the school lunch subsidy. Unless
the November 16 deadline for submission of these applications

Tis extendéd, large numbers of eligible school children will

be barred from receiving subsidized lunches this year.

The elderly will face the potential closing of about 50
senior citizens centers which now receive 1,700,000 visits per year.
Proposed cuts in thelqlder Americans A@t fun@ing éould eliminate
almost 600,000 meals servea an;ﬁally to senigr citizens.

Massive cuts have Also been made in subsidized housing funds.
Reductions in these programs will affect rehabilitation, operating
" subsidies and cﬁnstruction of public housing. Thus the poor and
elderly living in pub;ic housing can ‘expect their rents to
increase even as thei£ buildings deteriorate.

The Administration expects that the effects of these cut- -
backs will be offset in part by the érowth in private sector
jobs and a general economic recovery. However, as we pointed
out, some crucial elements of a stréng and healthy economy are

the very programs being cut; péspite the Administration's



17

emphasis on a sound:econoﬁic recovery, cuts in economic
development programs, commuﬁity development and urban
development action grants are éounterproductive. These
programs not only provide jobs but also leverage additional
private and non-federal money whiéh stimulates business and
éommunity éevelopment. The City éstimates that .it will lose
as much as $75 million in economié development funds and
over $40 million in community developmént and UDAG funds if
. all of the cuts were adopted. )

The remainder of the cutbacké, in accordance with the
‘concept of load-sharing, are to be ﬁade up by state and locally
éenerated revenue. Let us look for a moment at the magnitude
of this responsibility. Including thg propgsed 12 percent
reductions, the costs to the City in 1582 total $857 millién
as follows: ’ )

-  $341 million in expense budget programs such as AFDC,
community serQices, education, health and general
revenue sharing;-

- $267 million in capital budget/infrastructure maintenance;
and

- $279 million in off budget/independent agencies and income

transfer payment reductions.
This loss rises to $1.659 billion in 1983 as follows:

- $480 million in expense budget programs such as AFDC,
community services, education, health and general

revenue sharing;
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- $823 million in capital budget/infrastructure maintenance;
and

- $356 million in off budget/independent agencies .and income

transfer payment reductiens.

Let us turn now to the effect of the Economic. -Recovery Program

on the City's ability to make up the losses ln federal revenue.

Ability of. the Clty to Respond

The success of the federal program is predicated on the notion

that reduced taxes will stimulate employment, savings and capital
investment, leading to increases in federal,state and local ‘tax
revenues to offset these cuts. Yet this is still an untested theory.

The fact is that current Lnterest rates make it almost 1mpossxb1e for

'busxnesses to expand adequately to generate this new revenue - especially
the small businesses which dominate our local economy.

The chances of a strong economic recovery ~>at least in the short
term - are bleak. The Commerce Department has recently reported
a 2.7 percent drop in the index of leading economic 1nd1cators,
the largest monthly decline since last year's recession. A separate
government report showed that productivity of American business fell
at an annual rate of 1.9-percent in this year's third quarter, following
two quarters of gain. )

If economic recovery fail; to take hold for FY 1982, as
appears likely, then-governments at all three levels - federal,
state, and local - will be hard pressed to make ends meet. The
Administration is looking for ways to keep down the federal
deficit without jeopardizing tax cuts. . Yet it would .be a

serious mistake simply to shift to the states and localities

the burdens now borne by the federal government. Even if it
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were hecessary to bal?nce the federal budget by 1984 - there
are more prudent and less painful ways to approach that goal.

States and local governmehts are currently operating under-
a double strain - trying to make up for lost federal revenues
as well as maintaining locally funded services in a period of
sluggish growth. The ability of states and localities to re-
piace the lést federal revenue is further constrained by éther

_obstacles - some of which the federal government has helped to
create.

As a result of the recently enaéted't§x cuts, the
City and State of New York may actually collect less
_rather than more revenue. This is because we in the City and
tﬁe State are "coupled" to the federal tax schedule -- that is,
we use federal taxable ;ncome as a starting Dolnt in applying
our own taxes and we adopt the fgderal treatment of income, gain
loss and deduction. As a result, we in the Clty expect to lose
about $90 million in Fiscal Year 1982. I might add that a
handful of other cities and some 30 other ‘states also use the
federal definition of taxable income as the Basis for iocal
taxation. . ’ {

This problem cannot.simply be resolved by "uncoupling® from
the federal tax schedule. Implementation of an uncoupled tax
structure would only invite the emigration of business out of
New York City and State, which have among the highest taxes in
the country and already suffer from this problem. Therefore
it is unlikely that the state will increase its taxes to make
up the revenue. “Raising state and local taxes is not the answer

because it would simply undo the benefits of the federal cuts.
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In addition, our ability to borrow money is being hampered

by the Administration's tax policies. Tax—exempt municipal

bonds are relied upon by the City to assist in short-term

cash flow needs and in long—teré capital projects. At one

point we could offer municipal bonds at lower interest rates

and still attract investors with the prospect of tax sheltered

income. Now, municipal borrowing costs have become prohibitive

for several reasons:

First, the'Administration's personal inéome tax reduc-
tions dilute the advantage of acquiring tax;exemptAfhancing
éarticularly for high~income individuals who have been
the heaviest purchasers of municipal bonds.

Second, the federally created tax-free All Savers Certi-
ficaté§ directly compete with municipal issues and are
driving up municipal bond.interest ratéi.

Third, investors percei&e that the federal government

is shifting its buraen to local governments, leading

to doubts as to the security of invesgments in our cities.
And finall&, h%gh municipal borrowing costs reflect the
current high costs of‘all capital. The federal ﬁonetary
policy of fiscal restraint_has the effect of driving up
interest rates at a time when demand is at a ‘peak to
undertake long-needed repairs in New York City's sub-

way systems and other infrastructure projects.
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In light of the federal cutbacks and the sluggish economy
which is depressing éity revenues, the City cannot afford to
pay higher interest costs. Prohibitive borrowing c;sts will
affect the:maintenance'schedules of existing infrastructure and
delay new building plans. For example, the City's capital needs
are $30 billion over the next ten years., The City plans to borrow
$1 billion'a year to help fund this commitment. Given current in-
terest rates in the public market ié.g.,Al4 percent), the City's

" zost to borrow $1 billion in each of the next four years will be

almost $400 million more over the next four years than it would’

have cost under the rates that prevailed in 1975 (8 percent).

As you can see, tﬁe Administration's budgetary, tax and
monetary policies have us in a squeeze. The last poirt I wish
‘to make - before giving you my recommendations - is.that this
squeeze will be felt most heaviiy in a;éas ofigreatest economic
distress, the regions of the ﬁortheast and MidQest.

Using Congressional Budget Office projections, there
has been no real decrease in federal spending, only the priorities
have shifted: the grant cuts in social prog;am expenditures,
particularly in the Aewly enacted block grants, have been more
than compensated for by the growth in defense spending. These
increases in defense outlays imply a massive redistribution of
federal expenditures toward the West and South. And contrary
to popular impression that for too long the South and West have
been supporting the faltering economies and burgeoning welfare
rolls of the Northeast, the fact is that for many years, New

York State has paid between 5 - 10 _percent more in federal taxes than
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it has received back in federal expenditures. Tﬂe western
states, in the main, have been the real beneficiaries of féderal
spending. The additional p;oposed 12 percent cutback in federal
spending w};l only deepen tﬁese existing regional inequities.
This should not be consgrued as an argument for a rigid
-balance ofzpayments between the states and the federal gévern-
ment. On .the contrary; one of Ebe essential functions ef
- government is to permit a balanced distribution of resources
for society as a whole.
This is why it is so ironic that federal assistance is
" increasingly being diverted sway from the older, industrial
cities of the Northeast at a time when thé disparities in wealth
Eetween the regions are most proncunced. Now with oil price
decontrols, oil producing states>like Alaska, Texas, California
and Louisiana will collect increased sgveranée tax revenues
estimated at $115 billion betyéén 1980 and 19§p. These taxes
are exported to other regions in the form of increased energy
costs. .
Recommendations
There are better ways of balancing the federal budget than
subjecting state and lgcal governments to 12 percent across-
the-board cuts in federal aid. In addition, préposals to
eliminate tax-exempt Industrial Development Bondswill Take
~it even more difficult for businesses in New York City and
“elsewhere to obtain the capital ‘needed for éxpansidh.
T TInstead, the best way to generate revenues would be to
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breaks ever given to Ehe wealthy of this country. The federal

government géve the oil compahies a break on the windfall

profits tax!that will cost up to $16 billion over the. next

five years. That should be rescinded. The federal government

reduced thettax rate on ‘unearned ihéome from 70 percent to

56 percent.. That alone will costVSillions of dollars éver the
. five years. That too shoﬁld be rescinded.

If either of those tax breaks and 6thers were rolled back,
in whole or in part, we would be much closer to balancing'the
federal budget. And we would be able to spare the poor, the
eiderly, and the children of this couﬁtry the agony - the
unnecessary agony - that this proéosed new round of cuts would

bring. p
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SUMMARY

THE IMPACT OF THE RECONCILIATION ACT AND PRESIDENT REAGAN'S
NEW 12% REDUCTION PROPOSALS ON SERVICES IN NEW YORK CITY

President Reagan's proposed new round of budget cuts would,
if implemented, reduce Federal aid to the City by $190 million
in FY 1982 and $275 million in FY 1983. These reductions will
affect Clty services even more dramatically than those already
enacted in the Omnibus Reconciliation Act, which imposed Federal
aid losses on New York City of $698 million in FY 1982, increas-
ing to $1.385 billion in FY 1983,

Because the original reductions were proposed sufficiently in
advance of the beginning of the City's 1982 fiscal year, we were able
with disciplined planning and tough decisions, to compensate for
the loss of Federal funds on the highest priority programs:

- The severe effect of the elimination of the CETA Public Service
Employment Program was substantlally compensated for by con-
verting 6,081 positions to City funding at a cost in FY 1982
of $78 million.

- The City established a $45 million reserve to offset,
at least in part, anticipated reductions in the highest
priority programs, including day care, senior citizen
centers, basic educational services and essential health
and mental health programs.

- The use of City funds in FY 1981 to support Federal
education programs has made available to the Board of
Education in FY 1982 additional Title I funds to sub-
stantially offset the Federal cuts in this program for
one year.

However, the City does not have the flexibility to accommodate
the new round of cuts announced by the President three months into
the city's fiscal year. If the 12% reduction in domestic programs
is enacted, the effect on City services will be severe. There are
no funds available to compensate for these additional and unexpected
cuts. Therefore, unless the Administration's proposals are
successfully resisted by Congress, the following reductions in City
services may ensue:

HUMAN SERVICES PROGRAMS

- Social Services Block Grant

The Administration's additional proposal would cut
$16.6 million, which supports 48 day care centers,
25 senior citizen centers and home care for 188
households in City FY 1982. This cut would be added
to the.losses already imposed by the Reconciliation
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Social Services Block Grant (Cont'd)

Act, which reduced Federal revenues in City FY 1982
by $15.4 million, which funded 44 day care centers,
23 senior centers, home care and other services.

- CETA
The Administration's additional cuts would eliminate
3,700 training opportunities, 750 private-sector jobs
and 5,500 summer youth jobs. This is in addition to
the elimination of the Public Service Employment (PSE)
program and the loss of 12,000 adult and youth training
opportunities and 2,000 summer youth jobs contained in
the earlier cuts. The earlier cuts have resulted in a
loss in CETA funds of $204 million in FY 1982.

= Education .
The proposed additional cuts would eliminate Impact Aid
Part B in 1982 for a total loss of $15.million or the equivalent
of 300 teachers. 1In 1983 these new reductions would
increase to $34.1 million significantly reducing programs
for low income, “yecational and disadvantaged students, and
© -Btudénts” w1€ﬁ'IEﬁited Engllsh Fprotfcigncy. ~Budgét Tescis-
siong already enacted have reduced Federal education aid to
§§g3York City by about $34 million in 1982 and $46 million in
- Entitlement Programs
The Administration plans to specify additional cuts to
AFDC, Food Stamps, and Medicaid later this year. These cuts
will be added to the following reductions already imposed
by the Reconciliation Act:

AFDC: Stricter eligibility provisions will terminate

AFDC benefits for 12,000 working poor, reduce benefits

for 93,900 recipients, and increase City'costs by $7.6.million
through shifts ot 20,000 recipients to Home Relief and
cutbacks in Federally reimburseable child care expenses.

Food Stamps: Changes in the food stamp benefit levels

d eligibility standards will make 42,000 persons now
receiving food stamps ineligible and reduce benefits for
all of the 1.2 million remaining recipients.

Medical Assistance: The Reconciliation Act reduced Federal
reimbursement .to the City's Medicaid Program by $14 - $28
million in FY 1982, rising to $45 million in FY 1983.
Impacts of this cutback, particularly on the Health and
Hospitals Corporation, are unclear at this time. The
Corporation may, however, suffer a $14 to $28 million
loss in revenues in FY 1982 and 1983 as a result of
another provision of the Reconciliation Act which would
curtail Medicaid and Medicare payments for hospital
patients ready for discharge but awaiting suitable place-
nent for their convalescence.

- Community Services Block Grant
The Administration would cut $4.5 million in the City' s
FY 1982 Community Service programs, in addition to the
$5.6 million loss imposed by the Reconciliation Act.
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- Health and Mental Health Programs
The Administration's additional proposed cuts would
require reductions of $1.4 million in FY 1982 City budget
health programs, which would be added to the $2.7 million.
cut imposed by the Reconciliation Act. Affected programs
include mental health centers, venereal disease testing,
rodent control and testing children for evidence of
lead poisoning. Also affected are programs that are
not a part of the City's budget, such as family planning,
community health centers and maternal and child health
programs.

OTHER PROGRAMS

- General Revenue Sharing
While the Reconciliation Act did not reduce the General
Revenue Sharing program, the President has proposed cuts
that will reduce General Revenue Sharing funds to the
City by $27 million in 1982, rising to $35 million in
1983. Currently the funds are used to pav teachers'
salaries; their loss would reguire rerlacement funds for
- the salaries.of 1,800 tpachers.

- Community Development Block Grant (CDBG)
If the President's proposed additional cuts are enacted across
the board, the City's loss would be $28 million for CDBG and
$11 million for UDAG. The Reconciliation Act imposed a
reduction of $13 miilion in FY 1583 for the CDBG program,
and $11 million for Urban Development Action Grants, which
fund urban development activities.

- Capital Funds for Wastewater Treatment
Federal capital funds provide 75 percent of the cost for
construction and upgrading of wastewater treatment plants.
Additional administration cuts do not affect this program
since no budget request was sent to Congress for FY 1982.
The Administration has indicated that it will send a $2.4
billion budget request for FY 1982 to Congress, which will
not be subject to the 12% cuts if program reforms are
enacted. At risk is $222 million in FY 1982, rising to
$776 million in FY 1983. 1If Federal funds are not restored,
the City may have to bear the full burden of its capital
improvement costs.

- Transportation
While the Reconciliation Act did not include transportation

cuts that would affect the City, the President has now
proposed reductions that would cut $37 million from mass
transit capital assistance to the City and $15 million from
mass transit operating assistance, which could delay
planned system improvements unless other sources of revenue
are found. The President's proposals would also cut, on
an annualized basis, $11 million in highway aid needed to
help repair the City's infrastructure.
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- Housing .
The Administration has proposed cuts that would reduce

subsidized housing units by 246. This would be added to
the Reconciliation Act cut of 2,500 units.

The Administration has now proposed an additional cut of
$23 million for funds earmarked to operate and modernize
subsidized housing. These reductions would be added to
a $47 million cut enacted by the Reconciliation Act.

The Act also reguires that public housing tenants increase
the percentage of their income paid for rent from 25 to
30 percent over a five-year period. This increase falls
most heavily on those who can least afford to pay -- the
working poor.

- Economic Development
The Reconciliation Act will cut New York's Economic
Development Administration by $64 million, which will
greatly reduce its efforts to create jobs and stimulate
business development.

- Low Income Energy Assistance
Although this program was untouched by the Reconciliation
Act, the President has proposed that it be cut nationally
by $450 million in 1982 over 1981 levels. This program
provides energy assistance to low income households to
offset the rising costs of home energy. As it is unclear
at this time how program reductions will affect New York
City recipients, no dollar impact has been reflected in
the City's estimates of the costs of the President's
additional proposed cuts. :

Details on the major service losses that will result from the
passage of the Reconciliation Act and the additional losses that
would result from implementation of the proposed additional 12%
reduction can be found in the pages that follow. Decisions to
allocate the City's $45 million reserve have not yet been made
because the Congress has not completed action on the appropria-
tions so the full extent of the reductions that will affect the
City is not clear. One thing is clear -- the City does not have
thi resources to offset the proposed new round of Federal budget
cuts.
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EXPENSE BUDGET

AFDC
CETA-Public Service Jobs*
CETA-Youth and Tralning
Community Development Block Grant
Community Services Block Grant
Education
General Ravenue Sharing
Health
Social Services
Total Expenge Budget
Revenue Reductions

CAPITAL BUDGET

FAUS-Bridges / Highwayn
Mass Transit-Capital
Wastewater Treatment
Total Capital Budget
Revenue Reductions

OFF~BUDGET REDUCTIONS

Reductions Affecting Independent
or_Quasi-Independent Agencies

. Nealth & Hospitals Corp.

. Housing Authoritysss

Housing: Section B

Mass TranaitOperating Ald

. Medicaid

Reductiona Mffecting Individuals
and Businesses
+ Food Stampssess
. UDAG/EDA
Total Off-Budget
Reductions

TOTAL AID REDUCTIONS

X Mdltional Reagan reductions which do
*Based on Rescissions - Spring 1981.
**Reflacts a midpoint between fouse and
#*‘Bagod on H.R. 4034, Housing and Urban
9/9/81 and the full Housa on 9/15/81.

RECONCILIATION AHD REAGAN'S 12 PERCENT CUTS
SUMMARY OF PRINCIPAL FEDERAL REVENUE LOSSES IN

NEW_YORK CITY

3 In nilifons)
Piscal Years

1582 1983
Recon. 12 Porcent¥ Total Recon. 12 PercontX Total
$ 113 $ 0.0 411 $ 0.7 $ 0.0 $ 13,7
177.7 0.0 177.7 171.7 0.0 177.7
25.7 12.1 37.8 34 16.1 50.4
0.0 0.0 0.0 13.0 268.0 a1.0
5.6 4.5 10.1 7.5 6.0 1.5
34 7.0 41.4 4.4 34.1 @0.5
0.0 27.0 27.0 0.0 35.0 35.0
1.4 4.1 4.3 I} 7.6
16,6 _32.0 18.6 22.1 40.7
$68.6 $341.1 $335.5 $144.6 §480.1
$ o.0 $ 8.3 $ 8.3 $ 0.0 $11.0 $ 1.0
0.0 ir.0 37.0 0.0 7.0 1.0
22,0 0.0 222.0 775.5 0.0 175.5
$222,0 $45.3 $267.3 $175.5 5 48.0 $823.5
$ 14.0 $ 0.0 $ 14.0 $ 28.0 $ 0.0 $ 28,0
57.0 3.0 88.0 57.0 3.0 88.0
25.1 1.7 26.8 .0 2.3 35.3
0.0 15.0 15.0 0.0 20.0 20.0
14.0 0.0 14.0 45.0 0.0 45.0
$ 18.0 $ 0.0 $ 18,0 $ 36.0 $ 0.0 $ 38.0
5.0 8.6 103.6 15.0 28.6 103.6
5203.% $16.3 $279.4 $274.0 § 8.9 $355.9
$697.6 $190.2 $607.8 $1285.0 $214.5 $1659.5

not: necessarily represent a 12 parcent cut from Reconciliation.

Benate appropriations proposals.
Development appropriation which was approved by the liouse/Senata Conference on
Senate approval is necessary before the bill goes to the President.

44%¢poen not include repeal in the Reconcilistion Act of statutory increases.

OMB
10/15/81
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SOCIAL SERVICES BLOCK GRANT

The Reconciliation Act converts Title XX of the Social
Security Act into a social services block grant and reduces
the 1982 funding level by 20% from 1981. In Federal fiscal year
1982, New York State's allocation of the block grant will be
$185 million or 24.2% less than it was in 1981. (The additional
reduction of 4.2% for New York State is due to a decline in the
State's population relative to other states.) In City fiscal
year 1982, this represents a loss in Federal funds for social
services programs of $15.4 million. 1In 1983, when the City will
experience the full impact of the Federal cuts, the loss in
Federal funds will be $18.6 million. These reductions will affect
a wide range of social services and will be most severely felt by
the City's programs for the elderly and its network of day care
services for children. The specific service impacts, if alterna-
tive funding were not made available would be:

- In FY 1982 the operation of 44 day care centers
is jeopardized. These centers provide full-
time and after-school care for approximately
5,000 children of working mothers throughout
the City. Many of these mothers may become
dependent on public assistance if day care is
not available and they cannot continue to work.

- The funding loss will affect the continued operation
of 23 senior citizen centers. These centers provide
hot meals, companionship and social activities for
thousands of elderly persons each year. The cut in
funds may mean the elimination of 816,000 visits by
the elderly to such centers.

- The provision of home care services to 174 families
may be eliminated. These housekeeper and homemaker
services include household management, house cleaning,
preparation of meals and shopping.

- The delivery of a wide range of community based social
services will be affected by the cut. These include
information and referral, home management, services
to victims of domestic violence and to unmarried
parents.



SOCIAL SERVICES BLOCK GRANT (con't)

IMPACT OF ADDITIONAL FEDERAL CUTS

The President has proposed additional budget cuts
that represent a 12% reduction from his March budget re-
quest. The additional cut would decrease the social
services block grant allocation authorized under the
Reconciliation Act by 17.8%. For New York City, this
would mean a further reduction in Federal funds of $16.6
million. The additional decrease in funds would require
the City to make substantial cuts in day care and senior
citizen programs as well as in home care and other social
services.

- The City's day care program would have to
reduce services to an additional 5,500
children by closing 48 centers.

- At least 25 additional senior citizen
centers would be at risk of closing, and
over B87,000 visits by the elderly to
these centers would be eliminated.

- The homemaker and housekeeper services
now supporting 188 households would have
to be eliminated.

- Additional cuts in social services such as

information and referral would further
impair the service delivery network.

AGING

The proposed new cuts would eliminate 581,000 meals delivered
to the elderly annually and 436,000 in our current fiscal year.
The City's impact is offset, almost completely, by the avail-

ability of prior year funds in 1982.
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MEDICAL ASSISTANCE

Rather than imposing a cap on each State's Medicaid
expenditures as originally proposed by the Administration,
the Omnibus Reconciliation Act reduces payments to the states
by 3% in Federal fiscal year 1982, 4% in 1983 and 4.5% in 1984.
However, states with hospital cost-containment programs and
effective fraud and abuse controls will receive a total for-
giveness of two percentage points of these potential losses
in Pederal reimbursement. New York State will qualify for
the hospital cost containment forgiveness. But, despite its
effective monitoring program against fraud by providers and
recipients, the State's qualification for relief based on its
efforts against fraud and abuse may be in doubt (particularly
in federal Fiscal Year 1983) as the result of inappropriate
restrictions on such relief in newly issued Federal regulations.
As a result, the possible loss of Medicaid dollars to be sus-
tained by providers of medical services in New York City could
fall between $14 million and $28 million in FY 1982, rising to
$45 million &n FY 1983. The State has sought to offset
Medicaid losses statewide through the infusion of funds from
other third~party insurers of medical services. The final
extent of any adverse impact of the Medicaid reduction on
providers of medical services in the City, including the City's
Health and Hospital Corporation, is, therefore, unclear.

The Health and Hospitals Corporation may, however, suffer
a loss of revenues through another provision of the
Reconciliation Act which would reduce . the reimbursement
of costs of care for patients ready for discharge from acute
care but awaiting suitable placement for their convalescence.
The Corporation and the City are seeking clarification of this
provision in Federal regulation to give more favorable treatment
to public hospitals with patients who are more difficult to place
in nursing homes and to take into account the nursing home
shortage in the State. The potential loss of revenues to the
Corporation is estimated to be $14 million in FY 1982 and $28
million in FY 1983,
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AFDC

Changes in AFDC eligibility standards and benefit
levels will reduce Federal funds to New York City public
assistance recipients by $11.3 million in FY 1982 angd,
when fully implemented and effective, by $33.7 million in
FY 1983. The major changes pertain to earned income dis-
regards and the eligibility of students ages 18 and over.
Collectively, they constitute a disincentive toward both
work and education -- two key elements in fostering self-
sufficiency. Of the 32,000 persons who will become
ineligible, 15,000 will be students and 12,000 will be
from working poor cases. Of the additional 93,900 reci-
pients who will have their benefits reduced, 37,400 will
‘be from families of the working: poor. -In Some instances,
people who lose Federal AFDC eligibility will receive as-
stance under Home Relief, a general assistance program
funded entirely by the State and City. The increased costs
of this program are estimated to exceed any savings the
City will realize from changes in AFDC regulations.

- 12,000 persons from working-poor cases will
become ineligible due to the imposition of a
cap of 150% of each State's standard of need
on the gross earned income of recipients and
to a limitation on the use of the $30 and
1/3 earned income disregard to four consecutive
months.

- 15,000 students ages 18 and over will be
ellmlnated from the AFDC program by a provision
eliminating aid to all such recipients who will
not graduate before their nineteenth birthday.
Initially all of these 15,000 recipients (and
in cases where the 18 year old is the only chilgd,
2,000 of their parents). will become recipients
of the Home Relief program. After six months,
it is estimated that 20% will leave the program
for a net increase in the Home Relief caseload
of 13,600 recipients.

- 3,000 women pregnant with their first child will
lose AFDC eligibility prior to the sixth month
of pregnancy. These 3,000 women will be eligible
for Home Relief between the 4th and 6th month of
their pregnancy. Beginning with the sixth month,
these 3,000 pregnant women will again qualify
for AFDC benefits. However, their grants will
no longer include additional compensatlon for
the needs of the unborn child.
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AFDC (con't)

=~ The benefits of 37,400 persons with minimal
earned income at the transition point between
welfare dependency and self-sufficency will
be reduced by limiting the dollar amounts
of allowable deductions from earned income
for work related expenses and child care
expenses.

= Many AFDC recipients who do not transfer to
Home Relief will lose eligibility for Medicaid.
This could cause a further increase in the
number of medically indigent patients cared
for by the Health and Hospitals Corporation
requiring an increased subsidy to the Corporation.
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FOOD STAMPS

Changes in Food Stamp benefit levels and eligibility
standards will reduce Federal dollars flowing to New York City
food stamp recipients by $18 million in FY 1982 and by $36
million in FY 1983, when the changes are effective for the en-
tire year. A total of 42,000 persons will become ineligible and
all of the remaining 1.2 million food stamp recipients in the
City will have their benefits reduced. Ineligibility will re-
sult from changes which exclude strikers and boarders, redefine
family units, and lower gross income eligibility levels. Benefit
reductions will result from limiting earned income deductions and
from lags in increases in the Thrifty Food Plan and pro-rating
initial month's benefits. Statutory increases in 1982 of $27.0
million in benefits to compensate for inflation have been repealed.

As in the case of the Administration's reductions in
the Aid to Families with Dependent Children Program the major
impact of these changes will be on the working poor, undermining
their limited self-sufficiency and increasing the probability
that they will become fully dependent on public welfare programs.

LEGAL SERVICES CORPORATION  (LSC)

The Administration continues to propose elimination
of funding to the Legal Services Corporation and also proposes
to include legal services as an item eligible for funding
under the Social Services Block Grant. LSC was not included
in the Reconciliation Act. Both the House approved appropriation
and the Senate subcommittee agree on a level of $241 million,
reducing New York City's share down to $8.6 million in 1982
from $11.6 million in 1981. These funds are not reflected in
the City impact analysis (see page 5). :

LOW INCOME ENERGY ASSISTANCE

Although this program was untouched by the Reconciliation
Act, the President has proposed that it be cut nationally by
$450 million in 1982 over 1381 levels. This program provides
energy assistance to low income households to offset the rising
costs of home energy. As it is unclear at this time how program
reductions will affect New York City's recipients, no dollar
impact has Been reflected in the City's estimates of the costs of
the President's additional proposed cuts.
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CETA

On September 30, 1981, the Public Service Employment
(PSE) program ended, resulting in a loss to the City in
FY 1982 of $177.7 million in Federal funds. Additionally,
in the Omnibus Reconciliation Act the authorizations of
the CETA training titles that remained (Youth Employment,
Youth Employment and Training, Summer Youth Employment,
Adult Training and others) were reduced by over 23 percent
from 1981 levels.

While the City has taken action to alleviate the loss

of essential services by converting some 6,100 CETA PSE
" jobs into City~-funded jobs, the elimination of PSE and the
_reduction of training titles undermine the City's efforts

to improve the employability and reduce the welfare dependency
of the poor. The Reconciliation Act would result in a $25.7
million reduction in Federal training funds in FY 1982 and
$34.3 million in FY 1983 (although neither house of Congress
has as yet considered appropriations that are up to the

full level authorized under the Reconciliation Act.) 1If a
further 12% reduction as proposed by the Administration is
enacted, the City will experience an additional loss of
$12.1 million in Federal funds in FY 1982 and $16.1 million
in FY 1983. These reductions are expected to have the
following impact, not including the effects of inflation,

on the numbers of participants in training programs.

- Over 4,000 former public assistance recipients
placed into PSE positions are expected to return
to public assistance in 1982, while many other
employable recipients will continue to be de-
pendent upon welfare as a result of the elimina-
tion of PSE.

- Over 12,000 adults and youth in training and
employment programs will no longer be able to
participate in those programs as a result of
cuts contained in the Reconciliation Act. - If
the Administration's additional 12% reduction
is enacted, a further decrease of 3,700
in the number of' participants would occur.

- Summer youth programs will be able to support
2,000 fewer participants under the Reconciliation
Act and an additional 5,500 participants would
no longer be served if the further 12% reduction
proposed by the Administration is enacted.
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COMMUNITY SERVICES BLOCK GRANT

The Community Services Administration was disbanded and
funding for Community Action Programs was consolidated into
the Community Services Block Grant by the Omnibus Reconcilia-
tion Act. The authorization for community services was
reduced by 25 percent over Federal fiscal year 1981 and
funds will be allocated, for the first time, to State govern-
ments. States may retain up to ten (1¢) percent of their
allocation and must distribute not less than 90 percent to
local Community Action Agencies.

When the State assumes the Block Grant, funding for the
Community Development Agency, the City's eligible entity
for community services money, would be cut by $5.6 million
in FY 1982 and $7.5 million in FY 1983, assuming the City's
share of the State allocation remains the same. If the ad-
ditional 12% reduction proposed by the Administration is
enacted, the loss of funds would be $.4.5-million more in
FY 1982 and $6.0 million more in FY 1983, If programs
and staff needed to support and monitor these programs are
proportionately reduced, the funding that suppQrts almost
100 delegate agencies-serving over 30,000 participants in
various programs would be lost. An add:.t:.onal 12 percent
reduction would further cut funding that supports about
85 delegate agencies and serves 85,000 program participants.



HEALTH AND MENTAL HEALTH PROGRAMS

The budget reductions contained in the Omnibus
Reconciliation Act affect New York City's public health
system in several major areas - community mental health
centers, alcoholism treatment programs, various screening
and diagnostic services, out-patient clinics, and
-rodent control programs. The total loss of federal
dollars in these areas will equal $2,700,000 in Fiscal
Year 1982 and $4,300,000 in Fiscal Year 1983. The
Administration's proposed additional cuts in health care
would result in a further loss of Federal dollars of
$1,400,000 in Fiscal Year 1982 and $3,300,000 in Fiscal
Year 1983. The major service impact of these cuts, iZf
not offset by additional City expenditures, would be as
follows: .

- In the Community Mental Health Centers
17,000 visits would have to be eliminated
in FY 1982 and 38,000 in FY- 1983, This
means that some mental health services
provided to children, the elderly and other
adults on an out-patient basis weuld be elimi-
nated or reduced, "increasing the potential
need for even more costly in-patient
service. The additional Administration
cuts would increase these service losses
by 2,000 visits in FY 1982 and 14,500
visits in FY 1983.

- Alcoholism treatment programs- in the City
(not funded through the City's budget)
will lose $750,000 in Faderal funds in

. FY 1982 and $1 million in FY 1983, losses
that will-increase by approximately $200,000
in each year if the Administration’'s
additional cuts are enacted.

- Public and preventive health care scré%ning'
programs operated by the City would lose
approximately $300,000 in Pederal funds in
FY 1982, increasing to $500,000 in FY 1983,
with further losses of $400,000 and $1,329,000
in these years if the President's additional
cuts become law. The most critical losses
would occur in tae City's lead poisoning
detection program and in its venereal disease
control program. In FY 1982 £he Omnibus
Reeconciliation Act reductions: would deprive
11,100 children of ‘diagnostic blood tests,
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HEALTH AND MENTAL HEALTH, CONT'D

without which treatment to prevent lifelong
disability from lead poisoning could not
commence. In FY 1983 the number of children
deprived of screening would increase to
22,000. The Administration's additional
proposals would cut off 13,000 more children
from these tests, over both years. City
efforts to detect and treat venereal disease
would also be damaged. The Reconciliation
Act provisions would reduce testing for
venereal disease by 21,000 cases in FY 1982
and 41,000 cases in FY 1983. With enactment
of the Administration's further cuts, cases
tested would drop by another 15,000 in FY 1982
and 30,000 in FY 1983. Patient visits to receive
treatment would be cut by 7,000 in FY 1982

and 30,000 in FY 1983.

-A decrease in funding to preventive health
services will hurt the City's efforts to
control rodent infestation. The City's
budget for this program, which includes
extermination and refuse clean-up, would be
reduced by $150,000 and $200,000 in rederal
funds in 1982 and 1983 and by a further
$250,000 and -$340,000 in those years if the
additional federal cuts are implemented.

Reconciliation did not include an extension of Section 328 of the
Public Health Service Act. This would eliminate federal funds to
three New York City community health centers now receiving Section
328 grants. The proposed cuts in Section 330 Community Health
Centers may result in closing up to two hundred centers nationwide
and puts some New York City centers at risk.

A tuberculosis categorical program newly created by the Recon-
ciliation Act has received no Congressional appropriation. This
will not be a cut in an existing program, but a lost opportunity
at a time when tuberculosis is on the increase.

Federal funds for public health service hospitals have been
eliminated. Although the Reconciliation Act allowed for the trans-
fer of these hospitals to private operation, no plan nas as
yet been accepted by the Administration to transfer operation
of the 407 bed Staten Island Public Health Service Hospital.
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BOARD OF EDUCATION

The Board of Education will lose between $31.3 - $36.8 million
in FPY 1982. This represents a loss of between 9-11% of the Federal
funds anticipated for the Bd. of Education in the City's financial
plan. - Because Federal aid to education is "forward funded",

(with the exception of Impact Aid and Child Nutrltzon), City

FY 1982 reductions represent Federal FY 1981 rescission levels.

If President Reagan's proposal to eliminate certain categories

of impact aid (which is "current funded") is adopted, the Board

of Education will lose an additional $7.1 - $12.6 million in FY 1982.
In FY 1983, the Board of Education will lose $80.5 million, or

23% of the Federal grants assumed in the City's FY 1983 financial
plan. Reductions in City FY 1983 are based on the adoption of
President Reagan's proposed funding levels for Federal FY 1983.

Under President Reagan's current budget package, programs for
low income and disadvantaged students, handicapped students, voca-
tional education students, and students with limited English pro-
ficiency will have to be cut back significantly. More than 30
programs will be consolidated into a block grant in FY 1983 at
greatly reduced funding. The Board of Education will lose $53.3
million, or 27% of current Federal aid associated with block grant
programs. In addition, the block grant requires an equal per
capita expenditure on children in private schools, further reducing
funds for public programs.

Implementation of the block grant in City FY 1983 would funda-
mentally alter the individual nature of current Federal programs.
Each state will have to develop its own formulas for allocating
block grant funds. However, to analyze the potent1a1 funding and
service lmpact on New York City, President Reagan's reductions were
assumed in proportion to FY 1981 rescission levels. By FY 1983
Title I which provides remedial education for low income students,
and Emergency School Aid which provides desegregation aid, will
suffer more than 87% or $46.9 million of the block grant reduction.
The Board of Education will also lose $15.0 million in Impact Aid
which is intended to compensate for lost local revenue due to
Federal properties.

Specific programs will be affected as follows. Service reduc-
tions are stated in terms- of program equivalents.as

- Title I of the Elementary and Secondary Education Act
will be cut by $15.8 million in FY 1982, the equivalent
of approximately 1400, or 10% of all Title I remedial
classes. To serve the same number of Title I students
without reducing program levels, the pupil to teacher
ratio would have to increase substantially. Assuming a
proportional share of the block grant reductions in
FY 1983, the equivalent of an additional 1800 classes
could be lost bringing a total reduction to an estimated
$36.1 million or 22% of the current Federal levels.
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- Emergency School Aid (ESAA) which provides desegregation
grants to schools will be reduced by $4.7 million in
FY 1982, or more than 40% below current funding. 1In
FY 1983, based on a pro-rata share of the block grant
the City will lose an additional $6.1 million for a total
reduction of $10.8 million.

- Title IVB (Instructional Materials and School Library
Resources) and Title IVC (Improvement in Local Educational
Practice) will be reduced by $1.7 million in FY 1982.
puring this year, innovative projects for school improve-~

- ment, purchases of library resources, instructional
materials and equipment will be reduced more than 21%
below FY 1981 levels. By FY 1983 the City will lose an
additional $2.2 million, for a total reduction of $3.9
million or 49% of existing levels.

- Impact Aid, intended to compensate New York City for lost
tax revenue from Federal properties, will be cut between
$2.4 to $7.9 million in FY 1982 based on current House
and Senate proposals. This action could require the
elimination of from 100 to 330 teachers. However, the
President proposes the complete elimination of Impact
aid in categories benefiting New York City. This proposal,
if adopted, will result in a potential loss of $15 million
or 100% of current funding in both FY 1982 and FY 1983 and
require the loss of approximately 625 teaching positions.

- Vocational Education will be reduced by $4.7 million or
a 24% reduction in FY 1982. This reduction is approximately
equivalent to the loss of 1000 classes. By FY 1983,
vocational education will lose the equivalent of an additional
$3.1 million or 700 additional classes, for a total program
reduction of $7.8 million or 40%.

- Federal Aid for Bilingual Education will be reduced by
$6.3 million in FY 1982 or 33% of current Federal aid for
bilingual education. This could require the elimination
of the equivalent of approximately 800 classes. By FY 1983
an additional $3.5 million in Federal Aid or the equivalent
of 450 additional classes will be lost. Thig represents a
reduction of more than 50% of all bilingual programs by
FY 1983.
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TRANSPORTATION

The Reconciliation Act did not include reductions to the
transportation programs providing funding to the City's mass
transit and highways systems. However, the additional 12% cuts
now being proposed by the President would impact dlrectly on
both mass transit and highway assistance.

Implementation would reduce capital funds available to the
City by as much as $37 million which will either delay the
Transit Authority's program to rebuild its infrastructure and
replace inefficient buses and subway cars or require a fare in-
crease. In mass transit operating assistance, the President's
proposal would eliminate $15 million in assistance to New York
City.

Federal aid to highways will be reduced by $11 million in
FY 1983 if the proposed budget cuts are implemented, affecting
highway, bridge and other infrastructure construction and improve-
ments.

Interstate transfer grants were increased to $1 billion
under the Reconciliation Act, divided between $600 million for
mass transit projects and $400 million for highway grants. The
President's cuts woula reduce this to $704 million. Under
the distribution formula proposed in H.R. 4209, the City would
lose $8 million, $5.6 million in mass transit and $2.4 million
in highway grants. These funds could be used to augment the
transit and highway capital program.
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WASTEWATER TREATMENT

Federal funds provide approximately 75% of the cost of con-
struction for new wastewater treatment plants and the upgrading
of existing plants to meet required Federal standards. A major
portion of the current program is being advanced according to a
timetable mandated by the Federal Courts. The City Capital
Commitment Plan reflects $222 million in Federal funds for 1982
and $1.4 billion in Federal funds for 1983-85. With no new
Federal funding for this program approved for 1982 or future
years, the City under the mandate of a Federal court and the re-
quirements of Federal law may have to bear the full burden of
this $1.6 billion program unless regulatory reforms are enacted.
Regulatory reforms are included in pending legislation at a sub-
stantially reduced level of funding.

GENERAL REVENUE SHARING

The Reconciliation Act did not reduce the General Revenue
Sharing program to localities. The President has proposed a
12% reduction for a national savings of $550 million. The City's
loss will be $27 million in 1982 and $35 million in 1983.
Currently the funds are used to pay for teachers' salaries and
their loss would require replacement funds for the salaries of
1,800 teachers.



44

HOUSING, COMMUNITY DEVELOPMENT AND ECONOMIC DEVELOPMENT

Subsidized Housing

In the recently submitted Housing Assistance Plan, the City
identified a need to provide rehabilitation and rental assistance
to approximately 860,000 households over the next three years.
The proposed Reagan reductions would result in a 32 percent
reduction from the FY 1981 level of 8,080 newly assisted house-
holds under the Section 8 program. The reduction would allow only
5,434 families in FY 1982 to join the Section 8 program, which
is one of the only government supported efforts to provide
safe and decent housing for low and moderate income fam:ilies,
(income guidelines would, for example, make a family of four
earning approximately $19,000 ineligible for Section 8). 1In
addition, new program regulations dictate that over a five year
period most currently assisted families will have to increase
their contribution to rents from 25 percent to 30 percent of
their income. The reduction of such rent subsidies for low
income families decreases tne amount tney have available for
other necessities of life.

Housing Authority

The proposed reductions in federal operating subsidies for
the City's Public Housing Authority will have an immediate and
conseguential effect on the services provided to tenants. The
impact will be shared by the 55,000 elderly, the working families
living in the impacted projects whose average family income is
approximately $12,000 and the approximate 44,000 families on
public assistance. To offset the reductions of approximately
30 percent in the Federal operating subsidies, the Housing
Authority may be required to:

- eliminate all community, senior citizen, and day care
centers servicing approximately 25,000 - 30,000 people

-~ eliminate all tenant service oriented programs

~ increase from approximately 3 to 5 years the cycle on
which apartments are painted -

- eliminate the replacement cycles for apartment
furnishings such as stoves and refrigerators

- substantially reduce all maintenance programs which
will accelerate the deterioration of the existing
physical plant and reduce the Authority's ability to
respond to heat and hot water complaints and to
elevator breakdowns

- eliminate all planned operating improvements originally
anticipated to conserve energy and reduce operating
costs




45

Subsidized Housing (Con't)

- eliminate the hiring of all seasonal caretakers

- significantly reduce administrative personnel
responsible for financial auditing, rent collectaions,
employee training programs and community relations. -

Community Development Block Grant and Urban Development Action
Grants

Formula changes in the Community Development Program will
reduce the receipt of funds in 1983 by $13 million. These funds,
which basically support housing related programs, will constitute
a 5.3 percent reduction from 1981 levels. The President's new
proposal calls for a cut of $500 million from the combined total
of $4.166 billion for Community Development Block Grants and
Urban Development Action Grants in the Reconciliation Act. 1If
the cuts were appiied across the board in each program, the
City's additional loss would be $29 million for Community Develop-
ment Block Grants and $4 million for Urban Development Action
Grants.

Economic Development

The effect of the Reconciliation Act reduction on economic
development, combining both the HUD and Department of Commerce
programs, will cost New York City an estimated $75 million in
FY 1982 in grants that are awarded on a competitive basis. These
programs support economic development efforts, jobs programs and
efforts to rebuild the City's infrastructure.

93-406 0 - 82 ~ 4
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. Representative Ricamonp. Thank you, Mr. Mayor. Under the rule,
we’ll each have 10 minutes. 4

Mr. Mayor, there are two things that bother me, two nationwide
problems. We are sitting on this Joint Economic Committee and
having hearings—as you know, we have hearings almost every day now
under our great chairman, Henry Reuss, who's devoting all his time to
developing the Joint Economic Committee. I've learned an awful lot
and maybe you can help me out with two problems that bother me
more than anything else.

No. 1, is the problem—and your problem probably is among the
worst in the United States—the crumbling infrastructure of your city,
which is obviously no fault of yours. It’s more my fault than yours
because I was a member of Bob Wagner’s cabinet years and years ago
when we got great pleasure in cutting red ribbons and opening up
swimming pools and schools and libraries and there was no thought of
preventive maintenance.

So my first question to you is, how in the world are we ever going to
take this incredible city of ours, this efficient city, the city with the
fastest, oldest, most efficient subway service in the world—how are you
going to keep that subway system going under Reaganomics?

The other question I have is, what are we going to do to get the
administration, in which you have excellent contacts, as well as Bill
Green—what are we going to do to get the administration to under-
stand that this Nation will never be a fully integrated, healthy Nation
until we start making plans of what we're going to do with the 40
million people in the Nation, many of whom live in our city—20
million who live below poverty and 20 million who live at poverty?

Those are the two biggest problems that you're probably faced with.
The other problems, sure, you have night ‘and day, but I know with
Yyour competence you can handle them. But what are we going to do
to put this city back in shape, first of all to keep it from falling apart,
and second, what are we going to do about those young teenagers who
dropped out of school in the first year of high school and are totally
unemployable? Now obviously, they’ve got to get in trouble. Jails
aren’t going to keep them from getting in trouble. The only thing
that’s going to keep them from getting in trouble is a massive program
to get them participating in the economic mainstream. Those are my
two questions.

Mayor Kocr. Fine. As it related to our crumbling infrastructure, we
are addressing it to the best of our ability. We propose spending about,
$30 billion over the next 10 years, and some people say, is that enough?
Well, it’s never enough. I could give you additional programs that
could spend $40 billion. But we believe that it is the maximum that we
can raise. About half of that comes from local funds, general obligation
bonds that will be floated, and the balance will come from the State
and from the Federal moneys that are provided all cities.

We are not asking for anything special. And also, included among
that, will be user fee charges; for example, the water authority which
is all set forth in our plan that’s been filed with the financial control

board and other user fee charges.

- I was interested in seeing reports in the papers and also watching
television news on the weekend, and they are saying, “My God,
this city is going to be tying up the Borough of Manhattan because
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they are going to be fixing the roads,” like it’s a terrible thing we're
dcing. You're damned if you do and damned if you don’t.

Hopefully, when we fix up the roads, as we will, we will do it
in an intelligent way so as to impact adversely as little as possible,
but there will be inconvenience and it is a 10 year program, but we
do go forward; and I must say I'm quite proud of the way the city
of New York, which had no capital budget when I came in, or very
little—nothing comparable to what we currently are spending—
last year our total commitments were $1.3 billion in our capital bud-
get. About $890 million of that was city and the balance was State
and Federal. We expected to do even better, but the State and the
Federal cutback in a number of areas, particularly in the water and
sewage areas, made it impossible to spend the $2 billion that we ex-
pected to spend, but we were able to spend it as we had it.

I must say to you that when I first came in, the city having no
ability to spend, had no ability to spend because we didn’t have any
more. The muscles of this area had atrophied and it took us 1 year
to put it all together, and .then we were able to go forward and to
spend in a very timely way all of the moneys committed for capital
expenditures in our 4 year program. We are very proud of our capital
program. I mention that because of what Bill Green mentioned
earlier about what Mr. Fisher had said about an inability to spend.
They had an inability and have an inability to spend because they
haven’t been spending, but I’'m hopeful that Dick Ravitch and others
there—and we can address more about the MTA when we get to
your questioning, Bill—I'm hopeful that they will put together the
same kind of capital construction team that we put together in the
city which we are very proud of.

Now as it relates to the people who are unemployed and who are
not part of the society in terms of participating in a full way, you
have used the figure of 40 million; 20 million below the poverty line
and 20 million at the poverty line. I accept your figures.

First, the city cannot provide the jobs. When I say ‘“‘provide the
jobs,” I mean on the city payroll. That's ridiculous for anybody to
expect. I know you don’t. The Federal Government can have plans
and programs to create jobs with Government dollars—CETA jobs
and other jobs, summer jobs—and the craziest thing of all is they
have cut back on the summer jobs. Can you imagine cutting back
on 7-week summer jobs that youngsters really should be given in
larger numbers? We had 120,000 youngsters—and I say youngsters,
they are not so young, 14 to 20—20 is not a youngster, but that’s
the group that was involved. We had over 120,000 such people wanting
jobs, and my recollection is that the Federal allocation was less than
50,000 summer jobs. We went out and got the private sector to come
in with some, but nevertheless, tens of thousands of people out there
were wanting these summer jobs and we didn’t have them to give.

But where the city can provide help to people, because you referred
to some of these people as unemployable, 1s giving a better education.
I'm very proud of what we have done in that area, and I will stop
at this point on that question. For the first time in 12 years, the
children in the city—black, Hispanic, Asian, white—are reading at
above national norms. For 11 years before, they failed. Now, if you
can’t read, if you can’t write, if you can’t speak English in an appro-
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priate way, if you can’t do mathematic skills, then you can’t get a
job in this city because we are now a service industry town. We still
have, fortunately, manufacturing jobs, but those are decreasing,
due to energy costs and other things, and the 600,000 jobs that we
lost in the 8-year period from 1969 to 1977 were basically in the manu-
facturing area, but the new jobs are in the banking area for clerks and
others who can do that kind of job, in the hotel business, in the
service industries. We are giving people in school better education
now. We have the gate policy, which I think you're familiar with.
You no longer can be promoted in the city of New York in the fourth
to seventh grades if you can’t read.

Representative Ricumonp. Mr. Mayor, I think that’s more a
Federal problem than a city problem.” What would you think of
some major Federal program—I think we know that unemployable
people could function better in a small business than in a large business.

Mayor KocH. Sure.

Representative Ricamono. I think we also know that large busi-
nesses don’t want to hire them. They don’t want the tax credits. They
can’t be bothered. Their organizations are too large.

What would you think of some type of Federal program where we
gave the small businessperson something like a $6,000 tax credit for
each unemployable young person he or she hired and trained for a
year’s period?

Mayor Koca. I'm not prepared obviously to respond to a particular
program. You would have to give us

Representative Ricumonp. What about New York City? Do you
have any plans for getting private industry together to hire young
people? We've just got to do something about getting people off the
street.

Mayor Kocn. Let me tell you what New York City’s program is as
it relates to jobs because I constantly see—and it’s quite reasonable
that you should ask—the editorials saying why doesn’t the mayor get
more people jobs in the city of New York? I wish I could. All I can do is
create a business climate that will expand business so that they will
hire people. '

Representative Ricamoxp. What about you and your wonderful
deputy mayor setting up some type of private organization to en-
courage loca businesses to hire and train unemployed people?

Mayor KocH. In the summer job program——

Representative Ricumonp. It can’t be done with large business. It
has to be small businesses.

Mayor KocH. In the summer job program, the private sector came
up with 14,000 summer jobs. That’s 14,000 more than the year be-
fore—when you shake your head

Representative Ricamonp. Agreed.

Mayor Kocn. And with an enormous effort on their part. It is not
easy. I want to say that in the private sector, the private sector does
not do things on the basis of charity.

Representative Ricumonp. That’s why I want to give them a tax
credit.

Mayor Kocr. I understand that and you have to be careful about
it, and I’m not in any way denegrating your proposal because I don’t
know what it will be, but it has to be very carefully structured, com-
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parable to what we had after World War IT where you paid part of
the bill but there was a legal commitment to take ‘that person and
keep that person on the payroll at the end of the period, because you
don’t want to have the business people just ripping us off. They are
capable of it, you know.

Representative Ricamonp. Thank you. Representative Ferraro.

Representative FErraro. Thank you, Congressman.

I just want to follow up on that. That’s a targeted jobs credit which
is currently available in our Internal Revenue Code and which does
allow $3,000 for credit to a fprivate employer and $1,500 the second
year for certain categories of unemployables, and I tried to get dis-
placed homemakers included in that as a seventh category and it’s
just too expensive. We're talking about cutting revenues that come
into the city and this is another tax credit we couldn’t allow. It’s
reducing revenues again to the Government.

Mr. Mayor, I’d like to just pick up on your comments on what it
could cost to rebuild New York City over the next 10 years. Business
Week magazine did a marvelous article on the cost of what’s happening
to he cities because of the Reagan administration or Reaganomics.

Mayor Kocu. They did. .

Representative FErRRAR0. They place the figure of $40 billion on
it, which you went into before. You said it would take $30 billion
over the next 10 years. You said it would be raised, I believe, through
bonds, user fees, and Federal and State moneys, as well as contri-
butions by the city itself.

Let’s take each one of those. How have the sale of municipal bonds,
if at all, been affected by the sale of all-savers certificates?

Mayor Kocu. Well, we have sold for the first time in 6 years $175
million in general obligation bonds, which is something we are very
proud of, and we have an investment grade rating that Standard
& Poor gave to us.

We believe that there will be resistance to municipal bonds through-
out the country, not just ours, as a result of the all-savers certificates
and the high interest rates paid elsewhere so that the nontaxable
aspects of municipal bonds will become less attractive to people,
perticularly again as a result of reducing the tax rate from 70 percent
down to 50 percent for unearned income.

All of those things bear upon the receptivity of nontaxable mu-
nicipal bonds. What the future holds, I’m not in a pcsition at this
point to intelligently comment upon.

Representative FERRARO. Again, the all-savers certificates just
went into effect about a month ago, so you would not feel any effect
at the moment.

Mayor Kocn. But people believe it will have a deleterious impact
upon those who would otherwise be available to buy general ob-
ligation, nontaxable municipal bonds.

Representative FErRrARO. Could you specify what you mean by
user fees?

Mayor KocH. User fees would be basically in the water area.
Today, there are user fees. In other words, people today pay for
water. It is not free. It’s the cheapest thing available, but it is not
free. My recollection is that it’s $701 for 1 million gallons. That’s
what it is, which is—I want to tell you it’s a lot of water for very
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little money. And as a result of the water shortage, we have been
very careful in terms of imposing penalties on those who used to
empty their water towers for air-conditioning on Monday because
the water heated up over the weekend and instead of using electricity
they would just empty out those huge barrels on the roofs and bring
in fresh water at $701 per million gaﬁons. We now have stopped that
and impose fines of $25,000 is my recollection. They have to be
separately metered. That’s all new and we are doing that.

But what we would envision—and I have requested it and it’s
being worked on but it requires legislation, is a city authority, but
provided under State legislation, which would take over the cost
of the sewers—not just the water. It can’t just be a money-making
operation. It also has to pay for things. And part of the things it
would be paying for wouldp be the cost of the sewers.

I think that there are people in the city of New York who are
unaware that there are places in New York City today in both Staten
Island and Queens where there are no sewers and they use cesspools.
You wouldn’t think so, but they do.

Representative FErrARO. But those user fees are most applicable
to commerical users?

Mayor KocH. No.

Representative Ferraro. Are homeowners included in that?

Mayor KocH. Yes; they would have to be.

Representative FErraro. Would those user fees remain at the
same level or be increased?

Mayor Koch. I am not able to tell you that. Obiviously, we are
never going to make water so expensive that people can’t drink it.

Representative FErRrARO. Or take baths, I hope. One other question.

Mayor KocH. We are always going to reasonable.

Representative FErRrRAR0. Where the moneys are coming from—
you said the third category of revenues for the payment of that $30
billion over the next 10 years would be from Federal and state moneys
as well as city contributions. Are you anticipating that the Federal
moneys will remain at the same level as they were last month? Are
anticipating that they will have a 12-percent additional cut? What
are you anticipating?

Mayor Koch. $30 billion has not taken into consideration the
additional cut of 12 percent and in my prepared statement we point
out that that 12 percent would mean about $1 billion in FAUS funding
and $52 million in mass transit capital. So that has not yet been taken
into consideration in our $30 billion figure.

Representative FErRRARO. Then, to recap, on the amount of moneys
that would be used for that maintenance of the infrastructure over the
next 10 years, there’s a possibility that the revenues from bonds
could be affected by what we are doing with the all-savers certificates.
There’s a real possibility, as well, if there’s a 12-percent cut, that you
would have to look elsewhere to make up those moneys.

Mayor KocH. Absolutely correct.

Representative FErRrARO. 1 have just one final question. When
the Reagan administration sold its program of cuts in State aid,
they said that by increasing the flexibility to the State and municipal
governments that they would, even if they cut 25 percent off the top,
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it would be OK because you would save that in in administrative
costs; in actual real dollars, it wouldn’t be a loss to the municipalities
and States. Do you agree with that?

Mayor KocH. No, I don’t. I believe it is helpful to have block
grants which is what we are talking about in these areas. I don’t
believe the administrative savings come anywhere near it and in
fact it’'s my understanding that in the gearing-up to do whatever
has to be done in a whole host of programs, we spend more than the
original program because we have to put in whole new operating
mechanisms and hire new people to do it. So it may very well be there
may be a savings down the road, but there is no initial savings. There
is an enormous loss.

_ Representative FERRARO. So the 25 percent as a real cut is dollars
is :

Mayor Kocx. Hocum.

Representative FErRrarRO. Thank you, Representative Richmond.

Representative Ricamonp. Thank you, Congressman Green.

Representative GrReEeN. Let me return to the issue I raised in my
opening statement and whether you would be willing to comment
on the mass transit system. Again for the record, let me make it
clear that the MTA is a State agency and the Governor appoints
the majority of the people.

Mayor KocH. You're very kind in pointing that out, but it doesn’t
help me, because people say, “The mayor is the mayor and the mayor
has to make sure everything gets done.” I wish I had the power to
hire and fire. There have been suggestions that the transit authority
be given back to the city of New York.

Everybody should understand that when the State took it over,
they put in a provision there, that if we ever were to take advantage
of the clause in the lease which does expire shortly, that there would
be a reduction of, I think it’s about & half percent—which runs into
millions of dollars—in the amount of taxes we could raise on real
estate. In other words, they put a penalty provision in there so as to
prevent us from exercising our option under the law. It was very
cutely done. I wasn’t around then when it was done, but that’s one
aspect of it.

A second question gets to the substantive question as to whether
or not it is feasible from a contribution point of view to expect that
the State would in fact turn it over to us. I would have no objection
to having its turned over in terms of control, as long as the money
heretofore provided by the State, which has to be increased, were
to continue. But I have found that government generally says that
if we can’t control—-we're talking about State an(% Federal—then we
don’t want to put our money in. That’s what has regrettably happened.

So that’s the major problem from my point of view, always to
assure the State contributions to our transit system, and we have
already established, and the State accepted it, that it is a State re-
sponsibility to provide dollars because the economy of the State is
predicated in whole or in substantial whole on the economy of the
city of New York, and in excess of 60 percent of the unearned income
that people have is earned, so to speak, in the city of New York,
statewide. So they have a major stake in the fiscal health of the city
of New York.
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Now I'm not happy with the transit authority or the chairman
or the president. They don’t like me to say these things publicly.
But I think that they are very able people. I don’t know anybody who
could do a better job, but that doesn’t mean that I'm happy with
what they are doing.

And the single most terrible thing that they have allowed to
happen—and I’ve said it before and I have no hesitation about
saying it now, and you have alluded to it—is how in the world can
the management allow its workers to work 3 or 4 hours a day and
then put down their tools, having performed what they refer to as
a work quota, which was obviously set in an insufficient way? In fact,
there shouldn’t be a work quota. You should require that people
work responsibly and that they do—they’re getting a full day’s pay
and they’re not putting in a full day’s work, and that’s outrageous.

Now, I know that happens in the private sector, and in the mayoral
agencies, but it’s not tolerated. There is a difference, you see. If some-
body tells me that a commissioner is allowing people not to work
knowingly, that guy or woman wonld not be a commissioner. They
would be out on their ear—ear, yes—out on their ear.

Now the fact is that in the MTA they know about it and they
let it go on. That is what is intolerable and unacceptable to me. And
I have said and I will repeat it, I intend to take a more active role
within the constraints that exist, and, if necessary, to seek additional
powers from the State legislature. I don’t know if that’s required
or in what form or whether it can be done by a better working re-
lationship with the chairman and with the president, but I will have
no hesitancy in praising them, and I praised Dick Ravitch when he
was the one who brilliantly, I believe, came up with the idea of giving
the public authorities the tax reduction that the private sector already
had and you were able, Bill Green, to get it implemented. But he
came up with that concept.

Representative GREeN. He certainly did.

Mayor KocH. And he’s done other things. And John Simpson has
done very good things. The only question is delegating enough and
then holding people responsible, and I'll close on that note, if I may,
by saying this to you: when Norman Steissel came into the Sanitation
Department, a lot of people weren’t working. You may remember
all those newspaper reports where they’d follow the trucks and the
drivers would be going in to have coffee breaks six times a day and
they weren’t picking up the garbage. You don’t hear about it anymore.
I'm sure it’s happening somewhere. You can’t prevent people from
abusing us, but when we find it out, we punish them and we make
an effort to find it out, and we have instituted in the Sanitation De-
partment and elsewhere an inspector general operation that doesn’t
deal solely with fraud but with incompetence, and with goofing off,
which is not fraud in the criminal sense. And today, each month,
I get a report from Norman Steissel, and it’s available to the public
and the reporters if they want it, listing the people who have been
fined. First, we fine you, we discipline you, we suspend you, and we
even fire you if you are abusing your sacred trust as an employee
of the city of New York.

I don’t think they do that in the Transit Authority or at the MTA,
and they should do it.
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Representative GREEN. My time has expired. Thank you.

Representative Ricamonp. Thank you, Mr. Mayor. It'’s a pleasure
having you. As usual, you have answers for every question.

Mrs. Gerard, I would hope that we might consider this small
business employment program. This would certainly come under your
agency.

Mrs. GERARD. Yes.

Representative Ricumonp. But really, there’s nothing more im-
portant. What's the use of building more prisons when for so much
less money we could employ these people who otherwise would be-
come criminal?

Mrs. Gerarp. I think you’re raising some very real questions.
There still have to be some jobs there and every time you say you
want to give credit and you talk about small business you have to
have to have an environment in which small business is growing.

Representative Ricamonp. Yet we know for a fact that many
many small business people, due to the minimum wage, have cut
back their employees. If they were to get a tax credit, chances are
they might be a little more interested in hiring a few additional people
and training them. ,

Mrs. GERARD. I would love to talk with you about it, but I think
you also ought to look at the point that small business is far less
profitable than large business and unless it was a refundable tax
credit, many couldn’t use it, and who’s going to pay for it? So I
think we have an idea that we've got to work on. '

Representative FErraro. If I could just ask one question. We
had anticipated small businesses would take advantage of the tax
credit that was given to them by the Federal Government and they
would increase their productivity and increase the volume of their
business and all the rest of that stuff. It seems to me they haven’t
been doing it.

How much of an effect have the high interest rates had upon small
business’ effort to move in that direction?

Mrs. GErarD. Well, certainly, I think it’s pretty well documented
that, in a period of high interest rates, any small business will be
hurt most. They have the working capital needs that rely on banks to
constantly replenish their inventories, whereas a larger business has
several options in how it finances itself in terms of public ofiers and
use of banks. There’s no question that small business does tend to be
hurt more and we find that in our own very limited programs for financ-
ing and sort of leveraging the small amount of public moneys that
we have, and, again, when you talk about tax credits, when we use the
CD money in our own capital corporation, we find the demand for
that kind of money is greater in this period simply because they are
turning to us when previously they turned to the banks. But our re-
sources are extremely limited. We are talking about a tiny pool of
money. o

Representative Ricamonp. All I know, Mrs. Gerard, is crime is
about the most costly operation in the city and so much of it could be
obviated if we could employ many of these would-be criminals who
aren’t basically criminals at all; they’re people without hope, back-
ground, education, without job experience.
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Mrs. GERrARD. I agree with you.

Representative Ricumonp. And I think if we could do something
through the private sector—and it’s being done in many other cities—
why don’t you look and see what’s being done in other cities? Perhaps
we could find a good model.

Mrs. GERARD. I think we certainly have to pick up on that summer
job program that was done and see how that could be turned around
to a year-round program.

Representative Ricamonp. Or giving them part-time work so they
will stay in high school.

Mrs. GERARD. One of the things they wanted to do with that part-
nership program, they wanted to see how they could identify those
kids who were really making it in the summer job and make sure there
was a perm anent job for them, and I believe some of the companies
did commit to keeping the people permanently who had been hired
during the summer. So I think we’ve got to work on it.

Representative Ricimonb. I think a good way might even be a part-
time employment where the students came in after school and made
enough money so that at least we would be sure they would graduate
from high school.

Representative Green had a questicn.

Representative GreEn. I'd like to pick your brain on the subject
of enterprise zones. It appears from discussions with HUD officials
that the administration is trying to shape an enterprise zone proposal.
Do you think there is something in the idea, and what level of incen-
tives do you think would be necessary so that it really would affect
business decisions to locate in South Bronx as opposed to South Caro-
lina? Can it be done through this concept?

Mrs. Gerarp. I think, Representative Green, like any of these,
we should have learned enough not to assume any of them is going
to be the answer to all of our problems; and if enterprise zones work
they are going to be one additional tool that I think we have to give
+ a chance to. But from my observation of why businesses will be in
the South Bronx or Brooklyn or any of the areas that are distressed,
I'm concerned that we’ll put emphasis only on what is the tax in-
centive that you will give. I think from my short time of looking at
this, the level of services that are provided within these areas is prob-
ably one of the most important reasons why a business would or
would not be there.
~ So when we start looking to what the local contribution should
be, my own sense is that the most important thing we could do is
to provide a safe environment, one that’s secure, one where the
streets are clean and so on, so business would want to be there. But
I don’t think you can hold out the kind of thing that, gee, we’ve got
a new tool and it’s going to do everything. It’s something that I
think we’ve got to try to work with limited expectations.

Representative Ricamonp. Thank you, Deputy Mayor Gerard.
It’s been a pleasure to see you this morning.

Our next witness is the president of the city council, Carol Bellamy.
Carol, it’s a pleasure to have you with us. Certaintly, if there are
any problems in the city, you know about them.
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STATEMENT OF CAROL BELLAMY, PRESIDENT, NEW YORK CITY
COUNCIL, ACCOMPANIED BY GERALD FINCH, STAFF ASSISTANT

Ms. BELramy. I have just a couple of comments about the discussion
that’s taken place because I’d hate you to believe that some activity
wasn’t going on. I think Deputy Mayor Gerard spoke about the eco-
nomic development effort and I think her convening of the task force and
pulling together the employment people in this city and some of the
economic development people in this city they’re trying to deal with
the problems you’re talking about. The mayor mentioned 14,000 jobs
last summer, not jobs to be sneezed at by any means, in this economy.

It’s important to point out that the budget this past year contained
additional dollars for vocational education and vocational education
15 undergoing some restructuring in our educational system and an
increased priority. There is, for example, the TOP’s program which
places youngsters in connection with the vocational education pro-
gram in jobs to try and make that connection. I think there’s greater
room for some co-op education and job development in the city that
o:ght to be going on in some discussions with the transit system
aad the Board of Education.

So I don’t want you to think that there is not something that’s
happening here. However, that was not part of my statement. Let
me turn to my prepared statement which I will try and summarize,
having submitted it.

Representative Ricamonp. Your entire prepared statement will
appear in the printed record.

Ms. BeLramy. I'd like to say in general I support the President’s
broad economic goals. I hardly think that you couldn’t. We are
all for a strong economy. I question his policies for achieving them.
In particular, I question the compatibility of his expansionary tax
policies and his contributory spending and monetary policies. 1
sincerely hope that this peculiar potpourri of tax cuts, spending
cuts, and monetary restraint will, in fact, stimulate growth and lower
inflation. I fear, however, that it will do just the opposite.

As things now stand—and the mayor has presented testimony
to you in great detail in his prepared statement—New York City
will lose over $2 billion in Federal aid in fiscal years 1982 and 1983.
This figure includes a loss of $608 million from our expense budget.
And by the way, Congresswoman Ferraro, you raised a number of
issues about the financing and the rebuilding of our infrastructure,
and the cost of money is one that has to be taken into consideration
as well. This figure also includes $997.5 million from our capital
budget and $477.1 million in off-budget aid, something that we can
forget but ought not to be forgotten. As the mayor has indicated and
others will indicate, these reductions have a devastating effect on
our city’s infrastructure, services, and residents.

The effect of the Federal cuts on our capital program is a prime
example of the inconsistencies of the Reagan program. We have lost
$222 million in Federal aid from this year’s capital budget and stand
to lose another $775 million in the coming fiscal year. These moneys
were originally earmarked for the construction of our wastewater
treatment facilities, which we are currently under Federal mandate
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to complete. Now that we have lost our funds to comply with this
mandate, what are we to do, given the other kinds of infrastructure
problems we have?

Even more painful than this loss of capital aid from a human per-
spective are the Federal cuts for human services and, again, I think
the mayor has presented in his testimony at great length the impact.
I would point out that we were able to fund $193 million of the $698
million in cuts resulting from the Omnibus Reconciliation Act. We
will attempt to do what we can, but we’ve got to continue to hold
the line with a recognition of the reality of our financial resources.

Unfortunately, both the city’s and State’s revenue options have
been severely limited by another of the President’s cuts; the one on
taxes. Because New York City’s tax system is coupled to that of the
Federal Government, the Federal tax cuts will reduce our local
business tax receipts by $85 million. In addition, New York State,
which is also coupled to the Federal tax code, will lose some $30 to
$50 million in this fiscal year, $150 million in fiscal year 1983, and
$225 million in fiscal year 1984.

The city, then, is obviously caught in a bind. On the one hand, we
can pass along the Federal spending cuts, thus accepting the Presi-
dent’s regressive social priorities; or we can raise taxes to offset these
spending cuts, thus risking a renewed hemorrhaging of business out of
the city. Once again, I am struck by the inconsistency of the Presi-
dent’s program. I share a concern about the strength of the economy
and, indeed, even though we have been cutting and cutting for years,
we in New York City would be willing to do our share, but we do
believe we have been asked to do far, far more than our fair share.

I am uncomfortable with the implicit logic of the President’s
economic recovery program. Supply-side economics notwithstanding,
there is an obvious and abiding inconsistency between the effect of tax
cuts, on the one hand, and the effect of spending cuts and monetary
restraint on the other. Whether the administration’s inconsistency 1s
the product of indecision or ignorance, I do not know; I do know that
it is already causing horrendous distortions in our economy.

One prime example of these distortions is the mumicipal bond
market, where the combination of tax cuts and monetary restraint has
sent interest rates soaring. If we see some lowering of those rates just
in the next year, I join with those who would predict that is a very
temporary lowering. As you know, the recent cut in income and capital
gains tax rates has reduced investor interest in tax-exempt bonds. We
already have begun losing the insurance companies. Now we are
losing the banks. And that leaves the small individual investor who
has other choices where the yields are greater or, indeed, for those of
us in places that had some difficulties in the past, other greater, more
usable secure tax-exempt securities are on the market.

At the same time, all-savers certificates, expanded IRA and Keogh
retirement plans, and accelerated depreciation schedules have in-
creased the avilability of tax shelters. These changes, combined with a
restrictive monetary policy, have narrowed the spread between taxable
and tax-exempt bond rates and have forced municipal rates to record-
high levels.

ou asked about our security. We have only barely gotten back to
the market, but it’s very important, our return to the market, and if
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you look at our return as contrasted with some others, we ought to be
proud of what we have done. One needs only to take a look at the of-
fering about a month ago of AAA securities out of the State of Wash-
ington coming in at 15 percent. So it’s not just the problems that New
York City has had in the past. It is the enormous pressure on the
municipal bond market. As a result, many localities have had to scale
back their borrowing and defer maintenance of their infrastructure,
and we are already sitting on top of the Mount Helens, if you will, of
the problems of New York City of our collapsing infrastructure, and
now that we begin to have some more, I'm not as sanguine as the mayor
that the capital budget is in such great shape, but we find ourselves
having to confront the possibility of the inability to finance and there-
fore the continued deferral of very necessary infrastructure repair
and maintenance.

The administration’s military spending plans are also inconsistent
with its plan for economic recovery. Although the President has,
to his credit, insisted on deep cuts in Federal spending, he has also
asked for and received a breathtaking increase in the military budget.
If we’re going to put social spending under review to determine what
we're getting for our dollars, we ought to do the same with military
spending. It 1s not a policy decision. It is a decision with geographical
implication as well as economic implication, taking the new spending
away from this part of the country. The result, after adding tax
cuts, interest rates, and recession to this equation, is likely to be a
$60 to $90 billion Federal deficit-and we wrote this on Friday and
if we were talking after this weekend we would emphasize even to
a greater degree this deficit problem, and a massive diversion of
capital from the civilian to the military economy. In effect, the
President is squandering the Nation’s resources on an essentially
unproductive, and thus inflationary, sector of the economy.

The other shortcoming of the Reagan recovery program—its lack
of compassion—is obvious from its combination of tax cuts for the
wealthy and spending cuts for the poor. Of course, the supply-siders
have fashioned an elaborate theoretical rationale for these policies:
tax cuts, they say, increase investment, output, employment, and
productivity. This, they argues, helps everyone, not just the rich.
Indeed, Arthur Laffer, the Marie Antionette of Reaganomics, con-
tends that the best way to help the poor is to cut taxes on the rich
let them eat tax cuts.

In truth, Mr. Laffer’s well-known curve is entirely freehanded
in origin, and is best regarded as a quantified ideology. Unfortunately,
it has provided a veneer of respectability to a program that would
otherwise be patently absurd. Let’s not fool ourselves: what the poor
need is not tax cuts; what the poor need is a humane program for
economic recovery.

Let me conclude on a more positive note by suggesting some changes
in President Reagan program.

First, there should be no further cuts in Federal spending for civil-
ian purposes. As it is, the Nation’s cities and States are scrambling to
make ends meet. An additional 12 percent cut in spending, as proposed
by the President, would only further undermine local governments’
fiscal stability and lower their credit ratings. Local government makes
up about 12 percent of the Federal budget. Local government cuts
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took 30 percent in the first round of the total cuts and the second
round, again, is highly focused on local government.

Second, I believe there has to be significant cuts in military spending.

If the President is really serious about balancing the budget—
and he does seem to be waivering now—he must do more than chip
away $10 million here and $50 million there from the Pentagon’s
budget. He must cut military spending, and must must cut it sub-
stantially. As Willie Sutton would say, ‘‘that’s where the money is.”

Third, the cut in the oil windfall profits tax should be rescinded and
the second- and third-year installments of the 25-percent tax cut
should be contingent on the state of our economy. And rather than
imposing new taxes to reduce the deficit, the Federal Government
should first eliminate wasteful and unnecessary tax writeoffs, such
as the interest on consumer installment debt, and place caps on other
writeoffs, such as the interest on mortgages.

Fourth, and finally, the Federal Government must provide ad-
ditional capital aid to State and local governments. One option is
to give State and local governments the option to issue taxable bonds,
and to provide them a 40-percent interest subsidy in exchange. I
think at least we ought to be considering the subsidy plus taxable
security. I understand the concern of local government that this
means that the Federal Government would then intervene in an
area in which they have not, so I do not see this as the only solution,
but I do believe, given the present condition of the municipal bond
market, that a subsidy based taxable security has to be at least con-
sidered. Another option is to extend the preferential treatment of
lease-back tax shelters for private investors to a broader range of
municipal capital investments. We have seen I think the beginning
along the lines of the Metromedia in relationship with the MTA. 1
don’t suggest we jump headlong in the pool entirely, but I think
we ought to consider some future expansion of the area.

In the end, what I am saying is that we are all in this together and
that we must all sacrifice if we are to achieve economic recovery.
We New Yorkers are no strangers to adversity or austerity. We have
demonstrated that retrenchment can lead to recovery—but only
if 1t is based on a coherent set of priorities and informed by a genuine
sense of compassion.

I hope my comments have been helpful, and I thank you for the
the opportunity to testify.

[The prepared statement of Ms. Bellamy follows:]
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PREPARED STATEMENT OF CAROL BELLAMY

THANK YOU FOR THE OPPORTUNITY TO COMMENT ON PRESIDENT
REAGAN'S ECONOMIC RECOVERY PROGRAM,

LET ME BEGIN BY SAYING THAT | SUPPORT THE PRESIDENT'S
BROAD ECONOMIC GOALS, BUT QUESTION HIS POLICIES FOR ACHIEVING -
THEM.  IN PARTICULAR, | QUESTION. THE COMPATIBILITY OF HIS
EXPANSIONARY TAX POLICY AND HIS CONTRACTIONARY SPENDING AND
MONETARY -POLICIES. | SINCERELY. HOPE THAT THIS PECULIAR
POTPOURRI OF TAX CUTS, SPENDING CUTS, AND MONETARY RESTRAINT
WILL, IN FACT; STIMULATE GROWTH AND LOWER INFLATION; I FEAR;
HOWEVER, THAT IT WILL DO JUST THE OPPOSITE,

"From New York CITy’s PERSPECTIVE, MR, REAGAN’S Economic
PROGRAM SEEMS NOT ONLY MISCONCEIVED, BUT UNFAIR. HE AND HIS
CONGRESSIONAL SUPPORTERS HAVE IMPOSED HARSH NEW BURDENS ON
THE CITY, PARTICULARLY ITS POOR, WHILE INCREASING MILITARY
SPENDING AND CUTTING TAXES ON THE WEALTHY. HAVING JusT
RECOVERED FROM VIRTUAL BANKRUPTCY, WE FIND THIS A PARTICULARLY
BITTER PILL TO SWALLOW,

As THINGS NOW STAND, NEw YOrK CITY WILL LOSE ovER $2
BILLION IN FEDERAL AID IN F1scAL Year 1982 anp 1983. This
FIGURE INCLUDES A LOSS OF $608 MILLION FROM OUR EXPENSE
BUDGET; $997.5 MILLION FROM OUR CAPITAL BUDGET; AND $477.1
MILLION IN OFF-BUDGET AID. As Mavor KocH HAS ALREADY INDICATED,
THESE CUTS WILL HAVE A DEVASTATING EFFECT ON oUR CITY’s
INFéAszUCTURE, SERVICES, AND RESIDENTS,
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THE EFFECT OF THE FEDERAL CUTS ON OUR CAPITAL PROGRAM
IS A PRIME EXAMPLE OF THE INCONSISTENCIES OF THE REAGAN
ProGRAM. WE HAVE LOST $222 MILLION IN FEDERAL AID FROM THIS
YEAR'S CAPITAL BUDGET AND STAND TO LOSE ANOTHER $775 MILLION
IN THE COMING FISCAL YEAR. THESE MONIES WERE ORIGINALLY
EARMARKED FOR THE CONSTRUCTION OF . OUR -WASTEWATER TREATMENT
FACILITIES, WHICH WE ARE CURRENTLY UNDER FEDERAL MANDATE TO
COMPLETE. NOW THAT WE HAVE LOST OUR FUNDS TO COMPLY WITH .
THIS MANDATE, WHAT ARE WE TO DO? THIS IS FEDERALISM RUN
AMOK, AND IT IS THE PRESIDENT -- ONE THE LEADING CRITIC OF
BIG GOVERNMENT -- WHO 1S RESPONSIBLE.

EVEN MORE PAINFUL THAN THIS LOSS OF THIS CAPITAL AID
ARE THE FEDERAL CUTS FOR HUMAN SERVICES. For FiscaL YEAR
1982, WE HAVE ONLY BEEN ABLE TO FUND;giég MILLION OF THE
$698 MILLION IN CUTS RESULTING FROM THE OMNIBUS RECONCILIATION -
AcT. WE WILL THUS HAVE TO CURTAIL A BROAD RANGE OF SERVICES
FOR THE NEEDY -- INCLUDING DAY CARE, SENIOR CITIZENS' CENTERS,
AFDC, Foopstamps, Mepicaip, AND CETA -- UNLESS WE CAN FIND
NEW SOURCES OF REVENUE,

UNFORTUNATELY, BOTH THE CITY's AND STATE'S REVENUE
OPTIONS HAVE BEEN SEVERELY LIMITED BY ANOTHER OF THE PRESIDENT'S
"CUTS --THE ONE ON TAXES.
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Because New York CiTY’s TAX SYSTEM IS COUPLED TO THAT OF THE
FEDERAL GOVERNMENT, THE FEDERAL TAX CUTS WILL REDUCE OUR
LOCAL BUSINESS TAX RECEIPTS BY $85 MILLION. IN ADDITION,
New YoRK STATE, WHICH IS ALSO COUPLED TO THE FEDERAL TAX
CODE, WILL LOSE SOME $30 MILLION TO $50 MILLION IN THIS
F1SCAL YEAR, $150 miLL1onN IN FiscaL Year 1983, anp $225
MILLION IN FrscaL YEAr 1984,

THE CiTY, THEN, IS OBVIOUSLY CAUGHT IN A BIND. ON THE
ONE HAND, WE CAN PASS ALONG THE FEDERAL SPENDING CUTS, THUS
ACCEPTING THE PRESIDENT'S REGRESSIVE SOCIAL PRIORITIES; OR
WE CAN RAISE TAXES TO OFFSET THESE SPENDING CUTS, THUS
RISKING AN EXODUS OF BUSINESS. ONCE AGAIN, | AM STRUCK BY
THE INCONSISTENCY OF THE PRESIDENT'S PROGRAM, WHICH ARE WE
TO TAKE MORE SERIOUSLY: HIS RHETORICAL COMMITMENT TO STATE
AND LOCAL AUTONOMY , OR THE RESTRICTIONS HE HAS IMPOSED ON
OUR BUDGET? '

IF MY COMPLAINTS ABOUT OUR BUDGET PROBLEMS SOUND PAROCHIAL
OR SELFISH, LET ME HASTEN TO ADD THAT | SUPPORT cuTS IN
FEDERAL SPENDING -- EVEN IF THEY FALL oN New York CiTy,
WHAT TROUBLES ME ABOUT THE REAGAN PROGRAM IS NOT THAT IT
REQUIRES SACRIFICE, BUT THAT IT IS INCONSISTENT AND MEAN-
SPIRITED, IT IS A PROGRAM UTTERLY LACKING IN COHERENCE OR
COMPASSION,

93-406 0 - 82 - 5
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I HAVE ALREADY INDICATED THAT 1 AM UNCOMFORTABLE WITH

_fHE IMPLICT LOGIC OF THE PRESIDENT'S ECONOMIC RECOVERY

PROGRAM, SUPPLY-SIDE ECONOMICS NOTWITHSTANDING, THERE IS AN
OBVIOUS AND ABIDING INCONSiSTENCY BETWEEN THE EFFECT OF TAX
_CUTS; ON THE ONE HAND, AND THE EFFECT OF SPENDING CUTS AND
MONETARY RESTRAINT, ON THE OTHER. WHETHER THE ADMINISTRATION'S
INCONSfSTENCY IS THE PRODPCT OF INDECISION OR IGNORANCE I DO
NOT KNOW; | DO- KNOW THAT 1T IS ALREADY CAUSING HORRENDOUS

5

. DISTORTIONS IN OUR ECONOMY,

ONE PRIME EXAMPLE OF THESE DISTORTIONS IS THE MuNICIPAL
BOND MARKET, WHERE THE COMBINATION OF TAX CUTS AND MONETARY
RESTRAINT HAS SENT INTEREST RATES SOARING, AS YOU KNOW,
THE RECENT CUT IN INCOME AND CAPITAL GAINS TAX RATES HAS
REDUCED INVESTOR INTEREST IN TAX-EXEMPT BONDS. AT THE SAME
TIME, ALL SAVERs' CERTIFICATES, EXPANDED IRA AND KEoueH
RETIREMENT PLANS, AND ACCELERATED DEPRECIATION SCHEDULES
HAVE INCREASED THE AVAILABILITY OF TAX SHELTERS. THESE
CHANGES, COMBINED WITH A RESTRICTIVE MONETARY POLICY, HAVE
NARROWED THE SPREAD BETWEEN TAXABLE AND TAX-EXEMPT BOND
RATES. AND HAVE FORCED MUNICIPAL RATES TO RECORD-HIGH LEVELS.
AS A RESULT, MANY LOCALITIES HAVE HAD TO SCALE BACK THEIR
BORROWING AND DEFER MAINTENANCE OF .THEIR INFRASTRUCTURE.
PRESIDENT REAGAN HAS YET TO EXPLAIN HOW HIS ECONOMIC PROGRAM
wILL PERMIT CITIES TO FINANCE THEIR CAPITAL PROGRAMS; AND HE
HAS YET TO EXPLAIN HOW ECONOMIC RECOVERY 1S TO PROCEED IF
THE NATION'S ROADS, SUBWAYS, AND BRIDGES ARE IN RUINS.,
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THE ADMINISTRATION’S MILITARY SPENDING PLANS ARE ‘ALSO
INCONSISTENT WITH ITS PLAN FOR ECONOMIC RECOVERY. ALTHOUGH
THE PRESIDENT HAS, TO HIS CREDIT, INSISTED ON DEEP CUTS IN
FEDERAL SPENDING, HE HAS ALSO ASKED FOR AND RECEIVED A
BREATHTAKING INCREASE IN THE MILITARY BUDGET. THE RESULT,
AFTER ADDING TAX CUTS, INTEREST RATES, AND RECESSION TO THIS
EQUATION, IS LIKELY T0.BE A $60 70 $30 BILLION FEDERAL
DEFICIT AND A MASSIVE DIVERSION OF CAPITAL FROM THE CIVILIAN
TO THE MILITARY ECONOMY. IN EFFECT, THE PRESIDENT IS SQUANDERING
THE NATION'S RESOURCES ON AN ESSENTIALLY UNPRODUCTIVE, AND
THUS INFLATIONARY, SECTOR OF THE ECONOMY,

THE OTHER SHORTCOMING OF THE REAGAN RECOVERY PROGRAM --
ITS LACK OF COMPASSION -- IS OBVIOUS FROM ITS COMBINATION OF
TAX CUTS FOR THE WEALTHY AND SPENDING CUTS FOR THE POOR. OF
COURSE, THE SUPPLY-SIDERS HAVE FASHIONED AN ELABORATE
THEORETICAL RATIONALE FOR THESE POLICIES: TAX CUTS, THEY
SAY, INCREASE INVESTMENT, OUTPUT, EMPLOYMENT, AND PRODUCTIVITY,
THIS, THEY ARGUE, HELPS EVERYONE, NOT JUST THE RICH. INDEED,
ARTHUR LAFFER, THE MARIE ANTOINETTE OF REAGANOMICS, CONTENDS
THAT THE BEST WAY TO HELP THE POOR IS TO CUT TAXES ON THE
RICH; LET THEM EAT TAX cuTs!

IN TRUTH, MR. LAFFER’S WELL-KNOWN CURVE IS ENTIRELY
FREE-HAND IN ORIGIN, AND IS BEST REGARDED AS A QUANTIFIED
1DEOLOGY,
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.~ UNFORTUNATELY, IT HAS PROVIDED 4A VENEER OF RESPECTABILITY TO
A PROGRAM THAT WOULD OTHERWISE BE PATENTLY ABSURD. LET's
NOT FOOL OURSELVES: WHAT THE POOR NEED IS NOT TAX CUTS; WHAT
THE POOR NEED IS A HUMANE PROGRAM FOR ECONOMIC RECOVERY,

LET ME CONCLUDE ON A MORE POSITIVE NOTE BY SUGGESTING
SOME CHANGES IN PRESIDENT REAGAN’S PROGRAM.

FIRST, THERE SHOULD BE NO FURTHER CUTS IN FEDERAL
SPENDING FOR CIVILIAN PURPOSES, ASs IT IS, THE NATION'S
CITIES AND STATES ARE SCRAMBLING TO MAKE ENDS MEET, AN
ADDITIONAL 12 PERCENT CUT IN SPENDING, AS PROPOSED BY THE
PRESIDENT, WOULD ONLY FURTHER UNDERMINE THEIR FISCAL STABILITY
AND LOWER THEIR CREDIT RATINGS.
SECOND, THERE MUST BE SIGNIFICANT CUTS IN MILITARY
SPENDING, IF THE PRESIDENT IS REALLY SERIOUS ABOUT BALANCING
THE BUDGET -- AND HE DOES SEEM TO BE WAVERING NOW -- HE MUST
DO MORE THAN CHIP AWAY $10 MILLION HERE AND $50 MILLION
THERE FROM THE PENTAGON’S BUDGET. HE MUST CUT MILITARY
SPENDING, AND HE MUST CUT IT SUBSTANTIALLY; AS WILLIE
SUTTON WOULD SAY, THAT'S WHERE THE MONEY 1S,

THIRD, THE CUT IN THE OIL WINDFALL PROFITS TAX SHOULD
BE RESCINDED AND THE SECOND- AND THIRD-YEAR INSTALLMENTS OF
THE 25 PERCENT TAX CUT SHOULD BE CONTINGENT ON THE STATE OF
*OUR ECONOMY, '



AND RATHER THAN IMPOSING NEW TAXES TO REDUCE THE DEFICIT,
THE FEDERAL GOVERNMENT SHOULD FIRST ELIMINATE WASTEFUL AND
UNNECESSARY TAX WRITE-OFFS, SUCH AS THE INTEREST ON CONSUMER
INSTALLMENT DEBT, AND PLACE CAPS ON OTHER WRITE-OFFS, SUCH
AS THE INTEREST ON MORTGAGES.

FOURTH, AND FINALLY, THE FEDERAL GOVERNMENT MUST
PROVIDE ADDITIONAL CAPITAL AID TO STATE AND LOCAL GOVERNMENTS.
ONE OPTION 1S TO GIVE STATE AND LOCAL GOVERNMENTS THE OPTION
TO ISSUE TAXABLE BONDS, AND fO PROVIDE THEM A 40 PERCENT
INTEREST SUBSIDY IN EXCHANGE, ANOTHER OPTION IS TO EXTEND
THE PREFERENTIAL TREATMENT OF LEASE-BACK TAX SHELTERS FOR
PRIVATE INVESTORS TO A BROADER RANGE OF MUNICIPAL CAPITAL
INVESTMENTS.

IN THE END, WHAT | AM SAYING IS THAT WE ARE ALL IN THIS
TOGETHER, AND THAT WE MUST ALL SACRIFICE IF WE ARE TO ACHIEVE
ECONOMIC RECOVERY, WE NEW YORKERS ARE NO STRANGERS TO
ADVERSITY OR AUSTERITY, WE HAVE DEMONSTRATED THAT RETRENCHMENT
CAN LEAD TO RECOVERY -- BUT ONLY IF IT IS BASED ON A COHERENT
SET OF PRIORITIES AND INFORMED BY A GENUINE SENSE OF COMPASSION,

| HOPE MY COMMENTS HAVE BEEN HELPFUL, AND I’THANK YOU
FOR THE OPPORTUNITY TO TESTIFY.
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Representative Ricamonp. Thank you, Madam President. Your
comments about the necessary changes in our tax bill are music to
my ears. Congressman Reuss and I have worked up a “Share the
Burden” budget which would actually save $42 billl)ion 8 year in
Federal taxes, principally by user taxes and principally by reducing
consumer credit, deductibility, windfall tax arrangements, and all
the rest; and, unfortunately, though, it’s almost impossible to get it
through this Congress. So we are faced with what we have. Apparently
the average Member of Congress felt that the American people wanted
a tax cut. You and I know they didn’t want a tax cut. What they really
wanted was a reduction in inflation. But they’ve got it. Now I think 1t
would be very, very difficult to rescind that and I don’t know where
we're going to raise the additional money necessary to reduce our defi-
cit now. If we don’t reduce our deficit, you know what’s going to hap-
pen; we're going to be printing more Treasury bonds, higher inflation,
and higher interest rates.

Now under that terrible, terrible proposal, which I think is going to
be the case, how will you, as one of the most active members of the
MTA Board, get our transit system functioning again, working again,
so that as we read in the New York Times this weekend that Manhat-
tan was going to experience a 25-percent increase of population in the
1980’s, first, what one wanted to know is how people are going to get
there and get home.

Ms. BELramy. Slowly.

Representative Ricamonp. They’re not going to get there slowly. If
we want to continue being the greatest city in the world, what are we
going to do?

Ms. BeLLamy. Let me comment on your question, but let me first
say that I do not believe that we in the public sector are not educable. I
believe that we are and I’'m not prepared at this point to subscribe to
the theory that the tax measure as it has been adopted cannot be
amended.

I believe if one takes a look at the impact on the Federal deficit of the
tax package—and as I learned in law school, there are tax cuts and
there are tax cuts—even for those who wanted the tax cuts, one has to
take a look at that was ultimately adopted, and I believe that that
requires really quite dramatic amending.

So I will try and respond to your question, but I'm not prepared at
this point to accept the fact that there’s no reason to see some change
in that tax cut. The impact on the Federal deficit in the out-years,
1983, 1984 and 1985 is dramatic, in light of the other spending going
on, and I would hope that we will see some changes.

As you know, the State legislature earlier this year authorized a 5-
year capital reconstruction program for the MTA. That involves the
railroads, subways, and buses. That did not involve all the money, but
it did authorize the MTA to move ahead. The MTA has submitted a
5-year blueprint. It is a flawed document, in my view, and one in need
of much improvement, although I would hope that at least it would re-
ceive at least its initial approval so that that reconstruction program
could commence.

It is based on financing in a number of ways, some of which is
Federal and State. It does not assume an increase in Federal financing,
although at this point there may be a decrease in some cases that
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had not been anticipated, and I think one of the flaws in the document,
is to understand better what happens if some of the money isn’t forth-
coming. It anticipates money from the State and local government.
It anticipates borrowing. That is what the MTA has been authorized
to do. However, given interest rates today, one has to make a judg-
ment as to whether that would be appropriate at this point in time, and
I agree with this. The MTA has decided not to go into the market
and the mayor pointed out there was a creative change brought
about to allow for this leverage lease financing to take place. I think
that is important.

The State legislature just recently authorized the MTA to negotiate
directly with potential contractors to build new cars and that is
hopefully to bring down the costs in some cases, and that may involve
in the course of that discussing some internal financing which, again,
one would hope would keep down the interest cost. So that is the
overall program.

Besides the question of how you finance it, the question is how you
manage it; and I’m not talking about the day-to-day management
operations. I'm talking about managing the capital reconstruction
program. To this point in time I believe there is not adequate—I
don’t want to use the words “Construction Czar”’—but I would
like to see somebody with that kind of responsibility to oversee that
program. One single person alone won’t be able to do it, but there
has to be a management component in there as well as the financing,
both of which are still open issues.

The other side is the operating side because that does go to it,
and that needs dramatic changes in next year’s contract to be ne-
gotiated next year which speaks particularly to the overtime issue
of work rules that the mayor alluded to, although it’s not as though
the city does not have similar type of work rules; we just call them
different things.

Those are two major thrusts, both of which I don’t believe are
in hand right now.

Representative Ricamonp. Congressman Green.

Representative GreEN. Let me clarify the waste disposal situation
because it poses some dilemma for me. As you know, the admini-
stration would favor the program at the $2.4 billion level and Congress-
woman Ferraro is involved very heavily in that. T happen to be the
ranking Republican on the Appropriation Subcommittee. The change
that the President proposed in some respects is very good fcr New
York. That is, the basic position of the administration is that we
should not be subsidizing growth in the Sun Belt part of the country
and that therefore the formula for dividing up the money should
be based on the 1980 census data without any provision for future
growth. Obviously, that’s good for us. Obviously, it’s a politically
difficult position to work through Congress and the administration
has refused to send up a request for the $2.4 billion until that process
in negotiating the authorizing legislation is accomplished.

That bill 1s now in committee, but it’s created something of a
dilemma for us on the Appropriation Subcommittee as we have gone
past the start of the fiscal year and there’s no appropriation request
there. It is my hope that a satisfactory conference report will be
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coming out that will have the formula change that will help us and
that we can then proceed with the appropriations.

But I would be curious as to how n2ar the end of the road are the
North River and the other Brooklyn plants.

Ms. BeLuamy. The Redhook treatment plant?

Representative GREEN. Yes, at this point in terms of their financing.

Ms. BeLLamy. I turned to my right here to see whether anybody
from the OMB was still here, but I gather they’ve left. I do not have
that information offhard.

Representative Ricumonp. Thank you, Congressman Green. Con-
gresswoman Ferraro. :

Representative FERRAR0. I want to thank you for your testimony.
I was interested in your comments on the Laﬁ"er curve. You do know
as well that it’s been considered the trickle-down theory; that if you
give a tax cut to Lawrence Rockefeller after a certain period of time
1t trickles down and trickles down until it reaches David Rockefeller.
So I just wanted to make sure we had an accurate view of what is
going on in this administration.

I just need a clarification, if you will, on the loss of revenue to New
York City of $85 million. Was that for 1 year or a 3-year period of
time you gave for the State?

Ms. BELLaMY. I’'m not sure which figure you mean.

Representative FERRARO. You gave an $85 million loss because of
the tie-in with Federal revenues.

Ms. BELLamy. That’s this year.

Representative FErRrARO. Just for 19827

Ms. BELLamy. Yes.

Representative FErRrarRo. OK. My question has to do a bit with
the transit policies of the Reagan administration. You have been
really rather explicit as far as the economic policies in a general way,
and particularly as far as what it’s going to cost New York City. Do
you have an opinion as to the—maybe the word might be sensitivity
of this administration to the urban problems as it refers to transit
and their policies?

Ms. BELLamy. T said before that I don’t think we in New York,
even thought we have had to tighten dramatically and with some
pain on people, could stand and say there should be no reductions,
but T do think there needs to be a degree of equity—that’s on a
percentage—some equity in what is going on, and I tried to point
out that percentage of the Federal Government that goes to local
government—that’s not only New York City—and how heavy a
burden the local government piece is taking in the reductions in this
country. So also in transit. I think it is pennywise and pound foolish.
Again, there’s room, undoubtedly, for some squeezing and room for
reviewing perhaps some of the section 8 grant money that’s come into
some areas that may not have been adequately used in transit, but I
do believe the transit policy is pennywise and pound foolish.

New York, for example, becomes the most energy conscious State
next to Alaska, given the oil they are pumping in, because of its
transit system, in as bad shape as it is and it 1s in terrible shape.
Increasingly across this country—and it isn’t just New York, Boston,
and Chicago—localities are turning toward a surface system. They
are not all building subways, but to buses to provide public transit
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for any number of reasons. We have an increasingly elderly popula-
tion in this country, a population that isn’t able to get around except
through transit.

So I think the transit policies, both on the operation side and on
the capital side, are quite devastating. There is still proposed to be
some capital dollars, but the proposal is to phase out entirely the
operating side. I believe this throws a burden on local government
that cannot entirely be absorbed by the user. I do think the user has
a responsibility to assume some of that burden and we in New York
actually have always assumed a slightly higher percentage than most
other users in the country, so it’s not just that Government should
bail out the transit systems; but the users are actually providing a
goodly portion.

In answer to your question, I do not think there is sensitivity to
what public transit does for the economy generally of this country
today, because the approach is not just to tighten where there may
have been some misspending, but rather, when you take a look at the
phasing out of operating expenses, to literally shift the burden entirely;
and I believe this is a burden that local government does not have
the capacity to fund.

Representative FERraRO. Thank you very much.

Representative Ricumonp. Thank you.

Ms. BeLLamy. Thank you. I didn’t have an opportunity to intro-
duce Mr. Gerald Finch, who directs fiscal matters for my office, and
I just wanted to introduce him to you. :

Representative Ricumonp. Mr. Finch, it’s a pleasure to have you
and thanks so much for coming. As always, you have added a great
deal to our hearing.

Our next witness is Stanley Brezenoff, president of the New York
City Health and Hospitals Corp. As you know, we are all interested
in knowing how the Reagan budget, the Reagan tax cut, and the
Reagan administration has affected New York City. You obviously
can speak for one of the major entities in New York City; namely,
the Health & Hospitals Corp.

STATEMENT OF STANLEY BREZENOFF, PRESIDENT, NEW YORK
CITY HEALTH AND HOSPITALS CORP., NEW YORK, N.Y.

Mr. BRezENOFF. Thank you very much. Good morning, Representa-
tive Richmond, Representative Green, and Representative Ferraro.
I am Stanley Brezenoff, president of the New York City Health
and Hospitals Corp. I have submitted a prepared statement which
ou can read at your leisure in the record. Rather than read through
1t, in the interest of time, I’d like to highlight a few items.

I take it for granted that you’re more than familiar with what the
Health and Hospitals Corp. is, its size and its mission, and the fact
that our patients are among the neediest and that we treat many
whose limited funds and blighted living conditions have precluded
even the most basic health care precautions.

For many New Yorkers, our facilities function in lieu of the family
doctor and 55 percent of the city’s hospital-related out-patient visits
are ours. We depend almost exclusively on the public sector for our
financial resources; over half of our revenues derive from medicaid
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and medicare. So the initiatives contemplated by the national admin-
istration for the Federal budget have consequences of great magni-
tude—I'm afraid devastating consequences for the Health and Hos-
pitals Corp. I think the fundamental flaw in the overall approach,
at least as it affects the Health and Hospitals Corp. and most other
health care institutions that serve the poor in the country, is the
underlying premise that the Federal cuts being contemplated represent
real savings in health care costs.

They are not real savings; they are Federal savings at the expense
of others. They are, in fact, cost shifting, two different kinds of cost
shifting. The first, perhaps the most serious and eonerous, is the cost
shift to the patients themselves, which will cause many people to
forego basic health care. I’'m talking about the working poor. I'm
talking about those who are on medicare and medicaid. It would be
the individual who pays the price under either a block grant approach,
which puts the States in the position of making horrendous choices
about eligibility and service coverage, or under something like the
medicare voucher, where there may be an onerous deductible or the
care may not be comprehensive. The end result is the same: Indi-
viduals will go without needed health care.

The second kind of cost shifting involves transfer of what were
formerly Federal costs to States and localities. To the degree that the
vulunerable poor do use health services they cannot afford themselves
and the Federal Government refuses to subsidize, the total burden
will fall on us: New York City already spends tremendous sums of
local money, better than $1 billion a year, on health care. Much of it
goes to the Health and Hospitals Corp., either through the local
share of medicaid or through the direct tax levy subsidy. We in the
Health and Hospitals Corp. have made tremendous progress over the
last several years in increasing our revenue from third party payers
and in trying to keep the city subsidy to a minimum. What’s con-
templated by the Federal administration would have terrible conse-
quences for us and for the city of New York.

The last point that I would make, and then I welcome your ques-
tions, is that there seems to be a view that States and localities are
wasteful users of health care dollars, that somehow, if some magical
button is pressed, if expenditures are simply capped, then efficiencies
will materialize. That’s not the case.

What we're talking about are real cuts affecting real people. It is
true that our systems leave something to be desired in the way they
operate. I would be the last to say that the Health and Hospitals
Corp. is perfectly managed. But the answer is to help us to move
toward efficiency, not to employ punitive approaches that could have
disastrous consequences for patients in our hospitals. Thank you.

[The prepared statement of Mr. Brezenoff follows:]
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PREPARED STATEMENT OF STANLEY BREZENOFF

I am Stanley Brezenoff, President of the New York City Health and Hospitals
Corporation,.vhich oversees the largest municipal hospital system in the world.
We provide medical care through 12 acute care hospitals, four long-term care
faciiities, four Neighborhéod Family Care Centers, and numerous satellite
clinics. In addition, we operate the citywide Emergency Medical Service, which
answers approximately 600,000 calls a year.

It is the Corporation's mission to guarantee quality health care for every
City resident, no matter how poor. In fact, our patients are among the neediest.
We treat many whose limited funds and blighted living conditions have precluded
even the most basic health care precautions. Whether they are newly arrived
jmmigrants, whether they are without regular means of support or have little or
no health ingurance, our patients come to us because we turn no one away. Nor
do we restrict the range of serQices or quality of care because of a patient's
resources. For many, our facilities function in lieu of the family doctor, and
55 percent of the City's hospital-related outpatient.visits are ours.

As you would expect, the Corporation depends almost exclusively on the

public sector for its financial resources. Medicaid and Medicare account
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for about 85 percent of our revenues, and most of the remainder comes from City
tax-levy support, which covers, among other things, the entire cost of care for
the medically indigent. This year the direct City subsidy to the Health and
Hospitals Corporation amounted to $342 million. When the local share of
Medicaid is included, its total contribution to the Corporation was some
$530 million.

" Overall, the City of New York pays 27 percent of the health care costs
for the nearly 1.25 million people who receive Medicaid. Last year, this total
Medicaid outlay reached $800 million. When expenditures for the Department of
Health and Mental Health are added ;n, the City in 1981 spent over a billion
dollars in local funds —— or 12 percent of its total budget —- on health services.

To focus only on health care costs in the federal budget, in the belief
that cities and states are the profligate spenders of health care dollars,
would be a tragic mistake. It must be understood that local and state health
costs are directly tied to federal expenditures. To spend federal Medicaid
dollars, states and some localities, including New York City, have to put up
a match of their own. Since most non-federal budgets are already severely
strained, they have no incentive to be profligate spenders of anyone's health
care dollars, including those provided by the federal govermment. And, in
fact, New York State and New York City have made great efforts to contain
health care costs —— but in a rational, coherent way, rather than through
arbitrary, across-the-board slashes, with all of the harmful consequences
they entail.
The latter approach is predicated on the notion that by imposing a cap on

Medicaid expenditures, or a ceiling on the growth of such expenditures, somehow

the cost of providing health care will automatically be contained. In fact,
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these are mirror tricks, because it is not the cost of health care itself that
will be reduced; the only reduction will be in the cost to the federal
government.

It is relevant to note here that the Administration's cuts in AFDC and
other categorical social welfare programs —- whichothiers are testifying on in
greater de;ail today -- will also have a tremendous spillover effect on public
hospital systems because eligibility for those programs is tied to eligibility
for Medicaid. So not only do the changes disgriminate against the working
poor and exert a disincentive to seek employment, but they throw an entire
population back on the resources of states and localities that fund 100 percent
of the costs of care for the medically indigent. There is a real difference
between cost containment and cost shifting, and much of what is being proposed
will only transfer the burden to cities, states, and private citizens.

Moreover, health care costs are driven upward by more than just inflation.
New technology, research, capital investments, an aging population, ancillary
and social services, medical education, development of medical specializations
all contribute to increases in health costs. Failure to provide federal funds
will not make these and other cost-related factors disappear. And capping
federal expenditures without addressing the reasons for escalating costs is in
reality blackmailing the states. By withholding enqugh funds long enough, '
the federal government will eventually force the states to deny basic health
care services to millions of the nation's poor. This is cruel and misguided
public policy.

States may have to make truly horrendous choices in order to absorb
federal cuts. It is unlikely, even impossible, that they will be able to

replace the lost funds themselQes. Incredibly, reductions in federal spending
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will ultimately mean fewer medical services covered or stringent limitations
on Medicaid eligibility. It is hard to imagine how we could allow ourselves
to have to choose between ambulatory care ser§1ces and coverage of physical,
occupational, or other types of therapy, or to place new restrictions on home
health care as opposed to eliminating dental services and pharmaceutical
coverage. The range of awful optioms is extensive, but ultimately tragic

and shameful.

Even worse is the possibility that states would elect to restrict Medicaid
eligibility. At risk would be coverage for igdividuals now classified as
medically indigent and eligible for Medicaid, despite the fact that they receive
no other form of public assistance. In addition, the state may deny coverage
to 18 to 21 year olds or deny benefits to pregnant women during early stages
of pregnancy. Again, it will be the public hospitals and other locally funded
health care facilities which will be forced to make up the difference -- or
try to.

I would 1like to turn now to some of the specific federal initiatives that
concern us. First, in passing the Reconciliation Act, Congress decided to
reduce the federal contribution of each state's Medicaid program by three
percent but to allow lesser reductions to states that ha?e contained costs in
the past. The Department of Health and Human Services appears to haﬁe chosen
a punitive method of ‘applying Reconciliation Act reductions by imposing the
full three percent reduction on states, like New York, that are clearly
eligible for lesser cuts. We know this full reduction is temporary, but
even a short term withholding of Qital federal assistance will ha§e a serious
impact on New York's limited state budget.

Fortunately, last week a proposal to limit federal Medicaid payments

to 95 percent of the funds each state is entitled to was withdrawn. New
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York City would have lost spproximately $70 million on top of the reductions
already made three weeks ago by the Reconciliation Act.

But now we understand that an effort is undervay to use the Second Budget
Resolution to reduce federal Medicaid expenditures by one-quarter of a
percent for every one percent of growth above ghe nine percent growth ceiling
contained in the Reconciliation Act. In addition, there is talk of broadening
the definition of a state's cost containment effort set forth in the Reconcil-
fation Act to include the state's gfosgective cost containment program. If
this should become law, a state such as Neé York, which had already instituted
a nationally-recognized cost containment program but cannot avoid growth in
Medicaid costs nonetheless, will be penalized -- while states that made no
such efforts in the past may be rewafded. Both these measures would be
arbitrary and unjust.

Another proposal that has generated a great deal of interest is the
Medicare voucher, designed to saQe money by promoting competition among
health care providers through reliance on insurance. Here again, the reality
i1s that even if cost savings materialize for the federal budget; they will
come at the expense of foregone health care for the elderly or increased
burdens on state and localAgovernments.

Such shortsighted proposals can only lead to a two-tier health care
system in this country. For the wealthy and well-insured there will be
comprehensive health care featuring the most modern equipment and the
latest advances in medicine. For the poor, there will be a separate network
that will never ha@e enough resources to match the quality of care provided
to those more fortunate.

Moreover, the poor will haQe limited access to the care that is available.
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With continued reductions in funding of community health centers, maternal

and child health care programs, nutritional assistance through the WIC program,
alcohol and drug abuse programs, and community mental health centers, innovative
hospital-based programs will be terminated, and more and more community health
centers will be forced to close down.

The Health and Hospitals Corporation will continue to provide the best
care possible, and we will never alter our policy to serve the medically
indigent. However, as federal and state resources become scarcer, it will be
increasingly difficult for us to provide high quality care for the growing
numbers who will depend on us or to meet the challenges posed by inflation
and advances in medical tgchnology. With only the obviously limited funds
available from local tax levy as a buffer, HHC will fall behind other hospitals,
forced to provide inferior care.

Finally, the Committee should be assured that this State and City welcome
rational approaches to containing health care costs. We in the City are
already committed to developing new cost-saving methods. For example, we
support the waiver of the "freedom-of-choice™ option in the State's Medicaid
plan, which we believe would benefit both the Health and Hospitals Corporation
and its patients. Using the local HIP program as a model that has already
produced appreciable savings to the City, we are also looking to expanded
use of health maintenance organizations. Our demonstration program at
Metropolitan Hospital, for instance, offers a real opportunity to test a large
scale HMO for Medicaid recipients and the medically indigent. We belieQe
pre-payment for comprehensiQe health services has the potential for savings
without diminishing the quality of care, even though the initial investment

does not necessarily pro?ide a quick return. And, while HHC is extremely
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concerned that some proposals in Congress to reduce public costs by promoting
competition in health care may be used as a backdoor way to shift even more
costs to states and localities, we do support in principle the kind of thinking
that addresses many of the problems intrinsic to the current system. Indeed,
HHC and the City of New York welcome any opportunity to work with the Congress
and the Administration in developing ratiomal and equitable cost-saving io-
novations.

Thank you very much.

93-406 0 - 82 - 6
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Representative Ricamonp. Thank you, Mr. Brezenoff. Congress-
woman Ferraro.

Representative FERRARO. I was just taken a bit by the cost shifting
and when you said that a good deal of the revenues that have come to
our hospitals, come from medicare. :

Mr. Brezenorr. Medicaid and medicare.

Representative FErRrARO. But medicare as well. I assume what
ou’re talking about when you say individuals will go without, we
ave our elderly who are applying for medicare coverage, and if the

deductible is raised, as has been done, or the length of stay periods
are changed, what will happen to those people? Have you seen any
change because of the cuts that have been in effect since October 1?
Have there been any changes so far?

Mr. BrezenorF. Well, it is too early to calculate what the impact
is, but it’s almost a question of logic and arithmetic. To the degree
that the elderly are strained in meeting this increased deductible,
knowing many of the elderly are used to depending on their own
resources, they will find it difficult and probably will do without. But
to the degree they do not and to the degree that they are unable to
%ay that deductible, the Health and Hospitals Corp. and the city of

ew York have a very firm policy: We treat people without regard
to their ability to pay. We won’t turn away anyone. So to the degree
that the elderly cannot pay, we will pay, and we will pay it through
the tax levy subsidy that comes directly from the city of New York,
which is now close to $350 million a year.

Representative FErraRO. Do you have any anticipation or any sort
of projection of what cost that might be over the next year or 2 or
3 years?

Mr. Brezenorr. Well, it’s difficult to say. But, for example, if the
5 percent cap that was talked about until recently—if that were im-
plemented, that could mean $70 million to the city of New York.

Representative FERrARO. Annually?

Mr. BREZENOFF. Annually.

Representative FErraRO. All right. Thank you very much.

Representative Ricumonp. Congressman Green.

Representative GReen. I'd like to turn to the containment issue.
There’s certainly an impression in the Congress—and maybe this
applies more to the voluntary and private sector than your part of
the health establishment in New York—there’s certainly an mmpres-
- sion in the Congress that the system is out of control as far as costs
are concerned ; that because of third party payers the patients are not
seen as bearing the cost and, therefore, they don’t bargain with the
system to hold down costs and the system, particularly with the
growth in malpractice actions and recoveries, is essentially practicing
defensive medicine where a whole panoply of tests is given even though
99 out of 100 times most of these are irrelevant.

What can we do about it? I agree with you, obviously, that just
putting a cap on doesn’t solve the problem. But what would solve it?

Mr. Brezexorr. Like you and like the panel, the city of New York
and the Health and Hospitals Corp. support genuine cost containment
efforts. We support, for example, increased flexibility in the current
freedom of choice provisions. We believe that through creative prepaid
group practice approaches that involve some limitations on freedom of
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choice—and I would point out that users of private insurance plans
like HIP—are in fact locked in for a year of time—we could have
some impact on medicaid and medicare expenditures. In fact, the cit
of New York has had a welfare HIP program for several years witﬂ
significant cost savings.

Second, we believe that the State of New York, which has had an
admirable cost containment program which the city has participated
in, has been successful in limiting cost increases in health care. The
areas where fast growth persists are mainly those involving use of
sophisticated new technology that improves patient care.

I think there are several policy options that can be implemented or
at least explored and the Health and Hospitals Corp. would be eager
to do so in conjunction’ with the Federal and State authorities. We
have as much of a dollar incentive as they, to at least contain the

increase in costs.
- Representative GREEN. Could you spell out those options a little
bit more?

Mr. BreEzENOFF. I think the freedom of choice, one, is very impor-
tant. Second, there is the metropolitan hospital demonstration project
right now, in which we are enrolling both the medically indigent and
medicaid patients. We believe that this model, which involves enroll-
ment and case management, and which emphasizes primary care, offers
significant possibilities for reducing unnecessary hospital utilization.
The key to reducing hospital costs, we believe, is preventive care,
primary care. .

A third point I would make is that medicaid spending is skewed not
toward the welfare poor but in fact toward the very ill, toward the
elderly and the institutionalized. We believe that this is a trend that
will increase with the aging of the population and here, too, we need
to look at creative approaches that will postpone or prevent institu-
tionalization. New York City has one of the largest medicaid-financed
home-care programs in the country. I think that models like that offer
much more potential for genuine savings than caps and ceilings.

Representative GREEN. Thank you. Representative Richmond.

Representative RicamonD. Thank you, Congressman Green.

Mr. Brezenoff, let’s discuss Woodhull.

Mr. BreEzENOFF. | thought you were my friend.

Representative Ricamonp. I am your friend. That’s why I want to
discuss Woodhull. We all know we have a $250 million investment
there in Bushwick. We all know it’s costing us $22 million a year to
keep it closed. We all know the possible medicaid reimbursement fee if
we open it is astonishing and astounding. ) ‘

‘On the other hand, you, as president of the Health and Hospitals
Corp.—I know you never would have built a hospital like this. This
hospital should have been built in Pasadena, Calif., as you know.

Mr. BrezenorFF. Or Palm Springs, anyway.

Representative Ricumonp. It was taken from a model of a very,
very rich California community and the damned fool that took it had
no idea of where he was putting the hospital. The hospital, as you
know, would go beautifully in a California setting, but certainly not
in Bushwick, the reason being that the rooms are too small, the cor-
ridors are too wide, the security—I don’t have to tell you.
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What are we going to do about it? We have this albatross around
our necks, on the one hand, and, on the other hand, it is a very
beautiful hospital which I'm sure could be effective, which we need
because none of our public hospitals in Brooklyn are in code compliance.

I think people realize that Kings County is not in code compliance.
Cumberland Hospital is not in code compliance and Greenpoint Hos-
pital is going to some day just fall down around people’s heads. So our
public hopsitals are not in code compliance.

We’ve got a monument sitting there in Bushwick which is closed,
which could be in code compliance if we opened it, but then we have
the medicaid fee which would be out of sight. Now as you know, we're
going to set a date here to try to meet

Mr. Brezenorr. 1 didn’t know.

Representative Ricamonp. We're trying to set up a summit con-
ference of interested people and I, being the Congressman from the
area, am a very much interested person. But what can the Federal
Government do for you? What do you expect anybody to do for you
to ever open that hospital?

Mr. BrezENoOFF. First, your description is quite accurate. I think
it’s useful to reflect two different ways on Woodhull, on the hospital
specifically and what we ought to do about it. I will come back to
that in a minute, but I think we also need to reflect on how decisions
get made in the construction of new health care facilities. It goes back
to the question of how to contain costs.

We cannot mindlessly construct health care facilities, building new
costs into the system. As was the case in so many other areas, there
was not sufficient thought, either in Woodhull or across the country
in the proliferation of certain kinds of health care facilities.

That was perhaps understandable in days of plenty. It’s not excus-
able in days of scarcity. And the lesson there is that we need to apply
very rigorous analysis and make tough decisions in determining how
we spend our health care capital dollars because they do, in fact,
find their way into the rates paid by Government programs and
private insurance companies. Neither of those two payors can stand
continued pressures of that kind.

On Woodhull specifically, your description is completely accurate.
I'd like to stress that it’s our intention to open Woodhull.” We recog-
nize the costs implicit in that effort, but let me explain something
about the other hospitals.

You're quite right about Greenpoint. It’s in very bad shape and
would require many millions of dollars, capital dollars, to bring it
anywhere near compliance. Cumberland, similarly, less money but
still quite a bit. And Kings County, many, many dollars. So not
opening Woodhull not only would waste an enormous resource when
the other facilities we have are less than optimal, but would mean we
would have to lay out huge capital expenditures on those other three
public hospitals. We coundn’t let them continue as they are.

We will be trying some different models in the opening of Woodhull,
private practice being one of them. This should have some impact on
the deficit that Woodhull might create for the city.

The most important lesson, though, from Woodhull is not to do it
again, not here, not anywhere.
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Representative Ricamonp. Stanley, we've learned that lesson. Now
what do we do with this albatross?

Mr. Brezenorr. We're going to open it. We're going to open it as
efficiently and expeditiously as we can, and we’re doing it with a
recognition that it’s already costing a significant amount of money
and 1t’s also an opportunity for us to provide much higher quality
care than we can now offer our patients in those other obsolescent
facilities, Greenpoint and Cumberland. '

Representative Ricamonp. We're trying to set up a meeting with
Commissioner Axelrod and you and perhaps other interested people—

I think Jack Bigel is working on it—for either November 20 or some-
time soon.

Mr. BREZENOFF. Sure.

Representative Ricamonp. Certainly, we have to get down to
business. We can’t just leave it sit there. As you know, the hospital
can’t be converted to anything else.

Mr. BrezENOFF. Not to my knowledge. .
Representative Ricamonp. In other words, the other idea was to
put the other three hospitals in compliance and convert this to a
nursing type of facility or aged-health related facility or long-term

care facility.

Mr. BREZENOFF. It would present the same kind of problems.

Representative Ricamonp. And you have the high medicaid reim-
bursement cost because of the capital costs. I sympathize with your
problems.

Congresswoman Ferraro.

Representative FERrRaro. No further questions. Thank you very
much. '

Representative Ricumonp. What do you foresee happening now?
You know, the administration’s plan is to further cut medicaid, medi-
care, Federal assistance to all public health programs, which is the
exact opposite of what else is going e¢n in the world. Every other
westernized country is building up its health insurance programs be-
cause they realize that it’s cost effective. Our administration is appar-
ently building it down. Now how are you going to survive?

Mr. Brezenorr. With great difficulty, and I believe at the penalty
of having people go without health care, even though the city of New
York will not turn anyone away from its hopsitals. It will put addi-
tional strain on our local budget. Our subsidy, as I mentioned, is
already $350 million.

Representative RicaMonp. What do you get from nonregistered
aliens?

Mr. Brezenorr. Nonregistered aliens?

Representative Ricamonp. Yes.

Mr. Brezenorr. We have no count of what nonregistered aliens
represent in our population. The only way that we have any fix on
them at all is the fact that there’s no way we can make them eligible
for any third party coverage.

Representative Ricumonp. But they come in for service?

Mr. BrezENOFF. Absolutely.

Representative Ricamonp. Don’t you think it’s the Federal Gov-
ernment’s obligation, since they let them in without registration—
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don’t you think it’s their obligation to at least take care of their
health costs?

Mr. BrezeNorF. That's what’s known as a home run pitch. The
answer is an unequivocal yes, it is their responsibility, just as I believe
that poverty is a national problem and all the consequencés of poverty,
including the uncovered working poor, including the uncovered aliens,

_including the home care population—all of them come about as a
consequence of national policies. The problems they represent can
only be dealt with through national policies and to cut costs at the
Federal level and shift those costs to State and local levels is a clear
abdication of that responsibility.

Representative Ricamonp. How long would it take you to give us
the number of what it costs the city of New York each year to take
care of the health needs of unregistered aliens?

Mr. Brezexorr. I can get you a ballpark figure, but it would
be a soft figure because we do not want to discourage people from
coming for health care.

Representative Ricumonp. I understand. We’re humane people.

Mr. BreEzeENOFF. And we do not imply to them when they come
in that as they’re being examined by a doctor, they may also be
examined by an immigration official.

Representative Ricamonp. On the other hand, I would think
most Members of Congress—Congressman Green, do we all say that
perhaps the health care needs of nonregistered aliens should be met
by the Federal Government since we New Yorkers didn’t bring
them here in the first place?

Representative GREEN. Most of us would like to say we wouldn’t
like to have illegal aliens here.

Representative Ricumonp. If we have them and they get sick,
who should pay the bill?

Representative GREEN. The Federal Government.

Representative Ricumonp. Then we have unanimity.

Mr. BrezenorF. Do we have a quorum? Could we get a bill through?

Representative Ricamonp. Representative Green is the ranking
Republican member on the Appropriations Committee.

epresentative GREEN. It’s a subcommittee. There’s a difference.

Representative Ricumonp. That’s important enough. Now could
you get us that number?

Mr. BrezeNOFF. I'll get you the number.

Representative Ricumonp. And let us have it at the Joint Eco-
nomic Committee and see what we can do with it. This is clearly
an expense that should be borne by the Federal Government.

T’ll never forget one of the things Bella Abzug did while she was
in Congress, that was to force the Federal Government to ;])‘ay for
the security of the United Nations officials here in New York City.
Remember that bill? I think we picked up $8 or $10 million, but
it’s only right. This is another one that’s only right. Nonregistered
aliens who come in illegally—and goodness knows, we have many,
many hundreds of thousands in this city—nobody knows how many
hundreds of thousands—should have their health cares met by the
Federal Government.

Mr. BrEzENOFF. Absolutely.
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Representative Ricamonp. If you could give us that number at the
Joint Economic Committee, perhaps we could do something with it.

Representative FERRARO. Wait a minute. Do you ask if people
are legal or illegal?

I think instead of cutting down the number of Federal employees
at the border, we should increase that to keep these people out.

Representative Ricumonp. In the meanwhile, I think somebody
has to pay for them.

Representative FERRARO. Absolutely. What’s fair is fair. But the
Federal Government is not authorizing those people to come in.

Representative Ricumonp. Once they come in, it’s the obligation
of }fh?e Federal Government, but not the obligation of the city;
right?

Mr. BrezeEnorF. The city is not empowered to establish our own
border patrol.

Representative Ricamonp. Thank you very much for coming.

It’s a pleasure to have with us the comptroller of the State of New
York, Mr. Edward Regan. We have Regans and Reagans in the
administration.

Mr. Recan. I don’t know how well the other Regan and Reagan
have been treated so far here today.

Representative Ricumonp. Pretty well. We're bipartisan. We’re
" glad to have you with us, Mr. Comptroller.

STATEMENT OF EDWARD V. REGAN, COMPTROLLER, STATE OF
NEW YORK

Mr. Recan. Thank you very much. I appreciate the opportunity to
be here with you. Do you want me to start any comments I have
right now?

Representative Ricumonp. Your entire prepared statement will
be made a part of the record and you can comment as you wish and
we will each ask questions.

Mr. REcan. Fine.

As a preliminary matter, let me tell you that I opened a Woodhuli-
type hospital in Buffalo and it is still being run by the Government up
there, now the Erie County government. It’s one of the very modern,
freezing hospitals, intersticing and the like. I tried to sell it. My only
comment, I guess, as a general observation, is that governments really
are ill-suited for running that kind of high technologically oriented
institution, whether it be a hosptial or what-not; that our normal pro-
cedures, whether it be from civil service restrictions and lack of flexi-
bility, which are all good, democratic safeguards in government, which
have no problem with generally, just didn’t seem to apply well to such
a highly complex, fast-changing technologically oriented institution.

That’s a comment for what 1t’s worth, but it’s sitting right there.
If anybody wants to see how it works, it’s there, one of the most
modern hosptials in the country, being run by a government.

Second, we do have a report—it’s about a year old now—on the
illegal aliens—the undocumented aliens, the cost of medical care for
them, and we will call you—we will update our figure and give you
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one figure. We'll get together with the commissioner and agree and
give you a figure. '

Representative Ricumonn. We would be very grateful.

Mr. REean. I think in answer to your question, Repres:ntative
Richmond, when people come in, of course, they start asking questions,
as they properly should, about medicaid eligibility, and at that point
there 1s some ability, without putting somebody through the third
degree, to find out just what their status is.

Now to the Reagan cuts, to the Federal cuts and its impact on
the city’s budget. We have here and I have submitted it to you a
detailed report by Sidney Schwartz, the special comptroller for New
York City. It’s a very good one, very detailed, analyzing just the
very question that you're conducting hearings on because that’s
part of Mr. Schwartz’ job, to do that, and coincidentally, the con-
clusion of our report and your hearing happen to coincide.. Mayor
Koch and his staff have this report. They have had ample oppor-
tunity to comment on it. They have commented on it and their
comments are all adjusted for and accommodated in here. We know
of no essential disagreement with what we have said in this report
from the mayor’s staff.

The essential conclusion is that there is no impact of the Federal
cuts on New York City’s budget in 1982, 1983, 1984, and 1985. To
be technically correct, I ought to say on New York City’s financial
plan, because that’s what we have in front of us that translates into
budgets as we move down the years.

Now that is for a lot of reasons and with some qualifications, and
I'll explain those.

First of all, the cuts vis-a-vis the financial plan are relatively mod-
est compared to a $14 or $15 billion budget operation and they can
be accommodated in the financial plan and, in fact, Mayor Koch
has accommodated for them. He has taken the very prudent and
wise course of action to adjust for all of those cuts as he sees them
and those are all detailed there. So there is no—if you want to look
at New York City’s financial plan for 1982 through 1985, on one
hand, the Federal cuts, both the cuts in aid or the cuts in taxes which
will reduce the revenue, both, and you look at both, there is no
impact on the financial plan because: (a) they were modest; and
(b) the mayor did exactly the right thing in accommodating for them.

Now there are several qualifications which are major and I'm
sure you will think so. First of all, of course, those are cuts. They
are not additions. We are aware of that. So that obviously the whole
thrust is on the down side, not on the up side.

Second, the money that the mayor took to accommodate those
those cuts, of course, could have been used to increase services, close
the gaps that still exist—almost $1 billion as we look at 1983—close
the gaps or do whatever with it. So the fact that he took money and
accommodated for the budget cuts is a wise action, but obviously
it’s money that could have been spent someplace else.

The amounts, by the way, approximately are a total of $135 million
in 1982, rising to a total of $339 million in 1985. So it’s a decline. It’s
money hl(lat could have been used to close the gap for increased services
or the like.



Also not included in any of the statements I have just gave is the
cut in the capital side of the program and it would appear that the city
will get approximately only 25 percent of what they anticipated in
capital grants for sewer plant construction. They had anticipated $1.6
billion and they are going to apparently get only 25 percent of that
based on the numbers that we now see.

Now this report does not measure the second round of cuts, the 12
percent, because they just are not in front of us and we don’t—MTr.
Schwartz’ office or our office—we don’t get into the speculative sort
of thing. We wait until something happens and then we try to give a
very objective measure ot it.

All that aside, I gather that there’s very little chance of those cuts,
as they now stand—those projected cuts—passing. So I think the fact
that we didn’t measure them will not distort this report.

Obviously, another thing we don’t do, at least in terms of fiscal -
reports, is to measure the impact on people and poor people, and obvi-
ously there is that, and I acknowledge that, although it’s not the sub-
ject of this report; and the third thing we haven’t done is to measure
the impact on the city’s economy that will undoubtedly come about
as a result of the tax cuts.

Our analysis indicates that there will be an extra billion dollars in
the hands of New York City businesses and consumers in fiscal year
1982, rising to $4 billion in fiscal year 1985, as a result of those tax cuts
and presumably some—a lot of that money will find its way into extra
spending or extra investment which should increase both the city’s
economic base, and finally, of course, tax revenues. We didn’t measure
that either.

In conclusion, then, if you just look at the financial plan that’s in
front of us, 1982 through 1985—and that’s our job to monitor it—
there is no impact from the cuts because they were modest, were able
to be accommodated and, in fact, the mayor did the wise thing
and accommodated for them.

[The prepared statement of Mr. Regan, together with an attach-
ment, follows:]
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PREPARED STATEMENT OF EDWARD V. REGAN

New York City has alzea&y given consideration in its budgetary planning to
many of the anticipated reductions in Federal aid and the impact of revenue
losses due to recently enacted Federal tax reductions. Therefore, these
actions should not have a further significant effect on the City's Financial
Plan for fiscal years 1982 through 1985.

However, this analysis assumes that the City will not attempt to
compgnsate for those Federal aid program cutbacks which reduce aid to
irdividuals in areas where the City traditionally has not been involved.

Today, the Special Deputy State Comptroller for the City' ;)f New York,
Sidney Schwartz, completed a comprehensive, detailed, 67-page stpdy of the
impact of the Omnibus Reconciliation Act and the Economic Recovéty Tax Act ¢on
all agpects of the City's Financial Plan. (The analysis does not evaluate the
September ‘24 proposal for an across-the-board spending cut of 12 percent in
non-entitlement programs as ‘this proposal seems éo have little chance of
receiving Congressional approval.)

Mr. Schwartz's analysis shows that the budget revisions enacted by
Congress could have resulted in Federal aid losses, as compared to the
Financial Plan, of $86 million in fiscal 1982 rising to $122 million by fiscal
1985. Howevez_', there is no net impact as a result of such lossesv on the
City's fiscal 1982 Financial Plan, and th'e impact in the other years is -

relatively small--$11 million in fiscal 1983 and $16 million in fiscal 1984.
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This analysis includes the assumption that the City will fund fully any
program which received even partial City funding before the Federal cutbacks.
This lack of significant impact is due to the following: '

First, in addition to the $100 million budgetary reserve redquired by law,
reserves were established in the Financial Plan to compensate partly for
Federal reductions in aid to Medicaid, social service and education programs.

Second, the City has augmented the amount of Federal education aid that
will be available in future years by substituting its own funds during fiscal
1981 and thereby rolling over available Federal funds for future use.

Third, City representatives indicated that reductions in PFederal aid for
CETA job training and Community Development programs will probably not be
replaced with City funds. Programs such as these traditionally have not been
funded by the City. ’

On the other hand, the Financial Plan impact of the Federal tax reductions
--largely corporate-- 1is not quite as clear. Mr. Schu-rartz.'s .office has
estimated that these changes may reduce City tax revenues by amounts ranging
from $49 million in fiscal 1982 to $217 million in fiscal 1985. Over the
Financial Plan period, these tax reductions could'ﬁean a total loss of $500
million in tax revenues. It is not cléar how these potentially lower revenues
were reflected in the City's plan, since the City's tax estination methodology
does not separately identify the impact of the Federal reductions. However,
it appears that most of these losses have been anticipated in the City's
Financial Plan since the City revenue estimates used econometric models which,

in large part, included the estimated effects’ of these tax revisions.
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The Federal reductions anticipated in the City's plan were modest,
relative to the size of the City's budget, and within the capacity of the Cify
to offset. It is intrinsic to the budget-making process that amounts of aid
from other levels of govermment =-- amounts that vary annually rather than
remaining fixed -- must be estimated and planned for.

Of course, these anticipatory actions on the part of the City do reduce
the City's ability to close budget gaps in the affected years by approximately
the same amount as the City used to offset the Federal reductions.

With respect to the City Capital Plan, the Congress intends to authorize
$2.4 billion in Federal aid for water pollution control projects for the
entire nation in the 1982 Federal fiscal year pending revisions to the
governing regulations to be completed in December. Our review indicates,
however, that this level of Federal aid, if maintained for three subsequent
years, would satisfy only 25 percent of the $1.6 billion in Federal funding
anticipated by the City during fiscal 1982 through 1985 to advance
construction of water pollution control facilities under a court-ordered
timetable.

The Comptroller's report deals with the direct impact of the tax and
spending proposals on the City's Financial Plan and does not address the
impact the proposed Federal aid reductions will have on a substantial number
of the City's residents, particularly low-income individuals. Nor does it
deal with the favorable impact on the City's economy that will result from the
additional spending power to be generated by the personal income tax cuts,
New York City residents will.have additional disposable income of $1 billion
in fiscal 1982, rising to $4 billion in fiscal 1985, to pump into the economy

of New York.
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SUMMARY FOR THE FINANCTIAL CONTROL BOARD
AND THE
MUNICIPAL ASSISTANCE CORPORATION
(Report 41-82, November 9, 1981)

In August 1981, the Federal govermment enacted a significant tax reduction
orogram, entitled the Economic Recovery Tax Act of 1981. Substantial cutbacks
in Federal spending were also__passed by the Congress in July 1981 as embodied
in the Omnibus Reconciliation Act of 198l. This report assesses-the impact of
the charges in Federal aid programs and tax revisions on the City's E‘inaﬁcial
Plan for fiscal years 1982 through 1985. The President's September 1981
request for further spending reductions is not evaluated in this report
because its enactment is uncertain. This review deals solely with the fiscal
impact of ‘the Federal actions on the City's Financial Plan and does not
attempt to assess the economic and social implications cf these actions on
City residents and taxpayers.

The Omnibus Reconciliation Act will reduce or-eliminate many PFederal local

bassistance programs. Purthermore, due to similarities bvetween the Federal
income tax structure and certain taxes imposed by the City, several tax
reduction measures included in thé Economie Recovery Tax Act of 1981 will

automatically flow through the City tax system and reduce its tax revenues.
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Our review indicates that New York City has given consideration in its
budgetary planning to many of the anticipated Federal budget reductions, and
therefore they should not have a further significant effect on the City's
Financial Plan for fiscal years 1982 through 1985. This i‘s true even if the
City will continue to fund the services and programs to which it is currently
contributing. There would be additional costs to the City, however, if, at
its discretion, it chose to fund programs from its own resources to which it
traditionally has rot contributed.

The Federal budget revisions should result in a shortfall in Federal aid,

as comeared to the Plan, of $8€ million in fiscal 1982 rising to $122 million

by fiscal 1985 (Table I). However, there is no net impact as a result of such
losses on the City's fiscal 1982 Financial Plan and the impact’in the other
years is relatively small ($11 million for fiscal 1983, and $16 million a year
for fiscal 1984 and 1985) due to the following: .
In addition to the $100 million budgetary reserve required by law,
reserves were established in the Financial Plan to partly compensate for
Federal :edu;:tions in aid to Medicaid, social service and education programs.
The City has augmented the amount of Faderal education aid that will

be availabie in future years by substituting its own funds during fiscal 1981

and thereby rolling over available Federal funds for future use.
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Table I
Estimated Impact of Cmnitus Reconciliation Act on

City Financial Plan: Fiscal Years 1982-1985™
{in millions)

Fiscal Fiscal Piscal
1982 1983 1984
Federal Aid Reductions:
Education §(37) $ (34) $ (30)
Medicaid () 19 (28)
Social Services 17 (23) (21)
Community Development (CD) - (13) (13)
CETA Job Training (27) (30) (30)
" Total City Revenue lLoss $ (86) $(119) $(122)
Items Which Offset
Budget Impact:
City Reserve - $45 $ 55 $ 55
Rollover of Prior Year .
Education Aid 20 10 8
Pass-through of CD and CETA
Aid Loss 27 43 43
Total Adjustments $ 92 $ 108 $ 106

Impact on Financial Plan
(Loss)/Gain 3 6

“
~
=
=
@
-
>

Exceot where noted, the fiscal 1985 impact is not shown separately since
the fiscal 1984 estimates apply to fiscal 1985 as well.
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. City representatives indicated that reductions in Federal aid for
CETA job training and Community Development programs will probably not be
replaced with City funds. Programs such as these traditionally have not been
funded by the City. For these programs the City budget es_sentially acts as a
conduit for Federal funds flowing through to private training concerns ard
comunity groups.

On the other hand, the financial plan impact of the Federal tax reductions
is not as clear. We estimate that these changes may reduce City tax revenues
by amounts ranging from $49 millionm in fiscal 1982 %o 3217 million in fiscal
1985 ~ aggregating avout $500 million curing the Financial Plan period (Table
II). It is not clear how these potentially lower ravenues were raflected in
the City's plan, since the City's tax estimation methodol&;y does mot
separately identify the impact of the Federal reductions. However, it appears
that most of these losses have been anticipated in the City:s pltan .because the
City revenus estimates used econometric models which, in large part, included
the estimated effect of these tax revisions.

* »* * ' *

Our review indicated that Federal aid would be reduced from Plan levels in
the foliowirg programs.

Bducation aid will be reduced by $30 to $37 million annually. The
10 percent reduction in aid to the City's Title I (disadvantaged children)
orograms accounts for about half the estimated loss in the education area
{about 319 million out of thg $37 nmillion ir; fiscal 1982), with the remaining

loss mainly in vocational education and school integration programs.

93-406 0 - 82 - 7
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Table 11

Estimated Annual lLoss in City Tax Revenues Resulting
From The Economic Recovery Tax Act of 1981
Fiscal 1982-1985
(in millions)

Fiscal Fiscal Fiscal Fiscal

Year Year Year Year

Tax ' 1982 1983 1984 1985
General Corporation $ 40 $ 68 $112 $173
Personal Income 5 19 21 26
Unincorporated Business 4 8 . 12 18
Total $ 49 3 95 $ 145 3 217'

Note: The City's tax estimation methodology does not permit the separate
identification of the impact of the federal tax act of 1981. It
appears, however, that most of these lower revenues have been
anticipated in the City’'s plan estimates.
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Social service programs will -lose $17 million in fiscal 1982 and more in
future years, largely as a result of a 25 percent :educ;:ion in the Federal
funding of services such as day care, senior citizens centers and child
welfare programs (Title XX). Our estimate assumes that additional Federal
funds will be made available by the State through a transfer of Federal
allocations from other social service programs, allowed under the Act in the
"block grant” system.

Medicaid funding will also be reduced. The amount localities in the
Medicaid program are reimbursed by the Federal govermment is to decline
rangirg from 3 percent iﬁ the 1982 Federal year to 4 1/2 percent in 1984. Our
estimate of lower revenue from this source was modified to reflect indications
by State officials that the State will 1likely share the los:s in Federal
Hedicaid funding with localities. The reduction in Medicaid aid to the City
may also be offset to a degree as various options to contain o::reduce overall
orogram costs are being considered by the_ State. In fact, State officials
indicate that recent changes to the Medicaid reimbursement rate structure for
nursing homes and private hospitals could save the &ity roughly 310 million a
year when fully effective in fiscal 1983.

Federal funding for CETA job traininj programs wil; also‘ be trimmed. The
Plan already reflects the elix;u'.nation of PFederal funding of municipal
employees working under the CETA procrams and provides some $78 million to
transfer over half of these positions tc the City payroll. The Plan also
includes additional City funf."l_s for welfare ;n the event former CETA employees
not rehired by the City are unable to find other employment and enter the

welfare rolls.
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However, the Federal cutbacks in CETA job training programs were not
anticipated in the Plan. Federal budgetary authorization to fund CETA job
training orograms expires on September 30, 1982 and the Act orovides for
continued funding in Federal year 1983. The funding level provided in the Act
for Federal 1982 is 25 percent less than such assistance for Federal 1981. As
noted previously, such reduced aid (equal to $27 million) would not likely be
replaced with City funds.

To summarize, although the provisions in the Reconciliation Act could
result in substantial losses in Federal aid to the City, the City has already
reflected the impact of these losses in its four year Financial Plan, and the
City's gap estimates past fiscal 1982 have already been increased hased on
these cuts. However, the iméact of the proposed Federal aid reductions will
be felt oy a substantial number of the City's residents, paréicularly low
income individuals. It does not appear that the City plans to offset the
potential impact of these reductions on its residents. Nor woulé ig seem that
the City could afford to do so unless it can achieve offsetting budgetafy
adjustments_;uch as reductions in other costs, revenue enhancements or some
conbination of the two. )

The Ecoromic Recovery Tax Act should result in reduced City tax revenues
as discussed in the following paragraphs.

Gereral business taxes will be reduced by apout $400 million over the four
yvear plan period due to the accelerated depreciation provisions contained in
the new Federal statute. Unincorporated business taxes during the four year
period will also be :educeq_ by some $40 ﬁillion due to these dapreciation
provisions. Personal income taxes will be reduced by some $70 million over

the plan period due to higher depreciation allowances as well as losses
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resulting from introduction of tax-free savings certificates and expanded use
of tax-deferred retirement savings accounts.

Our conclusion, therefore, is that the tax reductions enacted by Congress
should result in significant loss of City tax revenue. Due to the City's tax
estimation methodolegy, it is unclear as to the exact amount provided in the
Plan in anticipation of the Federal tax revisions. However, it appears that
most of these losses have been anticipated in the plan because the City
revenue estimates used econometric models which, in large part, included the
estimated effect of these tax revisions. Moreover, the tax charmges should, by
reducing personal and business taxes, benefit many Citv residents and

businesses.

Capital Plan

With respect to the City Capital Plan, the Congress intends to authorize
$2.4 billion in Federal aid for water pollution control projects for the
antire nation in the 1982 Federal f£iscal year .pending revisions to the
governing regulations to be completed in December. Our review indicat_es,
however, that this level of Federal aid, if maintained for three subsequent
vears, would only satisfy 25 percent of the 3$1.6 billion in Federal fundirg
anticipated by the City during fiscal 1982 through 1985 to advance
construction of water pollution control £facilities under a court-ordered
timetable. Further construction of water "pollution projects may requirs a
diversion of signifiant City funds from other capital projects unless this

Ffederal mandaze is relaxed in the near future.
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Covered Organizations

The Transit Authority Financial Plan assumes that the President's proposal
to phase-out mass transit operating subsidies by the 1985 Federal year would
become law. Congress, however, only addressed the 1982 aporopriation in the
Reconciliation Act and deferred action on the future status of this program.
It is unclear what course of action Congress will eventually take on this
matter.

The Reconciliation Act would penalize hospitals with excess bed capacity
and limit reimbursement for hospital out-patient physicians' services. And,
it allows States to increase reimbursement rates to nospitals serving a high
proportion of low income patients. City officials estimate tha; the penalty
For excess bed capacity could come to 328 million for the Health anc: Hospitals
Corporation when fully effective in fiscal 1983. Ho;\’ever.‘, our review
indicates that, pending promulgation of Federal guidelines which may reduce or
eliminate tpe exposure of public hospitals, any estimate of impact would be
premature. ‘

OQur review also indicates that declines in the City University System
(CUNY) student enrollment could result from the eligibility restrictions in
student loan and grant programs snacted by Congress. A decline in student
population without similar reductions in the scope of CUNY operations may
necessitate an increase in City funding of community colleges. However, the
assurption of senior college__funding oy the, State will shield the City from

exposure in this area.
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Discussion of Results of Review

Drafts of this reoort were presented to City and State officials with a

request for comments. Such comments as were received were considered in the

preparation of the fiscal report.
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I. INTRODUCTION

A. Background

In February 1981 the President proposed an Economic Recovery Program
designed to reduce the scope of Federal Budget activities. In April 1981 this
office reported on that Program, noting that, if enacted, New York City would

A
have to offset a potential decline in Federal aid estimated at 3129 million
for fiscal ].982.l That report considersd the projections of Federal aid
contaired in the fiscal 1981 through 1984 Financial Plan of the City and its
Coversd Organizations approved by the Financlal Control Board in February,
1981.

On July 2, 1981, the Control Board approved a new four-year Financial Plan
covering fiscal years 1982 through 1985, which recognized ce:talin reductions
in Pederal aid proposed by the President that had not vet been enacted by
Congress: ’

- For Fiscal 1982, $78 million of City funds was orovided to
offset the possible elimination of Federal funding of municipal
employees working under the Comprehensive Employnent and
Training Act (CETA). Similar measures were. taken by the City in
fiscal 1980 and 1981 to counteract previous reductions in
Federal assistance to this program.

- A reserve of $45 million in fiscal 1982 and 355 million annually
thereafter was provided o offset possible Federal aid
reductions in other programs. This reserve is in addition to
the annual general budgetary reserve of 3100 million required by
the Financial Emergercy Act.

- The Transit Authority Financial Plan reflected the assumption

that the President's proposal to phase-out mass transit
operating assistance by October 1984 would be approved.

1 Report No. 2-82 dated April 16, 1981
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Subsequent to the July 2, 1981 Control Board action, the Federal
government enacted a significant tax reduction program, as well as substantial
cutbacks in Federal spending similar to, but not precisely, what the President
had requested.

Amendments to the Internal Revenue Code entitled the Economic Recovery Tax

BAct of 1981 were made containing the following significant elements:

- Personal income tax relief chiefly through a phased reduction in
tax races over a three~year period;

- Business incentives largely through faster write-off of
depreciable assets and expanded use of investment tax credits;

- Savings incentives mainly oy excluding from taxable income the
interest earned on certain savings certificates and expanding
the use of individual retirement accounts.

Spending reductions covering Federal £iscal 1982 wers; enéctéd reducing
outlays by approximately $35 billion from the amount projected by the previous
Administrat.i.cn.l The law affects'the budgets of state and local goverrments
and those receiving E‘ederal’ assistance either directly or through these
governments by:

- Restricting eligibility and reducing funding for welfare programs

such as public assistance, medicaid, and food stamps as well as
school nutrition and college loan programs;

1 on June 3, 1981 the Congress passed the Supplemental Appropriations and
Rescission Act of 1981 'which reduced appropriation levels in the 1981
Federal budget by some 314 billion. With respect to City programs, the
Act provided for the early dissolution of funding for CETA municipal
emoloyees and reduced education aid.
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- Consolidating 57 programs into nine block grants and reduced
funding for social service programs; and

- Eliminating Federal funding for the CETA program affecting
municipal employers and their employees as well as privately
employed trainees.

At the same time, the Act provides states with greater administrative
flexibility and control over certain programs with the goal of reducing state
costs.

The basic elements of the Prasident's proposed program to raduce the
Pederal budget were enacted. However, it is reported that the approved
spending ceilings for Federal fiscal 1982 fell short of the cutbacks proposed
by the Administration by about $10 biliion. Further, a study by the
Congressional Budget Cffice indicated that slower than anticip;ted economic
growth with higher than expected interest rates on Federal debt could add
320 to $30 billion to the projected 1982 Federal defi;:it. ’ ﬁat Office
indicated that the P\re\sident's aim to balance the Federal budget by 1984 would
therafore be jeopardize\d.

Faced with the prospect of higher than plann.ed deficits; the Federal
Administration on September 24, 198l informed Congress of the need to further
reduce by 313 billion, the Federal fiscal 1982 spending targets specified in
the Reconciliation Act. These additional cuts were requested to be included
in appropriation bills for the 1982 Federal year adopted by Corgress. Such
proposals included the followirg new elements:

- An  across-the-board soending ’:;ut of 12 percent in
non-entitlement programs (excluding the Defense Department).

- Reduction of 32 billion in the defense budget.

- Reductions in benefit programs including Medicare, food stamps
and subsidized housing.

- Reductions in Federal loan guarantees, nctably student loans.
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At the time this report was prepared Congress had not yet enacted the 1982
Federal budget reportedly due to disagreement with the Administration as to
the scale and targets of the President's latest budget request. There is
reported to be general Congressional sentiment that the President avoided
proposing larger reductions in defense spending by proposing additional
substantial cutbacks in social service programs. An alternative savings
program proposed by some Senate Republicans would significantly lessen the

impact on assistance to localities.
3. Purpose and Sccoe

The purpose of this ceview is to assess the impact of t:l';e charnges in
Federal aid programs and income tax revisions on the City's Financial Plan for
fiscal years 1982 through 1985.l The President's Septemﬁer 2:4, 3.981 budget
reduction request is not evaluated in this report because of its apparent
highly uncertain enactment. This review deals solely with the fiscal impact
of the Federal actions on the City's Financial Plalr.m and does not attempt to
assess their social implications on its inhabitants.

During the course of work we contacted many governmental agencies  and
private organizations so as to obtain as much ;oackground and information as

possible. These organizations are listed on the following page.

1 Zxcept where noted the fiscal 1985 impact is not discussed separately
since tne fiscal 1984 estimates apply to fiscal 1985 as well.
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Department of Health and Human Services
Department of Labor

Department of Transportation

Department of the Treasury

Office of Management and Budget
Corgressional Budget Office

Joint Corgressional Committee on Taxation
Joint Congressional Economic Committee
House Ways and Means Committee

Urban Mass Transportation Administration
Senate Finance Committee

Department of Agriculture

Department of Housing and Urban Development
House Budget Committee

Departrent of Education

Office of Revenue Sharirg

House Committee on Education and Labor

Office of the Governcr

Division of rhe Budget

Department of Social Services
Department of Taxation and Finance
“etropolitan Transportation Authoriiy
Office of Health Systems Management
Department of Education

Department of Environmental Protection
Office of Federal Affairs

Office of the Mayor

Office of Management and Budget
Human Resources Administration
Department of Finance
Department of Transportation
Office of Economic Development

Covered Organizations

Transit Authority
Housing Authority
Board of Education
City University of New York

Private Organizations

Economic Research Divisicn of Chemical Bank
Wharton Econometrics Forecasting Associates
Chase Zconometrics Associates

Real Estate Board of New York

Data Resources Incorporated
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C. Federal Budget Process

The following is a sumation of the Federal Budget Process based on the

description provided in the Budget of the United States Government Fiscal Year

1982 which was submitted by President Carter on January 15, 1981.

The President transmits his budget to Congress early in each calendar
year, and in a year in which a new President takes office (such as this year)
the new President will make changes to that budget. This vyear
President Reagan submitted his charges to Congress on February 18. At this
time Congressional review of the budget begins.l

Under the procedures established by the Congressional Budget Act of 1974,
the Corgress considers budget totals before completing action E)n individual
appropriations. The Act requires that each standing committee of the Congress
raport on its budget estimate to the House and Senate Bu‘dget‘Ooc'mittees by
Harch 15, and that the Congressional Budget Office submit a Ffiscal poli:cy
report to both Budget committees by April 1. Congress then adopts the first

concurrent budget resolution as a guide in its subsequent consideration of

1 10 fully understand this discussion, it may be helpful to define certain .
Federal budget terminology:

- Appropriations are spending ceilings enacted for each program by
Congress for a particular budget year,

- Authorizations by Congress give agencies permission to carry out a
particular program and sometimes include limits on the amount that
can be appropriated for the program. Authorizations can run for
several years or indefinitely. In some cases programs are granted
Permanent budget authority and funds become available without the
need for annual appropriations.

- Qutlays are cash disbursements and, as for capital projects, extend
Seyond the vear such outlays are authorized or appropriated.
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approoriation and revenue measures. The first budget resolution which is
supposed to be adopted by May 15, sets targets for total receipts and for
budget authority and outlays, in total and by functional category.

After the first budget resolution is passed, the appropriate Corgressional
committees prepare program spending limits. Any differences between the two
Houses are reconciled by committees made up of Members from each House. Such
reconciliations are then subnitted in an Cmnibus Reconciliation Act for
Congressional actiorn.

Upon adaptation ‘the Act forms the basis for the second concurrent
resolution which limits total budget authority and outlays. This resolution
is usually adopted by September 15 of each year.

Congressional consideration of requests for appropriations occurs first in
the House of Representatives. The Appropriations Committee, through its
subcommittees recommends the action to be taken Sy the ) HBouse .of
Representatives.

When the appropriations bills are approved by the House, they are
forwarded to‘the Senate, where a'simiiar review proéess is followed. 1In case
of disagreement tetween the two Houses of the Corgress, a conferance committee
(consisting of Members of both bodies) meets to resolve the differences. The
conference committee report is returned to both Houses for aporoval. When the
appropriaztion bill is enacted it is transmitted to the President in the fomm

of an enrolled bill for his aporoval or veto.
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If action on appropriations is not completed by the beginning of the
fiscal year (starting October 1), the Congress enacts a "continuing
resolution" to provide authority to continue governmental operations usually
until regular appropriations are enacted.

A continuing resolution was passed September 30, 1981 for the fiscal year
beginning October 1. This \resolution expires November 20, at which time
either a budget will be completed by Congress and signed by the President, or
a second continuing resolution will e needed. It is possible to operate

under a series of continuing resolutions for an entire fiscal year.
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Il. IMPACT OF THE NEW FEDERAL BUDGET AND TAX REDUCTIONS

ON THE NEW YORK CITY FINANCIAL PLAN

A. Impact on City Operating Budget

1. Tax Revenues - Overview

Consistent with the Administration's proposals, the Economic Recovery Tax
Act of 1981 provides Federal income tax benefits to individuals and
businesses. Certain elements of the Act will affect future State and local

tax revenues and these are discussed in the body of our report.

Business Tax Relief - provides for faster depreciation write-offs of
capital assets placed into service after December- 31,, 1980, largely
by replacing the current system based on useful life of assets with
shorter 3, 5, 10 and 15 year categories. The Act also includes the
expanded use of investment tax credits, a phased-in reduction of
corporate tax retes for small  businesses, and liberalizes
depreciation deductions on leased assets.

Individual Income Taxes - provides for a reduction in tax rates over
three years starting October 1, 1981. The overall effect will be
23 percent cumulative reduction in calendar 1984 when the new rates
are fully in effect.l The Act also provides relief for working
married couples, an increase in the child care credit and an increase
in the maximum exclusion of profit from the sale of a principal
residence by persons over age 55 years. PForeign income exclusions
have been liberalized and simplified.

Savings Incentives - allows a one-time exclusion from taxable income
up to 51,000 for individuals ($2,000 joint) of interest earned on
certain savings certificates. The Act also increases the permissable
maximum annual contribution for tax deferred individual retirement
accounts and permits the use of such accounts by persons belorging to
a pension plan who were previously excluded from this benefit, up to
an annual amount of $2,000 per person.

1 me 25 perceat rate reduction specified in the Act is an absolute numoer
which, after adjustment for a declining tax base, represents an effective
rate of 23 cercant in 1984,

93-406 0 - 82 - 8
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The Act also provides for estate, gift and oil taxation relief, none of
which are directly related to the income tax structure of the State or City.

The Federal tax revisions will primarily impact on the City's general
corporation, personal income, unincorporated, and financial corporation

taxes. The following sections discuss these areas:
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a. Porsonal Income Tax

Financial Plan Status: The Financial Plan includes personal income ta>‘(

revenues of $1,110 million, $1,202 million, and $1,332 million, and $1,473
million in 1982-1985. These projections are based primarily on the assumption
that taxable personal income will grow by 10.6 percent, 9.6 percent, 9.1
percent and 9.3 percent, respectively. The City did not provide for pctential
revenue losses resulting from the various Federal revisions to the personal

income tax laws.

Financial Plarn Impact: Our review indicates that the Federal revisions

relating to the personal income tax will have only a limited dir;ct impact on
the City's tax revenues. Based on data prepared by the Congressional Joint
Committee on Taxation, it appears that approximately 9:7 pércr;nt of the
estimated loss in Federal reverues is att:i.butable‘ to the 25 percent Federal
tax rate reduction and the marriage penalty deduction. The marriage penalty
deduction partially offsets the greater combined E‘éde:al tax liability that
two individuals were subject to under prior law if they are married rather
than single. However, no loss in City revenues will result from these tax
crovisions since they will not enter the computation for determining ‘City
personal income tax liability.

Qur analysis indicates that the potaential loss in City personal income tax
revenues from the remaining personal inccme tax provisions enactad by Congress
could approximate $5 millien, 319 million, $21 million and $26 miilion in

fiscal years 1982-1985, respectively. Approximately half of such losses is
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attributable to the increase in depreciation deductions which, in addition to
affecting corporate income taxes, would raise the level of such deductions
taken by unincorporated businesses (sole propristorships and partnerships) on
the personal income tax return. Tax reductions relating.to the expanded use
of tax-deferred income deposited in retirement savings account and tax-exempt
savings certificates ("all-savers”) largely account for the remainder of the
potential City loss in personal income tax revenues.

Tnese estimates were based on the loss in Federal revenues projected by
the Joint Congressional Committee on Taxation for each provision of the Act
which would flow through locally in computing the tax liability on the City's
personal income tax return. In deriving our estimates, the percentage Federal
revenue loss for each provision affecting the City was apélied against

projected City personal income tax revenues.



113 .
-13-

b. General Corporation Tax

Financial Plan Status: Revenues from the City's general corporation tax are

projected in the Financial Plan at $610 million, $645 million, $688 million
and $715 million for fiscal years 1982-1985, respectively. The City's plan is
based on an econometric model which includes forecasts of U.S. corporate
profits made by several of the major economic forecasting services in
anticipation of the Ad:ninistration's‘ proposal to liberalize business
depreciation allowances for Federal income tax purposes. The model, however,
cannot quantify the estimated revenue losses to the City resulting from the

proposed depreciation revisions.

FPinancial Plan Impact: The faster write-off of depreciable assets enacted by

Congress directly affects City corporate income tax :eve;nues‘since Federal
depraciation tables are used by corporations in determining income for City
tax purposes. fdowever, the newly legislated increases in *the investment tax
credit would not affect this City revenue, since E:he credit does not enter
into the computation of City corporate income tax liabilities.

Our analysis indicates that approximately $40 million, %68 million, $112
million and 3173 million in City corporate tax revenues may be lost in fiscal
years 1982-1985, respectively as a result of the higher tax deductions that
could be generated under the revised depreciatién requlations.

As noted, while_ giving gffect:‘ to E‘edeilal depraciation proposals in its
econometric model, the model produces only one result based on a variety of
economic factors and does not segreagate the revenue loss associated with the
higher depreciation deductions. Thus, absent a basis for comparison to the
City polan, our estimate reflacts an absolute decline in City tax revenues

resulting from the President's proposal.
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Though it would have been clearly preferable, a lack of corporate income
tax data on the State or City level showing depreciation deductions by
industry prevented us from analyzing the impact of the depreciation from a
regional perspective. Accordingly, our analysis relies on estimates of the
losses in Federal tax revenues derived by the Congressional Joint Committee on
Taxation and the U.S. Treasury in conjunction with the _gntire tax package
passed by Congress. We projected these estimates by applying the percentage
revenue loss in corporation taxes on a Federal level against estimates derived
by this office of City general corpotaticn tax revenues that could have been
realized without the higher depreciation allowances. Where data was
available, we refined the Federal revenue loss estimates to exclude industries
not located in the City (agriculture, mining) or not subject: to the City
corporation tax (financial institutions, public utilities, transportation).
However, separate data was not available for other majozAindu;tries outside
the City, notably the automobile industry.

It should be noted that the potential loss in City corporate tax revenues
due to the revised depreciation rules may be less tﬁan we estimated due to the
different nature of the City's economic structure. Heavy manufacturing
industries largely located outside the City®stand to gain a higher percentage
increase in allowable depreciation deducticns than the service industry which
plays a large role in the City economy. As the table on the next page
indicates, the time period used for depreciation write-offs on long-lived
capital assets generally usgd in manufactuéing is significantly reduced with
lesser benefits given for assets with shorter useful lives generally used in

service industries.
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Comparison of Assets' Useful Lives Under Prior Law
With Recovery Periods Under CQurrent Law

Prior law
Average Current Law
Depreciable Assets Used in . BAmortization Amortization
the Following Selected Period Period Percent
Activities : {In Years) (In Years) Decrease
Manufacture of Primary Ferrous iMetals 18 5 72%
AY
Petroleum Refining 16 3 69
Manufacture of Tobacco and Tobacco
Products 15 5 66
Manufacture of Motor Vehicles 12 5 S8
Printing, Publishing, and Allied
Industries ' 11 5 55
Wholesale and Retail Trade 10 5 ’ 50
Personal and Professional Services A 10 5 50
Recreation 10 5 50
General Business Activities:
(1) Office Furniture, Fixtures, .
Equipment | ) 10 . 5 50
(2) Information Systems 6 ’ S 17
(3) Data Handling Equipment,
except Computers . 6 S 17
Contract Construction 5 5 0
Sources: United States Department of Treasury, Revenue Procedure 77-10:

Administrative, Procedural, amd Miscellaneous, Reprinted from
Internal Revenue Bulletin No. 1z, dated #arch 21, 1977.

Conference Report on H.R. 4242, Corgressional Record, Vol. 127,
No. 120, August 3, 198l1.
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However, at the same time, the City may not benefit from the economic
activity expected to be éngendered from the higher depreciation deductions to
the same degree as other cities strongly dependent on manufacturing in their
economies.

We note that the economic assumptions underlying the Federal revenue loss
estimates reflect the Administration's goal for an economic recovery during
1982 and 1983. However, many economists and corporate executives are
reportedly of the opinion that the Administration's assumptions may prove
unrealistic. Prevailing high interest rates and general doubts as to the
prospects for long-term economic stability could also delay capital
investment. This would reduce the depreciation 1losses btelow those
projected. Purthermore, a rise in national corporate profits, “relied on by
the Administration to partly offset the loss in Federal tax revenues from

higher depreciation deductions, may be slower than anticipaﬁed.
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c. Unincorporated Business Tax:

Financial Plan Status: Revenues from the unincorporated business tax are

estimated in the Financial Plan at $131 million, $150 million, $168 million,
and $195 million for fiscal years 1982~1985. These estimates, based on an
econometric model using forecasted levels of New York City taxable income and
employment, U.S. pre-tax corporate profits and the proportion of
unincorporated business tax revenues paid by stockbrokers, ‘reflect the revenue
losses resulting from the implementation of the new liberalized depreciation

system.

Financial Plan Impact: As discussed in the personal income tax section, the

depreciation of property used in business or held for the production of income
is a deduction from unincorporated business income for Fede;:al g;e:s;)nal income
tax purposes. New York City adopts reported Federal unincorporated business
income, with some modifications as the tax base for the unincorporated
business tax. Therefore, increased depreciation daductions stemming from the
liberalized depreciation system will directly affect the City's unincorporated
business tax, as well as the personal income tax. Based upen our analysis, we
estimate City unincorgorated business income tax losses of 34 million, 38
million, $12 million, and 318 million for fiscal years 1982-1985. City
officials believe our estimate is in the magnitude of the approximate loss
puilt into the Plan. Thereﬁore, we belie'\;e that the adootion of the new
depreciation system will 'n;ve no Financial Plan impact on unincorporated

basiness tax revenues.
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d. Financial Corporation Tax

Financial Plan Status: Financial Corporation taxes are levied by the City

against the net income of commercial banks and on the basis of either net
income or interest credited to depositors' accounts in the case of savings
banks. Revenues from the financial corporation tax are projected in the Plan
at $213 million, $209 million and $193 million during fiscal years 1982, 1983
and 1984, respectively. The Plan incorporates the City's program to reduce
the tax rate on commercial banks over three years from 13.8 persent in fiscal
1982 to 9 percent by fiscal 1984. The Plan estimates do mot provide for
potential losses or gains in"such revenues resulting from provisions of the

Ecoromic Recovery Tax Act.

Financial Plan Impact: Due to the prevailing high interest rates, substantial

deposits have been transferred from many commercial and savings banks into
investments with higher yields and offering more liquidity. Many savings
banks are also reporting significant losses from ope;:ations largely due to the
wide disparity between the high rates paid on current deposits and bafak income
from a large portfolio of fixed rate mortgages contracted at substantially
lower interest rates. The following features of the Economic Recovery Tax Act

were intended to increase bank deposits and improve bank profitability:

- Allows banks to provide tax-free savings certificates ("all-savers")
but with an interest rate that is 30 percent lower than current
snort-term market yields. This provision of the Act is intended to
increase bank earnings through the investment of new deposits at
ihigher rates than paid on such certificates and expires
December 31, 1982.
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- The Act's provisions related to tax-deferred retirement savings
accounts were intended to increase bank deposits by imcreasing the
maximun annual deposits into such accounts by persons presently
eligible. The Congress also expanded the use of such accounts to
include persons who already belong to a gualified pension plan in
their place of employment. In a separate action, the FPederal
govermment recently eliminated the interest rate ceilings placed on
such accounts. This latest action could result in erasing any
penefits to banks anticipated in the Act by discarding the rate
ceiling on such accounts.

- Revisions to the leasing provisions of the Federal income tax law
could increase tax benefits to commercial banks by increasing
allowable depreciation deductions. In certain instances,
depreciation deductions claimed by commercial banks on equipment
leased to other companies, were previously disallowed by the Internal
Revenue Service (IRS). Such transactions were considered by the IRS
as a form of bank financing with the asset belonging to the company
making the lease pavments. The revised tax law greatly relaxes the
criteria for <claiming depreciation deductions in asset-lease
transactions and could, according to State officials, expand
commercial bank activity in this area. .

All of the above provisions in the income tax law cou]jd af%ec; the lewel
of City financial corporation tax revenues, via changes to bank earnirgs.
However, we could not quantify the potential impact of such provisions on City
financial corporation tax revenues, as relevant daté prasently available from

the Federal government i3 not sufficient for analytical purposes.
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2. Federal Grants

a. Board of Education

Federal Budget Uodate: In addition to setting spending ceilings for the

1982

Federal budget, the Congress vwoted to rescind fundirg for various

education programs approoriated in the 1981 budget on the average by about

11 percent:.l The new funding levels for Federal 1981 are, however, only

5.5 percent below previous year aid levels, as indicated in the table below

for pr

ograms operating in the City:

Nationwide Federal Aid to Educaticn Prog':ams
Federal Years 1980 and 1981
(in millions)

ram Federal 1980 Tederal 198) Reduction/(Increase)

Pr

Title I $3,216 $3,104 $112

Vocational Education 784 686 98

Handicapped Aid . 875 916 (41)

Bilingual Education 167 - 158 9

ESAAZ 249 149 100

Other Programs 294 261 33

Total $5,585 $5,274 $311
Percentage Reduction - S.5%

1 Federal funding for education programs budgeted in a given City fiscal
year 1is, with 'the exception of impact aid and child nutritional
assistance, aporooriatod in the previous Federal year:. For example,
Title I funds budgeted in City fiscal year 1982 are appropriated in the
Federal 1981 budget.

2

ESAA (Emergency School Aid Act) provides grants to States and localities
for the implementztion of school integration programs.
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The spending ceilings included in the Reconciliation Act for the 1982
Federal year cjenerally exceed Federal 1981 levels for the above programs. In
the case of Title I aid, the single largest elementary and secondary education
program, funding was increased by 12 percent from the previous vear. Federal
officials have indicated, however, that final Federal 1982 appropriations to
be considered by Congress will most likely not exceed 1981 Federal funding
levels.

The Act also includes the following changes affecting PFederal aid to the
City's Board of Education:

. A three-year phase-out of impact aid for these students whose
parents do not reside as well as work on Federal property.

Eligibility restrictions for subsidized school lunches, and
reduced allowances for partially subsidized 1lumches and
commodity and nutritional assistance. The meal subsidy for free
lunches was increased by 18 percent for Federal 198l anmd is to
be adjusted annually thereafter according to changes in the
Consumer Price Index.

The Act also consolidates many smaller education programs including the

ESAA and Libraries (Title IV-B) programs operating in the City.
Financial Plan Status: The City assumed that the $371 million in Federal
aid to the Board of Education budgeted for City fiscal 1982 would continue

during City fiscal 1983 and 1984.

Financial Plan Impact: City officials have indicated that unspent Federal

education funds allocated to the City in ':fiscal 1981 will be availableA to
partly offset potential loss‘es in Pederal aid in the Title I and vocational
educazion program. Oué review indicates that such additional funds should
raduce the ultimate loss in aid to the City to 317 million, $24 million, and
$22 million in fiscal 1982 through 1984, respectively. The basis of our

ravies follows:
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We estimate the loss in Federal education aid, before imclusion of
prior-year aid transfers, at $37 million,.s34 million and $30 million for
fiscal 1982 through 1984, respectively. The following table presents the

results of our analysis:

Estimated Loss in Federal Aid
Education Programs
Fiscal Years 1982-1984
(in millions)

loss/ (gain)
Program 1982 1983 1983
Title I $16 $16 $16
Vocational Education 6 6 . 6
Impact Aid 5 10 15
ESAA-Libraries 3 8 : 8 -
Child Nutrition 2 (7 (15)
All other —_ 1
Total Aid Loss $37 $34 $30

As shown in the above table, aid losses in the‘Title I program represent
on the average about half the aid loss in each year. Remaining losses are
chiefly through the phase-out of impact aid and funding reductions in the
voca;ibnal and ESAA programs. Aid losses in the child nutritional assistance
programs from the stricter eligibility requirements are expected by the City
to result in a small loss in fiscal 1982. The new regulations make relatively
minor changes to the eligibility crit:er’ia of students' free lunches,
comprising 92 percent of the City's stu::'lent lurch population. However,
inflation adjustments to the school lunch subsidy should partially offset

Federal aid losses in fiscal 1983 and 1984.
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Anticipating Federal cutbacks in Title I funding, the City paid
approximately $33 million in fiscal 198l Title I operating costs with other
City funds, thereby saving Title I aid for use in later fiscal years. City
officials indicate, that $15 million of available prior-year Title I funds
will be used in fiscal 1982, $10 million in fiscal 1983, and $8 millicn in
fiscal 1984. An additional 35 million in fiscal 1981 vocational education aid
will be used to make up funding shortfalls in this program during fiscal 1982.

Federal officials indicate that about $8 million of the estimated loss in
Title I aid is due to the reduction in Federal 1981 funding levels. The
remaining loss, however, is a result of a decline in the proportion of the
nati-onal funding allocated to the City. In the Title I education program,
Federal apportionments to localities are determined, i.n part, by ‘the number of
children receiving Federal welfare assistance above the Federal poverty line.
However, inflation adjustments to the poverty line and the‘ fact that welfare
grants have been held constant in New York State since 1874 continue to reduce
the State's eligible student population and this factor accounts £for the
remaining loss in aid to the City in this program'in each year of the Plan

period.
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b. Public Assistance

(1) welfare

Federal Budget Update: Most of the Administration's proposals to restrict

elgibility and reduce benefits in the Federal Aid to Families with Dependent
Children welfare program (AFDC) were adopted by the Congress. The
Reconciliation Act includes the following major revisions:

. Excludes families with gross income above 150 percent of a
state's standard of need for obtaining welfare benefits.

. Restricts the amounts that can be deducted from a family's
earned income in determining grant levels. The current practice
of deducting total work-related and day care expenses from
income would be limited to $75 per month for work expenses and
$160 per month for each child in day care. And, the present
provision of allowing recipients to keep $30 and one-third of
income would be limited to only the first four cqnsecutive
months of receiving benefits. This four month limitation would
start running on the date the State starts coerating under the
new regulations. These revisions will have the effect of
raducing benefit lewvels and, in some cases, terminating a
family's eligibility.

. Excludes children over the age of 18 frem receiving benefits.
But, states car elect to provide benefits to children completing
their secondary education up to the age of 19.
Financial Plan Status: The Plan projects the annual City share of AFDC costs
at $251 millicn, $255 million, and $261 million for fiscal 1982, 1983, and

1984, respectively.l The projected annual increases result from the

1 The Federal government -contributes 50.88 percent of AFDC expenditures,
with the balance shared equally by the State and City.
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assumption of a slightly higher caseload in fiscal 1982 and periodic upward

adjustments in the welfare grant to recognize expected rent increases.

Financial Plan Impact: We were advised that implementation of the new AFDC

criteria will require State legislation. And, because of considerable
administrative difficulties involved in implementing the revised law, the
State, pursuant to tﬁe Reconciliation Act, has requested the Federal
government to postpone the date of compliance with the new legislation. Under
these circumstances State officials indicate that most of the new criteria are
noF likely to become effective before January, 1982, and some provisions will
not take effect until April, 1982.

Qur review indicates that the changes in Federal AFUC requlations should
reduce the City's share of AFDC program costs. However, any such savings to
the City could be offset by higher costs for other exist;ng Gelfé:e-zelated
programs.

According to City officials, the new regulations should reduce the City's
share of co;ts for the AFLC program by up to some 35 million in fiscal 1982
and about $15 million annually thereafter. Approximately 9,000 of the City's
current AFDC cases are expected to become ineligible as a result of the new
guidelines and some 31,000 cases would face some raduction in welfare benefits.

These officials point to the following factors which csuld act to offset.

estimated savings and result in additional City funded welfare costs:

93-406 0 - 82 - 9
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. Additional City contributions of approximately $4 million in fiscal
1982 and $8 million thereafter annually will be required to subsidize
day care expenses no longer covered through AFIC because of the $160
per month limit for each child.l Day care services are mandated
for certain AFDC cases. 1In other cases, the. City believes that not
subsidizing day care services will only lead to creating a
disincentive to work and ultimately increase welfare expenses.

. Individuals over the age of 18 excluded from the AFDC program could,
under present State law, apply for benefits under the State's Hame
Relief welfare program. The City estimates that approximately
20,000 people will be affected by the new age rule. This could
result in additional City costs under Home Relief of $9 million in
fiscal 1982, and $15 million annually thereafter. However, the
City's estimates regarding potential transfers to the Home Relief
program and the corresponding increase in costs appear to represent a
worst-case scenario and could be considerably less. The State
legislature recently enacted legislation which provides Home Relief
eligibility for some but not all persons excluded from the AFDC
program.

The cost of day care in New York City in many cases exceeds 3300 per month
for each child.

Home Relief expenditures are shared equally between the State and the
localities. .
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(2) Food Stamps

Federal Budget Update: The Federal Administration had proposed a far broader

cutback than the one enacted. The adopted Reconciliation Act specifically
exempted the elderly and disabled as well as those receiving treatment for
alcohol and drug related problems from losing eligibility. However, the

adopted eligibility standards are more restrictive than before as they:

- Exclude families whose annual income is less than 130 percent of the
official poverty level from receiving benefits, thus reducing the
income level for eligibility for a family of four from about $14,000
to some 311,000 a year;

- Pro-rate food stamps issued for the first month a family is eligible
instead of issuing a full allotment for the month;

- Adjust cost-of-living food stamp benefits every 15 months rather than
every 12 months as beforz; and . .

- Freeze the currant allowable amount of earned income deductions used
to determine food stamp benefit levels wuntil June 1983. These
deductions were previously adjusted annually to reflect increases in
shelter ard other living costs.

Fipancial Plan Impact: The food stamp program had been totally supported by
Federal funds and City officials indicate that Federal funding reductions in
this area will not be assumed by the City. The City estimates that food stamp

benefits for its residents will be reduced by $18 million in fiscal 1982,1

1 This reduction reprasents only a half-year effect of operating under the
new guidelines. State officials responsible for supervising the local
administration of the Food Stamp Program advise that it may take until
January 1382 before the State can implement the new regulations due to
their complexity, and the 0ld regulations will remain in effect until that
time.
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and 336 million annually thereafter as a result of the revised standards

imposed by the Pederal Act. The new standards are expected to result in

27,000 City families losing eligibility and all of the remaininé 440,000 City

families which receive food stamp benefits having their benefits reduced.
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c. Social Services

(1) Title XX Program

Federal Budget Update: Federal funding for programs under Title xxl of the
Social Security Act for \the 1582 Federal year was reduced by 20 percent from
the 1981 level. The Corgress provided for only slight increases ower this
1982 level for Federal 1983 through 1986. The present requirement that each
State match one-third of its PFederal Title' XX allocation with its own funds
was eliminated by the Congress.

Unlikg the President’s proposal, the Congress wvoted to coatinue child
welfare services, foster care and aéoption assistance programs 2s individual
programs under previously established funding levels. For the programs
consolidated under the Title XX Block Grant, the Congréss léli:;inated the
present requirements: (1) that a specific portion of Title XX funds be used
for welfare_recipients; and (2) that certain services be limited to families

with incomes below 115 percent of a state's median income.

]_- Federal funding under Title XX of the Social Security Act helps meet the
needs of low-income residents who are not eligible for
categorically-funded programs, such as Aid to Families with Dependent
Children and Medicaid. Title XX monies are used to provide such services
as: day care; senior citizen centers; protective services for abused
children; family planning: and home management. Most of these services
ar2 provided by non-profit agencies.
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Financial Plan Status: The City anticipated that the $145 million in Title XX
funds received during its fiscal year 1981 would continue during the Plan
period. This amount represents a 75 percent Federal share of a projected $193
million in annual program costs, with the balance shared equally between the
State and City. According to the City's Human Resources Administration, total

Title XX program costs in fiscal 1982 will be spread among various programs as

follows:

Title X
Piscal 1982
(in millions)

Day Care ’ $ 128

Senior Citizens Centers 34

Child Welfarze 19

Home Cares 5

Other Services 7

Total $ 193

The total cost of providing such services has, in recent fiscal years,
exceeded 3193 million. For fiscal 1982, total program costs are expected to
reach $260 million, or $6’7 million more than provided under the Federal Title
XX aid program. This difference could be partially offset by shifting costs
for certain eligible recipients to other Federal and State programs; however,
the reimbursement rates for these programs are lower than those provided under
the Title XX program.l The City's plan assumes an overall 3 percent annual

growth rate in the cost of these programs.

Cutlays in excess of available Title XX funding are first claimed by the
City under the ADC-FC program (50% F, 25% S, 25% C) which has a ceiling
and then under the child welfare program (50%S, 503C) which also has a
ceiling. All costs remaining after reaching the funding limitations for
these programs must be Sorne entirely by the City.
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Financial Plan Impact: The Federal government recently released the State

allocations of Title XX funds for Federal 1982 based on the 20 percent decline
in spending authority set by the Congress for this program. Since funding is
based on pooulation, New York State's share of the national allocation is
shown as declining by 24 percent which, according to State officials, reflects
the decline in the State's populaticn relative to the rest of the nation as
indicated in the 1980 Federal Census.

Our review indicates that a decline in Title XX aid of such magnitude,
will require $15 million, $21 million and $19 million in additional City funds
in fiscal 1982, 1983 and 1984, respectively, to maintain the curreat level of
services. This estimate was calculated assuming that the City's share of the
State aid allocation would approximate the ratio experienced in fiscal 1981
and that $11 million of the Federal Energy Assistance block grant will be
allocated to Title XX programs. ) C v

In addition, in an effort to offset the State's exposure to Federal aid
:eductic;ns, the State Legislature may consider a cap on State spending for
certain social service programs. State officials indicate that such action,
as yet not fully outlined, could rs_esi:lt in additional Citv costs of up to 35
million each year.

State officials indicate, however, that the following factors could serve
to reduce the City's exposure:

An additional $25 million in Federal funds may become available
statewide. This requires Federal approval of the State's

request to allow the use of unspent Federal allocations of prior
years' welfare-related social service programs.
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Additional recurring 