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A b s t r a c t

GLASS STRUGGLE AND FISCAL CRISIS: NEW YORK CITY AND THE DEVELOPMENT
OF AUSTERITY

by

E r ic  A lla n  L ic h te n  

A d v is e r :  P r o f e s s o r  M ich ae l E. Brown

T h is  i s  a  s tu d y  o f  t h e  f i s c a l  c r i s i s  o f  New York C i ty .  I  

a n a ly z e  t h e  f i s c a l  c r i s i s  a s  b o th  t h e  p ro d u c t and p ro c e s s  o f  c l a s s  

s t r u g g l e .  S p e c i f i c a l l y ,  I  d e m o n s tra te  how c l a s s  s t r u g g le  in  New York 

C i ty  im pac ted  upon th e  p ro d u c tio n  and m e d ia tio n  o f  u rb a n  f i s c a l  c r i s i s .

Once a c c o u n tin g  f o r  t h e  f i s c a l  c r i s i s ,  I  a n a ly z e  th e  u se  t o  

w hich  i t  i s  p u t by members o f  f in a n c e  c a p i t a l .  I  show how th e s e  

members, s p e c i f i c a l l y  New York C i t y 's  m ajo r b a n k e rs  and f i n a n c i e r s ,  

w ere a b le  t o  u s e  th e  c r i s i s  t o  r e o rg a n iz e  c i t y  p o l i t i c s  and b u d g e ta ry  

p r i o r i t i e s .  As a  r e s u l t  o f  t h e i r  pow er, a u s t e r i t y  was i n s t i t u t e d  a s  

p u b l ic  p o l i c y .

In  t h e  f a c e  o f  t h i s  pow er, th e  m u n ic ip a l la b o r  u n io n s  a r e  shown 

to  la c k  th e  c l a s s  u n i ty  and id e o lo g y , a s  w e ll  a s  th e  pow er, t o  oppose 

a u s t e r i t y .  I  show how th e  la b o r  u n io n s  d e c id e  t o  c o o p e ra te  w ith  a  

p u b l ic  p o l i c y  r e s t r i c t i n g  l a b o r 's  p o l i t i c a l  in f lu e n c e ,  a s  w e ll  a s  

ra n k  and f i l e  wages and b e n e f i t s .  T h is  r e s e a r c h  t h e r e f o r e  d e m o n s tra te s  

th e  pow er o f  f a c t i o n s  o f  f in a n c e  c a p i t a l  r e l a t i v e  to  t h e  p u b l ic  s e c t o r  

la b o r  movement.
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A cknow ledgem ents

To me, t h i s  s tu d y  i s  b o th  an  en d in g  and a  b e g in n in g . I  have 

la b o re d  o v e r  t h i s  work f o r  q u i t e  a  w h i le .  D u rin g  t h i s  tim e  I  have 

b een  f o r tu n a t e  t o  s h a r e  t h i s  e x p e r ie n c e  w ith  a  g ro u p  o f  f r i e n d s  and 

s c h o la r s  whose know ledge, i n s i g h t ,  p o l i t i c a l  sa a v y , d e d ic a t io n  t o  each 

o th e r  and h um an ity  seems u n iq u e . I  th a n k  W illiam  D iF a z io , Dawn 

E s p o s i to ,  J o s e  F ig u e ro a ,  P a t r i c i a  Graham, G eorge S n ed ek e r, M eryl 

S u f ia n ,  M ich ae l E. Brown, M artha  E c k e r , Jo se p h  Trum ino and N ina F o r t in  

f o r  s h a r in g  and c a r in g .  F o r  t h e  b e t t e r  p a r t  o f  e ig h t  y e a rs  I  w orked, 

le a r n e d  and la u g h e d  w ith  th e s e  p e o p le .  I  th a n k  them  w ith  my lo v e .

I  owe a  p a r t i c u l a r  d e b t t o  Jo h n  M. G o e rin g . I  th a n k  Jo h n  f o r  

h i s  i n t e l l e c t u a l ,  e m o tio n a l and f i n a n c i a l  s u p p o r t .  I  owe t o  John  my 

know ledge o f  r e s e a r c h .  He h a s  been  a  d e d ic a te d  f r i e n d  s in c e  we met 

a t  t h e  G rad u a te  C e n te r  and  he  to o k  me "u n d e r  h i s  w in g s ."  Thank you 

Jo h n  w ith  my lo v e .

I  th a n k  G eorge F i s c h e r  f o r  b r in g in g  in to  fo c u s  th e  need f o r  a  

community w ith  w hich t o  s h a r e  th e  l e a r n in g  e x p e r ie n c e .

I  c o u ld  n e v e r  o v e r s t a t e  Mike Brown’s  c o n t r i b u t i o n  to  my s tu d y .

As b o th  m en to r and f r i e n d  I  co u ld  f in d  none f i n e r ,  o r  more b r i l l i a n t .  
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To my f r i e n d  J a y  G o ld s te in :  Y ou 've  b een  t h e r e  th ro u g h  i t  a l l  

so  I  had t o  p u t  you in  h e r e .  Thank you f o r  k e e p in g  me la u g h in g  

th ro u g h  t h i s  o r d e a l .
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L e n o re , E le n a , D av id , U ncle  N orm ie, A unt D ian e , A unt Renee and U ncle 
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w ith  s e l f - r e s p e c t .  I  lo v e  you f o r  t h a t .

To M orton L ic h te n ,  my f a t h e r  -  You showed me w hat i t  meant t o  b e  

hum ane. Thank you , w ith  my lo v e .

And t o  L au re en , my w ife  -  T h is  d i s s e r a t i o n  i s  an  en d . You a r e  th e  
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I - INTRODUCTION

T h is  i s  a  s tu d y  o f  c l a s s  s t r u g g le  in  con tem p o rary  c a p i t a l i s m .  

T hroughout t h i s  d i s s e r t a t i o n  I  w i l l  be co n ce rn ed  w ith  e la b o r a t in g  

th e  c o n f l i c t  betw een c a p i t a l  and l a b o r .  B ecause  t h i s  c o n f l i c t  i s  

m e d ia te d , I  w i l l  exam ine t h e  m echanism s by w hich  m e d ia tio n  ta k e s  

p la c e .  To do t h i s  n e c e s s i t a t e d  th e  s tu d y  o f  c l a s s  s t r u g g le  d u r in g  

c r i s i s .  T h is  i s  s o ,  I  m a in ta in ,  b e c a u se  i t  i s  d u r in g  su ch  p e r io d s  

t h a t  new m ethods o f  m e d ia tio n  a r e  d ev e lo p e d  t o  r e p la c e  th e  o ld  

w hich now, in  t h e  c o n te x t  o f  c r i s i s ,  seem in a d e q u a te .  Once 

r e a l i z i n g  t h i s ,  I  d e c id e d  t o  s tu d y  th e  h i s t o r i c a l  p ro c e s s  th ro u g h  

w hich  a  c r i s i s  i s  p rod u ced  and m e d ia te d .

By a s s e r t i n g  t h a t  a  c r i s i s  i s  p ro d u ced , I  m a in ta in  t h a t  i t  

i s  a  consequence  o f  human a c t io n  w i th in ,  in  t h i s  c a s e ,  c l a s s  s o c i e t y .  

My t h e s i s  a rg u e s  t h a t  c r i s i s  o r i g i n a t e s  from  th e  c o n c re te  s t r u g g le s  

betw een a n t a g o n i s t i c  c l a s s  i n t e r e s t s  and f o r c e s .  T h e re fo re ,  c r i s i s  

d e v e lo p s  n o t from  th e  b l i n d ,  u n c o n t r o l la b le  f o r c e s  o f  h i s t o r y  b u t ,  

r a t h e r ,  from  th e  a c t io n s  o f  c l a s s  b e in g s .

I  f u r t h e r  m a in ta in  t h a t  c r i s i s  i s  m e d ia te d . I  u se  m e d ia tio n  

t o  mean t h a t  fo rm a l p ro c e s s e s ,  o r g a n iz a t io n s  a n d /o r  i n s t i t u t i o n s  

a r e  d ev e lo p ed  w hich to g e th e r  co m p rise  a  c o n t r o l  mechanism w hich 

u se s  and c h a n n e ls ,  t h a t  i s ,  a t te m p ts  t o  r e s o lv e ,  th e  c r i s i s  f o r  th e  

need s o f  a  c l a s s .  F o r  exam ple, a c c o rd in g  t o  t h i s  u sa g e , g o v e rn in g  

b o d ie s  can  be a n a ly z e d  a s  fo rm in g  a  m e d ia tin g  u n i t y .

T h is  b ro u g h t me t o  s tu d y  th e  f i s c a l  c r i s i s  o f  New York C i ty ;  

i t s  h i s t o r i c a l  d ev e lo p m en t, th e  s t r a t e g i e s  ad o p ted  by th e  

" r e p r e s e n ta t iv e s "  o f  b o th  c a p i t a l  and la b o r ,  a s  w e ll  a s  th e  c r i s i s  

r e s o lu t io n  th ro u g h  a u s t e r i t y  b u d g e t in g . The f i s c a l  c r i s i s ,  th e n ,
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w i l l  be a n a ly z e d  a s  b o th  p ro d u c t and p ro c e s s  o f  c l a s s  s t r u g g l e .

T h e o r e t ic a l  P rob lem

T h is  i s  a  s tu d y  o f  th e  f i s c a l  c r i s i s  o f  New York C i ty  and 

th e  c l a s s  s t r u g g le  from  w hich i t  was p ro d u ced . My r e s e a r c h  

fo c u se d  on th e  m ost c r u c i a l  p h ase  o f  t h a t  c r i s i s ;  t h a t  p e r io d  

betw een  November, 197^ and S ep tem b er, 1975* T hese  d a te s  a r e  

c r i t i c a l  f o r  th e y  i d e n t i f y  th e  p e r io d  d u r in g  w hich th e  m echanism s 

to  m e d ia te  th e  f i s c a l  c r i s i s  w ere d ev e lo p ed  and i n s t i t u t e d .  In d e e d , 

d u r in g  t h i s  p e r io d  we can  s e e  th e  c l a s s  p ro c e s s  o f  pow er a t  w ork. 

H ence, t h i s  r e s e a r c h  i s  s i g n i f i c a n t  f o r  u n d e rs ta n d in g  th e  s o c io l o g ic a l  

p rob lem  o f  th e  c l a s s  p ro c e s s  th ro u g h  w hich  c r i s i s  i s  m e d ia te d .

T hroughout t h i s  d i s s e r t a t i o n  I  w i l l  be co n cern ed  w ith  

a n a ly z in g  th e  p ro c e s s  by w hich  c l a s s  b ased  pow er becomes th e  b a s i s  

f o r  th e  m e d ia tio n  o f  c r i s i s .  I n  New York C i t y 's  c a s e  t h i s  p ro c e s s  

began  p r i o r  t o ,  and c o n tin u e d  a f t e r ,  th e  c lo s in g  o f  th e  m u n ic ip a l 

bond m arke t t o  th e  c i t y ' s  s e c u r i t i e s  and in c lu d e d  th e  fo l lo w in g :

(a )  th e  e s ta b l is h m e n t  o f  th e  F in a n c ia l  Community L ia is o n  Group 

th ro u g h  w hich New York C i t y 's  f i n a n c i a l  community e x e r te d  in f lu e n c e  

o v e r  c i t y  f i s c a l  p o l i c y ;  (b ) t h e  c r e a t io n  and i n s t i t u t i o n a l i z a t i o n  

o f  th e  M u n ic ip a l A s s is ta n c e  C o rp o ra tio n  and th e  Em ergency F in a n c ia l  

C o n tro l  B oard , th e  fo rm e r p ro v id in g  th e  c i t y  f in a n c in g ,  th e  l a t t e r  

r e s p o n s ib le  f o r  c o n t r o l l i n g  c i t y  e x p e n d i tu r e s ;  an d , l a s t l y ,  (c )  th e  

c o o p ta t io n  o f  th e  M u n ic ip a l L abo r C o a l i t i o n  and th e  c i t y ' s  u n io n s  

in  th e  m e d ia tio n  p ro c e s s  w hich r e s u l t e d  in  a u s t e r i t y .

T o g e th e r , th e  above form ed th e  o r g a n iz a t io n a l  m echanism s f o r  

th e  m e d ia tio n  o f  th e  f i s c a l  c r i s i s .  They m ed ia ted  in  th e  s e n s e  t h a t  

to g e th e r  th e y  form ed a  u n i ty  t h a t  was p o l i t i c a l l y  more s i g n i f i c a n t



th a n  each  co u ld  be i f  s e p a r a t e .  I n f lu e n c e  was e x e r te d  o v e r  th e  

c i t y ' s  b u d g e ta ry  p ro c e s s  and  o v e r  t h e  r e l a t i o n s h i p s  betw een  b o th  

c a p i t a l  and l a b o r  t o  c i t y  g o v ern m en t. In d e e d , t h e  m e d ia tio n  

p ro c e s s  acc o m p lish e d  th e  re a l ig n m e n t  o f  c l a s s  b ased  power w ith in  

c i t y  g o v ern m en t.

The c e n t r a l  c o n c e rn s  o f  t h i s  s tu d y  th e r e f o r e  become: ( ! )  th e  

p ro c e s s  th ro u g h  w hich th e s e  in s tru m e n ts  w ere c r e a te d ,  a s  i n  t h e  c a s e  

o f  th e  F in a n c ia l  Community L ia is o n  Group (FCLG), t h e  M u n ic ip a l 

A s s is ta n c e  C o rp o ra tio n  (MAC) and th e  Em ergency F in a n c ia l  C o n tro l  

B oard (EFCB), o r  m o d if ie d , a s  in  t h e  c a s e  o f  th e  M u n ic ip a l L abor 

C o a l i t i o n  (MLC); ( 2) t h e i r  r o l e  i n  m e d ia tio n  and t h e i r  in f lu e n c e  

upon th e  c r i s i s ;  and ( 3 ) t h e  p ro c e s s  by w hich c l a s s  b ased  p r i o r i t i e s  

became p u b l ic  p o l i c y .

T h is  s tu d y ,  th e n ,  w i l l  a d d re s s  th e  p ro c e s s  th ro u g h  w hich 

c r i s i s  i s  p rod u ced  and m e d ia te d  w i th in  a  h i s t o r y  o f  c l a s s  s t r u g g l e .  

By exam in ing  th e  h i s t o r y  o f  c l a s s  s t r u g g le  w hich  p rod u ced  th e  

f i s c a l  c r i s i s ,  a s  w e ll  a s  i t s  m e d ia tio n , I  in te n d  t o  r e v e a l  th e  

c l a s s  b a s i s  o f  pow er in  New Y ork C i ty .  I n  a  v e ry  r e a l  s e n s e , 

t h i s  s tu d y  p o in t s  t o  th e  pow er, o r  la c k  th e r e o f ,  o f  c o n f l i c t i n g  

c l a s s  i n t e r e s t s .  T h e re fo re ,  t h i s  s tu d y  w i l l  a n a ly z e  th e  c l a s s  

b a s i s  o f  p u b l ic  p o l i c y .  T h e re in  l i e s  th e  t h e o r e t i c a l  problem  

o f  t h i s  s tu d y .

S p e c i f i c  C oncerns

The m ost s p e c i f i c  c o n c e rn s  o f  t h i s  s tu d y  a r e :  O f w hat d id  th e  

f i s c a l  c r i s i s  o f  New York C i ty  c o n s i s t ?  What cau sed  i t  and what 

in f lu e n c e d  th e  d evelopm en t o f  c r i s i s  o r g a n iz a t io n s ,  w hich 

c o n s t i t u t e d  th e  o rg a n s  o f  i t s  m e d ia tio n ?  How was i t  d e c id e d  t h a t



a u s t e r i t y  was th e  o n ly  p o l i c y  t h a t  co u ld  e f f e c t i v e l y  a l l e v i a t e  th e  

f i s c a l  c r i s i s ?  I  am t h e r e f o r e  m ost co n ce rn ed  w ith  a n a ly z in g  th e  

d evelopm en t o f  a u s t e r i t y  a s  th e  p o l i c y  a d o p ted  t o  r e s o lv e  th e  

c r i s i s .  To do t h i s  I  n eed  t o  exam ine th e  fo llo w in g :

(1 ) The f i s c a l  c r i s i s  i t s e l f  -  We c a n n o t m e re ly  assum e th e  e x i s te n c e  

o f  th e  c r i s i s .  I  a rg u e  t h a t  i t  was p roduced  "by a n t a g o n i s t i c  c l a s s  

r e l a t i o n s .  I  a n a ly z e  i t  n o t  a s  a  consequence  o f  m isg u id ed
1

l i b e r a l i s m ,  a s  o th e r s  h av e , b u t  a s  a  moment o f  c l a s s  s t r u g g l e .

I  t h e r e f o r e  fo c u s  on e l a b o r a t in g  th e  h i s t o r y  o f  th e  c l a s s  r e l a t i o n s  

from  w hich th e  c r i s i s  d e v e lo p e d .

(2 ) The developm ent o f  th e  in s tru m e n ts  t o  m e d ia te  th e  c r i s i s  -  T hese 

have been  i d e n t i f i e d  a s  t h e  M u n ic ip a l A s s is ta n c e  C o rp o ra tio n  and 

th e  Em ergency F in a n c ia l  C o n tro l  B o ard . B oth  w ere l e g i s l a t e d  by

th e  New Y ork S t a t e  L e g i s l a tu r e  and w ere in te n d e d  t o  su p erim p o se  

a u s t e r i t y  on th e  c i t y .  I  am co n ce rn ed  w ith  how th e s e  in s tru m e n ts  

w ere d ev e lo p e d  and how to g e th e r  th e y  form ed a  u n i t y  w hich i s o l a t e d  

p u b l ic  p o l i c y  from  th e  c i t y ' s  w orkers  and u n io n s .

(3 ) The a c t io n s  o f  t h e  " r e p r e s e n ta t iv e s "  o f  t h e  a n t a g o n i s t i c  c l a s s  

i n t e r e s t s  -  I  a rg u e  t h a t  t h i s  c r i s i s  engaged th e  c i t y ' s  m ajo r 

f i n a n c i a l  i n s t i t u t i o n s  and i t s  u n io n s  in  a  s t r u g g le  in  w hich th e y  

c o n s t i t u t e d  th e  o rg a n iz e d  r e p r e s e n t a t i v e s  o f  t h e  c l a s s  need s o f  th e  

c i t y ' s  m a jo r c o rp o ra te  and b an k in g  c l a s s ,  on th e  one hand , and i t s  

w ork ing  c l a s s  and p o o r , on th e  o th e r .  T hese  c l a s s  n eed s  w ere 

r e p r e s e n te d ,  e f f e c t i v e l y  o r  n o t ,  by th e  F in a n c ia l  Community L ia is o n  

Group and th e  M u n ic ip a l L ab o r C o a l i t i o n .  I  d i s c u s s  each  in  te rm s  o f  

t h e i r  p a r t i c i p a t i o n  in  p ro d u c in g  th e  f i s c a l  c r i s i s ,  a s  w e l l  a s  

t h e i r  r o l e  i n  p la n n in g  and e f f e c t in g  th e  r e s o l u t i o n  o f  th e  c r i s i s .
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How, and in  w hat ways, d id  th e  F in a n c ia l  Community L ia is o n  Group 

and th e  M u n ic ip a l L abor C o a l i t i o n  a f f e c t  t h e  developm en t o f  

a u s t e r i t y ?  What r o l e  d id  th e  f i n a n c i a l  com munity p la y  in  th e  

c lo s in g  o f  th e  m u n ic ip a l bond m arke t t o  t h e  c i t y ?  How d id  th e  

b a n k s , th ro u g h  th e  F in a n c ia l  Community L ia is o n  G roup, u se  t h e i r  

in f lu e n c e  o v e r  th e  c r e d i t  m a rk e t, and t h e i r  c a p a c i ty  t o  w ith h o ld  

o r  advance in v e s tm e n t, t o  sh ap e  and d e te rm in e  th e  r e s o l u t i o n  o f  

th e  c r i s i s ?  To w hat e x te n t  d id  th e  c o n s t r a i n t s  o f  th e  m u n ic ip a l 

c r e d i t  m arke t i t s e l f  d e te rm in e  th e  banks a c t i o n s ,  and th e  c r i s i s  

p ro c e s s  i t s e l f ?

I n  te rm s  o f  th e  M u n ic ip a l L ab o r C o a l i t i o n :  How d id  th e  

c o a l i t i o n  e f f e c t  th e  c r i s i s  p ro c e s s ?  How w ere th e  u n io n s ' 

s t r a t e g i e s  chosen? What a l t e r n a t i v e s  t o  c o o p e ra t io n  w ith  a u s t e r i t y  

w ere d is c u s s e d  among th e  u n io n s  and w ith in  th e  M u n ic ip a l L abo r 

C o a l i t io n ?  What d e te rm in e d  th e  d e g re e  t o  w hich  th e  u n io n s ' re s p o n s e s  

w ere m i l i t a n t ,  r a d i c a l ,  o r  c o o p e ra t iv e ?  I n  o th e r  w ords, how and in  

w hat ways d id  th e  m e d ia tio n  p ro c e s s  i n h i b i t  more m i l i t a n t  and r a d i c a l  

a c t io n ?  How, f o r  in s ta n c e ,  d id  t h e  Em ergency F in a n c ia l  C o n tro l  

B oard , o r  th e  t h r e a t  o f  b a n k ru p tc y , in f lu e n c e  and c o n s t r a i n  th e  

C o a l i t i o n 's  o p tio n s ?  How w ere  th e  p a ra m e te rs  f o r  " r e s p o n s ib le "  

a c t i o n  d ev e lo p ed ?  What in f lu e n c e  d id  th e  C o a l i t i o n  e x e r t  o v e r  th e  

m e d ia tio n  o f  th e  c r i s i s ?  To w hat e x te n t  do th e  u n io n s  have o r  la c k , 

pow er w ith in  a  c i t y  governm ent i n s t i t u t i n g  a  p o l i c y  .o f  a u s t e r i t y ?  

F i n a l l y ,  w hat a r e  th e  im p l ic a t io n s  o f  a u s t e r i t y  f o r  r e f o r m is t  t r a d e  

u n io n s  in  g e n e r a l ,  and p u b l ic  em ployee u n io n s  in  p a r t i c u l a r ?

W ith th e s e  co n ce rn s  i n  m ind, I  w i l l  now tu r n  t o  a  b r i e f  

d is c u s s io n  o f  t h e  l i t e r a t u r e  a n a ly z in g  th e  f i s c a l  c r i s i s  o f  New Y ork.
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C u rre n t A n a ly se s  o f  F i s c a l  C r i s i s

The l i t e r a t u r e  a n a ly z in g  th e  f i s c a l  c r i s i s  o f  New Y ork C ity  

i s ,  a t  p r e s e n t ,  e m p i r ic a l ly  i n s u f f i c i e n t  t o  p ro v id e  a  b a s i s  f o r  

u n d e rs ta n d in g  th e  c r i s i s  a s  a  w ho le . I n  p a r t ,  t h i s  may be  a t t r i b u t e d  

t o  th e  la c k  o f  co m p le ted  and p u b lis h e d  e m p ir ic a l  r e s e a r c h ;  a f t e r  a l l ,  

th e  c r i s i s  i s  r e c e n t  h i s t o r y .  N e v e r th e le s s ,  i t  may a l s o  be th e  

r e s u l t  o f  th e  m e th o d o lo g ic a l d i f f i c u l t y  in  s tu d y in g  th e  m a c h in a tio n s  

o f  th e  p o w e rfu l.

F o r  t h e  m ost p a r t ,  t h e  l i t e r a t u r e  has  been  c o n f in e d  to  

e s t a b l i s h i n g  th e  c a u se s  o f  th e  f i s c a l  c r i s i s .  A cco rd in g  to  th e s e  

a n a ly s e s  and t h e o r i e s ,  th e  c a u se s  a r e  se e n  a s  on e , o r  a  c o m b in a tio n , 

o f  th e  fo l lo w in g :  ( l )  P o w e rfu l U nions -  I n  t h i s  th e o ry  th e  m u n ic ip a l 

la b o r  u n io n s  c r e a te d  th e  s o c i a l  c o n d i t io n s  f o r  t h e  developm ent o f  

th e  f i s c a l  c r i s i s  by f o r c in g  d e s t r u c t i v e  and f i s c a l l y  unsound wage 

and b e n e f i t  s e t t l e m e n ts  from  p a s t  c i t y  a d m in is t r a t io n s  i n  r e tu r n  

f o r  l a b o r  p e a c e . Edward B a n f ie ld  p ro v id e s  an  exam ple o f  t h i s  way 

o f  th in k in g :

I  d o n ' t  s e e  w h a t 's  t o  s to p  th e  u n io n s  from  sh a k in g  th e  c i t y  
down f o r  w h a te v e r  money i t  can  a c c u m u la te . The law s have 
p r o h ib i t e d  s t r i k i n g  a l l  a lo n g .  I f  th e  p e o p le  o f  New York 
w i l l  t o l e r a t e  s t r i k e s  by p u b l ic  em ployees, a g a in s t  th e  law , 
and n o t  t o l e r a t e  p o l i t i c i a n s  who c ra c k  down on s t r i k e s ,  
th e n  I  c a n ' t  s e e  t h a t  i t  w i l l  be  p o s s ib le  t o  g e t  New York 
t o  l i v e  w i th in  i t s  b u d g e t. I t  would r e q u i r e  a  fu n d am en ta l 
change by t h e  u n io n s .2

In d e e d , e m p ir ic a l  s u p p o r t  f o r  t h i s  t h e s i s  i s  p ro v id e d  by  th e  

Tem porary Com m ission On C i ty  F in a n c e s  (TCCF), a  governm ent a p p o in te d  

r e s e a r c h  com m ission w hose f u n c t io n  h a s  been  t o  s tu d y  th e  c i t y ' s  

b u d g e t and  a n a ly z e  i t s  e x p e n d i tu re s  and r e v e n u e s . A cco rd ing  t o  th e  

TCCF, l a b o r  c o s t s  c o n s t i t u t e d  th e  l a r g e s t  s i n g l e  ite m  o f  e x p e n d itu re  

in  th e  c i t y ' s  b u d g e t i n  t h e  y e a rs  im m ed ia te ly  p re c e d in g  th e  f i s c a l
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c r i s i s .  F o r  exam ple, in  f i s c a l  y e a r  1975* a c c o rd in g  t o  th e  TCCF

la b o r  c o s t s  ac c o u n te d  f o r  a lm o s t o n e - h a l f  o f  t o t a l  b u d g e ta ry  
3

e x p e n d i tu r e s .

The p o w e rfu l u n io n  th e o ry  i s  a  p o p u la r  one and can  be se e n

a lm o s t d a i l y  in  news a r t i c l e s  on th e  f i s c a l  c r i s i s .  In d e e d , t h i s

i n t e r p r e t a t i o n  i s  now ta k e n  by many a s  f a c t ,  and t h e r e f o r e  has

e l i c i t e d  s tu d i e s  com m issioned by t h e  M u n ic ip a l L ab o r C o a l i t i o n  t o

4c o u n te r  su c h  a n a l y s i s .  The prob lem  w ith  t h i s  a n a ly s i s  i s  t h a t  i t  

d o es  n o t  p la c e  th e  g row th  o f  u n io n  in f lu e n c e  in  New York C ity  in  th e  

b ro a d e r  c o n te x t  o f  th e  g row th  o f  p u b l ic  em ployee u n io n ism  th ro u g h o u t 

th e  c o u n t ry .  New York C i ty ,  in  t h a t  c o n te x t ,  was n o t d i f f e r e n t  from  

many o f  t h e  m a jo r c i t i e s  in  th e  U .S . T h e re fo re ,  t h i s  th e o ry  ta k e n  

a lo n e  can  n o t p ro v id e  u s  w ith  am a d e q u a te  e x p la n a t io n  o f  th e  f i s c a l  

c r i s i s .

(2 ) P o w e rfu l Banks -  T h is  a n a l y s i s  la y s  th e  "blam e" f o r  th e  

c r i s i s  a t  t h e  d o o r s te p s  o f  t h e  c i t y ' s  m a jo r b a n k s . I n  t h i s  i n t e r ­

p r e t a t i o n  th e  b a n k e rs  w ith h e ld  t h e i r  s u p p o r t  f o r  c i t y  s e c u r i t i e s  

in  o r d e r  t o  r a i s e  th e  i n t e r e s t  r a t e s  and t o  tr a n s fo rm  th e  s t r u c t u r e  

o f  c i t y  governm en t. An exam ple o f  t h i s  th e o ry  i s  p ro v id e d  by J a c k  

N ew fie ld , who w r i te s  t h a t

. . .  i t  was th e  b a n k e rs  t h a t  d id  th e  hoodw inking  /a b o u t  
t h e  s e c u r i t y  o f  New York C i ty  d e b t o b l i g a t i o n s /  ly in g  to  
th e  th o u sa n d s  o f  h a p le s s  i n v e s t o r s ,  t o  t h e  p r e s s ,  and 
even t o  t h e  C ity  H a l l  s h a r p ie s  who w ere l e f t  h o ld in g  th e  
bag  a f t e r  a  f u l l f l e d g e d  m arke t p a n ic  had commenced. The 
t r u e  s t o r y  / i s  t h a t 7  New Y ork d i d n ' t  jump: i t  was 
pushed  / i n t o  f i s c a l  c r i s i s 7 < 5

The problem  h e re  i s  t h a t  th e  banks a r e  a n a ly z e d  a s  in d e p e n d e n t 

o f  c l a s s  r e l a t i o n s ,  th e  c a p i t a l  m a rk e ts  and th e  economy. Removed 

from  th e  c l a s s  r e l a t i o n s  o f  c a p i t a l i s t  s o c i e t y ,  th e  b a n k e rs  seem
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t o  be  t o t a l l y  in d e p e n d e n t a c t o r s .  T h is  a n a ly s i s  " p e r s o n a l iz e ( s )  

an d , in  so  d o in g , s e r io u s ly  o b s c u re ( s )  t h e  l a r g e r  s o c i a l  p ro c e s s e s  

a t  w o rk ."^

(3 ) Management C r i s i s  -  A t h i r d  e x p la n a t io n  fo c u s e s  on th e

la c k  o f  r a t i o n a l i z a t i o n  o f  c i t y  managem ent. I n  t h i s  a n a l y s i s ,  th e

o r g a n iz a t io n a l  s t r u c t u r e  o f  p o l i t i c a l l y  in f lu e n c e d  c i t y  a g e n c ie s

a llo w s  f o r  c o r r u p t io n ,  i n e f f i c i e n c y ,  w a s te , d u p l i c a t i o n  o f  agency

f u n c t io n s  and low p r o d u c t i v i t y  by th e  c i t y ' s  em p loyees. I n  t h i s ,  a

t e c h n o c r a t i c a l - e f f i c i e n c y  p e r s p e c t iv e ,  t h e  f i s c a l  c r i s i s  i s  view ed

a s  t h e  r e s u l t  o f  a  la c k  o f  m a n a g e r ia l c o n t r o l .  T h is  a llo w s  f o r

"gim m ickry" in  r e p o r t i n g  c i t y  e x p e n d i tu re s  and re v e n u e s . The

C o n g re s s io n a l  B udget O f f ic e ,  i n  i t s  r e p o r t  on t h e  f i s c a l  c r i s i s ,

p o in te d  o u t  t h a t

one c a n n o t ig n o re  t h e  c i t y ' s  q u e s t io n a b le  a c c o u n tin g  
p ro c e d u re s  and lo o s e  f i s c a l  management i n  r e l a t i o n  to  th e  
c u r r e n t  f i s c a l  c r i s i s .  T h ese  p ro c e d u re s  masked th e  f a c t  
t h a t  New York o f f i c i a l s  w ere f a i l i n g  t o  make th e  d i f f i c u l t  
c h o ic e s  t h a t  w ere r e q u i r e d  i f  th e  c i t y ' s  expense  b u d g e t was 
to  be t r u l y  b a la n c e d  a s  r e q u ir e d  by law . The f a u l t  d o es  n o t  
r e s t  w ith  th e  c i t y  a lo n e .  Many o f  th e  "gim m icks" w hich 
a llo w ed  th e  b u d g e t t o  a p p e a r  b a la n c e d  w ere t o l e r a t e d  o r  
even su g g e s te d  by s t a t e  o f f i c i a l s  and w ere c e r t a i n l y  n o t 
s e c r e t s  t o  th e  b an k in g  com m unity. T hese gim m icks p rod u ced  
s m a ll  d e f i c i t s  w hich  w ere a llo w ed  t o  acc u m u la te  and grow , 
p ro d u c in g  a  p rob lem  o f  l a r g e  and unm anageable p r o p o r t i o n s .7

T h is  a n a ly s i s  s u g g e s ts  a  r a t i o n a l i t y  c r i s i s  in  a d m in is te r in g

th e  p ro c e s s e s  o f  governm en t. F u rth e rm o re , t h i s  a n a ly s i s  s u g g e s ts  a

c o n t r a d i c t i o n  e x i s t s  w i th in  t h e  s t a t e  sy stem  i t s e l f .

In  th e  a d m in i s t r a t iv e  sy s tem , c o n t r a d ic t io n s  a r e  e x p re s se d  
in  i r r a t i o n a l  d e c i s io n s  and in  th e  s o c i a l  co n seq u en ces  o f  
a d m in i s t r a t iv e  f a i l u r e ,  t h a t  i s ,  i n  d i s o r g a n iz a t io n  o f  
a r e a s  o f  l i f e .  B an k ru p tcy  and unem ployment mark unam bigu­
o u s ly  r e c o g n iz a b le  th r e s h o ld s  o f  r i s k  f o r  th e  n o n - f u l f i l lm e n t  
o f  f u n c t i o n s . 8

A c c o rd in g ly , a c t io n s  to  r a t i o n a l i z e  management and
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a d m in is t r a t io n  become n e c e s s a ry  f o r  governm ent t o  f u l f i l l  i t s  t a s k .

The r e s o l u t i o n  o f  th e  f i s c a l  c r i s i s  t h e r e f o r e  n e c e s s i t a t e s  th e  

r a t i o n a l i z a t i o n  o f  c i t y  s e r v i c e s .

(4 ) W e lfa re  S t a t e  -  T h is  e x p la n a t io n  s u g g e s ts  t h a t  th e  f i s c a l

c r i s i s  was cau sed  by th e  e x p an s io n  o f  e x p e n d i tu re s  f o r  th e  c l i e n t s  o f

th e  w e lf a r e  s t a t e .  I n  t h i s  v iew , f i s c a l  c r i s i s  r e s u l t s  from  re s p o n s e s

made to  u rb an  p o v e r ty  e i t h e r  by a  c i t y  governm ent hum anely r e s p o n s iv e

to  th e  n eed s  o f  th e  p o o r , o r  one t h a t  was fo rc e d  by p r e s s u r e s  a p p l ie d
g

by t h e  p o l i t i c a l  m o b i l iz a t io n  o f  p o o r p e o p le .  R e g a rd le s s  o f  th e  

t h e o r i s t ' s  em p h asis , h e r e  th e  w e lfa re  s t a t e  in  g e n e r a l ,  and w e lf a r e  

p rogram s in  p a r t i c u l a r ,  a r e  c a l l e d  in to  q u e s t io n  a s  v ia b le  means 

t o  m eet s o c i a l  n e e d s .

T h ere  rem a in  two a n a ly s e s  t h a t  d e s e rv e  f u r t h e r  a t t e n t i o n  b e c a u se  

o f  t h e i r  im p o rtan ce  t o  th e o r y .  In  on e , p ro v id e d  by Demac and M a tte ra ,  

th e  developm ent o f  th e  f i s c a l  c r i s i s  i s  e x p la in e d  a s  th e  r e s u l t  o f  

th e  m o b i l iz a t io n  o f  th e  c i t y ' s  w ork ing  c l a s s  and p o o r .  I n  t h e i r  

v iew , c l a s s  s t r u g g le  i n t e n s i f i e d  a s  w o rk ers  and th e  unem ployed 

demanded h ig h e r  s ta n d a r d s  o f  l i v i n g .  They a rg u e  t h a t  t h i s  

in c re a s e d  m i l i t a n c e ,  ev id e n c e d  in  p o o r p e o p l e 's  m ovem ents, r a n k -a n d -  

f i l e  w i ld c a t  s t r i k e s ,  and w orker slow  downs r e s u l t i n g  in  lo w er 

p r o d u c t i v i t y ,  c o n s t i t u t e s  a  s t r u g g le  f o r  a  s o c i a l  w age. T h is  

s o c i a l  wage, th e y  a s s e r t ,  i s  an  incom e in d e p e n d e n t o f  p r o d u c t i v i t y .  

B a s ic  t o  t h i s  argum ent i s  th e  a s s e r t i o n  t h a t  advanced  c a p i ta l i s m  

s h i f t s  c l a s s  c o n f l i c t  t o  a  s t r u g g le  o v e r  th e  c o n n e c tio n  betw een 

wages and w ork . H ence, t h e  s t r u g g le  o f  p o o r p e o p le  f o r  h ig h e r  

w e lf a r e  b e n e f i t s ,  a s  w e ll  a s  th e  s t r u g g le  by w o rk ers  f o r  h ig h e r  

wages w ith  l e s s  w ork, c o n s t i t u t e s  n o th in g  s h o r t  o f  a  s t r u g g le
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a g a i n s t  w ork . F o r  Demac and M a tte ra ,  th e  f i s c a l  c r i s i s  and th e

p o l i c y  o f  a u s t e r i t y  c o n s t i t u t e  c a p i t a l ' s  c o u n te r - o f f e n s iv e  d e s ig n e d

t o  r e e s t a b l i s h  t h e  r e l a t i o n s h i p  betw een  wages and p r o d u c t i v i t y .

Som eth ing  had to  b e  d o n e , and  b e fo re  lo n g , c a p i t a l ' s  
c o u n te r - o f f e n s iv e  was la u n c h e d . A t i t s  c e n t e r  w ere th e  
im p o s i t io n  o f  a  c l im a te  o f  a u s t e r i t y ,  t h e  c r e a t io n  o f  
s c a r c i t y ,  and th e  a t te m p t t o  re im p o se  th e  d i s c i p l i n e  o f  
work.-'-O

T h is  ap p ro ac h  t h e r e f o r e  a t te m p ts  t o  e s t a b l i s h  c l a s s  s t r u g g le  a s  th e

b a s i s  o f  t h e  f i s c a l  c r i s i s ,  and th e  s o lu t i o n  -  a u s t e r i t y .

In  th e  f i n a l  a n a l y s i s  t h a t  I  w i l l  d i s c u s s ,  by Jam es O 'C onnor,

th e  f i s c a l  c r i s i s  o f  th e  s t a t e  t a k e s  p la c e  on b o th  l o c a l  and

n a t io n a l  l e v e l s  and o p e r a te s  in  g o v ern m e n ta l u n i t s  r e g a r d l e s s  o f

11a p p e a ra n c e s  o f  f i s c a l  h e a l t h .  A cco rd in g  to  O 'C onnor t h e  f i s c a l  

c r i s i s  r e s u l t s  from  an " o v e r lo a d "  o f  f i s c a l  demands made upon th e  

s t a t e  in  i t s  a t te m p t  t o  f u l f i l l  t h e  tw in  b u t c o n t r a d i c t o r y , demands 

o f  f u e l i n g  c a p i t a l  a c c u m u la tio n  w h ile  l e g i t i m iz i n g  th e  c a p i t a l i s t • 

sy s te m . T h ese  demands d e v e lo p  a s  th e  c o s t s  o f  p r o d u c t io n ,  in  

p a r t i c u l a r  t h e  s o c i a l  c o s t s ,  become an im pedim ent t o  t h e  accumu­

l a t i o n  o f  c a p i t a l .  C a p i t a l  t h e r e f o r e  r e q u i r e s  t h a t  th e s e  c o s t s  o f  

p ro d u c t io n  be  s o c i a l i z e d ,  o r  p a id  by a l l  ta x p a y e r s ,  w h ile  p r o f i t s  

rem a in  p r i v a t e l y  a p p r o p r ia te d .  A t th e  same t im e , how ever, th e  

s t a t e  m ust l e g i t i m a t e  b o th  t h e  econom ic sy stem , w hich  i t  s u p p o r ts  

w ith  fu n d s , and  i t s e l f .  I n  o r d e r  t o  do t h i s  th e  s t a t e  m ust d i s g u is e  

i t s  c l a s s  f u n c t io n  a s  i t  a t te m p ts  t o  b a la n c e  th e s e  c o n t r a d ic to r y  

need s  t h a t  t r a n s l a t e  t o  c o n f l i c t i n g  b u d g e ta ry  p r e s s u r e s .

O 'C onnor a rg u e s :

A lth o u g h  th e  s t a t e  h a s  s o c i a l i z e d  more and more c a p i t a l  c o s t s ,  
t h e  s o c i a l  s u r p lu s  ( in c lu d in g  p r o f i t s )  c o n t in u e s  t o  be  
a p p r o p r ia te d  p r i v a t e l y .  The s o c i a l i z a t i o n  o f  c o s t s  and th e
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p r i v a t e  a p p r o p r ia t io n  o f  p r o f i t s  c r e a t e s  a  f i s c a l  c r i s i s ,  
o r  " s t r u c t u r a l  g a p ,"  betw een s t a t e  e x p e n d i tu re s  and s t a t e  
r e v e n u e s . The r e s u l t  i s  a  te n d e n c y  f o r  s t a t e  e x p e n d i tu r e s ^  
t o  in c r e a s e  more r a p i d l y  th a n  th e  means o f  f in a n c in g  them .

O 'C onnor a rg u e s  t h a t  once th e  s t r u c t u r a l  gap  o f  t h e  f i s c a l

c r i s i s  h as  been  e s t a b l i s h e d ,  th e  d e p th  o f  th e  c r i s i s  i s  in f lu e n c e d

by th e  a c t io n s  o f  " s p e c i a l  i n t e r e s t s " ;  O 'C o n n o r 's  way o f  r e p r e s e n t in g

c l a s s  c o n f l i c t .

We a rg u e  t h a t  th e  f i s c a l  c r i s i s  i s  e x a c e rb a te d  by  th e  
p r i v a t e  a p p r o p r ia t io n  o f  s t a t e  pow er f o r  p a r t i c u l a r i s t i c  
e n d s . A h o s t  o f  " s p e c i a l  i n t e r e s t s "  -  c o r p o r a t io n s ,  
i n d u s t r i e s ,  r e g io n a l  and o th e r  b u s in e s s  i n t e r e s t s  -  make 
c la im s  on th e  b u d g e t f o r  v a r io u s  k in d s  o f  s o c i a l  in v e s tm e n t .
. . . [ in  a d d i t i o n /  o rg a n iz e d  la b o r  and w o rk ers  g e n e r a l ly  
make v a r io u s  c la im s  f o r  d i f f e r e n t  k in d s  o f  s o c i a l  con­
su m p tio n , and th e  unem ployed and p o o r  . . . s t a k e  t h e i r  
c la im  f o r  expanded s o c i a l  e x p e n se s . Few i f  any c la im s  a r e  
c o o rd in a te d  by th e  m a rk e t. Most a r e  p ro c e s s e d  by  th e  
p o l i t i c a l  sy stem  and a r e  won o r  l o s t  a s  a  r e s u l t  o f  p o l i t i c a l
s t r u g g l e .  3

The s o c i a l i z a t i o n  o f  th e  c o s t s  o f  p ro d u c t io n ,  a lo n g  w ith  t h e

demands by v a r io u s  s e c t o r s  o f  th e  c a p i t a l i s t ,  w ork ing  and im p o v erish ed

c l a s s e s ,  c r e a t e  t h e  f i s c a l  c r i s i s ,  a s  w e ll  a s  t h e  p o l i t i c i z a t i o n  o f

c l a s s  s t r u g g l e .  The in t e r v e n t i o n  o f  t h e  s t a t e ,  i n  t u r n ,  a l t e r s

th e  d i s c i p l i n e  o f  th e  m a rk e t, and in f lu e n c e s  th e  c o n n e c tio n  betw een

1 -̂p r o f i t s ,  wages and p r o d u c t i v i t y .

The w orks by Demac and M a tte ra ,  and O 'C onnor a t te m p t t o  

e s t a b l i s h  a  b a s i s  f o r  th e  f i s c a l  c r i s i s  w i th in  c l a s s  s t r u g g l e .  S in c e  

th e y  view  t h i s  c r i s i s  a s  stem m ing from  th e  c l a s s  r e l a t i o n s  o f  

c a p i t a l i s t  s o c i e t y ,  th e y  a r e  a b le  t o  make c l e a r  th e  c o n n e c tio n s  

among th e  p re c e d in g  a n a ly s e s .  The in f lu e n c e  o f  t h e  c i t y ' s  w o rk ers  

and u n io n s , th e  o rg a n iz e d  p r e s s u r e  from  th e  c i t y ' s  p o o r , a s  w e ll  a s  

th e  g re e d  o f  i t s  b a n k e rs  and  th e  c i t y ' s  a d m in i s t r a t iv e  i n e f f i c i e n c y  

make s e n s e ,  once lo c a te d  w i th in  su ch  a  c o n te x t .  F i s c a l  c r i s i s  th e n
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becom es an i n e v i t a b l e  f e a t u r e  o f  th e  h i s t o r y  o f  c a p i ta l i s m ;  and 

th e  p o l i c y  o f  a u s t e r i t y  i s  u n d e rs ta n d a b le  a s  p a r t  o f  th e  o p e ra t io n  

o f  th e  c a p i t a l i s t  s t a t e .

D e s p i te  t h e  s t r e n g t 'r  o f  th e s e  a n a ly s e s ,  how ever, t h e r e  s t i l l  

e x i s t s  a  la c k  o f  r e s e a r c h .  We need to  know how th e  c r i s i s  d e v e lo p s  

and how a u s t e r i t y  becomes th e  b a s i s  f o r  p o l i c y .  I n  O 'C o n n o r 's  

te rm s f i s c a l  c r i s i s  may be i n e v i t a b l e ,  b u t was a u s t e r i t y  t h e  o n ly  

p o s s ib le  p u b lic  p o l i c y  f o r  New York C i ty  in  1975? The n o t io n  o f  

i n e v i t a b i l i t y  d e n ie s  th e  p o s s i b i l i t y  o f  a l t e r n a t i v e  h i s t o r i e s ,  o f  

human ag en cy ; t h e r e i n  l i e s  th e  need f o r  r e s e a r c h .

In  th e  fo l lo w in g  c h a p te r s  I  w i l l  a rg u e  t h a t  t h e  f i s c a l  c r i s i s  

was th e  co n seq u en ce  o f  c l a s s  s t r u g g le  w i th in  a  r a p i d l y  d e c l in in g  

econom ic b a s e .  I n  t u r n ,  I  w i l l  a t te m p t  t o  show t h a t  a u s t e r i t y  i s  

c a p i t a l ' s  r e a c t io n  w here l a b o r  h a s  a c h ie v e d  s i g n i f i c a n t  pow er v i s - a -  

v i s  c a p i t a l  in  t h e  o p e r a t io n  o f  t h e  s t a t e .  B e fo re  d o in g  s o ,  I  w i l l  

f i r s t  d i s c u s s  t h e  m ethods u t i l i z e d  i n  t h i s  r e s e a r c h .

R e se a rc h  M ethodology

The s tu d y  o f  u rb an  f i s c a l  c r i s i s  i s  a  s tu d y  o f  pow er. The 

lo c a t io n  o f  t h e  c r i s i s  i n  t h e  p u b l ic  s e c t o r ;  t h e  p a r t i c i p a t i o n  o f  

and c o n f l i c t  betw een  o r g a n iz a t io n s  r e p r e s e n t in g  f r a c t i o n s  o f  d i f f e r e n t  

c l a s s e s ;  and th e  a t te m p ts  t o  d e a l  w ith  th e  c r i s i s ,  a l l  p o in t  t o  th e  

pow er, o r  la c k  th e r e o f ,  o f  c o n f l i c t i n g  c l a s s  b a sed  s o c i a l  fo rm a­

t i o n s  .

Due to  t h e  c o n t r o v e r s i a l  n a tu r e  o f  th e  s u b je c t  m a t te r ,  one 

m igh t e x p e c t some d i f f i c u l t y  in  r e s e a r c h in g  i t ;  power may r e s i s t  

ex p o su re . On th e  o th e r  h and , c r i s i s  i t s e l f ,  i t  m igh t be  h e ld ,  

r e v e a l s ,  r a t h e r  th a n  o b s c u re s ,  i t s  b a s i s .  T h is  i s  why th e  s tu d y
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o f  c r i s i s  i s  c r u c i a l  f o r  u n d e rs ta n d in g  th e  o th e rw is e  m y s t i f ie d  

a s p e c t s  o f  c a p i t a l i s m .

T h is  r e s e a r c h  u sed  th e  fo llo w in g  m a te r ia l s :

(1 ) Governm ent D o cu m en ta tio n  -  The f e d e r a l  governm ent and i t s  

a g e n c ie s ,  a s  w e ll  a s  th o s e  o f  New York S t a t e ,  have p u b lis h e d  a  

u s e f u l  s e t  o f  docum ents d e t a i l i n g  th e  h i s t o r y  o f  t h e  f i s c a l  c r i s i s ,  

in c lu d in g  th e  r o l e  o f  th e  c i t y  governm ent, th e  in v e s tm e n t community 

and th e  m u n ic ip a l l a b o r  u n io n s  in  c a u s in g  th e  c r i s i s .  The m ost 

im p o r ta n t docum ents in c lu d e :

(a ) The S e c u r i t i e s  and  Exchange Comm ission S t a f f  R ep o rt On 
T r a n s a c t io n s  In  S e c u r i t i e s  Of The C ity  Of New Y ork, (A ugust, 1977)-

(b ) H e a rin g s  B e fo re  The Com m ittee On B ank ing , H ousing And 
U rban A f f a i r s  o f  th e  U n ite d  S t a t e s  S e n a te  on "The New York C i ty  F i s c a l  
C r i s i s , "  (O c to b e r , 1975)*

(c )  J o i n t  Economic C om m ittee o f  th e  C ongress o f  th e  U n ite d  
S t a t e s .  "New York C i t y 's  F in a n c ia l  C r i s i s :  An E v a lu a tio n  o f  i t s  
Economic Im pac t And Of P ro p o se d  P o l ic y  S o lu t io n s ,"  (November, 1975)•

(d ) The New York S t a t e  L e g i s l a t i v e  I n s t i t u t e .  "The C o st o f  
S a v in g s  in  New York C i t y 's  F i s c a l  C r i s i s , "  (A u g u st, 1 9 7 6 ).

(e )  R e p o r ts  by th e  Tem porary  Commission On C ity  F in a n c e s .

( f )  R e p o r ts  by th e  M u n ic ip a l A s s is ta n c e  C o rp o ra tio n .

(2 ) Memoranda and M isc e lla n e o u s  M a te r ia l  -  D i s t r i c t  C o u n c il 37 o f  

t h e  A m erican F e d e ra t io n  o f  S t a t e ,  County and M u n ic ip a l Em ployees

p ro v id e d  a c c e s s  t o  t h e i r  e x te n s iv e  l i b r a r y  on th e  f i s c a l  c r i s i s .

T h is  l i b r a r y  in c lu d e s  r e l e v a n t  new spaper, jo u r n a l  and m agazine 

a r t i c l e s ;  r e p o r t s  by th e  C i t i z e n 's  B udget Com m ission, The F i s c a l  

O b se rv e r and th e  C i ty  A lm anac, a l l  o f  w hich c o n ta in  d e t a i l e d  a n a ly s e s  

o f  th e  c r i s i s .  I n  a d d i t io n ,  th e  l i b r a r y  c o n ta in s  l e t t e r s  and memo­

ra n d a  p a s se d  among th e  c i t y ,  u n io n s  and banks d e t a i l i n g  p o s i t i o n s

and c o n c e rn s  o v e r  im p o r ta n t i s s u e s ,  a s  w e l l  a s  r e p o r t s  is s u e d  by
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Program  P la n n e r ’ s ,  I n c . ,  th e  r e s e a r c h  f i rm  h i r e d  a s  c o n s u l ta n t  

t o  t h e  m u n ic ip a l la b o r  u n io n s .

(3 ) M in u tes  -  Were rev iew ed  f o r  b o th  th e  M u n ic ip a l A s s is ta n c e  

C o rp o ra tio n  and th e  Em ergency F in a n c ia l  C o n tro l  B o ard . T hese  

p ro v id e d  c lu e s  t o  th e  p ro c e s s  w hereby m a jo r d e c i s io n s  w ere made.

(4 ) I n te r v ie w s  -  The fo l lo w in g  key  p e rso n s  w ere in te rv ie w e d  

c o n c e rn in g  t h e i r  know ledge a n d /o r  p a r t i c i p a t i o n  d u r in g  th e  f i s c a l  

c r i s i s .

(a )  D r. Donna S h a la l a ,  fo rm er T r e a s u r e r  o f  th e  M u n ic ip a l 
A s s is ta n c e  C o rp o ra tio n , now P r e s id e n t  o f  H u n te r  C o lle g e  o f  th e  C i ty  
U n iv e r s i ty  o f  New Y ork, and a t  th e  tim e  o f  th e  in te r v ie w , A s s i s t a n t  
S e c r e ta r y  o f  th e  D epartm en t o f  H ousing  and U rban D evelopm ent.

(b ) Mr. J a c  F r ie d g u t ,  V ice  P r e s id e n t ,  M u n ic ip a l S e c u r i t i e s  
D iv is io n  o f  C i t ib a n k ,  fo rm e r  s t a f f  member o f  t h e  F in a n c ia l  Community 
L ia is o n  G roup.

(c )  Mr. W illiam  S c o t t ,  A s s i s t a n t  t o  th e  E x e c u tiv e , th e  U n ite d  
F e d e ra t io n  o f  T e a c h e rs , fo rm e r ly  t h e  A s s i s t a n t  D eputy  C o m p tro lle r  
o f  th e  C i ty  o f  New York in  c h a rg e  o f  m u n ic ip a l s e c u r i t i e s ,  fo rm er 
member o f  th e  New York C i ty  C o n tin g en cy  Com m ittee On B an k ru p tcy  and 
th e  C o m p tr o l le r 's  r e p r e s e n t a t i v e  n e g o t i a t i n g  th e  F e d e ra l  S e a so n a l 
Loan P ro g ram .

(d ) Mr. A1 V ia n i ,  D i r e c t o r  o f  R e se a rc h  and N e g o t ia t io n s ,  
D i s t r i c t  C o u n c il 37 o f  t h e  A m erican F e d e r a t io n  o f  S t a t e ,  C ounty and 
M u n ic ip a l Employees.(AFSCM E).

(e )  Mr. Edward Handman, D i r e c t o r  o f  P u b l ic  R e la t io n s ,  D i s t r i c t  
C o u c il  3 7 , AFSCME.

( f )  Mr. Seymour Mann, A s s i s t a n t  t o  t h e  E x e c u tiv e , AFSCME.

(g ) D r. Raymond H o rto n , S t a f f  D i r e c to r ,  Tem porary Commission 
On C i ty  F in a n c e s .

T hese  in fo rm a n ts ,  a lo n g  w ith  o th e r s  who have r e q u e s te d  

anonym ity , w ere a b le  t o  p ro v id e  in v a lu a b le  in fo rm a tio n  a b o u t th e  

f i s c a l  c r i s i s .

The fo llo w in g  c h a p te r s  w i l l  g u id e  u s  th ro u g h  th e  c o n d i t io n s  

u n d e r w hich New Y o rk 's  economy, and c i t y  governm en t, moved from
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prob lem  t o  c r i s i s .  I t  i s  my i n t e n t i o n  t o  show th e  e b b -an d -flo w  

o f  c l a s s  s t r u g g le  in  r e l a t i o n  to  f i s c a l  c r i s i s .  To t h i s  end , 

th e  fo l lo w in g  c h a p te r  w i l l  a rg u e  t h a t  t h e r e  i s  a  h i s t o r y  from  

w hich  th e  c r i s i s  was p ro d u ced ; a  h i s t o r y  o f  c l a s s  c o n f l i c t .

I n  t h i s  h i s t o r y  l i e s  th e  c l a s s  p ro c e s s  w hich  p ro d u ced  th e  f i s c a l  

c r i s i s  o f  New York C i ty .
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1 1 . PRE-CRISIS CLASS STRUGGLE

D u rin g  th e  l a t t e r  p a r t  o f  197^ th e  m ost p o w e rfu l f a c t i o n s

o f  t h e  h an k in g  and f i n a n c i a l  s e c to r s  o f  New Y ork C i t y 's  c o rp o ra te

e s ta b l is h m e n t  became co n ce rn ed  w ith  th e  a l r e a d y  huge and grow ing

d e b ts  acc u m u la ted  by th e  c i t y  t o  c o v e r  p a s t  and p r e s e n t  b u d g e t

d e f i c i t s .  By t h i s  tim e  th e s e  d e b ts  t o t a l l e d  more th a n  t e n  b i l l i o n

d o l l a r s ,  h a l f  o f  w hich w ere is s u e d  in  s h o r t - te r m  n o te s  and due to

m atu re  w i th in  a  few m on ths. In d e e d , d e b t  s e r v ic e  f o r  197^ a lo n e

exceeded  1 .2 5  b i l l i o n  d o l l a r s  and r e p r e s e n te d  n e a r ly  tw e n ty  p e rc e n t

o f  c i t y  o p e r a t in g  fu n d s  ( re v e n u e s  m inus c a t e g o r i c a l  g r a n ts  and

t r a n s f e r s  from  c a p i t a l  fu n d s )  and tw e lv e  p e rc e n t  o f  t o t a l  c i t y

re v e n u e . F u r th e rm o re , t h e  b u d g e t d e f i c i t  f o r  f i s c a l  y e a r  197^ was

a  huge 1 .9 7 7  b i l l i o n  d o l l a r s  p o r te n d in g  in c re a s e d  b o rro w in g  by  th e
1

c i t y  i n  f i s c a l  y e a r  1 9 7 5 *

An O c to b e r , 197^ r e p o r t  by  B ankers  T r u s t  w arned t h a t  th e  c i t y

would have t o  r o l l - o v e r  1 .2  b i l l i o n  d o l l a r s  in  d e b t  b e fo re  th e  
2

y e a r 's  en d . T h is  r e p r e s e n te d  n e a r ly  tw e n ty - f iv e  p e r c e n t  o f  th e  

t o t a l  s h o r t - t e r m  d e b t and would f u r t h e r  b u rd en  th e  c i t y ' s  b u d g e t 

f o r  f i s c a l  1975 n e c e s s i t a t i n g  b u d g e ta ry  m aneuvers t o  s e c u re  

a d e q u a te  f u n d s . T h is  i s  t u r n  c o u ld  o n ly  s e rv e  t o  d e c re a s e  th e  

m a r k e ta b i l i t y  o f  th e  c i t y ' s  d e b t  o f f e r i n g s .  To B an k ers  T r u s t  and 

th e  r e s t  o f  th e  f i n a n c i a l  com munity t h i s  in d ic a te d  t h a t  t h e  c i t y ' s  

f in a n c e s  w ere  in  d eep  t r o u b l e  and m ig h t ca u se  i t  t o  c e a s e  b e in g  an 

a t t r a c t i v e  in v e s tm e n t .  The s p e c t r e  o f  New York C i ty  b e in g  u n a b le  

t o  borrow  o p e r a t in g  fu n d s  from  th e  m u n ic ip a l c r e d i t  m ark e ts  

became r e a l i s t i c a l l y  p o s s ib le  f o r  t h e  f i r s t  tim e  in  t h e  p o s t-W o rld  

War I I  e r a .  Only in  1933 'l i d  t h e  c i t y  f a c e  s i m i l a r  c i rc u m s ta n c e s ,
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o n ly  t o  be b a i l e d  o u t by th e  c i t y ' s  banks who ra n  th e  c i t y  f o r  th e  
3

n e x t f o u r  y e a r s .

T h is  v e ry  huge d e b t  was th e  r e s u l t  o f  c i t y  b o rro w in g  fu n d s  t o  

c o v e r  th e  g row ing  gap betw een  r a p id l y  in c r e a s in g  o p e r a t in g  ex p en ses  

and in a d e q u a te  re v e n u e s  from  s a l e s  and r e a l  e s t a t e  t a x e s .  The 

p r a c t i c e  o f  b o rro w in g  to  supp lem en t s h o r ta g e s  o f  re v e n u e s  began  in  

1971, th o u g h  th e  c i t y ' s  s h o r t - t e r m  d e b t began  to  s t e a d i l y  r i s e  a s  

e a r l y  a s  th e  I 965-66  f i s c a l  y e a r .  A lo o k  a t  th e  fo l lo w in g  t a b l e  

shows t h a t  th e  s h o r t - te r m  d e b t m u l t ip l ie d  n e a r ly  f i v e  t im e s  d u r in g  

th e  y e a r s  betw een  I 965 1974.

4T a b le  I :  New Y ork C ity  S h o rt-T e rm  D ebt 

F i s c a l  Y ear D eb t in  B i l l i o n s  o f  D o l la r s

1965-66 $ 1 .6  b i l l i o n

1966-67 2 .0

1967-68 2 .4

1968-69 3 .2

1969-70 4 .4

1970-71 6 .5

1971-72 5 .2

1972-73 4 .0
1973-74 ............ 7 .3

I f  we c o n t r o l  f o r  i n f l a t i o n ,  1 .6  b i l l i o n  d o l l a r s  i n  1965 I s  th e  

e q u iv a le n t  o f  4  b i l l i o n  d o l l a r s  t e n  y e a rs  l a t e r .  We can  t h e r e f o r e  

s e e  t h a t  t h e r e  was a  s i g n i f i c a n t  in c r e a s e  in  t h e  c i t y ' s  s h o r t - te r m  

d e b t .  F u rth e rm o re , s in c e  1971 m ost o f  t h i s  d e b t was in c u rre d - s o l e l y  

t o  c o v e r  e x i s t i n g  d e b t s e r v i c e .  I n  o th e r  w ords, th e  c i t y  was 

b o rro w in g  t o  pay  th e  m a tu rin g  d e b t  o f  th e  v e ry  r e c e n t  p a s t .  The c i t y  

had begun t o  borrow  from  c r e d i t o r s  t o  pay i t s  c r e d i t o r s .

T h is  g row ing  gap betw een  ex p en ses  and re v e n u e s  r e p r e s e n t s
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th e  " s t r u c t u r a l  gap" t h a t  O 'C onnor d e f in e s  a s  f i s c a l  c r i s i s ." ^  

c i t y ' s  c a s e ,  i t  was th e  r e s u l t  o f  s e v e re  econom ic r e c e s s io n s ,  on th e  

one hand , and th e  o rg a n iz e d  s t r e n g t h  o f  i t s  w orkers and th e  demands 

o f  i t s  p o o r f o r  an  a d e q u a te  s ta n d a rd  o f  l i v i n g ,  on th e  o th e r .  To 

make t h i s  c la im  i s  t o  s u g g e s t  t h a t  t h e  f i s c a l  c r i s i s  i s  th e  r e s u l t  

o f  c l a s s  s t r u g g le  and t h a t  i t  h as  a  m a te r ia l  b a se  in  th e  a c t io n s  o f  

b o th  c a p i t a l  and la b o r .  The f i n a n c i a l  com m unity, s u f f e r in g  from  

heavy  lo s s e s  in  r e a l  e s t a t e  s p e c u la t io n  a s  w e ll  a s  shak y  in v e s tm e n ts  

in  th e  t h i r d  w o rld , re c o g n iz e d  t h a t  th e  f i s c a l  c r i s i s  p r e s e n te d  a  

r a r e  o p p o r tu n i ty  t o  r e p r e s s  t h e  g row th  and s t r e n g t h  o f  th e  c i t y ' s  

work f o r c e  th ro u g h  th e  i n s t i t u t i o n a l i z a t i o n  o f  a u s t e r i t y .  A t th e  

same t im e , th e  f i s c a l  c r i s i s  posed  a  r e a l  and s e r io u s  t h r e a t  t o  th e  

s t a b i l i t y  o f  th e  b an k in g  sy stem  and th e  s o lu t i o n  to  t h i s  c r i s i s  

w ould be  fram ed t o  s a v e  th o s e  w ith  l a r g e  in v e s tm e n ts  in  c i t y  p a p e r ,  

in c lu d in g  and e s p e c i a l l y  New Y o rk 's  m a jo r b a n k s .

We have a l r e a d y  s t a t e d  t h a t  t h i s  f i s c a l  c r i s i s  d e v e lo p s  o u t

o f  a  p ro lo n g e d  t r a n s f o r m a t io n  in  th e  econom ic b a se  o f  t h e  c i t y .
£

T h is  t r a n s f o r m a t io n  h a s  b een  d is c u s s e d  e lse w h e re . H ere we w i l l  

be c o n te n t  t o  sum m arize th e  d a t a  d e m o n s tra tin g  th e  u n d e r ly in g  c a u s e s  

o f  f i s c a l  c o l l a p s e .  Then we w i l l  be a b le  t o  b e t t e r  u n d e rs ta n d  th e  

t h r e a t  and o p p o r tu n i ty  t h a t  th e  f i s c a l  c r i s i s  p re s e n te d  to  a  r u l i n g  

c l a s s  d e s p e r a te  t o  re im p o se  i t s  d i s c i p l i n e  o v e r  an  o rg a n iz e d  and 

m i l i t a n t  work f o r c e .

The C o lla p s e  o f  th e  C i t y 's  Economy

From 1950 to  th e  p r e s e n t  New York C ity  h as  seen  i t s  

m a n u fa c tu r in g  b a se  eroded  by b o th  econom ic r e c e s s io n  and th e  move­

ment o f  m a n u fa c tu r in g  o u t o f  th e  c e n t r a l  c i t y .  Between 1950 and 1975»
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f o r  in s ta n c e ,  th e  c i t y  l o s t  n e a r ly  f i f t y  p e r c e n t  o f  i t s  m a n u fa c tu r in g

employment. The loss included 1 3 ,4 2 6  firms and 32 4 ,000  jobs between

i960 and 1974 alone.^ Between I 969 and 1976, as the city began to

in c r e a s e  i t s  d e b t ,  more th a n  500,000  jo b s  w ere l o s t ,  n e a r ly  o n e - h a l f

o f  th e s e  i n  f a c t o r y  employment le a v in g  more w o rk ers  d ep en d en t upon

public assistance for support. Indeed in the

1970-1975 p e r io d  . . . th e  l o c a l  economy e x p e rie n c e d  a  s e v e re  
c o n t r a c t i o n ,  lo s in g  4 6 8 ,900  (1 2 .5  p e r c e n t)  o f  i t s  jo b s  . . . 
Betw een 1970 and 1975 e v e ry  i n d u s t r i a l  s e c t o r  d e c l in e d ,  
in c lu d in g  s e r v ic e  and f in a n c e ,  in s u ra n c e ,  and r e a l  e s t a t e ,  
and some d e c l in e d  p r e c i p i to u s ly :  c o n t r a c t  c o n s t r u c t io n ,  29*3 
p e r c e n t ;  t a n s p o r t a t i o n  and p u b l ic  u t i l i t i e s ,  17 p e r c e n t ;  
w h o le sa le  and r e t a i l  t r a d e ,  1 3 .6  p e r c e n t ;  and m a n u fa c tu r in g ,
3 1 .1  p e r c e n t .  The lo s s e s  in  th e  s e r v ic e s  and f in a n c e ,  
in s u ra n c e ,  and r e a l  e s t a t e  s e c to r s  w ere s m a l le r  th a n  e l s e ­
w here -  1 .9  p e r c e n t  and 8 .1  p e r c e n t ,  r e s p e c t iv e l y  -  b u t 
c o n t r a s t e d  s h a r p ly  w ith  t h e  r a p id  g row th  each  s e c to r  
e x p e r ie n c e d  in  th e  1950s  and I 96OS.8

N or w ere th e  c i t y ' s  l a r g e s t  c o rp o r a t io n s  immune from  c o n t r i b ­

u t i n g  t o  th e  c i t y ' s  econom ic d e c l in e .  I n  I 9 6 5 , f o r  in s ta n c e ,  th e  

c i t y  was th e  h e a d q u a r te r s  f o r  128 o f  t h e  to p  F o r tu n e  500 c o r p o r a t io n s .  

B ut by 1975 th e  f i g u r e  haul d ropped  t o  62 w ith  38 o f  th e s e  c o rp o ra ­

t i o n s  r e l o c a t i n g  t o  th e  l e s s  c o s t l y  su b u rb s  o r  r e g io n s  o f  th e  
9country. The city was losing employment and revenue from both

i t s  m a n u fa c tu r in g  and c o r p o r a te  h e a d q u a r te r  s e c t o r s .  In  t h e  p ro c e s s

th e  econom ic b a se  o f  th e  c i t y ' s  economy was t ra n s fo rm e d .

With this overall and significant decline in the city's economy

came an in c re a s e d  unem ploym ent r a t e ,  a  t r a n s f o r m a t io n  to  a  s e r v ic e

o r ie n t e d  economy, and a  re v e n u e  b a se  w hich co u ld  n o t m a in ta in  p ace

with expanding city expenses. The city found itself providing

s u p p o r t  and s e r v ic e s  t o  t h e  unem ployed an d , f o r  a  lu c k y  few , jo b s  

t o  c u sh io n  th e  dow nturn  in  th e  l o c a l  economy. As th e  c i t y ' s

unem ploym ent r a t e  c l im b e d f ro m  4 .8  p e rc e n t  in  1970 t o  1 0 .6  p e r c e n t
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in  1975 and "wage and s a l a r y  employment d ropped  13%, from  3 >797>700

in  I 969 to  3>287>800 in  1 9 7 5 > ■ • • m u n ic ip a l employment r o s e  "by 

103 0 ,0 0 0 ."  T hese w ere in d e e d  y e a r s  in  w hich m u n ic ip a l employment

grew in  le a p s  and bounds: th e  c i t y  in c re a s e d  i t s  f u l l - t i m e

employment by 43 p e rc e n t  betw een  i 960 and 1970. T h is  p ro v id e d  an

o rg a n iz in g  b a se  f o r  t h e  c i t y ' s  m u n ic ip a l u n io n s  a s  th e y  in c re a s e d

t h e i r  m em bership by 300 p e r c e n t ,  th e re b y  in c r e a s in g  t h e i r  p o t e n t i a l

in f lu e n c e  w i th in  th e  c i t y ' s  pow er s t r u c t u r e .  A t t h e  same t im e , th e

c i t y  c o u ld  n o t p o s s ib ly  employ a l l  th o s e  l e f t  jo b le s s  w ith  th e

11r e s u l t i n g  in c r e a s e  in  th e  s i z e  o f  th e  w e lfa re  r o l l s .  In  th e  d ecade

betw een  i 960 and 1970 th e  p r o p o r t io n  o f  t h e  c i t y ' s  p o p u la t io n

r e c e iv in g  p u b l ic  a s s i s t a n c e  in c re a s e d  from  324 ,200  o r  4  p e r c e n t  o f

th e  p o p u la t io n  in  i 960 t o  1 ,0 9 4 ,7 0 0  o r  14 p e rc e n t  i n  1970.

As th e  c i t y ' s  w e lf a r e  r o l l s  in c re a s e d  p o o r p e o p le  m o b iliz e d

to  a g i t a t e  f o r  b e t t e r  h o u s in g , h ig h e r  w e lfa re  r a t e s ,  b e t t e r  m e d ic a l

t r e a tm e n t ,  d a y -c a re  c e n t e r s ,  jo b  t r a i n i n g  and d i r e c t  p a r t i c i p a t i o n  in

th e  c i t y ' s  p u b l ic  e d u c a tio n  sy s te m . The w ag e le ss  p o o r  w ere dem anding

a  s o c i a l  wage; an  a d e q u a te  l e v e l  o f  income to  s u p p o r t a  m a te r i a l l y

d e c e n t s ta n d a rd  o f  l i v i n g  even w ith o u t d i r e c t  p r o d u c t iv i t y  t o  s e rv e

12c a p i t a l  o r  t h e  c a p i t a l i s t  s t a t e .  And w h ile  some o f  th e  fu n d in g  

to  s u p p o r t th e s e  s e r v ic e s  came from  New Y ork S t a t e  and F e d e ra l  

g r a n t s ,  o f t e n  r e q u i r i n g  m a tch in g  c i t y  fu n d s , th e  c i t y  i t s e l f  con­

t r i b u t e d  a  grow ing  p r o p o r t io n  o f  i t s  own re v e n u e s . T ab le  I I ,  on 

th e  fo llo w in g  p ag e , d e m o n s tra te s  t h i s  grow ing  dependence upon c i t y ,  

s t a t e  and f e d e r a l  re v e n u e s  t o  s u p p o r t  th e  s o c i a l  wage and t o  p ic k  

up th e  p ie c e s  l e f t  by c a p i t a l ' s  r e c e s s io n  and m o b i l i ty .
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13T ab le  I I ;  E x p e n d itu re  P a t t e r n  by C i ty  F u n c tio n

______________________ T o ta l  E x p e n d itu re s _________________________ % in c r e a s e

F u n c tio n  F i s c a l  Y ear 1961 F i s c a l  Y ear 1976 /A ° r

W elfa re 12 .J/o 2 2 . 6* 1 0 .3 *

H o s p i ta l s 8 .2 9 -7 1 .5
H ig h e r E d u c a tio n ' 1 .9 4 .5 2 .6

S u b to ta l 22 Mo 3 6 . 8* 14.

P o l i c e 9 .5 6 .4 (3 -1 )
F i r e 4 .9 2 .8 ( 2 . 1)

S a n i t a t i o n 5 .4 2 .7 ( 2 .7 )
E d u c a tio n 2 5 .6 1 8 .4 (7 .2 )

S u b to ta l 45-5* 3 0 .3 * (1 5 .1 * )

T o ta l  Tax Levy E x p e n d itu re s *  in c r e a s e

F u n c tio n F i s c a l  Y ear 1961 F i s c a l  Y ear 1976 (d e c re a s e )

W elfa re 5 -6 * 1 1 .3* 6 . 0*

H o s p i ta l s 8 .8 5 .4 (3 -4 )
H ig h er E d u c a tio n 1 .2 2 .1 0 .9
S u b to ta l 15 .6$ 1 9 .1* 3 .5 *
P o l i c e 1 2 .0 11 .1 ( 0 .9 )
F i r e 5 .9 4 .7 ( 1 . 2)

S a n i t a t i o n 6 .2 3 .8 (2 .4 )
E d u c a tio n 2 1 .0 1 4 .9 ( 6 . 1)
S u b to ta l > 5 .1 * 34 .5* ( 1 0 . 6* )
S o u rc e : a d a p te d  from  t a b l e s  p ro v id e d  by th e  T em porary Comm ission On 

C i ty  F in a n c e s

As th e  d a t a  d e m o n s tra te ,  e x p e n d i tu re s  f o r  w e lf a r e  a s s i s t a n c e  

in c re a s e d  d u r in g  th e  1961-7 6  p e r io d .  T h is  was due t o  b o th  an 

in f u s io n  o f  F e d e r a l  and S t a t e  m on ies , a s  ev id en ced  by th e  r i s i n g  

p r o p o r t io n  o f  t o t a l  e x p e n d i tu r e s  w hich  in c lu d e  F e d e r a l  and S t a t e  a i d ,  

and an in c r e a s e  in  th e  p r o p o r t io n  o f  t a x  le v y  e x p e n d itu re s  a l l o c a t e d  

from  th e  c i t y ' s  c o l l e c t e d  t a x  re v e n u e s .  And w h ile  t h i s  in  i t s e l f  

d o es  n o t  a d e q u a te ly  d e m o n s tra te  a  b u rden  on th e  c i t y ' s  r e v e n u e s ,
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i t  n e v e r th e le s s  in d i c a t e s  a  s h i f t  in  t h e  e x p e n d itu re  p a t t e r n s  a s  

th e  c i t y ' s  economy moved in t o  s e r io u s  d e c l in e .  In d e e d , i f  we tu r n  

t o  T a b le  I I I ,  on t h e  fo l lo w in g  p ag e , we can  s e e  t h i s  more c l e a r l y .  

W hile  w e lfa re  e x p e n d i tu r e s  c o n s t i t u t e d  1 2 .3  p e r c e n t  o f  c i t y  re v e n u e s  

in  f i s c a l  y e a r  1961, by f i s c a l  y e a r  1971 w e lf a r e  e x p e n d i tu re s  had 

in c re a s e d  t o  2 2 .5  p e r c e n t  o f  t o t a l  c i t y  r e s o u r c e s .  Compare t h i s  

t o  th e  p r o p o r t io n  o f  re v e n u e s  a l l o c a t e d  f o r  p o l i c e ,  f i r e  and 

s a n i t a t i o n  s e r v i c e s ,  a l l  o f  w hich d e c re a se d  o v e r t h i s  t im e .  N ever­

t h e l e s s ,  a  word o f  c a u t io n  i s  a d v is a b le  h e r e .  Much o f  t h i s  re v e n u e  

was a l l o c a t e d  from  g r a n t s  and program s m andated and funded  by b o th  

th e  f e d e r a l  governm ent and New Y ork S t a t e .  F o r  exam ple, th e  

T em porary  Com m ission on C i ty  F in a n c e s  n o te d  t h a t

State and Federal aid contributed significantly to the growth 
and reorientation of City expenditures during the JL96I-I976 
fiscal period. State and Federal aid increased from $565 .2  
million, or 23 percent of the fiscal year I96I budget, to 
$5.7 billion, or 47 percent of the fiscal year 1976 budget.

The Com m ission th e n  c a u t io n s  u s  t h a t

W elfa re  and H o s p i ta l  c o s t s ,  w hich in c lu d e  
n e a r ly  $ 4 .3  b i l l i o n  and r e p r e s e n t  th e  m a jo r f u n c t io n a l  
e x p e n d i tu re  p rob lem s fa c e d  by th e  C i ty .  A lth o u g h  75 p e rc e n t  
o f  w e lf a r e  and m e d ica id  b e n e f i t s  a r e  p a id  f o r  by S t a t e  and 
F e d e r a l  a i d ,  com bined w e lfa re  and h o s p i t a l  e x p e n d itu re s  
exceed  com bined p o l i c e ,  f i r e ,  s a n i t a t i o n ,  and e d u c a tio n  
e x p e n d i tu r e s .15

N e v e r th e le s s ,  a c c o rd in g  to  th e  T em porary C om m ission 's  own d a t a ,

t h e  p r o p o r t io n  o f  c i t y  t a x e s  expended f o r  w e lfa re  f u n c t io n s  in c re a s e d

o n ly  6 .5 p e r c e n t  betw een  f i s c a l  y e a r s  I96I and I97I . And w h ile  much

o f  th e  p r e s s u r e  t o  in c r e a s e  th e s e  fu n d s  came from  th e  p o o r th e m se lv e s ,

a lo n g  w ith  t h e i r  a l l i e s  in  t h e  w e lf a r e  r i g h t s  movement, much o f  t h i s

money went t o  s u p p o r t  a  g row ing  maze o f  c i t y  a g e n c ie s  s e r v ic in g  th e

16p o o r , and n o t  n e c e s s a r i l y  t o  th e  p o o r th e m s e lv e s .
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1?
T ab le  I I I :  P e rc e n ta g e  o f  R eso u rce  S h a re s  A llo c a te d  to  M ajor F u n c tio n s  
_______ o f  th e  C ity  o f  New Y ork: F i s c a l  Y ears  1961, 1966, 1971 & 1976

F u n c tio n FY '6 1 FY ’ 66 FY '71 FY '7 6
P o l i c e :

E x p e n d itu re s 9-5% 9.1% 7-J?o 6.ty%
Tax Levy 1 2 .0 1 1 .5 1 2 .9 11 .1
Employment 1 2 .8 1 2 .5 1 2 .3 1 2 .0

F i r e :
E x p e n d itu re s 4 .9 4 .5 3 .4 2 .8
Tax Levy 5 -9 5 -7 5 -8 4 .7
Employment 6 .2 5 -6 5 -4 4 .8

S a n i t a t i o n :
E x p e n d itu re s 5 .4 4 .4 3 .4 2 .7
Tax Levy 6 .2 5 .7 5 .2 3 .8
Employment 6 .8 5 -8 5 .4 4 .7

E d u c a tio n :
E x p e n d itu re s 2 5 .6 2 4 .7 2 0 .6 1 8 .4
Tax Levy 2 0 .9 2 0 .7 1 8 .9 1 4 .9
Employment E d u c a tio n d a ta  w ere n o t com parab le  d u r in g

t h i s  p e r io d

W e lfa re :
E x p e n d itu re s 1 2 .3 14 .1 22 .5 2 2 .6
Tax Levy 5 .6 7 .5 12 .1 1 1 .6
Employment 4 .3 6 .2 8 .9 9 .2

H ig h e r  E d u c a tio n :
E x p e n d itu re s 1 .9 2 .3 4 .0 4 .5
Tax Levy 1 .2 1 .3 3 .0 2 .1
Employment 2 .1 3 .2 5 .4 7 .1

H o s p i ta l s :
E x p e n d itu re s 8 .2 8 .6 9 .4 9-7
Tax Levy 8 .8 9 .5 6 .4 5 .4
Employment 1 9 .2 1 5 .0 14 .1 1 5 .2

T o ta l  P e rc e n ta g e
o f  E x p e n d itu re 6 7 .8 6 7 .7 7 0 .6 67.1
T o ta l  P e rc e n ta g e
o f  Tax Levy 6 0 .6 6 1 .9 6 4 .3 5 3 .6

T o ta l  P e rc e n ta g e
o f  Employment 5 1 .4 4 8 .3 5 1 .5 5 0 .3
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Despite this, we might still argue that the growth and 

redirection of the city's budget reflected the urban insurgency 

characteristic of the i960's. The process of allocating city 

resources reflected the militance of the city's impoverished and 

working class population. There was rebellion in the city and a 

redirected budget was the price to be paid for some semblance of 

order.

A major beneficiary of this militant era were the city's labor

unions. Throughout America's major cities, beginning with the mid-

1950's» a new wave of labor organizing resulted in the unionization

of more workers than in any period with the exception of the great
18depression of the 1930's. In fact, the workers most likely to 

be harshly affected by the current austerity, that is, municipal 

and public employees, were the most successfully organized and 

experienced the most rapid expansion of unionization during this 

pre-austerity expansionary period. Public employees at all govern­

mental levels, Federal, State and City, were organized to such a 

great extent that their numbers actually doubled between i960 and

I968 alone. By I968 union strength among public employees had
19grown to over two million members. ' For example, membership in

the American Federation of State, County, and Municipal Employees

(AFSCME) swelled from 150,000 in 1950 to 400,000 in 19?2. In New

York City alone, District Council 37 of AFSCME grew to include more
?0than 100,000 workers. To further highlight the extent of the 

organizing effort among public sector workers we must recognize 

that this was a period in which the proportion of American workers 

belonging to unions actually decreased. Furthermore:
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By 197^ governm ent em ployees a t  a l l  l e v e l s  a c c o u n ted  f o r  
1 3 -5/0 o f  a l l  u n io n iz e d  em ployees, up from  10.?% in  I 9 6 8 .
D u rin g  th e  same y e a r s ,  th e  p r o p o r t io n  o f  th e  u n io n iz e d  
la b o r  f o r c e  in  t h i s  c o u n try  d e c l in e d ,  from  2 3 . 0% in  I 968 
to  21.?% in  197^5 t h i s  in  i t s e l f  i s  a  d ra m a tic  d e c re a s e  
from  th e  h ig h  p o in t  i n  u n io n  o r g a n iz a t io n  o f  35*5% o f  
th e  l a b o r  f o r c e  in  19^5* T h e re fo re ,  t h e  in f lu e n c e  o f  
p u b l ic  em ployees among 'u n io n ized  w o rk ers  i s  even g r e a t e r  
th a n  would a p p e a r  a t  f i r s t  g la n c e ,  and th e y  a r e  one o f  
th e  few a r e a s  o f  t h e  l a b o r  f o r c e  w here u n io n iz a t io n  i s
in c r e a s i n g .21

In  c i t i e s  a c ro s s  t h e  n a t io n  p u b l ic  s e c t o r  w o rk e rs  w ere 

o rg a n iz in g ,  lo b b y in g , an d , m ost im p o r ta n t ly ,  s t r i k i n g ,  r e g a r d l e s s  

o f  l e g a l  b a r r i e r s  f o r b id d in g  many p u b l ic  w o rk ers  t o  s t r i k e .  H ence, 

th e  s ig n i f i c a n c e  o f  th e  p u b l ic  em ployee u n io n s  c a n n o t be  u n d e r­

e s tim a te d *  th e y  e f f e c t i v e l y  s h u t  down im p o r ta n t c i t y  s e r v ic e s  

i n  t h e  r e c e n t  p a s t ,  f o r  how ever b r i e f  a  t im e .  I n  New York C i ty ,  

f o r  in s ta n c e ,  tw e n ty - f iv e  p e r c e n t  o f  a l l  u n io n  members a r e  in  th e  

p u b l ic  s e c t o r .  By 19&9 th e s e  p u b l ic  u n io n s  had. grown to  su c h  an 

e x te n t  a s  t o  have o rg a n iz e d  th e  p u b l ic  w ork ers  in  e ig h ty  p e rc e n t  

o f  c i t i e s  w ith  p o p u la t io n s  g r e a t e r  th a n  1 0 ,0 0 0 ; t h i s  from  a  low 

f i g u r e  o f  t h i r t y - t h r e e  p e r c e n t  in  1938. T h is  v e ry  r a p id  o rg a n iz in g  

e x p e r ie n c e  cau sed  a n a ly s t s  t o  d e c l a r e  t h a t  " th e  1960 ' s  have a l r e a d y  

ea rn e d  a  p la c e  i n  la b o r  r e l a t i o n s  h i s t o r y  a s  th e  d ecad e  o f  th e  

p u b l ic  em ployee.

A long w ith  t h i s  o rg a n iz in g  e x p e r ie n c e  p u b l ic  w orkers became 

among th e  m ost m i l i t a n t  w o rk e rs . They o f te n  c o n f ro n te d  governm ent 

w ith  demands f o r  h ig h e r  w ages, b e t t e r  h e a l th  and r e t i r e m e n t  b e n e f i t s ,  

s h o r t e r  h o u rs  w ith  b e t t e r  w ork ing  c o n d i t io n s ,  and an  in c r e a s e  in  th e  

s i z e  o f  t h e  p u b l ic  w o rk fo rc e . A c ro ss  t h e  n a t io n  th e  s t r i k e  by 

p u b l ic  w o rk ers  became commonplace w h e th e r th e y  be l e g a l  o r  n o t ,  

w ith  o r  w ith o u t t h e  s a n c t io n  o f  th e  u n io n  h ie r a r c h y  o r  th e  s u p p o r t
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o f  t h e  p u b l i c .  In d e e d , in  m ost c a s e s  th e s e  s t r i k e s  w ere i l l e g a l  and

w ere met w ith  f o r c e f u l  r e s i s t a n c e  from  governm en ts i n t e n t  on k e e p in g

la b o r  c o s t s  a s  low a s  p o s s i b l e .  I n  any  c a s e ,  s t r i k e s  by p u b l ic

w o rk ers  in v o lv e d  more w o rk ers  f o r  lo n g e r  p e r io d s  o f  tim e , a s  p u b l ic

em ployee u n io n iz a t io n  p ic k e d  up in c r e a s in g  num bers o f  members.

" I n  1953> t h e r e  w ere o n ly  t h i r t y  s t r i k e s  a g a in s t  s t a t e  and l o c a l

g ov ern m en ts ; in  I 966 and 1967* th e r e  w ere 152 and 181 s t r i k e s ,

23r e s p e c t i v e l y . "  J F u r th e rm o re , 310»000 s t a t e  and l o c a l  governm ent

em ployees co n d u c ted  ^-90 s t r i k e s  in  th e  y e a r  en d in g  O c to b e r , 1 9 7 5 1

a c c o rd in g  t o  th e  C ensus B u reau . T h is  was a  72 p e r c e n t  in c r e a s e  o v e r

th e  number o f  s t r i k e s  in  f i s c a l  197^» a s  governm en ts began  t o  c ra c k
oh,

down on p u b l ic  w o rk e rs . A t t h e  v e ry  l e a s t ,  t h e s e  w o rk ers  had 

d e m o n s tra te d  t h e i r  r e s o lv e  t o  in c r e a s e  t h e i r  wage and b e n e f i t  

p a c k a g e s . The more p r o g r e s s iv e  u n io n s , on th e  o th e r  hand , form ed 

a l l i a n c e s  w ith  c l i e n t s  t o  u n i t e  in  a  common e f f o r t  a g a in s t  l o c a l ,  

s t a t e  and f e d e r a l  g o v ern m en t. S o c ia l  w o rk ers  in  New York C i ty  w ere 

an  exam ple o f  th e  e f f o r t  t o  u n i t e  w o rk ers  and c l i e n t s  in  a  common 

s t r u g g l e .  R e g a rd le s s  o f  u n io n  s t r a t e g y ,  p u b l ic  w ork ers  had in d ic a te d  

t h e i r  p o t e n t i a l  power in  t h e  a d m in is t r a t io n  o f  c i t y  s e r v i c e s .

F u rth e rm o re , money w hich  m igh t be expended to w ard s  m aking 

b u s in e s s  more p r o f i t a b l e  was now b e in g  a l l o c a t e d  f o r  in c re a s e d  wages 

and b e n e f i t s  t o  c i t y  w o rk e rs . L o c a l b u s in e s s  o f te n  found i t s e l f  w ith  

in c re a s e d  ta x e s  w h ile  fe w e r  l o c a l  fu n d s  w ere a l l o c a t e d  t o  m eet t h e i r  

p ro d u c tio n  re q u ire m e n ts  and in v e s tm e n t n e e d s . The r e s u l t  was a  

" c o n s i s t e n t ,  th o u g h  v a ry in g ,  l e v e l  o f  p r e s s u r e  from  b u s in e s s  t o  keep  

ex p en ses  in  t h e  p u b lic  s e c t o r  low in  o rd e r  t o  f r e e  in v e s tm e n t m onies 

f o r  th e  p r i v a t e  s e c t o r ,  o r  a t  l e a s t  t o  c h a n n e l p u b l ic  m onies th ro u g h
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25c o n t r a c t s  w ith  p r i v a t e  e n t e r p r i s e . "  ^ As c i t y  ex p en ses  in c re a s e d ,  

l o c a l  b u s in e s s  began  to  a p p ly  p r e s s u r e  f o r  a  d e c re a s e  in  th e  c o s ts  

o f  l a b o r ;  i n  o th e r  w ords, d e c re a s e d  wage and b e n e f i t  p ackages  t o  

t h e  c i t y ' s  w o rk e rs . The C i t i z e n 's  B udget Com m ission, a  p r i v a t e  

n o n - p r o f i t  r e s e a r c h  a d v is o ry  o r g a n iz a t io n  whose t r u s t e e s  a r e  

p ro m in en t members o f  New Y o rk 's  c o r p o r a te  s e c t o r ,  w arned a s  e a r l y  

a s  I 969 a b o u t th e  p o s s i b i l i t y  o f  f i s c a l  c r i s i s  a s  ex p en ses  in c re a s e d  

and re v e n u e s  d e c re a s e d .  T hese  w arn in g s  began even a s  th e  c i t y ' s  d e b t 

in c r e a s e d ,  y e t  th e y  went unheed ed . T h is  was n o t b e c a u se  th e y  w ere 

u n founded ; r a t h e r ,  i t  was due t o  t h e  p o l i t i c i z a t i o n  o f  th e  c l a s s  

s t r u g g le  in  t h a t  governm ent a d m in i s t r a t io n s ,  d e p en d e n t upon u n io n  

s u p p o r t  f o r  r e e l e c t i o n ,  c o u ld  n o t  m ere ly  d is m is s  w o rk er dem ands.

T h ese  demands by c i t y  em ployees co u ld  o n ly  be  ig n o re d  a t  t h e  expense  

o f  " p u b l ic  o rd e r"  and e s s e n t i a l  c i t y  s e r v i c e s .  F o r  t h e  f i r s t  t im e  on 

su ch  a  l a r g e  s c a l e ,  p u b l ic  em ployees w ere show ing t h e i r  p o t e n t i a l  

pow er.

I t  was w i th in  t h i s  c o n te x t  o f  th e  p o l i t i c i z a t i o n  o f  c l a s s  

s t r u g g le  t h a t  p u b l ic  s e c t o r  w ork ers  o rg a n iz e d , m o b iliz e d  and 

p r e s s u re d  th e  governm ent f o r  in c r e a s e s  in  th e  v a lu e  o f  t h e i r  la b o r  

pow er. P r o f i t  c r i t e r i a  a r e  a b s e n t  in  th e  p u b lic  s e c t o r  and th e  v a lu e  

o f  a  w o rk e r 's  la b o r  pow er c e a s e s  t o  be m easured  by e i t h e r  th e  

p r o f i t a b i l i t y  o f  th e  b u s in e s s  o r  th e  p r o d u c t i v i t y  o f  th e  la b o r  pow er. 

As a  r e s u l t ,  wage and b e n e f i t  p ack ag es  seem to  lo s e  th e  i n h i b i t i o n s  

and l i m i t a t i o n s  o f  th e  m a rk e tp la c e . Wages a r e  s e t  s o l e l y  by th e  

s t r e n g t h  o f  c o n te n d in g  c l a s s e s ,  o r  r a t h e r  by t h e  c o n f l i c t  betw een , 

i n  t h i s  c a s e ,  p u b l ic  w o rk ers  and th e  governm en t.

More im p o r ta n t ly ,  p u b l ic  w o rk ers  re c o g n iz e d  t h i s  and ex p e c te d
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higher wages as their right. Often they established a wage and 
benefit parity with the highest paid workers in the corporate sector. 

The mystification and ideology of wage levels being tied to produc­

tivity and profitability bee an e transparently political and lost 

their influence over increasingly militant public workers. 
Consequently, workers demanded and often won unprecedented settle­

ments thereby forcing government to redirect some revenues from 

capital's needs to the workers themselves. This threatened both the 

administrative functions of government - to provide the social 

stability necessary to maintain the legitimacy of capitalism - and 

its economic function of encouraging and assisting the accumulation 

of capital. Indeed, the cost of performing the former function and 

maintaining the "loyalty" of the working class threatened the latter 

as potentially "productive" and profitable expend it vires were drawn 

away from the private sector.

This redirection of government funds away from capital posed 

a threat to the partnership between government and industry. Seen 

in this light, the fiscal crisis, the loss of manufacturing jobs, 

and the eventual withdrawal of credit and financing from the city all 

result from capital's response to this heightened and politicized 

mobilization of public sector workers, along with the "clients" of 

the welfare state. Capital needed to reassert its control over 
government policy so that its needs, and not the needs of workers and 

poor people, would be met. Control over the budgetary process of 

New York City became the strongest and most direct method to 

reimpose control.

Before we discuss the methods through which control was
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re im p o sed , l e t  u s f i r s t  exam ine th e  c l a s s  s t r u g g le  in  th e  p u b lic  

s e c t o r  o c c u r r in g  p r i o r  t o  t h e  f i s c a l  c r i s i s .  We s h a l l  s e e  t h a t  t h e  

m i l i t a n c e  o f  New York C i t y 's  w o rk ers  in d e e d  c o n s t i t u t e d  a  t h r e a t  

t o  t h e  d i s c i p l i n e d  a d m in is t r a t io n  o f  c i t y  governm en t: th e  p u b l ic  

s e c t o r  was no lo n g e r  i s o l a t e d  from  th e  u n io n  movement.

P r e - C r i s i s  U nion A c tiv ism ; P ro d u c in g  C r i s i s  Through C la s s  S tr u g g le  

M a rx is t  and m ain stream  s o c i a l  s c i e n t i s t s  a l i k e  have r e f e r r e d  

t o  th e  pow er o f  th e  new ly form ed p u b l ic  em ployee u n io n s . We have 

a l r e a d y  ta k e n  n o te  o f  th e  e f f e c t  o f  th e  p a s t  m i l i t a n c e  o f  p u b l ic  

em ployees and t h e i r  u n io n s  on New York C i t y 's  g row ing  e x p e n d itu re s  

and d e f i c i t s .  W orker m i l i t a n c y  d u r in g  th e  1 9 6 0 's  weakened c a p i t a l ' s  

c o n t r o l  o v e r  t h e  p ro c e s s e s  s h a p in g  governm ent o p e r a t io n s .  S o c ia l  

p r o t e s t  c h a l le n g e d  a d m in i s t r a t iv e  a u t h o r i t y ,  th e re b y  c h a l le n g in g  

th e  fo rm s o f  a c c o u n ta b i l i t y  t h a t  had been  e s ta b l i s h e d  f o r  b u d g e ta ry  

p r o c e d u r e s . U nder t h e  im pact o f  w orker a c t iv is m , c i t y  management was 

fo r c e d  t o  s t r a y  from  th e  r a t i o n a l i t y  t h a t  was presum ed t o  c h a r a c te r i z e  

th e  c o r p o r a te  in f lu e n c e  in  c i t y  governm ent: t h a t  i s ,  " p u b lic "  

a c c o u n ta b i l i t y ,  an  a c c u r a te  and n o n -d e c e p tiv e  means o f  c a l c u l a t i n g  

and d i s c l o s i n g  re v e n u e s  and e x p e n se s , c l e a r  j u r i s d i c t i o n  o v e r  th e  

u se  and dep loym ent o f  c i t y  em ployees, th e  m easurem ent and en co u rag e­

ment o f  p r o d u c t i v i t y ,  and an  o v e r a l l  em phasis on d e c re a s in g  la b o r  

c o s t s .  P iv e n  and C low ard , w r i t i n g  a b o u t t h e  co n seq u en ces  o f  p u b l ic  

em ployee a c t iv is m ,  m a in ta in e d  t h a t

U nder t h e  im pact o f  th e s e  p r e s s u r e s ,  m u n ic ip a l governm ents 
i n  t h e  o ld e r  m a n u fa c tu r in g  c i t i e s  w ere fo rc e d  t o  make 
c o n c e s s io n s  in  t h e  form  o f  e n la rg e d  p a y r o l l s ,  h ig h e r  s a l a r i e s  
and f r i n g e  b e n e f i t s ,  and new s e r v i c e s .  Most o f  th e s e  g a in s  
w ere won by th e  b e t t e r  o rg a n iz e d  m u n ic ip a l w o rk e rs , who had 
th e  pow er t o  s h u t  down th e  s e r v ic e s  and f a c i l i t i e s  on w hich 
th e  m u n i c ip a l i t i e s  d ep en d ed . However, th e  m in o r i ty  p o o r
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a l s o  made g a in s :  th e y  g o t e n la rg e d  w e lfa re  b e n e f i t s ,  a  
l a r g e r  s h a re  o f  m u n ic ip a l jo b s ,  and some new s e r v ic e s  in  
th e  g h e t to e s .2 7

The p r e s s u r e  a p p l ie d  by o r g a n iz a t io n s  r e p r e s e n t in g  m u n ic ip a l

em ployees and th e  p o o r fo rc e d  an ex p a n s io n  o f  s o c i a l  s e r v i c e s ,

th e re b y  in c r e a s in g  c i t y  e x p e n d i tu re s  th ro u g h  a  r i p p l e  e f f e c t :  demands

f o r  in c r e a s e s  i n  w ages, b e n e f i t s ,  and th e  s i z e  o f  th e  work f o r c e

(c o n s e q u e n t ly  r e s u l t i n g  in  d e c r e a s e s  i n  m easured p r o d u c t iv i t y )  a llo w ed

and in d e e d , en co u rag ed , t h e  ex p an s io n  o f  th e  t o t a l  governm ent s o c i a l  

28s e r v i c e  n e tw o rk . The co n seq u en ce  o f  t h i s  ex p an s io n  ex ten d ed  to  

th e  w hole o r g a n iz a t io n  o f  governm ent and th e  e s ta b l is h m e n t  o f  g o v e rn ­

m e n ta l b u d g e ta ry  p r i o r i t i e s ,  in c lu d in g  a  c h a l le n g e  t o  th e  r a t i o n a l ­

i z in g  o f  c i t y  s e r v ic e s  th ro u g h  th e  r e o r g a n iz a t io n  o f  th e  la b o r  

p ro c e s s  a lo n g  s ta n d a rd  c a p i t a l i s t  c o r p o r a te  p ro c e d u re s .  M anaging 

c i t i e s  became a  p r e c a r io u s  p ro c e s s  o f  b a la n c in g  community need s a s  

r e p r e s e n te d  by m i l i t a n t  c i t y  w o rk e rs , th e  p o o r , m i n o r i t i e s ,  and 

community a c t i v i s t s ,  w ith  c o r p o r a te  dem ands.

As M ayors s t r u g g le d  to  ap p ea se  th e  demands o f  a  v a r i e t y  o f  
in s u r g e n t  u rb an  g ro u p s  w ith  jo b s ,  b e n e f i t s ,  and s e r v ic e s ,  
m u n ic ip a l b u d g e ts  r o s e  p r e c i p i t o u s l y .  B ut so  lo n g  a s  th e  
c i t i e s  w ere in  tu r m o i l ,  th e  p o l i t i c a l  p r i c e  e x a c te d  by th e  
in s u r g e n t s  had t o  be  p a id  in  o rd e r  t o  r e s t o r e  o r d e r .
A c c o rd in g ly , m u n i c ip a l i t i e s  r a i s e d  t h e i r  t a x  r a t e s  d e s p i t e  
t h e i r  w eakening econom ies, and s t a t e  governm ents and th e  
f e d e r a l  governm ent in c re a s e d  g r a n t s - i n - a i d  t o  m u n i c ip a l i t i e s .
By th e s e  m eans, th e  c i t i e s  s ta y e d  a f l o a t  f i s c a l l y ,  and th e y  
's ta y e d  a f l o a t  p o l i t i c a l l y  a s  w e l l .  O v e r a l l ,  t h e  s h a re  o f  
th e  A m erican  n a t io n a l  p ro d u c t c h a n n e led  in to  th e  p u b lic  s e c to r  
r o s e  d r a m a t ic a l ly  i n  th e  1960 ' s ,  and m ost o f  t h a t  r i s e  was 
due t o  e n la rg in g  m u n ic ip a l and s t a t e  b u d g e ts .  '

The New Y ork d a t a ,  p ro v id e d  by t h e  Tem porary Commission On

C ity  F in a n c e s ,  s u p p o r t t h e  above a n a l y s i s .  D u rin g  th e  I 96I - I 976

f i s c a l  p e r io d ,  New Y o rk 's  o p e r a t in g  e x p e n d i tu re s  in c re a s e d  more th a n

f i v e - f o l d ,  from  $2.^+ b i l l i o n  t o  $ 1 2 .8  b i l l i o n .  F u rth e rm o re , a f t e r
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a l lo w in g  f o r  i n f l a t i o n  t h i s  in c r e a s e  was s t i l l  s u b s t a n t i a l ,  

r e p r e s e n t in g  a  t h r e e - f o l d  in c r e a s e  when th e  v a lu e  o f  t h e  d o l l a r  

i s  h e ld  c o n s ta n t .  In d e e d , d u r in g  t h e  y e a r s  m ost c h a r a c te r i z e d  by 

w orker in s u rg e n c y , I 966- I 97I ,  we s e e  an  " u n u s u a l ly  r a p id  g row th  r a t e  

in  / c i t ^ 7  e x p e n d i tu re s  . . . D u rin g  t h i s  p e r io d ,  e x p e n d itu re s  

s u c c e s s iv e ly  in c re a s e d  2 4 .3  p e r c e n t ,  13*5 p e r c e n t ,  1 1 .7  p e rc e n t  

and 1 6 .6  p e r c e n t .

The in c r e a s e  in  e x p e n d i tu re  was c l e a r l y  th e  r e s u l t  o f  in c re a s e d  

p o l i t i c a l  in f lu e n c e  due t o  th e  in su rg e n c y  o f  t h e  p u b l ic  work f o r c e .

A p a r t i a l  en u m era tio n  o f  m a jo r jo b  a c t io n s  by New Y ork C i t y 's  

w o rk ers  d u r in g  t h i s  p e r io d  in c lu d e :

(1 ) A tw e lv e  d ay  jo b  a c t io n  by  t r a n s i t  w o rk ers  in  I 966 r e s u l t i n g  in  a  

f i n a l  l a b o r  s e t t l e m e n t  w ith  a  f i f t e e n  p e r c e n t  in c r e a s e  in  wages o v er 

two y e a r s ,  f r e e  u n ifo rm s , a  $300 p e r  y e a r  p e n s io n  bonus, a s  w e l l  a s  

in c re a s e d  and more com preh en siv e  h e a l th  and  w e lf a r e  b e n e f i t s .  The 

p a n e l  ch o sen  t o  m e d ia te  t h e  s t r i k e  s e t t l e m e n t  e s t im a te d  th e  c o s t  o f  

t h e  package t o  be betw een $60 m i l l i o n  and $65 m i l l i o n .  As im p o r ta n t 

a s  t h e  d i s r u p t i o n  in  c i t y  l i f e  ca u se d  by  t h e  t r a n s i t  s t r i k e  was t h e  

lo s s  o f  b u s in e s s ,  e s t im a te d  a t  $100 m i l l i o n  p e r  d ay  d u r in g  th e  

d u r a t io n  o f  t h e  s t r i k e .

( 2) T h is  s t r i k e  was fo llo w e d  by  new demands from  p o l i c e ,  f i r e f i g h t e r s ,

w e lf a r e  w o rk ers  and p a rk s  d e p a r tm e n t em p lo y ees . The f i r e f i g h t e r s ,

w ith  a  renew ed m i l i t a n c y ,  demanded t h a t  management d ro p  i t s

p r o d u c t i v i t y  p r o p o s a ls  w hich  in c lu d e d  " lo w e r  m anning r a t i o s ,

c o n s o l id a t io n  o f  s t a t i o n s ,  a d ju s tm e n t o f  s h i f t s  t o  com port w ith  th e

31fre q u e n c y  o f  f i r e s . " - ^  I n  a d d i t io n ,  f i r e f i g h t e r s  r e j e c t e d  a  wage and 

b e n e f i t  p ackage  t h a t  p o l i c e  o f f i c e r s  r a t i f i e d ,  le a d in g  t o  p ro lo n g e d
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jo b  a c t io n s ,  slowdowns and th e  p ic k e t in g  o f  c i t y  h a l l  by th e  p o l i c e .

A s e t t l e m e n t  was a g re e d  upon o n ly  a f t e r  th e  f i r e f i g h t e r s  had r e j e c t e d  

th r e e  o f f e r s .  I t  c a l l e d  f o r  a  wage in c r e a s e  o f  $900 and a  b e n e f i t  

package t o t a l l i n g  $642 p e r  w orker f o r  th e  f i r s t  y e a r .  A t t h e  same 

tim e , s a n i t a t i o n  w ork ers  a g re e d  t o  a  c o n t r a c t  c a l l i n g  f o r  a  more 

s e c u re  p e n s io n  p la n  e q u a l l in g  t h a t  o f  th e  o th e r  un ifo rm ed  s e r v i c e s .  

T h is  p la n  c a l l e d  f o r  a  tw e n ty  y e a r  r e t i r e m e n t  p ro v is io n  a t  f i f t y  

p e r c e n t  o f  p ay .

(3 ) A s t r i k e  by  n u r s e s ,  fo llo w e d  by a  d o c t o r 's  s t r i k e ,  c r ip p le d  

th e  d e l iv e r y  o f  h e a l th  c a r e  s e r v i c e s .  The n u rs e s  s t r u c k  and won 

a g a in s t  a  wage s c a l e  " so  low t h a t  s i x t y  p e rc e n t  o f  th e  r e g i s t e r e d  

n u rs e  p o s i t i o n s  i n  th e  m u n ic ip a l h o s p i t a l s  w ere v a c a n t ,"  w h ile  th e  

d o c to r s  won a  wage h ik e  a lm o s t d o u b lin g  t h e i r  h o u r ly  co m p en sa tio n  

from  $ 2 3 .5 0  t o  $ 4 3 .32

(4 ) A t h r e e  week te a c h e r  s t r i k e  i n  I 96? fo llo w e d  a  recom m endation  by 

a  f a c t - f i n d i n g  p a n e l  t h a t  t e a c h e r  work lo a d  be in c r e a s e d .

(5 ) An u n s u c c e s s fu l  s t r i k e  by w e lf a r e  ca sew o rk e rs  p e rh a p s  b e s t

i l l u s t r a t e d  th e  new and em erging  a c t iv i s m .  A s t r i k e  was c a l l e d ,  and

en su ed , d e s p i t e  a c t i v e  o p p o s i t io n  from  D i s t r i c t  C o u n c il 37 o f  AFSCME

r e p r e s e n t in g  s u p e r v is o r y  p e r s o n n e l .  The s t r i k e  c a l l e d  in t o  q u e s t io n

th e  o r g a n iz a t io n  o f  t h e  w e lf a r e  b u re a u c ra c y , i t s  casew ork  p ro c e d u re s ,

w o rk lo ad s and th e  m eager a llo w a n c e s  f o r  w e lfa re  c l i e n t s .  T hese

dem ands a t  once e s t a b l i s h e d  th e  bond betw een  w orker and c l i e n t  in

o p p o s i t io n  t o  th e  c i t y  b u re a u c ra c y .

B a r t  Cohen, a  fo rm e r l e a d e r  o f  t h e  ca se w o rk e rs  . . . a d m itte d  
t h a t  t h e  m i l i t a n t  b re e d  o f  w o rk ers  who w ere b e in g  h i r e d  by 
th e  th o u s a n d s , f r e s h  from  th e  cam puses, r e a c te d  a lm o s t «
r e f l e x i v e l y  a g a in s t  th e  l e a s t  e x e r c is e  o f  management a u th o r i ty -? '5



35

In  r e t r o s p e c t  one w r i t e r ,  fo l lo w in g  t h i s  l i n e  o f  r e a s o n in g ,  a rg u ed  

t h a t

th e  d i s r u p t i v e  t a c t i c s  o f  th e  u n io n  l e a d e r s  w ere o f te n  
c o m p le te ly  i r r e s p o n s ib l e ,  and a t  t im e s  l i t e r a l l y  d i s r u p t i v e .  
Work in  w hich  th e y  had lo n g  ta k e n  p r id e  was condemned a s  
e v i l  and p r u r i e n t  by a l l  s i d e s ,  even by t h e i r  s u p e r io r s .
The r a d i c a l  new w o rk ers  lo o k ed  h a i r y  and unkem pt, seemed 
t o  t a k e  no' p r id e  in  t h e i r  w ork, and r e s i s t e d  d i s c i p l i n e  
and norm al s u p e r v i s io n .3^

T h is  w r i t e r ,  p e rh a p s , gave to o  much em phasis t o  h a i r  s t y l e ;

s t i l l ,  one p o in t  was w e ll  ta k e n :  w o rk ers  in  t h e  w e lf a r e  a g e n c ie s ,

a s  w e l l  a s  i n  o th e r  c i t y  d e p a r tm e n ts , a c te d  m i l i t a n t l y  and c h a l le n g e d

th o s e  p r o d u c t i v i t y  work r u l e s  and re q u ire m e n ts  w hich gave management

i t s  s t r e n g t h .  The e f f e c t  o f  t h i s  a n t i - a u t h o r i t y  a c t iv is m  was t o

d e m o n s tra te  a  common c l a s s  e x p e r ie n c e  among t h e  lo n g -h a i r e d  w e lf a r e

w o rk ers  and th e  s h o r t- c ro p p e d  f i r e f i g h t e r s .  T h is  c l a s s  e x p e r ie n c e ,

and n o t h a i r  s t y l e ,  c r e a te d  th e  n e c e s s i t y  f o r  common th o u g h  n o t

n e c e s s a r i l y  m u tu a lly  c o o rd in a te d  p o l i t i c a l  a c t io n  in  re g a rd  t o  w ork.

The y e a r s  w hich  fo llo w e d  saw in s u rg e n t  a c t io n s  s im i l a r  t o  th o s e

d e s c r ib e d  h e r e ,  w ith  much th e  same e f f e c t :  th ro u g h  th e  o rg a n iz e d

a p p l i c a t i o n  o f  p r e s s u r e ,  w o rk ers  e f f e c t e d  some r e o r g a n iz a t io n  o f

th e  la b o r  p ro c e s s  a s  a  w ho le . C o n se q u e n tly , p r o d u c t iv i t y  d e c l in e d

a s  wages and b e n e f i t s  in c r e a s e d .  T h is  was in d e ed  an in t e n s iv e

s t r u g g le  a g a in s t  work i t s e l f ,  a s

r e a l  co m p en sa tio n  f o r  m ost C i ty  em ployees in c re a s e d  more 
r a p id l y  in  th e  1970-1975 p e r io d  th a n  in  th e  1965-1970 
p e r io d .  The p o l i t i c a l  pow er o f  o rg a n iz e d  w o rk ers  . . . 
e f f e c t i v e l y  in s u la te d  th e  la b o r  p ro c e s s  from  th e  e f f e c t s  
o f  r e s o u r c e  s c a r c i t y . 35

Though, we m igh t ad d , n o t f o r  lo n g . The s c a r c i t y  p roduced  by 

th e  f i s c a l  c r i s i s  would u l t im a te ly  e f f e c t  g a in s  made by w orkers 

d u r in g  p re v io u s  b o u ts  o f  m i l i t a n t  a c t i o n .  I n  f a c t ,  t h e  f i s c a l  c r i s i s
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r e p r e s e n te d  f o r  c i t y  w o rk e rs  th e  a b ro g a t io n  o f  wage, b e n e f i t  and 

work p ro c e s s  g a in s  p r e v io u s ly  won d u r in g  th e  p re c e d in g  d e c a d e .

The c r i s i s  was u sed  to  t u r n  b ack  th e  c lo c k  and r e e s t a b l i s h  

m a n a g e r ia l  a u t h o r i t y .

We have n o t  y e t  e x p la in e d  th e  r i s e  o f  m i l i t a n c y  among p u b lic  

s e c t o r  w o rk ers  d u r in g  t h i s  p e r io d .  A b r i e f  overv iew  o f  th e  r e c e n t  

p a s t  r e v e a ls  t h a t ,  c o n t r a r y  t o  p u b l ic  p e r c e p t io n ,  New York C i t y 's  

u n io n s  w ere n o t v e ry  s t r o n g  p r i o r  t o  th e  jo b  a c t io n s  begun in  I 965-  

I 9 6 6 . In d e e d , c i t y  management d u r in g  Mayor W ag n er's  a d m in is t r a t io n s  

was q u i t e  dom inant d e s p i t e  a  c e r t a i n  sym pathy to w ard s  u n io n ism .

When I  in te rv ie w e d  him in  A ugust 1978, A1 V ia n i ,  D i r e c t o r  o f  R esea rc h  

and N e g o tia t io n s  o f  D i s t r i c t  C o u n c il 37 o f  AFSCME, p ro v id e d  an 

e x p la n a t io n  f o r  t h e  r i s e  o f  p u b l ic  w orker m i l i t a n c y  by p la c in g  i t  

w i th in  an  h i s t o r i c a l  c o n te x t .

To u n d e rs ta n d  th e  r o l e  o f  u n io n ism  you g o t t o  u n d e rs ta n d  what 
happened p r i o r  t o  I 965 and , I  would s a y , a f t e r  th e  Second 
W orld War u n t i l  th e  end o f  1964. P u b l ic  em ployee un io n ism  
was n e v e r  r e a l l y  s t r o n g ,  n o r  was t h e r e  any  fo rm a liz e d  
c o l l e c t i v e  b a rg a in in g  r i g h t s .  M ost o f  th e  s a l a r y  s c h e d u le s  
w ere d e te rm in e d  by u n i l a t e r a l  d e te rm in a t io n  by management 
. . . even u n d e r Mayor W agner's  e x e c u t iv e  o r d e r  w hich 
g ra n te d  some form  o f  n e g o t ia t i o n s  t o  t h e  u n io n . /In  1954 
by e x e c u tiv e  o rd e r  Mayor Wagner re c o g n iz e d  c i t y  w o rk e rs ' 
r i g h t s  t o  o rg a n iz e  and d i s c u s s  w ork ing  c o n d i t io n s .  I n  
1958 Wagner is s u e d  E x e c u tiv e  O rd er No. 49 w hich gave c i t y  
w ork ers  c o l l e c t i v e  b a rg a in in g  r i g h t s ^ /  The b a rg a in in g  was 
so  s t r u c t u r e d  a s  t o  be  w ith in  . . . th e  c i t y ' s  pay  s a l a r y  
p la n  . . . so  we c o u l d n 't  a s k , f o r  exam ple, f o r  a c ro s s  th e  
bo ard  i n c r e a s e s .  They w ere c o n s id e re d  n o t n e g o t ia b le ,  
a r b i t r a t i o n  o f  g r ie v a n c e s  w ere n o t  n e g o t ia b le ,  th e  w e lfa re  
fund  b e n e f i t  was n o t  n e g o t i a b le .  So t h a t  t h e  w hole p ro c e s s  
o f  d e te rm in in g  em ployee wages and how and w hat b e n e f i t s  
em ployees g o t  th ro u g h , I  would s a y , t h e  end o f  1964 th e  
power was e s s e n t i a l l y  in  th e  hands o f  m anagem ent; a lm o s t,
I  th i n k ,  a  u n i l a t e r a l  pow er.

T h e re  i s  a  c o n se n su s  c o n c e rn in g  t h i s  r e l a t i v e  la c k  o f  pow er o f  

p u b l ic  em ployee u n io n s  a t  t h a t  p o in t  in  New York C i t y 's  h i s t o r y .  

C h a r le s  R. M o rr is , one tim e  b u d g e t d i r e c t o r  and now a  v ic e - p r e s id e n t
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a t  C hase M anhattan  Bank, d e s c r ib e d  Mayor W ag n er's  e x e c u tiv e  o rd e r s

and t h e i r  e f f e c t  on p u b l i c  s e c t o r  u n io n s  i n  t h e  fo llo w in g  m anner:

U nions a r e  s t i l l  a  r e l a t i v e l y  new phenomenon in  c i t y  governm ent 
. . . /a n d 7  f o r  t h e  m ost p a r t  m u n ic ip a l u n io n s  d id  n o t  come o f  
ag e  u n t i l  l a t e  i n  R o b e r t W ag n er's  t e n u r e  a s  M ayor. U nionism  
and p u b l ic  employment w ere n o t  c o n c e p ts  t h a t  mixed e a s i l y .  
W ag n er's  p o l i c e  co m m iss io n er, S tep h e n  Kennedy, view ed a  p o l i c e  
u n io n  a s  u n th in k a b le ;  u n t i l  w e l l  i n t o  th e  1960 ' s ,  many te a c h e r s  
c o n s id e re d  u n io n s  in c o m p a tib le  w ith  t h e i r  s t a t u s  a s  
p r o f e s s io n a l s ;  and a  to p  e x e c u t iv e  in  th e  D epartm en t o f  
H o s p i ta l s  s a id  i n  I 962 t h a t  u n io n s  had no p la c e  in  any  agency  
d e v o te d  t o  p u b l ic  s e r v i c e .

A s s o c ia t io n s  o f  c i v i l  s e r v a n ts  and un ifo rm ed  em ployees 
had e x i s t e d  f o r  many y e a r s  and had  o c c a s io n a l ly  w ie ld ed  
r e s p e c t a b le  am ounts o f  p o l i t i c a l  pow er . . . b u t  a l th o u g h  
a s s o c i a t i o n s  w ere o c c a s io n a l ly  e f f e c t i v e  p r e s s u r e  g ro u p s , 
t h e r e  w ere no o r g a n iz a t io n s  w ith  th e  r i g h t  t o  r e p r e s e n t  
em ployees a g a in s t  t h e  governm ent u n t i l  W agner e s t a b l i s h e d  th e  
c i t y ' s  l a b o r  r e l a t i o n s  m ach inery  d u r in g  h i s  f i r s t  and second  
te rm s  in  o f f i c e .  . . By e x e c u tiv e  o r d e r  in  195^» he g ra n te d  
em ployees th e  r i g h t  t o  o rg a n iz e ,  e s ta b l i s h e d  g r ie v a n c e  p ro ­
c e d u re s  -  in  w hich em ployees c o u ld  be  a s s i s t e d  by a  u n io n  
r e p r e s e n t a t i v e  -  and c r e a te d  labor-m anagem ent com m ittees  t o  
d i s c u s s  w ork ing  c o n d i t io n s  and t o  f o s t e r  c o o p e ra tio n  betw een 
management and w o rk e rs . The c i t y ' s  D epartm en t o f  L abo r was 
c r e a te d  t o  c e r t i f y  u n io n s , ap p ro v e  r e p r e s e n t a t i o n  u n i t s ,  and 
a s s i s t  i n  r e s o lv in g  d i s p u t e s .  Em ployee t i t l e s  w ere s im p l i f i e d  
and r a t i o n a l i z e d  in t o  b ro ad  c l a s s e s  t h a t  w ere ro u g h ly  
c o n s i s t e n t  a c r o s s  d e p a r tm e n ts ,  and a  C a re e r  and S a l a r i e s  
A p p ea ls  B oard t h a t  in c lu d e d  u n io n  members was c r e a te d  t o  h e a r  
d i s p u te s  o v e r p ay  and c l a s s i f i c a t i o n s .  The c i t y  a g re e d  t o  
c o l l e c t  u n io n  d u es  th ro u g h  p a y r o l l  d e d u c t io n s  i n  1957» p u t t in g  
u n io n  incom e on a  r e l i a b l e  f o o t in g ,  and u n io n  r e p r e s e n t a t i v e s  
w ere a llo w ed  r e l e a s e  t im e  from  t h e i r  c i t y  jo b s  f o r  un io n  
b u s in e s s .  The f i n a l  b re a k th ro u g h  came in  1958, when Wagner 
is s u e d  h i s  E x e c u tiv e  O rd er No. 49 • . . g r a n t in g  u n io n s  th e  
r i g h t  t o  b a rg a in  c o l l e c t i v e l y  f o r  t h e i r  members. D e s p i te  th e  
sweep o f  W agner's  re fo rm s , t h e r e  was l i t t l e  im m ediate 
d i f f e r e n c e  i n  t h e  c o n d u c t o f  labor-m anagem ent r e l a t i o n s .  The 
u n io n s  w ere s t i l l  v e ry  weak and much more ab so rb e d  in  o r g a n i ­
z a t io n  and s u r v iv a l  i s s u e s  th a n  b r e a d - a n d - b u t te r  p rob lem s o f  
pay  and w ork ing  c o n d i t io n s  . . . W agner d id  w hat h e  c o u ld  t o  
keep  them  t h a t  w ay .3 °

The M ay o r 's  m ethods f o r  k e e p in g  th e s e  new ly form ed u n io n s  

p o w e rle s s  in c lu d e d  e s t a b l i s h i n g  a  c e r t i f i c a t i o n  p ro c e s s  w hich 

frag m e n ted  them  and p re v e n te d  them  from  am assin g  l a r g e  num bers o f  

members, th e re b y  l i m i t i n g  t h e i r  p o t e n t i a l  econom ic and p o l i t i c a l
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i n f l u e n c e .  I n  a d d i t io n ,  t h e  u n io n s  w ere n o t p e rm i t te d  t o  p a r t i c i p a t e

in  c o l l e c t i v e  b a rg a in in g  s e s s io n s  u n t i l  th e y  r e p r e s e n te d  a  m a jo r i ty

o f  w o rk ers  in  a  jo b  c a te g o ry  -  and th e s e  c a t e g o r i e s  c u t  a c r o s s  c i t y

a g e n c ie s .  T h is  made th e  t a s k  o f  o rg a n iz in g  th e  w o rk e rs  b o th

d i f f i c u l t  and c o s t l y .  F i n a l l y ,

t h e  c o l l e c t i v e  b a r g a in in g  r u l e s  th e m se lv e s  w ere d e la y e d  two 
y e a r s  b e fo re  b e in g  is s u e d ,  and when th e y  w ere f i n a l l y  p ro d u ced , 
th e y  c o n s tru e d  th e  e x e c u tiv e  o rd e r  in  th e  n a r ro w e s t p o s s ib le  
te rm s .  The o r d e r  had s t i p u l a t e d  t h a t  u n io n s  had th e  r i g h t  
t o  b a r g a in  o v e r  " te rm s  and c o n d i t io n s "  t o  in c lu d e  o n ly  pay , 
f r i n g e  b e n e f i t s ,  p ro m o tio n s , and tim e  and le a v e  r u l e s .  I n  f a c t ,  
a t  f i r s t  e v e ry th in g  e x c e p t s a l a r i e s  was e f f e c t i v e l y  ex c lu d ed  
from  th e  t a b l e ;  even f r in g e  b e n e f i t s  w ere s e r i o u s l y  n e g o t ia te d  
o n ly  i n  1962 .37

On b a la n c e ,  Mayor W ag n e r's  l a b o r  r e l a t i o n s  s t r a t e g y  seems t o  have

b een  d e s ig n e d  t o  i n h i b i t  t h e  developm en t o f  a  m i l i t a n t ,  a c t i v e ,

p o l i t i c a l l y  i n f l u e n t i a l  and p r o g r e s s iv e  u n io n  movement in  New York

C i t y .  A nthony R u sso , a  management o f f i c i a l  f o r  th e  c i t y  d u r in g  th e

l a s t  f o u r  m ay o ra l a d m in i s t r a t io n s ,  s t a t e d  t h a t  " th e r e  was no r e a l

b a rg a in in g  a t  a l l  . . .  i t  was more o f  a  j o k e . Wi t hout  an

e f f e c t i v e  b a rg a in in g  a g e n t o r  power t h e  c i t y ' s  w o rk ers  w ere fo rc e d

t o  a c c e p t  s u b s ta n d a rd  wage and b e n e f i t  p ack ag es  r e l a t i v e  t o  th e

u n io n iz e d  p r i v a t e  s e c t o r .  I n  o u r in te r v ie w ,  A1 V ia n i  d is c u s s e d  th e

im pact t h i s  had on th e  c i t y ' s  em ployees.

And o v e r  t h e  p e r io d  o f  tim e  em ployee wages . . . k e p t f a l l i n g  
f u r t h e r  and f u r t h e r  b eh in d  com parab le  k in d s  o f  employment 
in  t h e  p r i v a t e  s e c t o r  t o  th e  d e g re e  t h a t  i t  became v e ry  
v e ry  s e v e r e .  And I  t h i n k  t h a t  i s  t h e  p r im a ry  re a so n  o r  
p r im a ry  c a u se  o f  th e  trem endous g ro w th  o f  p u b l ic  em ployee 
u n io n ism  in  th e  c i t y .  The c i t y  had in  f a c t  been  s o lv in g  
i t s  b u d g e ta ry  p ro b lem s by d en y in g  em ployees e q u i t a b le  wage 
in c r e a s e s  and e q u i t a b le  s a l a r y  s c a l e s  in  co m parison  t o  th e  
p r i v a t e  s e c t o r .

By th e  t im e  th e  f i r s t  L in d sa y  a d m in is t r a t io n  had  begun , th e  

u n io n s  had a l r e a d y  b ro k en  away from  a c c e p t in g  t h i s  d e g re e  o f
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p o w e r le s s n e s s .  I n  19^5, f o r  i n s t a n c e ,  D i s t r i c t  C o u n c il 37 o f

AFSCME won a critical representation election among the workers

in the Department of Hospitals. Soon afterward, the small, formerly-

frag m e n ted  u n io n s  w ere jo i n in g  D .C . 37 a s  " th e  e r a  o f  b a lk a n iz e d

39u n io n s  was e n d in g ." -'  When th e  w e lf a r e  w o rk e rs  s t r u c k  t h a t  y e a r ,  

th e  p e a c e fu l  c o e x is te n c e  so  c o m fo r ta b le  f o r  and  f a v o r a b le  t o  manage­

ment was ended , and a  p e r io d  o f  w orker m i l i t a n c y ,  w ith  i t s  trem en ^  

d o u s ly  e s c a l a te d  f re q u e n c y  o f  s t r i k e s ,  slowdowns and s ic k o u t s  had 

a r r i v e d .

The w e lf a r e  s t r i k e  s e t t l e m e n t  s ig n a le d  an  i r r e v o c a b le  s h i f t  
i n  t h e  b a la n c e  o f  l a b o r  r e l a t i o n s  pow er away from  C i ty  H a l l .  
Wagner had opened t h e  d o o r  t o  t h e  ex p a n s io n  o f  u n io n  
in f lu e n c e  among m u n ic ip a l  em ployees; by  s k i l l f u l  m aneuvering  
th ro u g h o u t h i s  l a s t  te rm , he  had  k e p t t h e  o p en in g  t o  th e  
w id th  o f  a  c ra c k ;  b u t  i n  h i s  l a s t  y e a r  in  o f f i c e ,  h e  was 
shoved  a s id e ,  and t h e  u n io n s  came b u r s t in g  th ro u g h , brim m ing 
w ith  th e  d i s c o n te n ts  and f r u s t r a t i o n s  t h a t  had  accu m u la ted  
th ro u g h  th e  lo n g  y e a r s  in  t h e  d a r k n e s s .^0

D u rin g  th e  L in d say  a d m in i s t r a t io n s  c i t y  management found  i t s e l f  

c o n f ro n te d  w ith  u n io n s  t h a t ,  a c c o rd in g  t o  A1 V ia n i ,  "had  gone th ro u g h

a  p e r io d  o f  developm en t and begun  t o  d e v e lo p  some m u sc le ; p o l i t i c a l

m uscle  a s  w e ll  a s  econom ic p o w er."  W orkers engaged in  jo b  a c t io n s

d e s ig n e d  t o  in c r e a s e  t h e i r  wages and b e n e f i t s  w h ile  d e c r e a s in g  th e

am ount o f  w ork r e q u i r e d  o f  them . Mayor L in d sa y , more o f te n  th a n  n o t ,

found  h i s  a d v e r s a ry  s t r o n g  and p e r s u a s iv e  and v e ry  w i l l i n g  to  u t i l i z e

a l l  a v a i l a b l e  s t r a t e g i e s .  The r e s u l t i n g  wage, b e n e f i t  and work

r u l e s  p ack ag es  in c re a s e d  th e  d e s i r e a b i l i t y  o f  c i t y  em ploym ent. In

o u r  in te r v ie w ,  A1 V ia n i e x p la in e d  th e  r a t i o n a l e  b e h in d  th e s e  la b o r

s e t t l e m e n ts  in  t h i s  way:

L in d sa y  b a s i c a l l y  re sp o n d e d  t o  u n io n  arg u m en ts  t h a t  s a id  
in  f a c t  t h a t  t h e  wage s c a l e s  w ere way, way b e h in d  t h e  p r i v a t e  
s e c t o r  and t h a t  t h e r e  had t o  be a  c a tc h - u p .  P r i o r  t o  th e  
L in d sa y  a d m in is t r a t io n  th e  wage in c r e a s e s  w ere v e ry , v e ry
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I n  some in s ta n c e s ,  th e y  w ere n o th in g .  Or th e y  w ere d rag g ed  
o u t o v e r  fo u r  y e a r s  w here t h e r e  w ere maybe w hat th e y  c a l l e d  
one o r  two s t e p s  w i th in  t h e  s a l a r y  s c h e d u le .  B ut t h e  wage 
in c r e a s e s  w ere v e ry ,  v e ry  s m a l l .  So t h a t  u n d e r  t h e  L in d sa y  
a d m in is t r a t io n  t h e  d i s p a r i t y  had become so  g r e a t  t h a t  th e  
u n io n  a rg u ed  u n d e r  t h e  new c o l l e c t i v e  b a r g a in in g  law  t h a t  
t h e r e  had t o  b e  a  c a tc h - u p .  And u n d e r  t h e  L in d sa y  
a d m in is t r a t io n  t h e  wage in c r e a s e s  v a r ie d  -  some w ere 9 p e r c e n t ,  
some w ere 10 p e r c e n t ,  and some w ere 11 p e r c e n t .  T h a t w ent on 
f o r  m ost o f  t h e  L in d sa y  a d m in i s t r a t io n .  The l a s t  in c r e a s e  
t h a t  was n e g o t ia te d  u n d e r  th e  L in d sa y  a d m in is t r a t io n  was an 
8 p e r c e n t  in c r e a s e .  So t h a t  t h e r e  was a  c a tc h -u p  f a c t o r  as  
w e ll  a s  an  a t te m p t t o  keep  up w ith  t h e  r i s i n g  c o s t  o f  l i v i n g  
w hich , a s  you know, u n d e r th e  N ixon a d m in is t r a t io n  was 
ru n n in g  a t  one p o in t  a t  n in e ,  t e n  and e le v e n  p e rc e n t  a  y e a r .
So j u s t  t o  k eep  i n  p la c e  one w ould have t o  g e t  v e ry  
s u b s t a n t i a l  wage in c r e a s e s  w ith o u t h a v in g  a  c u t  in  r e a l  w ages. 
U nder t h e  Beame a d m in i s t r a t io n  / j u s t  p r i o r  t o  t h e  f i s c a l  
c r i s i s /  we n e g o t ia te d  a  1^ p e r c e n t  in c r e a s e  o v e r  two y e a rs  
t h a t  had a  c o s t  o f  l i v i n g  a d ju s tm e n t on to p  o f  t h a t .  T h a t 
added a n o th e r  one o r  two p e r c e n t  t o  t h e  t o t a l  p a c k a g e . We 
f e l t  t h a t  was r e a s o n a b le  i n  l i g h t  o f  t h e  i n f l a t i o n a r y  
f a c t o r s  t h a t  w ere h ap p en in g  in  o u r  economy.

Y et th e s e  c o n t r a c t s  w ere n o t  t h e  r e s u l t  o f  a  c l im a te  o f  o p in io n  

t h a t  f a v o re d  a  d e c e n t wage a s  a  "human" o r  "m o ra l"  r i g h t .  R a th e r ,  

th e  s e t t l e m e n ts  w ere g a in e d  th ro u g h  h a r s h  and o f te n  p r o t r a c te d  

c o n f l i c t ,  s t r u g g le s  a g a i n s t  an  a u t h o r i t y  t h a t  i n  any  c a s e  c o u ld  o n ly  

b e  moved by  pow er. M r. V ia n i  h ig h l ig h te d  t h i s  when h e  r e f e r r e d  to  

t h e  i d e o lo g ic a l  pow er o f  c a p i t a l  and a d m in i s t r a t io n .  F o r tu n e  

M agazine had w r i t t e n  t h a t  t h e  c i t y ' s  e x p en ses  had v a s t l y  in c re a s e d  

in  t h e  d ecad e  p r i o r  t o  t h e  f i s c a l  c r i s i s ,  due i n  p a r t  t o  th e  

u n l im ite d  amount o f  c r e d i t  t h a t  had  b een  a v a i l a b l e  t o  i t .  T h is  

" c r e d i t  c a rd "  c r e a te d  a  s i t u a t i o n ,  a c c o rd in g  t o  t h e  e d i t o r s  o f  

F o r tu n e ,  w here

c i t y  p o l i t i c i a n s  seldom  had t o  b r in g  th e m se lv e s  t o  s a y  no 
to  anybody -  w h e th e r  u n io n  l e a d e r s  m aking e x tra v a g a n t  demands 
a t  c o n t r a c t  t im e  o r  c i t i z e n s  s e e k in g  b e n e f i t s  f o r  th e m se lv e s  
o r  o t h e r s .  I f  t h e  c i t y  governm ent had b een  fo rc e d  t o  m atch 
e x p e n d i tu re s  more c l o s e l y  w ith  re v e n u e s , h a rd  c h o ic e s  would 
have been  u n a v o id a b le .  B ut t h e  b o rro w in g  pow er, co u p led  
w ith  enorm ous p o l i t i c a l  p r e s s u r e s  from  a  c i t i z e n r y  b o th
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accustomed to costly services and suffering from one of 
the highest taxes in the U.S., led city officials to ignore 
fiscal realities. As a result, New York got committed to 
do more things than it could afford.^

Among those commitments were "a slew of services for the
42indigent, the young and the aged." It also included an increase

in the city's overall labor costs. These increases were said not 

to reflect the health of the city's economy or adequate consideration 

of the need for a balanced and accountable budget. In a statement 

that recognized that wages, even for public sector workers, are the 

result of class politics, and not from "free" market forces, Fortune 

maintained that

political considerations have had a lot to do with inflating 
the city's payrolls. Municipal workers number around 300,000 - 
no one is quite sure how many there are - and they are a 
significant political bloc. In the memory of budget officials, 
no mayor since Fiorello La Guardia, who left office in 1945» 
had ever laid off any civil-service workers until this year 
/19757* The Gfty's labor costs, which account for about half 
of the expense budget, have risen by an average of more than 
9 percent annually over the last two decades. In mayoral 
election years, the average payroll rise had been closer to 
14 percent. ^

The magazine was calling for drastic cutbacks in labor costs, 

thereby necessitating a large number of layoffs and/or a reduction 

of wages and benefits, along with an increase in productivity; 

eventually this became the city's strategy to reduce expenses.

Mr. Viani reacted strongly to this solution for fiscal restraint and 

against the suggestion that the demands of the city's unions had 

caused the fiscal crisis.

Fortune * ~ J ~ srcent increases over

simple bullshit. But that's the kind of myth that's been 
perpetuated by a press that is essentially dominated by 
corporate leaders. They are corporation presidents. All 
the presses - they're not owned by the workers. You know 
corporation presidents. And they're going to lie through

twenty That is pure and
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their teeth about what is happening with the wage scale or the 
fringe benefits of public employees. They have lied consis­
tently. The Temporary Commission On City Finances lied.
Ray H orton  / s t a f f  d i r e c t o r  o f  th e  C om m ission/ a d m itte d  i t ;  
t h a t  h i s  f a c t s  w ere w rong. He a d m itte d  i t  in  a  p u b l ic  fo rum , 
^ f o te :  I n  an  in te r v ie w  w ith  me, Ray H o rto n  d e n ie d  m aking any 
su ch  ad m iss io n  and r e a f f i rm e d  h i s  commitment t o  TCCF d a ta  
and c o n c l u s i o n s / /  H is  r e s e a r c h  was shoddy and cheap  and i t  
was a  cheap  s h o t . But t h i s  i s  t h e  k in d  o f  b u l l s h i t  t h a t  th e  
u n io n s  have t o  p u t up w i th .  So t h a t ' s  w hat we d e a l  w ith  and 
f o r t u n a t e l y  p u b l ic  o p in io n  h as  some b e a r in g s  on th e  
n e g o t ia t i o n s  -  b u t i t  d o e s n 't  u l t im a te ly  d e c id e  o r  d e te rm in e  
w hat h a p p e n s . What r e a l l y  d e te rm in e s  w hat h appens i s  pow er -  
p u re , s im p le  m uscle  and n o th in g  e l s e . And so  th e s e  guys 
scream  and y e l l  b u t when i t  comes down t o  th e  b a r g a in in g  t a b l e  
i t  i s  g o in g  t o  be  pow er and th e  r e l a t i v e  pow er o f  th e  u n io n s  
v i s - a - v i s  th e  c i t y  and w h e th e r  in  o u r  ey es  j u s t i c e  i s  g o in g  
t o  be d o n e . T h is  l a s t  s e t t l e m e n t  t h a t  we g o t / J u n e  1 9 7 8 / 
i s  . . .  in  e f f e c t  w hat one p a p e r  s a id :  th e  u n io n s  n e g o t ia te d  
a  c u t  in  t h e i r  w ag es .

This statement puts the decade of labor militancy in its proper 

perspective. Both Mr. Viani and Fortune Magazine, though from 

different class perspectives, recognized that contracts were 

negotiated through the politics of class struggle. During the years 

preceding the fiscal crisis, the city's unions were successfully 

negotiating wage and benefit increases along with work rules pro­

visions decreasing worker productivity. The city's workers were 

receiving more compensation for less work. This indicated the 

strength - the "muscle" - that the city's unions had built.

I n  1978, w e l l  a f t e r  th e  a u s t e r i t y  i n s t i t u t i o n s  had been  p u t 

in t o  o p e r a t io n  and th e  id e o lo g y  o f  s c a r c i t y  had ta k e n  i t s  h o ld  on 

New Y ork C i t y 's  co m m un ities , th e  m u n ic ip a l u n io n s  w ere a c c e p t in g  

c o n t r a c t s  t h a t  would re d u c e  t h e i r  wages and b e n e f i t s ,  r e l a t i v e  t o  

i n f l a t i o n ,  and in c r e a s e  t h e i r  m easured  p r o d u c t i v i t y  th ro u g h  changes 

i n  work r u l e s  r e m in is c e n t  o f  th e  c l a s s i c a l  sp e e d -u p . Work r u l e s  

w ere changed , wages and b e n e f i t s  re d u c e d ; a l l  t h i s  p o in te d  t o  t h e  

d r a s t i c  and d ra m a tic  lo s s  o f  power t h a t  t h e  u n io n s  s u f f e r e d .
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I t  was th e  c a se  t h a t  m u n ic ip a l w o rk e rs  in  New York C i ty  w ere 

a b le  t o  e x a c t g en e ro u s  c o n c e s s io n s  from  th e  c i t y  d u r in g  Mayor 

L in d s a y 's  a d m in i s t r a t i o n s .  The p o l i t i c a l  and s o c i a l  c l im a te  d u r in g  

th e  L in d sa y  y e a r s  was q u i t e  th e  o p p o s i te  o f  t h e  r e t r a c t i v e  econom ic, 

p o l i t i c a l  and s o c i a l  p o l i c i e s  o f  th e  m id d le  t o  l a t e  1 9 7 0 's .  U nion 

pow er w as, a t  t h e  same t im e , b o th  r e a l  and i l l u s o r y .  I t  was r e a l  

in  t h e  s e n s e  t h a t  th e  p u b l ic  em ployee u n io n  movement had b ro k en  

away from  th e  c lu b h o u se  labor-m anagem ent p o l i t i c  o f  t h e  W agner y e a r s .  

The m i l i t a n t  a c t iv is m  by t h e  c i t y ' s  w o rk ers  was m atched  and fu e le d  

by a  more g e n e r a l  p o p u la r  m i l i t a n c y  w ith in  t h e  c i t y .  The "comm unity" 

movement and th e  u n io n  movement seemed t o  fe e d  upon each  o th e r .  

T hrough  t h e i r  m i l i t a n c y ,  and f e d e r a l  p o l i c i e s  e n c o u ra g in g  sp e n d in g , 

th e  c i t y ' s  u n io n s  g a in e d  in f lu e n c e .  A c i t y  a d m in is t r a t io n  b e s ie g e d  

by m in o r i ty  and com m unity a c t i v i s t s  co u ld  i l l  a f f o r d  s u s ta in e d  

c o n f l i c t s  w ith  i t s  w o rk e rs .

On th e  o th e r  hand , t h e r e  was a  m easu re  o f  i l l u s i o n  t o  t h i s  

pow er. I n c r e a s e s  in  c i t y  e x p e n d i tu re s  w ere to . a  l a r g e  e x te n t  th e  

r e s u l t  o f  t h e  f e d e r a l  g o v e rn m e n t's  re s p o n s e  t o  u rb a n  in s u rg e n c y .

The c i t y  o f t e n  g a in e d  re v e n u e s  from  th e  f e d e r a l  governm ent i n  g r a n t s -  

i n - a i d  t o  d e v e lo p  i t s  s o c i a l  s e r v i c e s .  T h is  expanded s o c i a l  s e r v ic e  

n e tw o rk  n e c e s s i t a t e d  in c re a s e d  num bers o f  c i t y  w o rk e rs ; and a s  

t h e  t o t a l  number o f  c i t y  em ployees grew  so  to o  d id  th e  p o t e n t i a l  

pow er o f  c i t y  w o rk ers  and m u n ic ip a l u n io n s .

F u r th e rm o re , c o r p o r a te  l e a d e r s  w ere n o t  e x e r t in g  p r e s s u r e  t o  

r e s i s t  t h e s e  e x p e n d i tu r e s .  In d e e d , t h e  m a jo r com m ercia l and in v e s t ­

ment b a n k e rs  w ere im p lic a te d  in  th e  ex p a n s io n  o f  New Y ork C i t y 's  

d e b t  o b l i g a t i o n ,  w hich was made n e c e s s a ry  a s  e x p e n d i tu re s  exceeded
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re v e n u e s .  So t h e r e  was much t o  be g a in e d  by f in a n c e  c a p i t a l  in  th e

u n d e rw r i t in g  and p u rc h a s in g  o f  t a x  f r e e  n o te s  and bonds w ith

r e l a t i v e l y  re w a rd in g  i n t e r e s t  r a t e s .  Through th e s e  d e v ic e s ,  t h e

c i t y ' s  m a jo r f i n a n c i e r s  a c t u a l l y  encou raged  th e  v e ry  d e b t c y c le

t h a t  th e y  l a t e r  blam ed f o r  t h e  f i s c a l  c r i s i s .  W illiam  S c o t t ,  fo rm er

D eputy  C o m p tro lle r  o f  New York C i ty  and a s s i s t a n t  t o  A lb e r t  S h an k er

o f  t h e  U n ite d  F e d e r a t io n  o f  T e a c h e rs  when I  in te rv ie w e d  him in

Decem ber 1978, d e s c r ib e d  t o  me how th e  c i t y ' s  m a jo r i n s t i t u t i o n a l

le n d e r s  enco u rag ed  th e  a c c u m u la tio n  o f  d e b t .

Mayor Beame /a n d  p re v io u s  M ayors/ was le d  by a  g roup  o f  
t e c h n i c a l  a d v is o r s  m o s tly  a r i s i n g ,  a l l  o f  them  a r i s i n g ,  
from  th e  banks and f i n a n c i a l  community who f o r  many, many 
y e a r s  had no o b je c t io n  t o  w hat th e  c i t y  d id  so  lo n g  a s  th e  
bonds w ere s a l e a b l e .  They n e v e r  ask ed  f o r  f u l l  d i s c l o s u r e  
/ o f  t h e  c i t y ' s  f i n a n c i a l  c o n d i t io n / ;  th e y  n e v e r  fo rc e d  
i s s u e s ;  n e v e r  had p r o s p e c t i v e s . They had a  bond c o u n se l 
t h a t  c o n v e n ie n t ly  came up w ith  re a s o n s  why t h e  c i t y  sh o u ld  
be a b le  t o  s e l l  i t s  bonds and th e  ty p e s  o f  bonds t h a t  th e y  
w ere s e l l i n g .  T h e re  w ere p o l i t i c a l  p r e s s u r e s  t o  do c e r t a i n  
th in g s  w ith  c i t y  money -  t o  r o l l  them  o v e r ,  n o te s ,  in  th e  
a n t i c i p a t i o n  t h a t  t h e  i n t e r e s t  r a t e s  w ere g o in g  down, w hich 
was a  bad g u e s s ;  t h e r e f o r e ,  i f  y o u 'r e  a b le  t o  r o l l  them  o v e r  
you a r e  a b le  t o  s e l l  them  l a t e r  on a t  a  lo w er i n t e r e s t  r a t e .  
T h e re  w ere p o o r d e c i s io n s  made b ased  on p o o r  in fo rm a tio n  b u t 
b a sed  upon th e  o n ly  in fo rm a tio n  t h a t  was a v a i l a b l e .  You 
a lw ays had t o  lo o k  w ith  some s u s p ic io n  on th e  a d v ic e  you 
r e c e iv e d  b e c a u se  in  a  c i t y  t h i s  s i z e  whom do you go t o  f o r  
f i n a n c i a l  a d v ic e  a b o u t bonds -  w h e th e r t h e y 'r e  s a le a b le  and 
w hat r a t e s  sh o u ld  be  p a id  -  e x c e p t t o  t h e  same p e o p le  who 
a r e  g o in g  t o  buy and  s e l l  them . T h e re  i s  an  in b o rn  c o n f l i c t  
o f  i n t e r e s t  u n le s s  y o u 'r e  g o in g  to  go t o  an  am ateu r and l e t  
him g iv e  you th e  a d v ic e .  So you a lw ays had t o  lo o k  w ith  
some s u s p ic io n  on w hat was t o l d  t o  you.

W ith th e  w o rk ers  dem anding b e t t e r  c o n t r a c t s ,  and com munity 

r e s i d e n t s  dem anding b e t t e r  and more s o c i a l  s e r v ic e s  w ith  th e  

encouragem ent o f  b o th  t h e  f e d e r a l  governm ent and t h e  c i t y ' s  

f i n a n c i e r s ,  i t  i s  u n d e r s ta n d a b le  why th e  g row th  o f  e x p e n d itu re s  

o u tp a c e d  i t s  r e v e n u e s . The r o l e  o f  th e  p r i v a t e  s e c t o r  and th e  

f e d e r a l  governm ent makes i t  d i f f i c u l t  t o  a s s e s s  th e  a c t u a l  power
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o f  th e  c i t y ' s  u n io n s  d u r in g  th e  L in d sa y  p e r io d .  The m ost p o w e rfu l 

e le m e n ts  o f  th e  p r iv a t e  s e c t o r  en cou raged  th e  in c r e a s e s  i n  c i t y  

e x p e n d i tu re s  b eca u se  i t  s e rv e d  t h e i r  c l a s s  n e e d s . New York C i t y 's  

econom ic b a s e  was changed a s  m a n u fa c tu r in g  d e c l in e d  and s e r v ic e s  

became more p re d o m in a n t. In c r e a s e d  c i t y  s e r v ic e s  s t i l l e d  a  

p o t e n t i a l l y  tro u b le so m e  p o p u la t io n  w h ile  k e e p in g  th e  c i t y ' s  

w o rk ers  c o o p e ra t iv e  th ro u g h  th e  d u a l  p o l i c y  o f  in c re a s e d  wage and 

b e n e f i t  p ack ag es  a lo n g  w ith  d e c re a se d  p r o d u c t i v i t y .  L ab o r p e a c e  

was e s s e n t i a l  t o  t h i s  t r a n s f o r m a t io n  and a  sm ooth one was more 

l i k e l y  w h ile  th e  c i t y  s p e n t  i t s  fu n d s  and borrow ed m ore, r a t h e r  

th a n  c u t t i n g  b a c k . P u t s im p ly , t h e  ex p a n s io n  o f  c i t y  expen ses  

and d e b ts  a s s i s t e d  c o r p o r a te  n eed s  i n  ways t h a t  a  r e t r a c t i n g  b u d g e t 

c o u ld  n o t .

Jam es O 'C onnor a rg u e s  t h i s  p o in t  and s u b s t a n t i a t e s  i t  in  
44g r e a t  d e t a i l .  We have a l r e a d y  exam ined h i s  a n a l y s i s .  We can  now 

s e e  t h a t  t h e  a c c u m u la tio n  and l e g i t i m a t i o n  f u n c t io n s  o f  p u b l ic  

e x p e n d i tu re s  s e rv e d  a  m a jo r t r a n s f o r m a t io n  in  th e  p o l i t i c a l -  

econom ic s t r u c t u r e  o f  New York C i ty .  An ex p and ing  b u d g e t p ro v id e d  

a n c i l l a r y  s e r v ic e s  t o  c a p i t a l  w h ile  p e rfo rm in g  th e  l e g i t i m a t i o n  

f u n c t io n s  t h a t  c a p i t a l  r e q u i r e d  to  mask i t s  pow er. The expand ing  

b u d g e t, w ith  expand ing  d e f i c i t s ,  s i g n a l l e d  t o  b o th  c a p i t a l  and la b o r  

t h a t  th e  c i t y  was t o  m eet b o th  o f  t h e i r  c l a s s  n e e d s .  A t th e  same 

t im e , t h i s  p o l i c y  p ro v id e d  in c re a s e d  b e n e f i t s  t o  t h e  c i t y ' s  w ork ers  

w h ile  g iv in g  them  th e  i l l u s i o n  o f  pow er t h a t  c o u ld  g u a ra n te e  

in f lu e n c e  even  u n d e r d i f f e r e n t  c i rc u m s ta n c e s .  The f a c t  was t h a t  

t h e i r  pow er was o n ly  a v a i l a b l e  when th e s e  p o l i c i e s  d id  n o t t h r e a t e n  

th e  c i t y ' s  c o r p o r a te  and f i n a n c i a l  e l i t e .  When th e  economy was
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j o l t e d  by a  s e v e re  and s u s ta in e d  c r i s i s ,  t h e  c o r p o r a te  and f i n a n c i a l  

s e c t o r s  c o u ld  no lo n g e r  p e rm it  w o rk ers  to  e x e r c i s e  in f lu e n c e  o v e r  

governm en t, n o r  c o u ld  th e y  p e rm it governm ent t o  re sp o n d  to  

c i t i z e n s  demands f o r  in c re a s e d  s e r v i c e s .  A fu n d am e n ta l s h i f t  

in  th e  " b a la n c e "  o f  pow er was n e c e s s a ry  f o r  c a p i t a l  t o  r e a s s e r t  

i t s  n eed s  o v e r  c i t y  govern m en t. The moments when l a b o r  and c a p i t a l  

c o u ld  b e n e f i t  from  th e  same governm ent p o l i c y  had p a s s e d .

C a p i t a l  demanded an  a u s t e r i t y  b ased  economy t o  m eet i t s  own 

c l a s s  n e e d s . In  t im e ,  c a p i t a l  w ithd rew  i t s  f i n a n c i a l  s u p p o r t 

o f  New York C i ty  and w ith h e ld  i t  u n t i l  i t  co u ld  i t s e l f  assum e th e  

r e ig n s  o f  govern m en t. I n  an  in te r v ie w  w ith  D r. Donna S h a la la  in  

O c to b e r 1978, t h e  fo rm er t r e a s u r e r  o f  th e  M u n ic ip a l A s s is ta n c e  

C o rp o ra tio n  co n firm ed  t h a t  p o in t :

Remember t h a t  was a  bad  p e r io d  f o r  t h e  b a n k s . They w ere go in g  
th ro u g h  some c h a n g e s . They had ta k e n  trem endous lo s s e s  in  
t h e i r  r e a l  e s t a t e  v e n t u r e s . T hey no lo n g e r  needed  w h a tev e r 
t a x  b re a k s  t h e  m u n ic ip a ls  / n o t e s  and b o n d s /  w ould g iv e  them . 
They e s s e n t i a l l y  had g o t t e n  th e m s e lv e s  i n t o  su c h  f i n a n c i a l  
p rob lem s t h a t  th e y  j u s t  d i d n ' t  n eed  a l l  th o s e  o th e r  m u n ic ip a l 
o b l i g a t i o n s  and t a x  exem pt o b l i g a t i o n s .  So th e y  d i d n ' t  need  
a l l  th o s e  o th e r  k in d s  o f  fa n c y  t a x  b r e a k s .  T h e i r  p r e s t i g e ,  
t h e  New York b a n k s ' p r e s t i g e ,  was d e e p ly  a f f e c t e d  d u r in g  
t h i s  p e r io d .

The c o n d i t io n s  t h a t  had been  f a v o r a b le  t o  i n f l u e n t i a l  p u b l ic  

em ployee u n io n ism  had b een  a l t e r e d .  The f e d e r a l  governm en t, u n d er 

P r e s id e n t  N ixon , w ithd rew  i t s  s u p p o r t  f o r  l o c a l  g o v e rn m e n ts ' s o c i a l  

s e r v ic e  e f f o r t s ;  f in a n c e  and  c o r p o r a te  c a p i t a l  no lo n g e r  needed  to  

en co u rag e  th e  c i t y ’s  expanded d e b t ;  m eanw hile , community a c t iv is m  

was s u p p re s se d  and u l t im a te ly  d i s s i p a t e d .  H aving  a l r e a d y  l e f t  t o  

i t s  p a s t  t h e  a c t iv is m  a s s o c ia t e d  w ith  t h e  e a r ly  o rg a n iz in g  y e a r s ,  

th e  m u n ic ip a l u n io n s  found  t h e i r  pow er t o  be  more i l l u s i o n  th a n  

r e a l .  They w ere no lo n g e r  a b le  t o  t h r e a t e n  and c a j o l e  th e  c i t y
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governm ent i n t o  b e n e f i c i a l  la b o r  c o n t r a c t s .  F aced  w ith  a  c o n t r a c t in g

c i t y  b u d g e t and an  economy in  r e c e s s io n ,  t h e  c i t y ' s  u n io n s  found

th e m se lv e s  u n a b le  t o  s u s t a i n  t h e i r  fo rm e r i n f l u e n c e .  As W illiam

S c o t t  m a in ta in e d  in  o u r  in te r v ie w  o f  Decem ber 1978s

I f  you go back  in  t h e  h i s t o r y  o f  p u b l ic  u n io n s ,  and th e y  
e x i s t  f o r  many, many y e a r s  in  t h i s  c i t y ,  th e y  a lw ays 
n e g o t ia te d  in  an  u p g o in g  economy. Maybe you d i d n ' t  g e t  w hat 
you w an ted , b u t you  g o t more th a n  w hat you w ent in  w i th .
And when th e  economy in  t h e  N o r th e a s t ,  p a r t i c u l a r l y  New Y ork, 
s t a r t e d  d o w ngrad ing , t h i s  was a  new e x p e r ie n c e  f o r  u n io n s .
They w ere n o t vised t o  b a rg a in in g  in  t h i s  way.

In d e e d , d e s p i t e  t h e  c o n te n t io n  t h a t  " o f  a l l  w o rk e rs , t h e  p u b l ic  

em ployees have been  among th e  l e a s t  w i l l i n g  t o  y i e l d  t h e i r  g a i n s , "  

d u r in g  th e  f i s c a l  c r i s i s ,  New Y ork C i t y 's  w o rk ers  w ere u n a b le  t o  

o rg a n iz e  e f f e c t i v e  o p p o s i t io n  t o  a u s t e r i t y .  They d id  n o t ,  we 

s h a l l  s e e ,  p ro d u c e  an a n t i - a u s t e r i t y  movement o f  any  r e a l  p o l i t i c a l  

c o n seq u en c e .

The n e x t  c h a p te r  o f  t h i s  d i s s e r t a t i o n  w i l l  d e m o n s tra te  how, 

in  th e  c o n te x t  o f  t h i s  l a c k  o f  w orker m i l i t a n c y ,  New Y o rk 's  m a jo r 

b an k in g  and in v e s tm e n t l e a d e r s  w ere a b le  t o  p ro d u ce  a u s t e r i t y .
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I I I .  PRODUCING AND USING CRISIS; BANKS AND THE FISCAL CRISIS OF
NEW YORK CITY

The p re v io u s  c h a p te r  a rg u ed  t h a t  th e  f i s c a l  c r i s i s  was p roduced  

and th e  r e s u l t  o f  a  p ro lo n g e d  h i s t o r y  o f  c l a s s  s t r u g g l e .  We saw th e  

d e v e lo p in g  in f lu e n c e  and o rg a n iz e d  m i l i t a n c e  o f  t h e  c i t y ' s  la b o r  

u n io n s , a s  w e ll  a s  i t s  w o rk e rs . I  a rg u ed  t h a t  t h e  f i s c a l  c r i s i s  m ust 

b e  u n d e rs to o d  a s  o r i g i n a t i n g  in  t h e  s t r u g g le  betw een  p u b l ic  s e c to r  

w o rk ers  and t h e i r  w o rk p lace  -  t h e  c i t y  b u re a u c ra c y  -  on th e  one hand; 

an d , on th e  o th e r ,  betw een  th e  c l a s s  need s o f  m a jo r New York 

c o r p o r a te  and b an k in g  i n t e r e s t s  and th e  community a t  l a r g e .  And t h i s  

s t r u g g l e ,  I  a rg u e d , ensued  w ith in  a  s e v e re  and p ro lo n g e d  econom ic 

r e c e s s io n .  T h is  r e c e s s io n  was m ost e v id e n t in  t h e  d e c l in e  o f  th e  

c i t y ' s  m a n u fa c tu r in g  b a s e .

I n  t h e  fo llo w in g  c h a p te r  I  w i l l  c o n t in u e  t h i s  argum ent by 

d e t a i l i n g  th e  a c t io n s  ta k e n  by th e  c i t y ' s  m a jo r f i n a n c i a l  and 

c o r p o r a te  " r e p r e s e n ta t iv e s "  t h a t  b o th  u sed  and p rod u ced  th e  c i t y ' s  

f i s c a l  c r i s i s .  Of p a r t i c u l a r  im p o rt h e re  i s  my s u g g e s t io n  t h a t  t h i s  

c r i s i s  was b o th  r e a l  and p ro d u ced ; t h a t  i t  was b o th  r e a l  i n  econom ic 

te rm s  and m a n ip u la te d  by c o r p o r a te  e l i t e s .  The f i s c a l  c r i s i s  was 

r e a l  in  th e  s e n se  t h a t  b an k in g  and c o r p o r a te  i n t e r e s t s  had much to  

lo s e  had th e  c i t y  been  fo rm a l ly  b a n k ru p t.  The f i s c a l  c r i s i s  was 

m a n ip u la te d  in  th e  s e n s e  t h a t  i t  p r e s e n te d  an o p p o r tu n i ty  t o  a c h ie v e  

c l a s s  a im s . In d e e d , th e  v e ry  t a s k  o f  t h i s  c h a p te r  i s  t o  a rg u e  t h a t  

t h e  f i s c a l  c r i s i s  -  th o u g h  th e  c u lm in a t io n  o f  y e a r s  o f  econom ic 

d e c l in e  and c l a s s  s t r u g g le  -  was u sed  t o  p rom ote c o r p o r a te  i n t e r e s t  

th ro u g h  th e  r e s t r u c t u r i n g  o f  c i t y  governm en t. T h e re fo re ,  t h e  f i s c a l  

c r i s i s  r e p r e s e n te d  b o th  t h r e a t  and o p p o r tu n i ty  f o r  New Y o rk 's  

f i n a n c i a l  and c o r p o r a te  e l i t e .
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B anking  Pow er; P ro d u c in g  th e  F i s c a l  C r i s i s

I n  l a t e  1974, w ith  t h e  c i t y ' s  d e b ts  p i l i n g  up , t h e  f i n a n c i a l

com munity began  t o  show i t s  " co n ce rn "  o v e r  t h e  c i t y ' s  f i s c a l

s t a b i l i t y .  I n  s e p a r a t e ,  in d e p e n d e n t i n t e r n a l  memoranda a n a l y s t s  a t

t h e  C hase M anhattan  Bank, C i t ib a n k ,  B ankers T r u s t  and Morgan G u aran ty

T r u s t  a l l  e x p re s se d  r e s e r v a t io n s  o v e r  t h e  m a r k e ta b i l i t y  o f  f u tu r e
1

c i t y  bonds and n o te s .  In d e e d , even th e  C le a r in g h o u se  A s s o c ia t io n ,  

r e p r e s e n t in g  New Y o rk 's  m a jo r c le a r in g h o u s e  banks w hich  had u n d e r­

w r i t t e n  and m ark e ted  c i t y  s e c u r i t i e s  in  t h e  p a s t ,  had been  a l e r t e d  t o  

th e  p o t e n t i a l  d a n g e r  o f  t h e  c i t y  o f f e r in g  d e b t  n o t co v e re d  w i th in  i t s  

c o n s t i t u t i o n a l  l i m i t s ,  and th e  p o s s ib le  c o o l r e c e p t io n  o f  in v e s to r s  

t o  su c h  an o f f e r i n g .  F o r  exam ple, th e  S e c u r i t i e s  and  Exchange 

Com m ission r e p o r te d  t h a t  a  D ecem ber 1974 l e t t e r  from  R ic h a rd  L. 

T a u b e r, a  V ice  P r e s id e n t  o f  M organ, " a d v is e d "  a  s u b s t a n t i a l  i n v e s t o r  

t h a t  th e  c i t y  was in d eed  in  a  f i n a n c i a l  c r i s i s .

The l e t t e r  s t a t e d  t h a t  a l th o u g h  th e  a u th o r  b e l ie v e d  t h a t  th e  
r a t i n g  a g e n c ie s  / r a t i n g  c i t y  s e c u r i t i e s /  w ould g iv e  t h e  c i t y  
th e  b e n e f i t  o f  th e  d o u b t,  a  dow ngrad ing  was v e ry  p o s s ib le  i f  
th e  f i n a n c i a l  d e t e r i o r a t i o n  o f  t h e  c i t y  c o n t in u e d ;  t h i s  would 
narrow  th e  m arke t f o r  C i ty  s e c u r i t i e s .  The l e t t e r  recommended 
t h a t  t h e  c l i e n t  re d u c e  h i s  h o ld in g s  o f  C i ty  s e c u r i t i e s  by n o t 
ren ew in g  m a tu rin g  o b l i g a t i o n s  and by t a x  lo s s  t r a d i n g . 2

Y e t, a t  t h a t  v e ry  moment, t h e  W all S t r e e t  J o u r n a l " c a r r i e d  a

r e p o r t  t h a t  s u b s t a n t i a t e d  g r e a t  demand f o r  th e  l a s t  o f f e r in g  o f  c i t y  
3

s e c u r i t i e s .  I n d iv id u a l  in v e s t o r s  w ere q u i t e  e x c i te d  ab o u t 

p u rc h a s in g  p a r t  o f  th e  D ecem ber 2, 1974 o f f e r in g  o f  $400 m i l l i o n  in  

Revenue A n t ic ip a t io n  N o tes  (RANs) and $200 m i l l io n  in  Tax A n t ic ip a ­

t i o n  N otes ( T A N s ) I n  p a r t  t h i s  was due t o  t h e  h ig h  i n t e r e s t  r a t e s :  

9>W> on th e  TANs and 9-5% f o r  th e  RANs. The demand was a l s o  p a r t l y  

cau sed  by th e  "low " $ 1 0 ,0 0 0  d e n o m in a tio n s . We can  s u rm ise  from  t h i s
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t h a t  s m a l le r  in v e s to r s  w ere b e in g  a t t r a c t e d  t o  th e s e  c i t y  n o te s  even 

a s  b a n k e rs  w ere w arn in g  t h e i r  m a jo r c l i e n t s  t o  d i v e s t  o f  c i t y  

s e c u r i t i e s .

S t i l l ,  th e  banks c o n tin u e d  t o  c i r c u l a t e  i n t e r n a l  memoranda 

w arn in g  o f  t r o u b l e  a h e a d . One su ch  memorandum from  Amos T. B eason, 

V ice  P r e s id e n t  o f  M u n ic ip a l C r e d i t  and F in a n c e , M organ Guaranty T r u s t ,  

t o  F ran k  Sm eal, E x e c u tiv e  V ice  P r e s id e n t  o f  Morgan G u aran ty  T r u s t ,  

s u g g e s te d  t h a t  p a r t  o f  t h e  p rob lem  was t h a t

c i t y  o f f i c i a l s  d id  n o t  a p p e a r  t o  com prehend th e  s e r io u s n e s s  
o f  th e  s i t u a t i o n .  I t  was a s s e r t e d  t h a t ,  in  t h e  r e c e n t  p a s t ,  
t h e  C i t y 's  p ro b lem s w ere so lv e d  by more b o rro w in g s , b u d g e t 
gim m icks and in c re a s e d  F e d e r a l  and S t a t e  a i d  r e c e iv a b le s .  The 
reported a t t i t u d e  among d e a l e r s  and in v e s t o r s  was t h a t  t h e  New 
Y ork C i ty  f i n a n c i a l  i n s t i t u t i o n s  and th e  S t a t e  and F e d e ra l  
governm en ts  w ould n o t  p e rm it th e  dem ise  o f  t h e  C i ty  t o  o c c u r .
However, i n v e s to r s  w ere s a id  t o  need  c o n c re te  s ig n s  t h a t  th e
C i t y 's  p ro b lem s w ere b e in g  a d d re s s e d  by  C i ty  o f f i c i a l s  and 
th e  f i n a n c i a l  i n s t i t u t i o n s .5

In d e e d , th e  memorandum w ent on t o  s u g g e s t t h a t  t h e  bank

a p p ly  some f i n a n c i a l  d i s c i p l i n e  t o  t h e  C i t y 's  o p e r a t io n  . . . 
/a n d  th e n  recommended th e  fo l lo w in g  c o u rs e  o f  a c t i o n /
(1 ) a  s u b s t a n t i a l  m ora to riu m  on c a p i t a l  e x p e n d i tu re s
(2 ) a  s u b s t a n t i a l  c u t  in  th e  C i ty  p a y r o l l
(3 ) th e  d evelopm en t o f  " h o n e s t t h r e e - y e a r  p la n s "  on re v e n u e s  
and ex p en ses

a  re v ie w  o f  t h e  C i ty  t a x  s t r u c t u r e  
(5 ) an  a n a l y s i s  o f  t h e  C i t y 's  o v e r a l l  d e b t  s t r u c t u r e  . . .  by 
o f f i c i a l s  o f  th e  C i ty ,  S t a t e  and C i t y 's  b u s in e s s  com munity . . . 
/ w i t h /  t h e  r e s u l t s  o f  t h e  s tu d y  / t o  i n c lu d e /  su g g e s te d  re m e d ia l
l e g i s l a t i o n . °

The memorandum w ent on t o  s u g g e s t  t h a t  t h e  banks would a g re e  t o  

fund  th e  c i t y  by le n d in g  s u b s t a n t i a l  c a p i t a l  in  s h o r t  te rm  lo a n s  i f  

th e  c i t y  u n d e rto o k  a  r ig o r o u s  program  o f  f i s c a l  r e c o v e ry .  In d e e d , 

th e  banks had a l r e a d y  d e c id e d  t h a t  a u s t e r i t y  was n e c e s s a ry  -  even 

p r i o r  t o  t h e  r e f u s a l  o f  i n v e s t o r s  t o  buy c i t y  s e c u r i t i e s .

A l l  th e  w h ile ,  th e  Mayor and th e  C o m p tro lle r  o f  t h e  c i t y  co u ld  

n o t  a g re e  on th e  s i z e  o f  t h e  b u d g e t d e f i c i t s ,  n o r  t h e  m ethods t o  c lo s e
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th e  b u d g e t g a p . The p u b l ic  b ic k e r in g ,  a lo n g  w ith  th e  a c t io n s  o f  th e

c le a r in g h o u s e  b an k s , pushed  i n t e r e s t  r a t e s  h ig h e r .  So i t  was t h a t  on

O c to b e r  16 , 1974 th e  c i t y  is s u e d  $ 4 7 8 .5 8  m i l l io n  in  lo n g  te rm  bonds

a t  an  a v e ra g e  i n t e r e s t  r a t e  o f  7 •3 3 ^ 8 ^ , A November 4 th  i s s u e  o f

$500 m i l l i o n  RANs and $115 m i l l io n  o f  TANs w ere m arke ted  a t  an  a v e ra g e

r a t e  o f  8 .3359^  by a  s y n d ic a te  le d  by Morgan G u a ra n ty . B ut by

Decem ber 2nd th e  i n t e r e s t  r a t e s  had c lim b ed  to  9.5% f o r  th e  RANs and

9 .Wo f o r  TANs. T h is  in d i c a te d  a  m a rk e tin g  p rob lem ; i t  a l s o  in d ic a te d

t h a t  th e  b a n k s ' p e r c e p t io n  t h a t  t h e  c i t y  was becom ing u n m a rk e tab le

a t  any  p r i c e  m igh t have a f f e c t e d  th e  m a rk e tin g  p ro c e s s  i t s e l f .

Even s o ,  th e  s q u a b b lin g  betw een Mayor Beame and C o m p tro lle r

G o ld in  c e r t a i n l y  co u ld  n o t  a s s u r e  in v e s to r s  o f  th e  c i t y ' s  f i n a n c i a l

s t a b i l i t y .  As th e  c i t y  moved t o  g r e a t e r  and g r e a t e r  d e b t s ,  th e

a c t io n s  o f  i t s  e l e c te d  o f f i c i a l s  o n ly  s e rv e d  to  v e r i f y  th e  deep

t r o u b l e  t h a t  l a y  ah ea d .

The m a jo r im pact o f  t h e  d i s p u te  was f e l t  a f t e r  a  b id d in g
s y n d ic a te  had a l r e a d y  p u rc h a se d  a  new bond i s s u e  from  th e
c i t y  b u t  b e fo re  t h e  bonds w ere r e s o ld  by th e  u n d e rw r i te r s  t o  
th e  p u b l i c .  P r i c e s  on th e  bonds f e l l  s h a rp ly  a s  in v e s to r s  f e l t  
th e  need  f o r  a  h ig h e r  i n t e r e s t  r a t e  t o  com pensate  them  f o r  
g r e a t e r  u n c e r t a in t y ,  and th e  u n d e rw r i te r s  w ere fo rc e d  t o  s e l l  
bonds i n t o  th e  m arke t a t  v e ry  s u b s t a n t i a l  l o s s e s .  M eanw hile, 
th e  T e c h n ic a l  D ebt A d v iso ry  Com m ittee /w hose members w ere 
b a n k e r s /  had w arned th e  c o m p tro l le r  t h a t  th e  c i t y ' s  heavy 
s c h e d u le  o f  s h o r t - t e r m  d e b t  o f f e r in g s  w ere l i k e l y  t o  m eet m arket 
r e s i s t a n c e ,  r e s u l t i n g  in  h ig h e r  i n t e r e s t  r a t e s . 7

So i t  was t h a t  i n t e r e s t  r a t e s  c o n tin u e d  t o  c lim b . W ith t h i s ,

t h e  c i t y ' s  d e b t s e r v ic e  in c re a s e d  th e re b y  n e c e s s i t a t i n g  f u r t h e r

b o rro w in g . The d a t a  w hich fo llo w  d e m o n s tra te s  t h e  in c re a s e d  c o s t s  o f

b o rro w in g . As th e  d a ta  i n d i c a t e s ,  by f i s c a l  y e a r  1975 th e  c i t y  was

a l l o c a t i n g  1W> o f  i t s  b u d g e t t o  pay  o f f  i t s  accu m u la ted  d e b t .
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T a b le  IV. D e b t-S e rv ic e  E xpenses ($ th o u sa n d s )
F i s c a l  Y ear 
ending: 6 /30

D ebt S e rv ic e * Expense- B udget* P r o p o r t io n  o f  
B udget f o r  D ebt

1970 705 ,753 6 ,7 2 2 ,8 2 4 1 0 .5  %
1971 7 8 1 ,819 7 ,7 4 4 ,7 6 1 10 .1
1972 847 ,433 8 ,6 5 9 ,1 9 ^ 9 -8
1973 1 ,0 9 9 ,1 0 1 9 ,5 6 0 ,9 2 8 U . 5
1974 1 ,1 7 5 ,9 7 3 1 0 ,2 8 7 ,5 4 6 1 1 .4
1975 . .1 , 826,.965 1 1 ,8 9 5 .0 1 9 1 4 .0
* E x tr a c te d  from  A nnual R e p o r ts  o f  t h e  C o m p tro lle r  f o r  each  y e a r .

In  November 1974 th e  c i t y  began c u t t i n g  i t s  e x p e n se s . I t s  

s o lu t i o n  th e n  was t o  be t h e  same th ro u g h o u t t h e  n e x t t h r e e  y e a r s :  

ex p en ses  w ould be c u t  by l a y o f f s ,  a t t r i t i o n  and a u s t e r i t y .  November 

saw 1500 l a y o f f s  o f  c i v i l  s e r v a n ts  and p r o v is io n a l  w orkers  fo llo w e d  

by 3725 th e  n e x t m onth. The Decem ber l a y o f f s ,  how ever, in c lu d e d  

un ifo rm ed  p e r s o n n e l  a s  w e l l  a s  t e a c h e r s .  I n  a d d i t io n ,  up t o  2700 

w o rk ers  fa c e d  fo rc e d  r e t i r e m e n t .  The f i n a n c i a l  com munity c o n tin u e d  

t o  p r e s s  f o r  more l a y o f f s  and s t r i c t e r  c o n t r o l  o f  c i t y  e x p e n d itu re s  

in  a  s e r i e s  o f  m e e tin g s  w ith  t h e  c i t y  a d m in i s t r a t io n .  The f i n a n c i e r s  

w ere w i l l i n g  to  c o o p e ra te  w ith  " sa v in g "  t h e  c i t y ,  b u t t h e  p r i c e  

f o r  t h i s  c o o p e ra t io n  was t h e  fo r th c o m in g  a u s t e r i t y  p rogram .

In  J a n u a ry  1975 th e  c i t y  c o n tin u e d  t o  la y  o f f  i t s  w o rk e rs , w ith  

4050 p o l i c e  o f f i c e r s ,  f i r e f i g h t e r s ,  t e a c h e r s  and o th e r  c i t y  w orkers  

"axed" f o r  an  a l le g e d  s a v in g  o f  $15 m i l l i o n .  U nion c o n c e ss io n s  and 

fu n d s , how ever, w ere a b le  t o  s a v e  many o f  th e s e  jo b s ,  a t  l e a s t  f o r  a  

s h o r t  w h ile .

J a n u a ry  1975 was a l s o  im p o r ta n t f o r  th e  f i n a n c i a l  community 

began  t o  fo rm a l iz e  i t s  in f lu e n c e  o v e r  c i t y  p o l i c y .  On J a n u a ry  9 th  

th e  F in a n c ia l  Community L ia is o n  Group (FCLG) was fo rm ed . I t s  member­

s h ip  in c lu d e d  th e  m a jo r o f f i c e r s  o f  t h e  C i t y 's  m ost im p o r ta n t 

f i n a n c i a l  i n s t i t u t i o n s  and was c h a i r e d  by E llm o re  P a t t e r s o n ,  Chairm an 

o f  Morgan G u aran ty  T r u s t .  O th e r  p ro m in en t members o f  th e  FCLG
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in c lu d e d  D avid  R o c k e f e l le r ,  Chairm an o f  t h e  B oard a t  Chase M anhattan  

Bank; W illiam  I .  S p e n c e r , P r e s id e n t  o f  C it ib a n k ;  A lf r e d  B r i t t a i n  I I I ,  

Chairm an o f  t h e  B oard a t  B a n k e r 's  T r u s t ;  D onald C. P l a t t e n ,  Chairm an 

o f  th e  B oard a t  C hem ical Bank; John  F. M cG illicu d d y , P r e s id e n t  o f  

M a n u fa c tu re rs  H anover; a s  w e ll  a s  th e  Chairm an o f  th e  B oard o f  

M e r r i l l ,  Lynch -  D onald T . R egan, and W illiam  Salom on, M anaging 

P a r t n e r  o f  Salom on B r o th e r s ,  H eading  th e  s t a f f  o f  th e  FCLG w ere 

D avid  G rossm an, S e n io r  V ice  P r e s id e n t  o f  Chase and fo rm er b u d g e t 

a d v is o r  t o  Mayor L in d sa y ; a s  w e ll  a s  members from  o th e r  m a jo r banks 

and b ro k e ra g e  f i r m s .  The o v e r t  f u n c t io n  o f  th e  FCLG was to  e s t a b l i s h  

a  fo rm a l mechanism th ro u g h  w hich th e  f i n a n c i a l  community and th e  c i t y  

c o u ld  c o o p e r a t iv e ly  work t o  reo p en  th e  m u n ic ip a l c r e d i t  m a rk e ts  t o  

th e  c i t y .

E s s e n t i a l l y ,  t h i s  com m ittee  e s ta b l i s h e d  th e  pow er o f  f in a n c e  

c a p i t a l  o v e r  th e  c i t y ' s  f i s c a l  a f f a i r s .  A t t h i s  p o in t ,  t h a t  power 

was e x e r te d  th ro u g h  a  m echanism , th e  FCLG, w hich had no l e g a l  

a u t h o r i t y  to  m andate th e  c i t y ' s  a c t io n s  and p o l i c i e s .  Y et t h e  FCLG 

was a b le  t o  e x e r t  a  p o w e rfu l in f lu e n c e  o v e r  b o th  t h e  m u n ic ip a l c r e d i t  

m a rk e ts  and th e  c i t y .  S t i l l ,  t h i s  power was in fo rm a l and depended 

upon an  a tm o sp h ere  o f  " c o o p e ra t io n "  and " r e s p o n s i b i l i t y . "  I n  t h i s  

r e g a rd

th e  u n d e rw r i te r s  and  th e  C i ty  w ere b ro u g h t t o g e th e r  i n  a  s e r i e s  
o f  m e e tin g s  a t  w hich th e  fu n d am e n ta l co n c e rn s  ab o u t th e  c l a s h  
betw een  th e  C i t y 's  b u d g e t gap and i t s  c o n s ta n t  need  f o r  new 
d e b t  w ere a i r e d  in  g r e a t  d e t a i l .  Among th e  p r i n c i p a l  p rob lem s 
d is c u s s e d  w ere th e  i n a b i l i t y  o f  t h e  C i ty  t o  c o n t in u e  on th e  
p a th  o f  e v e r - in c r e a s in g  b u d g e t gaps and s h o r t - te r m  n o te  
is s u a n c e s ,  th e  u se  o f  b u d g e t gim m icks t o  d i s g u is e  th e  t r u e  
s t a t e  o f  th e  C i t y 's  d e f i c i t ,  and th e  need f o r  im m ediate  C ity  
a c t i o n  t o  rem edy t h e  s i t u a t i o n .  A r e c u r r e n t  them e d u r in g  th e s e  
m e e tin g s  was a  r e c o g n i t io n  o f  th e  sco p e  o f  th e  p ro b lem s, th e  
need  f o r  im m ediate a c t i o n ,  th e  co n seq u en ces  o f  th e  f a i l u r e  t o  
t a k e  su ch  a c t io n ,  and th e  d i f f i c u l t y ,  g iv e n  p o l i t i c a l  r e a l i t i e s ,
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o f  ta k in g  e f f e c t i v e  a c t i o n . 9

A t th e  m e e tin g s  "between th e  FCLG and th e  c i t y ,  t h e  FCLG 

s t r e s s e d  t h a t  e f f e c t i v e  and s i g n i f i c a n t  e x p e n d itu re  c u t t i n g  a c t io n s  

m ust h e  ta k e n  i f  in v e s to r s  w ere t o  be im p ressed  an d , in d e e d , 

r e a s s u r e d  t h a t  th e  c i t y  was n o t  a  r i s k y  in v e s tm e n t . On F e b ru a ry  11, 

1975 th e  s t a f f  o f  th e  FCLG d e c id e d  t h a t  i t s  m a jo r a c t i v i t i e s  sh o u ld  

c o n c e n t r a te  on a n a ly z in g  th e  " C i t y 's  b u d g e t p rob lem s . . . / to
10d e v e lo p /  a  lo n g  ra n g e  p la n  f o r  th e  C i t y 's  f i n a n c i a l  m anagem ent."

The s t a f f  would c o n c e rn  i t s e l f  w ith  th e  m ethods by w hich th e  c i t y  

f in a n c e d  i t s e l f .  In d e e d , th e  FCLG, in  o rd e r  t o  r e a s s u r e  in v e s t o r s ,  

w ould a s s e r t  t h a t  " re fo rm s"  be made in  th e s e  f in a n c in g  m ethods and in  

th e  C i t y 's  b u d g e ta ry  p r o c e s s e s .

I n  t h i s  r e g a rd  i t  i s  im p o r ta n t t o  n o te  t h a t  t h e  f i n a n c i a l  

com munity l a t e r  made th e  c la im  t h a t  th e y  had no p r i o r  know ledge o f  

th e  d e p th  and  s e r io u s n e s s  o f  th e  f i s c a l  c r i s i s .  They c o n s i s t e n t l y  

a rg u e d  t h a t  t h e i r  know ledge o f  t h e  c i t y ' s  f i s c a l  p rob lem s d id  n o t 

p r e d a te  t h e  a c t u a l  f i s c a l  c r i s i s .  One b a n k e r , J a c  F r ie d g u t  o f  

C i t ib a n k ,  a rg u ed  t h a t  th e  f i s c a l  c r i s i s  c r e p t - u p  on b o th  th e  p u b lic  

and t h e  b a n k s . T h is  w as, he a s s e r t e d ,  due t o  th e  in a d eq u acy  o f  c r e d i t  

a n a ly s e s  o f  th e  c i t y .  When I  in te rv ie w e d  F r ie d g u t  in  J a n u a ry  1979 he 

m a in ta in e d  t h a t

On th e  s u r f a c e ,  th ro u g h  197^- o r  s o , i t  was n o t m a n if e s t ly  c l e a r  
t o  anyone o th e r  th a n  a  v e ry  a s t u t e  o b s e rv e r ,  l i k e  th e  C i t i z e n 's  
B udget Com m ission, t h a t  t h e r e  was a  huge accu m u la ted  im balance  
w hich , i f  a n y th in g ,  was g e t t i n g  w o rse . Maybe i t  sh o u ld  have 
been  c l e a r  and maybe th e  banks sh o u ld  have had p e o p le  sp en d in g  
an aw fu l l o t  o f  t im e  on t h i s ,  sa y  in  1973 and. 197^  . . . b u t 
t h e r e  was no r e a l l y  in  d e p th  s tu d i e s  t h a t  g o t a t  some o f  th e  
r e a l  raw p rob lem s and th e  grow ing p ro b le m s .

And Donna S h a la la ,  an  " e x p e r t"  on p u b l ic  f in a n c in g ,  m a in ta in e d  

t h a t  t h e  banks w ere in d e e d  weak in  c o l l e c t i n g  in fo rm a tio n  re g a rd in g
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m u n ic ip a l f in a n c e .  I n  an  in te rv ie w  w ith  D r. S h a la la ,  co n d u c ted  a f t e r

sh e  had  f i n i s h e d  s e rv in g  a s  th e  T r e a s u r e r  o f  th e  M u n ic ip a l A s s is ta n c e

C o rp o ra t io n ,  t h e  fo l lo w in g  exchange to o k  p la c e .

L ic h te n :  D id  th e  "banks have a d e q u a te  in fo rm a tio n ?
S h a la la :  No. I  th o u g h t t h a t  was th e  m ost i n t e r e s t i n g  th in g  
a b o u t t h e  banks -  t h a t  th e y  r e a l l y  d id  n o t know w hat was g o in g  
on h a l f  t h e  tim e  and  t h a t  th e y  d id  n o t have good in fo rm a t io n .  
They had  r e l a t i v e l y  weak s t a f f s  in  t h i s  a r e a .  They w ere 
d e p en d e n t upon th e  r a t i n g  f i r m s .  They th e m se lv e s  knew l i t t l e  
a b o u t m u n ic ip a l f in a n c e .  I  d o n 't  t h i n k  t h e r e  w ere many p e o p le  
who c a re d  v e ry  much a b o u t m u n ic ip a l f in a n c e  and th e  b a n k e rs  
had t h e i r  w eak es t p e o p le  in  t h e i r  m u n ic ip a l f in a n c e  d i v i s i o n s .
So t h a t  my view  o f  th e  banks was t h a t  we have  l e s s  o f  a  
c o n s p ira c y  th e o ry  and more o f  a  view  t h a t  th e y  s im p ly  d id  n o t 
know f o r  a  lo n g  tim e  w hat th e y  w ere d o in g ; th e y  d id  n o t  know 
o r  u n d e rs ta n d  w hat was h a p p e n in g .

Y e t, in  t h e  p re c e d in g  c h a p te r  we saw e v id e n c e  s u g g e s t in g  t h a t

th e s e  v e ry  same b an k in g  i n s t i t u t i o n s  w ere in d e e d  w ith in  a  c i r c l e  o f

a d v is o r s  w ith  a c c e s s  t o  in fo rm a tio n  i n d i c a t i n g  th e  c i t y ' s  f i n a n c i a l

s t a t u s .  As W illiam  S c o t t  in d i c a te d ,  t h e  banks s e rv e d  on th e  T e c h n ic a l

D ebt Management C om m ittee o rg a n iz e d  by Abraham Beame w h ile  he  was th e

C o m p tro lle r  o f  t h e  C i ty  o f  New Y ork . T h is  com m ittee  r o u t i n e ly

a s s i s t e d  th e  C o m p tro lle r  in  a s s e s s in g  th e  m a r k e t a b i l i t y  o f  c i t y

s e c u r i t i e s  b a sed  upon t h e i r  a s se s sm e n t o f  th e  c i t y ' s  f i n a n c i a l  s t a t u s .

F u r th e rm o re , th e  banks i n  q u e s t io n  had a c c e s s  t o  C i t i z e n 's  B udget

Com m ission r e p o r t s ,  i s s u e d  a s  e a r l y  a s  19’67» w arn in g  o f  im pending 

11f i s c a l  c r i s i s .  L a s t ly ,  D r. S h a l a l a 's  and Mr. F r i e d g u t 's  em phasis 

on b a n k e r 's  ig n o ra n c e  i s  c h a l le n g e d  by th e  S e c u r i t i e s  and Exchange 

Com m ission R e p o rt on th e  c i t y ' s  f i s c a l  c r i s i s .  T h is  r e p o r t  m a in ta in s  

t h a t

Long b e fo re  O c to b e r 197^» th e  f i n a n c i a l  com m unity r e a l i z e d  t h a t  
th e  C i t y 's  fu n d a m e n ta l p rob lem  was th e  i n s u f f i c i e n c y  o f  
re v e n u e s  t o  m eet e x p e n se s , r e s u l t i n g  in  a  c h ro n ic  and e v e r -  
in c r e a s in g  b u d g e t g a p . The f i n a n c i a l  com munity had a l s o  come 
to  u n d e rs ta n d  th e  co n seq u en ces  o f  u s in g  s h o r t - te r m  d e b t  i s s u e s  
to  c lo s e  i t s  b u d g e t gap and q u e s t io n a b le  b u d g e ta ry  p r a c t i c e s
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t o  c o n c e a l  th e  g a p .
As e a r l y  a s  M arch 7 ,  1966 Herman C harbonneau , V ice  P r e s id e n t ,  
M u n ic ip a l D ep artm en t o f  C hem ical, who was l a t e r  t o  p la y  a  
s i g n i f i c a n t  r o l e  on b e h a l f  o f  th e  bank d u r in g  th e  C i t y ’ s 
c r i s i s  p e r io d ,  w ro te  an  i n t e r n a l  memorandum d e c ry in g  th e  
C i t y 's  p r a c t i c e  o f  m aking up th e  gap betw een  c u r r e n t  
e x p e n d i tu r e s  and re v e n u e s  by s e l l i n g  RANs and o th e r  s h o r t ­
te rm  d e b t in s t r u m e n ts .  I n  t h e  memorandum, C harbonneau  con ­
c lu d e d  t h a t  th e  u se  o f  su ch  " d e f i c i t  fu n d in g  i s  an  in h e r e n t ly  
unsound o p e r a t io n ,  and  one w hich  can  le a d  t o  d i s a s t e r . "

To r e i t e r a t e ,  i t  seem s c l e a r  t h a t  th e  banks had a c c e s s  to  d a ta

d e t a i l i n g  th e  s e r io u s  f i n a n c i a l  c r i s i s  to w ard s  w hich th e  c i t y  was

h e a d in g . T hese  banks had r e p r e s e n t a t i v e s  s e r v in g  on th e  T e c h n ic a l

D ebt A d v iso ry  C om m ittee, a s  w e l l  a s  on th e  B oard  o f  D i r e c to r s  o f  th e

C i t i z e n 's  B udget C om m ission. Ig n o ra n c e  does n o t  seem t o  be a  w e ll

s u p p o r te d  a rg u m e n t.

S t i l l ,  t h e  f i n a n c i a l  com m unity p re s s e d  f o r  more in f lu e n c e  o v e r

th e  c i t y ' s  f i n a n c i a l  a f f a i r s  an d , in  so  d o in g , a s s i s t e d  th e  c l im a te

o f  i n v e s t o r  i n s e c u r i t y  p u sh in g  th e  c i t y  t o  f i s c a l  c o l l a p s e .  In  o rd e r

t o  g a in  more c o n t r o l  o v e r t h e  p ro c e s s  th e  f i n a n c i e r s  would f in d  i t

n e c e s s a ry  t o  e x e r t  c o n t r o l  o v e r  b o th  th e  c i t y ' s  f in a n c in g  a rra n g e m e n ts

and c i t y  expend i t  v ire s . H ence, th e y  would f in d  i t  n e c e s s a ry  t o  c o n t r o l

th e  b u d g e ta ry  p ro c e s s e s  o f  t h e  c i t y .  T h is ,  in  t u r n ,  would r e q u i r e

f o rm a l iz e d ,  l e g a l  a u t h o r i t y .

An i n f l u e n t i a l  s t a f f  member o f  th e  FCLG was J a c  F r ie d g u t ,  V ice

P r e s id e n t  o f  M u n ic ip a l S e c u r i t i e s  a t  C i t ib a n k .  I n  a  F e b ru a ry  25,

1975 m e e tin g  o f  th e  FCLG M r. F r ie d g u t  c i r c u l a t e d  a  memorandum in

w hich he s u g g e s te d  t h a t  t h e  c i t y  m ust i n s t i t u t e  a  co m p le te  and r i g i d

program  o f  re d u c in g  c i t y  e x p e n d i tu r e s .  In c lu d e d  in  t h i s  memorandum

w ere s u g g e s t io n s  t h a t  t h e  c i t y  i n s t i t u t e  a

(1 ) rev ie w  / o f /  . . . a l l  C i ty  program s and . . . c u tb a c k  in  
low p r i o r i t y  ite m s ;
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( 2) f r e e z e  on jo b s :
(3 ) j o i n t  e f f o r t  /w i th /  t h e  b u s in e s s  community t o  / s e c u r £7 
F e d e ra l  and S t a t e  fu n d s ;
(4 ) in c r e a s e  / c i t y  w o rk ers / 7  p r o d u c t i v i t y ;
( 5 ) / r e d u c e /  d e b t  and an  im m ediate  te rm in a t io n  o f  th e  is s u a n c e  
o f  d e b t f o r  o p e r a t in g  e x p e n se s .

T hese recom m endations, i f  fo llo w e d  by th e  c i t y ,  would r e q u i r e

huge b u d g e ta ry  c u tb a c k s .  T hese  c u tb a c k s  would be n e c e s s i t a t e d  by th e

r e d u c t io n  o f  o p e r a t in g  fu n d s  due to  t h e  a b sen ce  o f  fu n d s  a c q u ire d

th ro u g h  th e  c r e d i t  m a rk e ts .  I n  e f f e c t ,  Mr. F r ie d g u t  was s u g g e s t in g

t h a t  t h e  c i t y  o p e r a te  o n ly  on i t s  re v e n u e s , w ith o u t s u b s t a n t i a l

c r e d i t .  New York C i ty  had n o t acc o m p lish e d  t h i s  in  a  d ecad e  and  su ch

a  program  would s e r io u s ly  e ro d e  th e  q u a l i t y  o f  e s s e n t i a l  s e r v i c e s .

F e b ru a ry  and M arch 1975 w ere v e ry  d i f f i c u l t  f o r  th e  c i t y  a s

i t s  s e c u r i t i e s  in c r e a s in g ly  became more d i f f i c u l t  t o  m a rk e t. One

su c h  d e b t o f f e r in g  o f  RANs on M arch 13t h  was m ark e ted  o n ly  a f t e r

b a n k e rs  had s e c u re d  a  g u a ra n te e  t h a t  c e r t a i n  S t a t e  p e r - c a p i t a  a id

w ould be d e s ig n a te d  t o  r e t i r e  t h e  n o te s  when th e y  m atured  in  t h r e e

m on ths. T h is  o f f e r in g  o f  RANs u n d e rsc o re d  th e  t r o u b l e  t h a t  t h e  c i t y

was h av in g  in  m a rk e tin g  th e s e  s e c u r i t i e s .  B e fo re  th e y  would m arket

th e s e  n o te s ,  t h e  f i n a n c i a l  community demanded t h a t  th e  re v e n u e s  t o

re p a y  them  be s e c u re  and i d e n t i f i e d .  O nly in  t h e  e v e n t o f  b a n k ru p tc y

c o u ld  th e r e  be  a  q u e s t io n  a b o u t rep ay m en t. I n  an  in te rv ie w  w ith  me

i n  J a n u a ry  1979> J a c  F r ie d g u t  o f  C i t ib a n k  and th e  FCLG em phasized

t h e  s ig n i f i c a n c e  o f  th e  e v e n ts  t h a t  t r a n s p i r e d  d u r in g  th e  n e g o t ia t i o n s

and m a rk e tin g  o f  th e s e  n o te s .

What happened  was we w ere o f f e r in g  in v e s t o r s ,  and C i t ib a n k  r a n  
t h a t  p a r t i c u l a r  n o te  s a l e ,  a  v e ry  s h o r t  coupon -  t h r e e  m onths -  
a  good r a t e ,  and much b e t t e r  s e c u r i t y ,  and an i d e n t i f i a b l e  
so u rc e  o f  repaym ent th a n  had e v e r  been  o f f e r e d  b e f o r e .  Y et 
th e y  s ta y e d  away in  d ro v e s .  So th e  s k e l t e r  came to g e th e r  in  
my mind on t h a t  F r id a y ,  t h e  l ^ t h  / o f  M arch / was ( a ) t h a t  th e
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c i t y  was in  r e a l l y  b ig  t r o u b l e  and (b ) w h e th e r o r  n o t th e y  / t h e  
c i t y /  knew th e  re a s o n s  f o r  i n v e s t o r s '  s e n s e  t h a t  th e  c i t y  was 
in d e ed  in  t r o u b l e .

O nly o n e - h a l f  o f  th o s e  n o te s  w ere s u c c e s s f u l ly  m ark e ted ; t h e  u n d e r­

w r i t in g  s y n d ic a te  was l e f t  h o ld in g  th e  re m a in in g  n o te s .

I n  a  p re v io u s  memorandum c i r c u l a t e d  on March 5» 1975 Mr. 

F r ie d g u t  recommended t h a t  th e  c i t y  "b i t e  th e  b u l l e t " (em p h asis  i s  

m ine) and i n s t i t u t e  a  s t r i c t  a u s t e r i t y  program  by w hich th e  c i t y  

w ould be fo rc e d  t o  l i v e  w i th in  i t s  m eans; t h a t  i s ,  w ith o u t m arke t
lip

a c c e s s .  I n  o rd e r  t o  do t h i s ,  he recommended re d u c in g  e x p e n d i tu re s  

w ith  a  f r e e z e  on a l l  l a b o r  c o s t s ,  in c lu d in g  wages and b e n e f i t s ,  and 

an  a c r o s s - th e - b o a r d  r e d u c t io n  in  c i t y  s e r v i c e s .  S t i l l ,  Mr. F r ie d g u t  

m a in ta in e d  t h a t  h i s  recom m endations w ere n o t  t o  be  conveyed t o  t h e  

Mayor t o  p r e s s u r e  him; r a t h e r ,  th e y  would be  com m unicated o n ly  i f  

t h e  Mayor ask ed  f o r  a d v ic e  and s p e c i f i c  reco m m en d atio n s . H is  " b i t e -  

t h e - b u l l e t "  memorandum was in te n d e d  f o r  W illiam  S p e n c e r , P r e s id e n t  

o f  C it ib a n k ,  who was t o  m eet w ith  th e  M ayor. I t  can  be su rm ise d  t h a t  

Mr. S p en ce r com m unicated th e s e  recom m endations t o  t h e  M ayor. Mr. 

F r ie d g u t  m a in ta in e d , in  o u r  in te r v ie w , t h a t  " i f  t h e  c i t y  re c o g n iz e d  

any o f  t h e  d e p th s  o f  i t s  t r o u b l e s  and th e  d e p th  o f  in v e s to r  s u s p ic io n  

o f  th e  c i t y ,  and t h e r e f o r e  d id  so m eth in g  v e ry  d ra m a tic  t o  show t h a t  

th e y  in te n d e d  t o  g e t  c o n t r o l  o f  t h e i r  f in a n c e s "  th e n  in v e s to r s  m igh t 

be w i l l in g  t o  in v e s t  in  c i t y  s e c u r i t i e s .  O th e rw ise , th e  e ro s io n  o f  

in v e s to r  c o n f id e n c e  would c o n t in u e ,  a s  a l r e a d y  ev id en ced  by th e  

u n s u c c e s s fu l  M arch 13t h  s a l e  o f  Revenue A n t ic ip a t io n  N o te s .

On March 1 7 th  Mayor Beame met w ith  D avid  R o c k e f e l le r ,  E llm o re  

P a t t e r s o n  and W illiam  S p e n c e r in  a  m e e tin g  whose f u n c t io n  was t o  be

k e p t from  th e  p u b l i c . T h ese  p ro m in en t b a n k e rs  w anted t o  convey th e
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u rg e n t and s e r io u s  n a tu r e  o f  th e  f i s c a l  c r i s i s ,  w ith  t h e  e ro s io n  o f

in v e s t o r  c o n f id e n c e , t o  t h e  M ayor. Y e t, th e y  f e a r e d  t h a t

know ledge o f  th e  p a r t i c i p a n t s ,  p u rp o se  and th e  m essage o f  t h i s  
m e e tin g  co u ld  t r i g g e r  a  r e a l  p a n ic  in  t h e  m arke t f o r  New York 
C i ty  s e c u r i t i e s  and have a  s e r io u s  im pact on m a rk e ts , w o rld ­
w id e , b e c a u se  o f  t h e  e x te n s iv e  ow nersh ip  o f  th e  b i l l i o n s  o f  
d o l l a r s  o f  New York C i ty  s e c u r i t i e s  and e s p e c i a l l y  b e c a u se  
o f  t h e  c o n c e n t r a t io n  o f  t h a t  o w n ersh ip  among th e  l a r g e  New 
York C i ty  b a n k s . -5

A t t h i s  m e e tin g , th e s e  b a n k e rs  t o l d  th e  Mayor t h a t  th e  

t r a d i t i o n a l  m arke t s o u rc e s  o f  fu n d s  w ere no lo n g e r  open t o  New York 

C i ty .  Nor co u ld  th e s e  b a n k s , th e  Mayor was t o l d ,  w ith  o n e - q u a r te r  

t o  o n e - f i f t h  o f  t h e i r  c a p i t a l  in v e s te d  in  c i t y  s e c u r i t i e s ,  a f f o r d  to  

h o ld  a d d i t i o n a l  s e c u r i t i e s .  E s s e n t i a l l y ,  Mayor Beame was t o l d  t h a t  

t h e  c i t y  co u ld  no lo n g e r  borrow  from  th e  m u n ic ip a l c r e d i t  m a rk e ts  o r  

t h e  c le a r in g h o u s e  b an k s: t h e  c i t y ' s  l i f e l i n e  o f  fu n d s  t o  c o v e r  i t s  

o p e r a t in g  ex p en ses  and t o  r e t i r e  m a tu r in g  d e b t had been  c lo s e d .  

B e fo re  i t  would re o p e n , t h e  b a n k e rs  t o l d  t h e  Mayor t h a t  th e

16" c o n f id e n c e  o f  th e  banks and th e  u n d e rw r i te r s  m ust be r e s t o r e d . "

The b a n k e rs  w ere o p e r a t in g  w ith  in fo rm a tio n  s u p p lie d  t o  them  

from  J a c  F r ie d g u t  o f  C i t ib a n k  and F ran k  Sm eal o f  Morgan G u aran ty  

T r u s t .  J a c  F r ie d g u t  c o n firm e d , d u r in g  o u r  in te r v ie w , t h a t  Beame was 

t o l d  t h a t  " th e  c i t y  was ru n n in g  o u t o f  g a s  and had t o  do so m eth in g  

v e ry  d r a m a tic ."

On T u esd ay , March 1 8 th  Mr. F r ie d g u t  met w ith  th e  New York C ity  

c o n g r e s s io n a l  d e le g a t io n  i n  W ash ing ton , D .C . Edward Koch, th e n  a  

Congressm an and now th e  Mayor o f  New Y ork C i ty ,  was t h e  S e c r e ta r y  

o f  th e  d e le g a t io n  and had a r ra n g e d  th e  m e e tin g . Mr. F r ie d g u t  

d e s c r ib e d  t h a t  m ee tin g  t o  me d u r in g  t h a t  v e ry  same in te r v ie w .

He s t a t e d  t h a t :
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I had been  t o l d  t h a t  e v e ry th in g  would be o f f  th e  r e c o rd  and 
would n o t be  g iv e n  t o  th e  p r e s s ,  and I sp o k e  v e ry  f r a n k ly  
and c a n d id ly .  . . I f e l t  t h a t  so o n e r  o r  l a t e r  . . . t h a t  
W ashington  had t o  b e  d rag g ed  in  . . . and b e fo re  th e y  g o t in  
. . . th e y  sh o u ld  r e a l i z e  n o t o n ly  w hat i s  W ash ing ton ’ s  r o l e  
. . .  I t o l d  them  t h a t  th e  d im en sio n  o f  what h as  t o  be  done 
on an  a n n u a l b a s i s  i s  $500 t o  $800 m i l l io n  w o rth  o f  b u d g e t 
b a la n c in g  d o l l a r s .  T h a t t h i s  would in v o lv e  b i t i n g - t h e - b u l l e t  
on th e  c i t y  f r o n t  and  a l s o  h av in g  to  go t o  W ashington  and 
g e t t i n g  some a d d i t i o n a l  a id  . . .  As p a r t  o f  my p r e s e n ta t io n  
I  s a id  . . . t h a t  u n le s s  th e  c i t y  ta k e s  v e ry  d r a s t i c  s te p s  
th e  c i t y ' s  p a p e r  would be u n s a le a b le  a t  any  p r i c e .  Now we w ere 
t a l k i n g  a b o u t t h e  . . . in c r e a s e  in  t h e  i n t e r e s t  r a t e s  and how 
Beame had been  v e ry  c r i t i c a l  t h a t  th e  i n t e r e s t  r a t e s  w ere so  
h ig h .  And I s a id  i t  w o n 't  even be a  q u e s t io n  o f  p r i c e ;  i t  w i l l  
be  a  q u e s t io n  o f  a v a i l a b i l i t y .  And t h a t  u n le s s  som eth ing  
d ra m a tic  i s  d one , c i t y  p a p e r  would be u n s a le a b le  a t  any  p r i c e .

These statements were leaked to the public and soon the city's

securities were unmarketable at any price. Futher exacerbating the

erosion of confidence in city securities was the unloading of city

securities by the major New York banks - the very same banks that had

underwritten city bonds and notes for years. At the very same time

that they were underwriting city securities and meeting with the city

administration "to keep the market open," these banks were divesting

themselves of their own very substantial holdings of city securities.

Jack Newfield reported that "the big New York City banks, as well as

major banks across the nation, quietly dumped approximately $2.3

billion in New York City securities on the market between the summer

of 197^ and March, 19 7 5 ." ^ ^  The banks were involved in the dual role

of underwriting and divesting of city securities. All the while they

"advised" the city of possible measures to secure investor confidence

in the stability of the city's finances. Yet, their actions could

only lead, to a glut in the municipal securities market which1 was

already burdened by the enormous amount of city debt. They continued,

however, to recommend that the city reduce expenditures for municipal
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w o rk ers  and d e c re a s e  t h e  q u a l i t y  o f  s e r v ic e s  f o r  th e  r e s i d e n t s  o f  

New York C i ty .

I n  A p r i l  1975 th e  c i t y  co u ld  n o t borrow  t o  m eet i t s  ex p en ses  

and found  i t s e l f  d ep en d e n t upon New Y ork S t a t e  t o  p ro v id e  th e  fu n d s  

t o  e sc a p e  b a n k ru p tc y . The p r i c e  t o  be p a id  f o r  t h i s  a id  was a  c r i s i s  

b u d g e t, b a sed  on a u s t e r i t y ,  and th e  e v e n tu a l  l a y o f f  a n d /o r  a t t r i t i o n  

o f  a p p ro x im a te ly  67 ,000  jo b s .  The c i t y ' s  d e b t was now a t  $11 b i l l i o n ,  

w ith  $ 4 .5  b i l l i o n  in  s h o r t  te rm  s e c u r i t i e s  due t o  m a tu re . F o r th e  

f i r s t  t im e , b u t  n o t th e  l a s t ,  t h e  c i t y  was fa c e d  w ith  t h e  r e a l  

p o s s i b i l i t y  o f  b a n k ru p tc y . The banks had p roduced  th e  f i s c a l  c r i s i s ,  

we saw , by f lo o d in g  th e  c r e d i t  m a rk e ts , r e f u s in g  t o  p u rc h a se  

a d d i t i o n a l  c i t y  s e c u r i t i e s  f o r  t h e i r  own p o r t f o l i o s  and by ad d in g  

u n c e r t a in ty  t o  an  in v e s tm e n t c l im a te  t h a t  was a l r e a d y  sh a k y .

Banking Powert Using the Fiscal Crisis

W ith th e  c i t y  f a c in g  n e a r  b a n k ru p tc y  i t s  o n ly  a l t e r n a t i v e  was 

t o  s e e k  f i n a n c i a l  a s s i s t a n c e  from  b o th  New York S t a t e  and th e  f e d e r a l  

governm en t. The c i t y  re c o g n iz e d  t h a t  i t  co u ld  n o t  r e l y  on th e  c i t y ' s  

m a jo r banks f o r  s u b s t a n t i a l  a s s i s t a n c e ;  t h a t  had b een  made c l e a r  by 

th e  b a n k s ' a c t io n s  d u r in g  th e  p re c e d in g  m onths. F u r th e r  e x a c e rb a t in g  

th e  p ro b lem , P r e s id e n t  F o rd  announced t h a t  t h e  c i t y  would n o t  be 

" b a i l e d - o u t"  w ith  f e d e r a l  fu n d s .

B an k ru p tcy  d id  n o t seem t o  be  a  v ia b le  o p t io n  f o r  i t s  c o r p o r a te  

s e c to r  and a d v i s o r s .  To a v o id  su ch  a  f a t e ,  some o f  New Y o rk 's  m ost 

p o w e rfu l c o r p o r a te  e x e c u tiv e s  began t o  d e v is e  a  " re s c u e "  p la n .

R ic h a rd  S h in n , P r e s id e n t  o f  M e tro p o li ta n  L i f e  In s u ra n c e  Company;

F e l i x  R oh a ty n , a  p a r tn e r  in  th e  in v e s tm e n t b an k in g  f irm  o f  L aza rd  

F r e r e s  and a  d i r e c t o r  o f  ITT and s i x  o th e r  m a jo r c o r p o r a t io n s ;  and
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Frank Smeal .of Morgan Guaranty Trust purportedly arranged the

structure and functions of the Municipal Assistance Corporation (MAG) 
18on May 26, 1975* MAC fo rm a l iz e d  th e  pow er o f  th e  f i n a n c i a l  and

v corporate class over the city's long range fiscal planning. Governor

Carey's appointments to the MAC hoard included eight members, out of

nine, with hanking and brokerage connections. They were: Felix

Rohatyn; Simon Rifkind, a corporate lawyer and director of the

Sterling National Bank; Robert Weaver, director of the Bowery Savings

Bank and the Metropolitan Life Insurance Company; Thomas Flynn, a

director of the Household Finance Corporation as well as trustee of

the American Savings Bank; William Ellinghaus, President of the New

York Telephone Company, director of Bankers Trust and a trustee of

the Dime Savings Bank; John Coleman of Adler, Coleman and Company, a

brokerage firm; Francis Barry, President of Campbell and Gardiner, a

brokerage firm; and George Gould, chairman of Donaldson, Lufkin,

Jenerette Securities. The only appointee without these connections

was Dr. Donna Shalala, a professor at Columbia University and an

expert on state financing. Yet, she, by her own admission, was not

within the circle of decision makers of MAC. In my interview of her

in  O c to b e r  1978, D r. S h a la la  a rg u e d  t h a t

during that period it was Felix Rohatyn and only Felix Rohatyn. 
It was a very small group of people /making decisions/. MAC 
was usually represented by one person or by two at the most. 
Ellinghaus,- when he was chairman, with Rohatyn. You didn't put 
all the MAC people into a room, with all the Mayor's people and 
all the Governor's people. So in a sense, while I knew what 
was going on, and I certainly felt consulted, I didn't feel 
that I was a central person in the negotiations /to refinance 
the city and institute an austerity plan/.

It has already been shown that New York's major banks were

deeply implicated in the events which led up to the fiscal crisis.
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We saw t h a t  th ro u g h  th e  FCLG f in a n c e  c a p i t a l  was e x e r t in g  i t s  

in f lu e n c e  o v e r  c i t y  p o l i c y .  Y e t, w ith  MAC, th e  f i n a n c i a l  community 

began  t o  e x e r t  more c o n t r o l ,  in  a  fo rm a l iz e d ,  l e g a l l y  a u th o r iz e d  

s t a t e  b o a rd . One u n io n  l e a d e r  d e s c r ib e d  th e  pow er o f  th e  banks a t  

t h i s  p o in t  t h i s  way: "The banks w ere d o in g  b u s in e s s  a l l  th e  t im e .

They /h a d  been  g e t t i n g /  9 ^ 2 $  i n t e r e s t  . . . and th e y  w ere c ra c k in g  

th e  w h ip ."  The new est "w hip" was t o  be th e  M u n ic ip a l A s s is ta n c e  

C o rp o ra tio n .

The s t a f f i n g  o f  MAC q u i t e  o b v io u s ly  d e m o n s tra te d  th e  pow er t h a t  

th e  f i n a n c i a l  and c o r p o r a te  f a c t i o n s  o f  th e  c a p i t a l i s t  c l a s s  w ere . 

a b le  t o  e x e r t  a t  t h i s  p o i n t .  I n  a  v e ry  r e a l  s e n s e ,  t h e i r  view  o f  th e  

f i s c a l  c r i s i s  became th e  p r e v a i l i n g  id e o lo g y . The i n t e r e s t s  o f  th e  

c i t y  w ere p r e s e n te d  a s  p a r a l l e l  t o  c a p i t a l ' s  i n t e r e s t s .  A t t h e  same 

t im e , th o s e  i n t e r e s t s  n e c e s s i t a t e d  r e d u c t io n s  in  th e  c i t y ' s  w o rk fo rc e , 

a s  w e l l  a s  red u ce d  r e a l  wages f o r  th o s e  w orkers  who rem a in ed . 

A u s t e r i t y  was t o  be in t ro d u c e d  even a s  MAC was t o  r e n e g o t i a t e  th e  

c i t y ' s  s h o r t  te rm  d e b t i n t o  lo n g  te rm  s t a t e  g u a ra n te e d  MAC b o n d s . I n  

th e  p ro c e s s  th e  c i t y  was t o  be sav ed  from  b a n k ru p tc y .

D r. S h a la la  r e v e a le d  th e  G o v e rn o r 's  c o n c e rn s  and th e  f i n a n c i a l  

com m unity 's  pow er when sh e  d e s c r ib e d  t o  me how s t a f f i n g  d e c i s io n s  

w ere m ade.

I t  was se e n  a s  a  f in a n c in g  p rob lem  and th e  G o v e rn o r 's  f i r s t  
i n c l i n a t i o n  was t o  f in d  p e o p le  who w ere p o l i t i c a l l y  a c c e p ta b le  
b u t  knew th e  s u b s ta n c e  / o f  th e  p ro b le m /. Remember, th e  
p rob lem  was c r e d i b i l i t y  w ith  t h e  f i n a n c i a l  community and t h e r e ­
f o r e  he was u rg ed  t o  make a  s e r i e s  o f  ap p o in tm e n ts  t h a t  would 
be  lo o k ed  a t  by th e  f i n a n c i a l  com m unity, a s  w e ll  a s  by th e  
u n io n s  and o th e r  p e o p le ,  a s  r e s p e c t a b le  p e o p le ; p e o p le  who, 
even th o u g h  th e y  had some c o n n e c tio n s  w ith  th e  b an k in g  
com munity d i d n ' t  have a  p a r t i c u l a r  axe  t o  g r in d  o r  w e r e n 't  
a n t i - u n io n  p a r t i c u l a r l y .

R e g a rd le s s ,  th e  u n io n s  d id  n o t  e x e r t  v e to  pow er o v e r  a p p o in te e s .
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More im p o r ta n t ly ,  th e y  w ere n o t c o n s u l te d  a b o u t th e  l e g i s l a t i o n  

c r e a t in g  MAC u n t i l  a f t e r  i t  had been  d r a f t e d .  Edward Handman, P u b lic  

R e la t io n s  D i r e c t o r  o f  D i s t r i c t  C o u n c il 37 o f  th e  A m erican F e d e r a t io n  

o f  S t a t e ,  C ounty and M u n ic ip a l Em ployees (New York C i t y 's  l a r g e s t  

p u b l ic  em ployee u n io n ) d e s c r ib e d  th e  u n io n 's  in f lu e n c e ,  o r  la c k  t h e r e ­

o f ,  o v e r  th e  l e g i s l a t i o n :

The same th in g  was h appen ing  a l l  th e  t im e : when a  c r i s i s  came 
th e y  had  to  ru n  t o  th e  un ions ' . . .  so  t h a t  we co u ld  s o lv e  th e  
p ro b lem . And th e n  an y tim e  so m eth in g  new was hap p en in g  th e y  
w ould do i t  th e m se lv e s  w ith o u t a s k in g  th e  u n io n s  / f o r  
a s s i s t a n c e / .  So th e  l e g i s l a t i o n  / c r e a t i n g  MAC/ th e y  d r a f t e d  
t h a t  th e m s e lv e s .  And one m orning we w ere h a v in g  a  M u n ic ip a l 
L ab o r C o a l i t io n  m ee tin g  and we su d d e n ly  le a rn e d  t h a t  th e y  g o t 
t h e  l e g i s l a t i o n  re a d y  t o  go and th e y  h a d n 't  even shown i t  t o  
u s .  So we had a  p r e s s  c o n fe re n c e  and everybody  was h e re  
w a it in g  f o r  i t  and th e  word g o t t o  th e  G overnor t h a t  we w ere 
an g ry  -  so  th e y  h e ld  i t  u p . And we w ent . . . o v e r th e  
l e g i s l a t i o n .  B ut b a s i c a l l y  i t  was th e  same and an exam ple o f  
a  u n i l a t e r a l  docum ent. We made some m inor changes a t  th e  
moment. We w ere i n  a  f r u s t r a t i n g  p o s i t i o n .  • They would d r a f t  
so m eth in g  w ith o u t u s .  ( in te r v ie w  w ith  Handman -  Decem ber 1978)

I t  was q u i t e  c l e a r  t h a t  th e  u n io n s  la c k e d  r e a l  power i n  th e

c o n te x t  o f  t h i s  c r i s i s .  I n s te a d ,  power seems t o  have c e n te re d  on th e

f i n a n c i a l  com munity t h a t  had h e lp e d  deny th e  c i t y  i t s  much needed

o p e r a t in g  fu n d s . In d e e d , J a c  F r ie d g u t  o f  C it ib a n k  and th e  FCLG made

t h a t  p o in t  c l e a r  t o  me in  o u r  in te rv ie w  o f  J a n u a ry  k, 1979* 1 ask ed

Mr. F r ie d g u t  i f  i t  w ere t r u e ,  a s  J a c k  N ew fie ld  m a in ta in e d , t h a t  th e

b a n k e rs  to o k  c o n t r o l  o f  t h e  c i t y  a f t e r  S ep tem ber 1975• Mr. F r ie d g u t

f i r s t  d i s t i n g u i s h e d  betw een com m ercial and in v e s tm e n t b an k in g  and

th e n  s t a t e d  t h a t

I t  i s  t r u e  t h a t  th e  in v e s tm e n t b a n k e rs ,  p a r t i c u l a r l y  F e l i x  
R ohatyn , G eorge G ould and Edward K resk y , p ro b a b ly  had more s a y  
in  th e  f i n a n c i a l  r e s t r u c t u r i n g  o f  th e  c i t y  on a  c o n tin u o u s  
b a s i s  s in c e  th e  second  h a l f  o f  1975 th a n  any o th e r  g ro u p .
So, in  a  s e n s e ,  th e  b a n k e rs  d id  t a k e  o v e r  th e  c i t y .
( e m p h a s is . i s  mine)
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Yet, Jac Friedgut went on to maintain that it was not the 
commercial, but rather the investment bankers who gained so much 

power. In part this may have been his analysis as a commercial 

banker for, as we have seen, the commercial banks exerted a great 
deal of power through the FCLG and later, through MAG. Still, there 
may have been an important point here. Investment bankers could play 

an important and pivotal role in redirecting the financial structure 

of New York City and could, Mr. Friedgut maintained, mediate between 

labor and the commercial banks. Continuing his analysis Mr. Friedgut 

argued that

the bankers did take over the city. But these were not the 
commercial bankers. And you know, if you asked Jack Newfield 
who do you mean, he would say the Wristons of this world.
Well, that's just not true. To a large extent if you said the 
Rohatyns of this world, it is pretty close to the mark. Now 
some people would say yes, but doesn't Rohatyn feel more 
comfortable with a Wriston than with a Jack Bigel, representing 
labor. And that is not true either because Felix Rohatyn's 
genius is that he's been able to effect the same type of 
communication with Bigel as with Wriston; to somehow harmonize 
their positions in a way that's good for the city.
(interview with Friedgut - January 1979)

Felix Rohatyn was indeed able to effect an accommodation with 

the city's labor unions. Nevertheless, this accommodation was not 

based on an equality of power between finance capital and labor; 

rather, it was predicated on keeping union mobilization ineffectual 

or reactive to already accomplished policies. This was the case for 

the legislation creating MAC and, a short time later, the Emergency 

Financial Control Board.

The unions were constantly working with plans submitted by the 

banks. The MAC legislation was one such instance in which members of 
the corporate sector drafted legislation without prior consultation 

with the city’s labor unions. Furthermore, the function of MAC
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i t s e l f  s e rv e d  th e  i n t e r e s t s  o f  th e  f i n a n c i a l  com m unity; i t  was 

in te n d e d  to  e s t a b l i s h  t h e  s e c u r i t y  o f  in v e s tm e n ts  in  th e  c i t y  and to  

a llo w  f in a n c e  c a p i t a l  t o  in v e s t  e lse w h e re ; o r ,  in  o th e r  w ords, t o  

d i s i n v e s t  in  New Y ork. MAG was a u th o r iz e d  t o  m arke t $3 b i l l i o n  o f  

b o n d s . T h ese  bonds would be  is s u e d  by MAG a s  an agency  o f  New York 

S t a t e ,  n o t New York C i ty .  The bonds would be r e t i r e d  upon m a tu r i ty  

by a  fund s e t  a s id e  and p r o te c te d  by law . The fund  would c o n s i s t  o f  

S t a t e  ta x e s  im posed on r e t a i l  s a l e s  w ith in  th e  c i t y ,  a s  w e ll  a s  a  

s to c k  t r a n s f e r  t a x .  I t  was a  f in a n c in g  in s tru m e n t ,  c o n t r o l l e d  by 

f in a n c e  c a p i t a l ,  an d , more im p o r ta n t ly ,  d e v is e d  by f i n a n c i e r s .

On Ju n e  30» 1975. u n d e r p r e s s u r e  from  b o th  th e  S t a t e  and 

F e d e ra l  g o v ern m en ts , a s  w e l l  a s  th e  c o n t in u in g  p r e s s u r e  from  th e  

f in a n c ia l-c o m m u n ity , Mayor Beame u n i l a t e r a l l y  o rd e re d  a  wage f r e e z e  

a p p l ic a b le  t o  t h e  . c i t y 's  la b o r  f o r c e .  The u n io n s , i n  a  m ee tin g  a t  

th e  A m ericana H o te l  one month l a t e r ,  c a p i t u l a t e d  t o  th e s e  demands and 

s ig n e d  an  ag reem en t d e f e r r i n g  a  p o r t io n  o f  t h e i r  w ages. The b a n k e r s ' 

demands f o r  a  r e d u c t io n  i n  l a b o r  c o s t s  w ere b e in g  m e t. S t i l l ,  t h e r e  

was no ru s h  by in v e s to r s  t o  show c o n f id e n c e  in  a  c i t y  moving th ro u g h  

t h e . i n i t i a l  s t a g e s  o f  a u s t e r i t y .

On J u ly  1 0 th  MAG began  m a rk e tin g  i t s  f i r s t  s e r i e s  o f  lo n g  te rm  

b o n d s . I t  was a  $1 b i l l i o n  i s s u e ,  w ith  a  h ig h  i n t e r e s t  r a t e  o f  9-25%, 

t a x  f r e e .  N e v e r th e le s s ,  o n ly  $550 m i l l i o n  o f  t h i s  was s u c c e s s f u l ly  

m arke ted  to  t h e  p u b l i c ,  d e s p i t e  an  "A" r a t i n g  from  th e  m u n ic ip a l bond 

r a t i n g  a g e n c ie s .  The u n d e rw r i t in g  banks and b ro k e ra g e  h o u ses  w ere 

fo rc e d  to  a b s o rb  th e  re m a in in g  $^50 m i l l i o n .

I t  was c l e a r  t h a t  in v e s to r s  w ere dem anding more a u s t e r i t y  

b e fo re  th e y  would e x p re s s  t h e i r  c o n f id e n c e  in  th e  c i t y .  The



70

p ro m in en t b an k in g  and c o r p o r a te  a p p o in te e s  t o  MAC w ere n o t enough

t o  i n s p i r e  c o n f id e n c e  in  MAC; i t  had been  to o  c l o s e l y  i d e n t i f i e d

w ith  New York C i t y .  D e s p i te  t h e  s e c u r i t y  o f  s e p a r a t e  fu n d s  and th e

s t a t u s  o f  S t a t e  ag en cy , in v e s t o r s  r e f u s e d  t o  commit t h e i r  c a p i t a l  t o

MAC b o n d s . On J u ly  1 7 th  a  g roup  o f  b a n k e rs  le d  by D av id  R o c k e f e l le r ,

F ra n k  Sm eal and W a lte r  W ris to n  met w ith  th e  MAC b o a rd  t o  p ro p o se  th e

d i r e c t i o n  t h a t  t h e  c i t y  m ust t a k e .  A t t h i s  m e e tin g  th e  b a n k e rs

a s s e r t e d  t h a t  t h e  MAC b o a rd  m ust t a k e  more c o n t r o l  o v e r  t h e  c i t y ' s

f in a n c e s  and b u d g e t. F u r th e rm o re , th e y  s u g g e s te d  a n  end t o  f r e e

t u i t i o n  a t  th e  C i ty  U n iv e r s i ty  o f  New Y ork, a  r a i s e  in  th e  t r a n s i t

f a r e ,  a  wage f r e e z e ,  f u r t h e r  r e d u c t io n s  in  t h e  s i z e  o f  th e  c i t y ' s

l a b o r  f o r c e  and d e e p e r  s e r v i c e  c u tb a c k s .  I n  a d d i t i o n ,  th e  b a n k e rs

q u e s t io n e d  th e  a b i l i t y  o f  t h e  m ayor t o  ta k e  t h e  " d ra m a tic "  s t e p s

n e c e s s a ry  and u rg ed  a  f i s c a l  program  b e  im plem ented  and m o n ito red  by

an o u ts id e  agency  o r  c o n t r o l  b o a rd . They w ere s u g g e s t in g  t h a t  i t  was

now n e c e s s a ry  f o r  a  n o n - e le c te d  c o n t r o l  b o a rd  t o  a d m in is te r  t h e  f i s c a l

19a f f a i r s  o f  t h e  c i t y .  '  A cco rd in g  t o  J a c k  N e w fie ld , Mayor Beane was 

th e n  a d v is e d  by MAC t h a t  f u r t h e r  and much more d r a s t i c  a u s t e r i t y  

m easu res  w ere n e c e s s a ry .

By A ugust i t  was a p p a re n t  t h a t  MAC was n o t  a b le  t o  p e rfo rm  i t s  

f u n c t io n .  The in v e s tm e n t com munity was on s t r i k e  -  d en y in g  th e  c i t y  

fu n d in g , even th ro u g h  a  s t a t e  agency  su ch  a s  MAC. The c o r p o r a te  

s e c t o r ,  and e s p e c i a l l y  t h e  c i t y ' s  b a n k s , w ere p r e s s in g  f o r  a  s t r o n g e r ,  

more p o w e rfu l c o n t r o l  b o a rd . J a c  F r ie d g u t  d e t a i l e d ,  i n  o u r  i n t e r ­

view  in  J a n u a ry  I9 7 9 i th e  p ro c e s s  le a d in g  to  t h e  c o n t r o l  b o a rd .

I  t h i n k  we made i t  c l e a r  . . . t h a t  t h e r e  was no way t h a t  even 
MAC . . . a t  f i r s t  we a l l  made a  j o i n t  judgem ent t h a t  p e o p le  
w ould d i f f e r e n t i a t e  betw een  MAC and th e  c i t y  and th e r e f o r e
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would buy MAG bonds, th o u g h  n o t  c i t y  b o n d s . T h a t was w rong.
Then we s a id  o . k . ,  l e t ' s  t r y  t h i s  a s  a  judgem ent -  t h a t  th e  
o n ly  way t h a t  p e o p le  w i l l  buy more MAC bonds w i l l  b e  i f  you 
make i t  v e ry  v e ry  c l e a r  t h a t  t h e  s t a t e  i s  n o t  o n ly  b o rro w in g  
on b e h a l f  o f  th e  c i t y ,  b u t  t h a t  i t ' s  a l s o  c lam p in g  down on 
th e  c i t y  and g e t t i n g  th e  c i t y  b ack  in to  l i n e .
(em p h asis  i s  m ine)

In  S ep tem ber th e  "c lam p in g  down on th e  c i t y "  p ro c e s s  was

fo rm a l ly  l e g i s l a t e d  w ith  th e  c r e a t io n  o f  t h e  Em ergency F in a n c ia l

C o n tro l  B oard (EFCB). T h is  b o a rd  was l e g i s l a t e d  t o  have th e  pow er t o

( i )  re v ie w , c o n t r o l  and s u p e r v is e  t h e  f i n a n c i a l  management o f  
th e  c i t y ,  ( i i )  . . . ap p ro v e  . . .  a  p la n  t h a t  w i l l  p ro v id e  th e  
b a s i s  f o r  a  r e t u r n  o f  th e  c i t y  t o  sound f i n a n c i a l  c o n d i t io n ,
( i i i )  c o n t r o l  . . . t h e  d isb u rs e m e n t o f  c i t y  fu n d s , u n d e r 
w hich d e b t s e r v ic e  re q u ire m e n ts  w i l l  be  met a s  a  f i r s t  p r i o r i t y ,
( iv )  rev ie w  and a u d i t  c i t y  o p e r a t io n s  . . .  t o  a s s u r e  t h a t  
sound management p r a c t i c e s  a r e  o b se rv e d  o r  r e s t o r e d . ^0

I t  w as, in  a l l  r e s p e c t s ,  a  fo rm a l and l e g a l l y  a u th o r iz e d

a u s t e r i t y  b o a rd . Most im p o r ta n t ly ,  i t s  f u n c t io n  was m andated by law

and i t  was a b le  t o  i n s t i t u t e  a u s t e r i t y  r e g a r d l e s s  o f  any p o t e n t i a l

r e s i s t a n c e  from  th e  c i t y ' s  u n io n s , w o rk ers  o r  r e s i d e n t s .  I t  had been

i s o l a t e d  from  p o t e n t i a l  p o p u la r  movements a g a in s t  a u s t e r i t y .

S e rv in g  on th e  EFCB w ere G o verno r C arey , Mayor Beame, S t a t e

C o m p tro lle r  L e v i t t ,  C i ty  C o m p tro lle r  G o ld in  and t h r e e  members o f  th e

c o r p o r a te  s e c to r :  F e l i x  R o h a ty n , W illiam  E l l in g h a u s ,  b o th  members o f

MAC, and D avid M a rg o lis  o f  C o lt I n d u s t r i e s .

The m ost p o w e rfu l member o f  th e  EFCB was F e l i x  R oh a ty n . By

t h i s  tim e  F e l i x  R ohatyn  had. become th e  m a jo r d e c i s io n  m aker in  p la n s

to  in t ro d u c e  a u s t e r i t y .  He d e v ise d  and app ro v ed  f in a n c in g  p la n s ;  he

sm oothed o v e r  any rou g h  s p o ts  w ith  b o th  t h e  banks and th e  u n io n s .  As

D r. S h a la la  s t a t e d  i n  o u r  in te r v ie w  o f  O c to b e r 1978

He had th e  pow er o f  h i s  p r e s t i g e  / o r i g i n a t i n g  from  h i s  work in  
t h e  f i n a n c i a l  and c o r p o r a te  s e c to r § 7 ; trem en d o u s power b e c a u se  
o f  h i s  p r e s t i g e  and v i s i b i l i t y  i n  t h i s  s i t u a t i o n .  He was 
s im p ly  t r u s t e d  by a  l a r g e  number o f  p e o p le  t h a t  w ere in v o lv e d
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in  th e  p ro c e s s  and t h e r e f o r e  I  th in k  he  had enormous power 
d u r in g  t h i s  p e r io d .  And i n  f a c t  he shaped  th e  f i n a n c i a l  
s e t t l e m e n t s .

T h is  w iza rd  o f  t h e  c o r p o r a te  w orld  was now s e t t i n g  th e  f i s c a l  

p o l i c y  o f  th e  c i t y ,  th o u g h  w ith in  t h e  c o n s t r a i n t s  s e t  by th e  d e t e r ­

i o r a t i n g  p o s i t i o n  o f  New York C i ty  in  th e  m u n ic ip a l c r e d i t  m a rk e ts . 

S t i l l ,  w ith  a l l  h i s  p r e s t i g e  and pow er, he co u ld  n o t  s u c c e s s f u l ly  

m arke t MAG bonds w ith o u t th e  e s ta b l is h m e n t  o f  th e  EFCB.

The o v e r t  f u n c t io n  o f  t h e  EFCB was t o  i n s t i t u t e  t i g h t  c o n t r o l  

o v e r  t h e  c i t y ,  i t s  p o l i c i e s ,  and to  f o r c e  a u s t e r i t y  in  th e  form  o f  

c o n t r o l  o v e r  e x p e n d i tu r e s ,  f in a n c e s  and c i t y  la b o r  c o n t r a c t s .  To 

t h i s  end, th e  EFCB a s s e r t e d  i t s  a u t h o r i t y  o v e r  a l l  m ajo r c o n t r a c t s  

t h a t  t h e  c i t y  e n te re d  i n t o  -  in c lu d in g  and e s p e c i a l l y  th e  c i t y ' s  

c o n t r a c t s  w ith  i t s  la b o r  u n io n s . C o n se q u e n tly , th e  b o a rd  began to  

f o r c e ,  w ith in  th e  c o n te x t  o f  a  new th r e e  y e a r  p lan n ed  a u s t e r i t y  

program , l a y o f f s ,  a t t r i t i o n  and a  g e n e r a l  r e d u c t io n  in  c i t y  s e r v i c e s .  

T hese  a c t i o n s ,  i t  was th o u g h t ,  w ould r e a s s u r e  in v e s to r s  t h a t  t h e  c i t y  

would re fo rm  i t s  p r o f l i g a t e  w ays. In d e e d , in v e s to r s  would be 

r e a s s u r e d ,  i t  was hoped, t h a t  th e  c i t y  was no lo n g e r  a  u n io n  tow n; 

t h a t  i t s  u n io n s  no lo n g e r  h e ld  pow er o v e r  t h e  c i t y  p u r s e .

The MAG s t i l l  had d i f f i c u l t y  m a rk e tin g  i t s  o b l ig a t io n s  and 

p ay in g  f o r  th e  c i t y ' s  red u ce d  s e r v i c e s .  I n  November 1975 P r e s id e n t  

F ord  r e a c te d  to  th e  c i t y ' s  a u s t e r i t y  program  and approved  a  $ 2 .3  

b i l l i o n  s e a s o n a l  lo a n  p rog ram . Some tim e  l a t e r ,  w ith  th e  h in d s ig h t  

t h a t  h i s t o r y  b r in g s ,  S e n a to r  W illiam  P ro x m ire , c h a i r  o f  th e  S e n a te  

B ank ing , H ousing  and U rban A f f a i r s  Com m ittee w hich had o v e r s ig h t  

r e s p o n s i b i l i t y  o v e r  th e  S e a s o n a l Loan Program  f o r  th e  c i t y ,  had t h i s  

t o  s a y  a b o u t t h e  l e g i s l a t i o n  to  " sa v e "  t h e  c i t y .  "O b v io u s ly , th e
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F e d e r a l  Loans have p ro v id e d  a  c o n v e n ie n t way f o r  th e  hanks t o  g e t  o u t

21o f  New York C i ty  s e c u r i t i e s . "

E s p e c ia l ly  now th e  c i t y  needed  a  c o n tin u o u s  flo w  o f  c a p i t a l  

in v e s te d  in  e i t h e r  MAC o r  f u t u r e  c i t y  n o te s  and b o n d s . The banks 

w ere c l e a r l y  r e f u s in g  t o  b a n k r o l l  th e  c i t y  w h ile  i t  rem ained  in  su ch  

a  p r e c a r io u s  and r i s k y  f i n a n c i a l  c o n d i t io n .  A so u rc e  o f  fu n d s  would 

have  to  b e  found  and so o n , o r  e l s e  th e  c i t y  m igh t f in d  i t s e l f  f a l l i n g  

in t o  b a n k ru p tc y . The s o u rc e  o f  th e s e  fu n d s  was t o  be t h e  c i t y ' s  

u n io n s .  I n  t h i s  way, t h e  banks u sed  th e  f i s c a l  c r i s i s  t o  d i v e s t  in  

t h e  c i t y ,  g a in  pow er f o r  f in a n c e  c a p i t a l ,  i n s t i t u t e  a u s t e r i t y  and 

p r o - b u s in e s s  p o l i c i e s  and  r e s t r i c t  th e  in f lu e n c e  o f  th e  c i t y ’ s  la b o r  

u n io n s .

The n e x t c h a p te r  w i l l  p r e s e n t  and a n a ly z e  th e  s t r a t e g i e s  

ad o p te d  and n o t ad op ted , by th e  c i t y ' s  u n io n s  i n  re s p o n s e  t o  t h e  

d e v e lo p in g  a u s t e r i t y .  By d o in g  t h i s  we s h a l l  be  b e t t e r  a b le  t o  u n d e r­

s ta n d  th e  f i s c a l  c r i s i s  n o t  o n ly  a s  th e  p ro d u c t o f  c l a s s  s t r u g g le  b u t 

a l s o  i t s e l f  a  moment o f  c l a s s  s t r u g g l e .
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IV . ACCOMMODATION TO AUSTERITY: MUNICIPAL UNIONS AMD THE FISCAL CRISIS
OF NEW YORK CITY

C r i s i s  S t r a t e g y

From i t s  in c e p t io n ,  t h e  u n io n s  re sp o n d ed  t o  t h e  e v e r-d e e p e n in g  

f i s c a l  c r i s i s  by c o o p e ra t in g  w ith  t h e  em erging  p u b l ic  p o l i c y  seem in g ly  

d e f in e d  by  th e  s a c r i f i c e s  o f  t h e  c i t y ' s  w o rk ers  and u n io n s .  T hese  

s a c r i f i c e s  becam e e c o n o m ic a lly  and p o l i t i c a l l y  " n e c e s s a ry ” a s  th e  

c i t y  found  in c r e a s in g  r e lu c ta n c e  among in v e s t o r s ,  b o th  i n s t i t u t i o n a l  

and in d i v id u a l ,  to  i t s  n o te  and bond o f f e r i n g s .  In  November 1974, 

w ith  H a r r is o n  G o ld in , th e  c i t y ' s  C o m p tro lle r ,  a d m it t in g  a  b u d g e t 

d e f i c i t  o f  $650 m i l l i o n ,  i n t e r e s t  r a t e s  on t h e  c i t y ' s  d e b t  o b l ig a t io n s  

c lim b ed  t o  9.5% a s  d o u b t grew  a b o u t th e  s o lv e n c y  o f  b o th  th e  c i t y  and 

i t s  n o te s .

To h ig h l ig h t  t h e  e r o s io n  o f  c o n f id e n c e  in  th e  c i t y ' s  f i s c a l  

h e a l th  one m ust r e c a l l  t h a t  j u s t  one month e a r l i e r  t h e  c i t y  m arketed  

$4-20.4 m i l l i o n  in  Bond A n t i c ip a t io n  N o tes  a t  a  7 .7 9 % i n t e r e s t  r a t e .  

T h is  r a t e  w as, up to  t h a t  t im e ,  t h e  h ig h e s t  i n t e r e s t  r a t e  e v e r  p a id  

by th e  c i t y  on t h i s  ty p e  o f  o f f e r i n g .  F u r th e r  c a u s in g  in v e s to r  

a n x ie ty  was t h e  d e c i s io n  by F i t c h  I n v e s t o r 's  S e r v ic e ,  I n c .  t o  re d u c e  

i t s  r a t i n g s  o f  New York C i ty  bonds from  an "A" to  a  "BBB" r a t i n g  f o r  

m a tu r i t i e s  b e f o r e  J a n u a ry  1 , 1980 w h ile  th o s e  m a tu rin g  a f t e r  t h a t  

d a t e  w ere r a t e d  "BB." In  so  d o in g , F i t c h  r e p o r te d  t h a t  th e  c i t y  

m igh t soon have " d i f f i c u l t y  in  m ee tin g  a l l  i t s  f i n a n c i a l  o b l i g a t i o n s ,  

d e b t  s e r v i c e ,  a s  w e ll a s  o p e r a t in g  e x p e n se s ."

I n  o r d e r  t o  a t t r a c t  in v e s t o r s ,  t h e  c i t y  was o b lig e d  t o  o f f e r  

8 . 6% t o  9>5% i n t e r e s t ,  and even  u n d e r th o s e  c o n d i t io n s  th e  c i t y  co u ld  

n o t a t t r a c t  am ple i n v e s to r  i n t e r e s t .  The c r i s i s  a tm o sp h ere  was 

f u r t h e r  c o m p lic a te d  and prom oted  by an  u rg e n t  n e c e s s i t y  t o  borrow
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$ 2 .3  " b i l l io n  t o  m eet o p e r a t in g  and p a y r o l l  o b l ig a t io n s  due w ith in  

a  few s h o r t  w eeks. By th e  end o f  1974 th e  c i t y  had. accu m u la ted  more 

th a n  $13 b i l l i o n  i n  o u ts ta n d in g  d e b t and was f a c in g  th e  r e a l  and 

th r e a te n i n g  p o s s i b i l i t y  o f  b a n k ru p tc y .

I n  November 1974 t h e  c o n tro v e r s y  o v e r  th e  c i t y ' s  so lv e n c y  was 

f u e le d  by  th e  a c t io n s  o f  th e  c i t y  a d m in is t r a t io n .  D e s p i te  grow ing  

co n c e rn  by  th e  c i t y ' s  m a jo r f i n a n c i a l  pow ers and a u t h o r i t i e s ,  th e  

M ay o r's  and C o m p tr o l le r 's  o f f i c e s  c o u ld  n o t s to p  b ic k e r in g  in  p u b lic  

o v e r  th e  a c t u a l  s i z e  o f  th e  b u d g e t d e f i c i t . The Mayor a rg u e d  t h a t  

th e  d e f i c i t  was $430 m i l l io n  -  $220 m i l l io n  s h o r t  o f  th e  C o m p tro l le r 's  

e s t im a te .  I n v e s to r s ,  a l r e a d y  wary o f  th e  c i t y ' s  l e a d e r s h ip ,  saw 

c o n f irm a tio n  o f  t h e i r  d o u b ts  i n  th e  c o n fu s io n  o v e r  th e  s i z e  o f  th e  

d e f i c i t .  C ould  th e  c i t y  be  so  p o o r ly  a d m in is te re d  t h a t  i t s  Mayor 

and C o m p tro lle r  d id  n o t know th e  s i z e  o f  i t s  d e b t?

As Mayor Beame and C o m p tro lle r  G o ld in  a rg u e d , t h e  m a jo r i n s t i t u ­

t i o n a l  in v e s t o r s  began  t o  p r e s s u r e  th e  c i t y  t o  p ro d u ce  a  f in a n c in g  

p la n  c a p a b le  o f  c lo s in g  th e  b u d g e t gap , w h a tev e r i t s  a c t u a l  s i z e .

In  November 1974 Mayor Beame began  to  econom ize a s  he  announced a  

t h r e e  p hased  program  d e s ig n e d  to  r e l i e v e  th e  c r i s i s .  A t f i r s t  Mayor 

Beame o rd e re d  $100 m i l l io n  in  econom ies; th e n ,  l a t e r  t h a t  month he 

announced th e  l a y o f f  o f  1510 c i v i l  s e r v a n ts  and p r o v is io n a l  em ployees 

i n  o rd e r  t o  s a v e  an  a d d i t i o n a l  $44 m i l l i o n .  C o m p tro lle r  G o ld in , 

how ever, s u g g e s te d  h a r s h e r  econom ies w ith  a d d i t i o n a l  p e rs o n n e l  c u t s .

I n  Decem ber Mayor Beame announced o v e r  3700 a d d i t i o n a l  l a y o f f s  

in c lu d in g ,  f o r  th e  f i r s t  t im e ,  p o l i c e ,  f i r e  and s a n i t a t i o n  w orkers  

a s  w e l l  a s  t e a c h e r s .  I n  a d d i t io n ,  2700 c i t y  w orkers  w ere fa c e d  w ith  

f o rc e d  r e t i r e m e n t .  The t o t a l  s a v in g s  p roduced  by th e  two p h ased  c u t ­

b ack  was announced by th e  M ay o r's  o f f i c e  t o  have red u ce d  th e  budget
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d e f i c i t  t o  $1 3 5 m i l l io n  from  th e  o r i g i n a l l y  e s t im a te d  $430 m i l l io n :  

a  r e d u c t io n  o f  $ 2 9 4 .6  m i l l i o n  in  e x p e n se s .

I n  J a n u a ry  1975. w ith  th e  c r i s i s  a tm o sp h ere  g row ing , C o m p tro lle r

G o ld in  re d u c e d  a  p la n n ed  bond and n o te  o f f e r in g  t o  re sp o n d  t o  " th e

m arke t p rob lem  o f  o v e rs u p p ly ."  T h is  a c t io n  had been  made in  re s p o n s e

t o  a  memorandum by  F ran k  S m eal, E x e c u tiv e  V ice  P r e s id e n t  o f  Morgan

G u aran ty  T r u s t ,  and a f t e r  a  m ee tin g  w ith  W allace  S e l l e r s  o f  M e r r i l l

L ynch. Mr. S e l l e r s  had com m unicated th e  co n ce rn  o f  th e  f i n a n c i a l

com munity w ith  th e  g row ing  c r i s i s  and in fo rm ed  c i t y  o f f i c i a l s  t h a t

t h e  l a s t  n o te  and bond o f f e r in g s  w ere a  " t o t a l  d i s a s t e r . "  T h e re fo re ,

he added , t h e  J a n u a ry  o f f e r in g s  would m ost l i k e l y  n o t r e c e iv e  a  b id
2

from  th e  f i n a n c i a l  u n d e r w r i te r s .  I n  re s p o n s e  t o  t h i s  la c k  o f  

in v e s t o r  i n t e r e s t  C o m p tro lle r  G o ld in  a r r iv e d  a t  a  p la n  w hich in c lu d e d  

i s s u in g  $650 m i l l io n  in  n o te s  w ith  a  one y e a r  m a tu r i ty  a s  w e ll  a s  an 

in v e s tm e n t o f  $450 m i l l i o n  i n  bonds by th e  c i t y ’s  u n io n  p e n s io n  p la n s .

F o r  t h e  f i r s t  t im e  d u r in g  t h i s  c r i s i s  th e  u n io n 's  p e n s io n  fu n d s  

would f in a n c e  a  p la n  r e q u i r i n g  w orker l a y o f f s .  (We w i l l  d is c u s s  th e  

im p l ic a t io n s  o f  t h i s  s t r a t e g y  f o r  th e  u n io n s  l a t e r  on in  t h i s  

c h a p te r ) .  P h ase  t h r e e  o f  th e  M ay o r's  p la n  was announced s h o r t l y  

t h e r e a f t e r  and p r o je c te d  th e  la y in g  o f f  o f  4 ,0 5 0  un ifo rm ed  and non­

u n ifo rm ed  p e r s o n n e l .  T hese  d is m is s a l s  w ere p r o je c te d  to  sa v e  $15 

m i l l i o n .  The t o t a l  l a y o f f s  and d i s m is s a l s ,  in c lu d in g  fo rc e d  r e t i r e ­

m en ts , up t o  t h i s  p o in t  su p p o se d ly  numbered 1 2 , 7 0 0 .^  T hese  num bers, 

how ever, w ere e s t im a te s  a t  b e s t  a s  th e  c o n fu s io n  c o n c e rn in g  a c t u a l  

t o t a l s  o f  c i t y  w o rk ers  em ployed, l a i d  o f f ,  fo rc e d  t o  r e t i r e ,  a n d /o r  

d is m is s e d  u n d e rsc o re d  th e  f a i l u r e  o f  th e  c i t y ' s  a d m in is t r a t io n s  and

management t o  e f f e c t i v e l y  r a t i o n a l i z e  c i t y  s e r v ic e s  and , in d e e d , th e
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a d m in is te r in g  o f  c i t y  g o v ern m en t.

C le a r ly  t h i s  f a i l u r e  t o  e f f e c t i v e l y  r a t i o n a l i z e  c i t y  g o v ern ­

ment p e rp e tu a te d  much o f  th e  in v e s to r  a n x ie ty ,  a s  r e p re s e n te d  by th e  

e x p re s se d  c o n c e rn s  o f  f in a n c e  c a p i t a l  (b a n k s , in v e s tm e n t b r o k e r s ) .

T h is  la c k  o f  r a t i o n a l i t y ,  o f  m a n a g e ria l c o n t r o l  and p r e d i c t a b i l i t y ,  

was deemed f i s c a l l y  unsound by th o s e  who r e p r e s e n te d  in v e s tm e n t 

c a p i t a l .  What co u ld  seem more i r r e s p o n s ib l e  t o  c a p i t a l  th a n  a  

m a n a g e r ia l sy stem  t h a t  d o es  n o t manage th e  p r o d u c t iv i t y  and d is c o n te n t  

o f  i t s  w orkers and c l i e n t s ?  Does t h i s  n o t v i o l a t e  c a p i t a l i s m 's  

o p e r a t in g  b a s is ?

In  th e  f a c e  o f  th e s e  l a y o f f s  th e  m u n ic ip a l u n io n s  began t o  t a l k  

a b o u t p o s s ib le  jo b  a c t io n s  and s t r i k e s .  A t f i r s t  t h e r e  was an  a t te m p t 

t o  u n i t e  th e  v a r io u s  u n io n s  th ro u g h  th e  M u n ic ip a l L abo r C o a l i t io n  

(MLC). T h is  c o a l i t i o n  was form ed in  I 967 t o  r e p r e s e n t  a l l  th e  u n io n s 

in v o lv e d  w ith  t h e  c i t y ' s  O f f ic e  o f  C o l l e c t iv e  B a rg a in in g  (OCB). The 

MLC e x c lu d ed  u n io n s  i n  non -m ay o ra l a g e n c ie s ,  su ch  a s  t h e  U n ite d  

F e d e ra t io n  o f  T e a c h e rs  and t h e  T r a n s i t  W orkers U nion, th e re b y  

w eakening  i t s  p o t e n t i a l  pow er. In d e e d , i t  may be  th e o r iz e d  t h a t  one 

re a s o n  f o r  th e s e  two u n io n s ' su b se q u e n t m i l i t a n c y  was t h e i r  o m iss io n  

from  th e  MLC. B eing  l e f t  t o  t h e i r  own in d e p e n d e n t '-a c tio n  may have 

encou raged  m i l i t a n c y .  The MLC, how ever, was n o t an  o rg a n iz a t io n  

fu n c t io n in g  to  prom ote m i l i t a n c y  among u n io n  members. The fu n c t io n  

o f  t h e  MLC p r i o r  t o  t h e  f i s c a l  c r i s i s  was t o  be t h e  " v e h ic le  th ro u g h  

w hich  th e  u n io n s  n e g o t i a t e  p o l ic y  in  th e  OCB, s e l e c t  t h e i r  r e p r e s e n ta ­

t i v e s  in  m e d ia tio n  and a r b i t r a t i o n  p ro c e d u re s ,  and assum e th e  u n io n s '
i).

s h a re  o f  th e  c o s t s  to  m a in ta in  th e  OCB." In  o th e r  w ords, th e  

f u n c t io n  o f  t h e  MLC was t o  prom ote t h e  c o l l e c t i v e  b a rg a in in g  p ro c e s s
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and t o  i n h i b i t  t h e  n e c e s s i t y  o f  m i l i t a n t  a c t i o n .  One m ight sa y  t h a t

in  t h a t  s e n s e  th e  MLC fu n c tio n e d  a s  a  t o o l  f o r  th e  management o f  c l a s s

c o n f l i c t ;  o f  n e g o t i a t i o n  r a t h e r  th a n  c o n f r o n ta t io n .  B ecause D i s t r i c t

C o u n c il 37 was i t s  l a r g e s t  member u n io n , D i s t r i c t  C o u n c il 3 7 's

E x e c u tiv e  D i r e c t o r  V ic to r  Gotbaum se rv e d  a s  t h e  chairm an  o f  th e  MLC. ^

I n  l a t e  197^, am id s t g row ing  c a l l s  f o r  t h e  mass l a y o f f  o f  c i t y

w o rk e rs , th e  c i t y ' s  u n io n s  a t te m p te d  t o  a l t e r  th e  f u n c t io n  o f  t h e  MLC.

F o r  t h e  f i r s t  tim e  in  t h e i r  h i s t o r y ,  th e  u n io n s  in  th e  MLC w ere fa c e d

w ith  "an  i s s u e  w hich a l l  i t s  members co u ld  re c o g n iz e  a s  b e in g  in

t h e i r  s e l f - i n t e r e s t "  t o  u n i t e . ^  U n ity  am ongst th e s e  u n io n s , how ever,

was n o t ea sy  t o  a c h ie v e .  Edward Handman, o f  D i s t r i c t  C o u n c il 37 ,

d e s c r ib e d  th e  p rob lem  t o  me in  th e  fo l lo w in g  way:

I n  f a c t ,  t h e r e  w ere h o s t i l i t i e s  w ith in  t h e  MLC -  p o l i c e ,  f i r e ­
f i g h t e r s ,  s a n i t a t i o n  a l l  had f l a s h p o i n t s  w ith  each  o th e r .  The 
u n ifo rm  p e o p le  w ere g e n e r a l ly  n o t to o  r e c e p t iv e  t o  o u r  u n io n . 
T h ere  was k in d  o f  g ru d g in g  p a r t i c i p a t i o n  w ith in  th e  MLC.
However, w ith  t h i s  f i r s t  c r i s i s ,  V ic to r  Gotbaum r e a l l y  g o t th e  
n o t io n  t h a t  t h e  MLC had t o  s t a r t  w ork ing  a s  . . . t h e  b a r g a in ­
in g  u n i t  fo r . a l l  th e  c i t y ' s  em ployees.

The MLC, r e p r e s e n t in g  a p p ro x im a te ly  200 ,000 c i t y  w o rk e rs , soon 

t h e r e a f t e r  met w ith  Mayor Beame t o  d i s c u s s ,  n e g o t i a t e  and r e l a y  t h e i r  

co n c e rn  w ith  t h e  e a r ly  l a y o f f s .  The s t r a t e g y  t h a t  was a r r iv e d  a t  

w ith in  th e  MLC

was tw o fo ld :  one -  t o  p re v e n t l a y o f f s  o f  c i v i l  s e r v a n t s ,  w hich 
i s  opposed t o  p r o v is io n a l  em ployees. T h is  i s  r e a l l y  a  d e fe n se  
p o s tu r e  know ing t h a t  somebody had t o  g e t  l a i d - o f f . And th e  
second  was t o  r e t a i n  c o l l e c t i v e  b a rg a in in g .  V ic to r  Gotbaum 
d i d n ' t  w ant t o  be in  a  p o s i t i o n  w here th e  c i t y  co u ld  make 
d e c i s io n s  w hich w ere u n c o n te s ta b le .  (Em phasis i s  mine)
( in te r v ie w  w ith  Handman -  Decem ber 1978)

W ith t h i s  d e f e n s iv e ly  minded s t r a t e g y ,  and w ith  no lo n g  te rm  

a l t e r n a t i v e s  t o  a u s t e r i t y  t o  o f f e r ,  th e  u n io n s  met w ith  Mayor Beame. 

The r e s u l t  a r r iv e d  a t  t h a t  Decem ber seemed to  p o r te n d  c o n t in u in g  

u n io n  s u c c e s s  i n  a v o id in g  m assiv e  num bers o f  l a y o f f s .  The announced
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l a y o f f s  o f  l a t e  197 -̂ w ere a v o id e d , o r  a t  l e a s t  te m p o r a r i ly  p o s t ­

poned , by a  u n io n  p la n  t o

s u b s t i t u t e  c a sh  s a v in g s  f o r  jo b s .  Each u n io n  ac c o u n te d  f o r  i t s  
s h a re  o f  money / s a v e d /  in  i t s  own way. D i s t r i c t  C o u n c il 37* 
f o r  exam ple, w aived  a  $6 m i l l io n  paym ent lo n g  due i t s  h e a l th  
and s e c u r i t y  fund  and sav ed  th e  jo b s  o f  a b o u t 650 men and women 
i t  r e p r e s e n t s . 7

Some c i t y  w o rk ers  w ere th u s  a b le  t o  keep  w ork ing  -  t h e i r  pay

com ing from  u n io n  dues and fu n d s . N e v e r th e le s s ,  t h i s  was a  o n e - tim e ,

te m p o ra ry , s to p -g a p  p la n  an d , a s  i t  w as, n e v e r  c o u ld  be se e n  a s  an

a l t e r n a t i v e  t o  a u s t e r i t y  o r  a s  a  s o lu t i o n  to  th e  b u d g e t c r i s i s .  Some

c i t y  w o rk ers  k e p t t h e i r  jo b s  -  b u t f o r  a  v e ry  s h o r t  t im e .

The Decem ber 9> 197^ m in u tes  o f  th e  M u n ic ip a l L abo r Com m ittee

r e v e a l  t h e  p ro c e s s  by w hich  t h e  u n io n s  a t te m p te d  t o  in f lu e n c e  th e

c i t y ' s  p ro p o sed  p o l i c y  o f  w orker d i s m i s s a l s .  The s e c t io n s  o f  th e

m in u te s  p e r t a in in g  t o  t h e  l a y o f f s  h ig h l ig h t  t h e  la c k  o f  c o n c re te

lo n g  ra n g e  p la n n in g  by th e  u n io n s  in d i v id u a l ly ,  o r  th e  u n io n s

c o l l e c t i v e l y  w i th in  th e  MLC. F u r th e rm o re , th e s e  m in u tes  s u g g e s t  th e

la c k  o f  u n i ty  w hich  would c h a r a c t e r i z e  u n io n  e f f o r t s  th ro u g h o u t th e

f i r s t  and most s i g n i f i c a n t  moments o f  th e  f i s c a l  c r i s i s .  The s e c t io n s

o f  th e  m in u tes  p e r t a in in g  t o  th e  M ay o r's  a c t io n s  r e g a rd in g  em ployee

l a y o f f s  a r e  q u o te d  below .

The C hairm an th e n  in t ro d u c e d  d i s c u s s io n  on th e  r e c e n t  l a y o f f s  
o f  c i v i l  s e r v ic e  em p loyees . I t  was a g re e d  t h a t  th e  fo llo w in g  
p ro p o s a l  would be p r e s e n te d  f o r  a p p ro v a l t o  th e  G e n e ra l 
M embership a s  th e  MLC p o s i t i o n  on l a y o f f s  . . . 'T he member 
u n io n s  o f  t h e  M u n ic ip a l L ab o r Com m ittee oppose  any a t te m p t by 
th e  C i ty  o f  New York t o  e f f e c t u a t e  b u d g e ta ry  s a v in g s  by d i s ­
m is s in g  perm anent c i v i l  s e r v ic e  em ployees w h ile ,  a t  th e  same 
t im e , w a s tin g  fu n d s  by c o n t r a c t in g  o u t s e r v i c e s  w hich c o u ld  be 
perfo rm ed  more e c o n o m ic a lly  by C i ty  em ployees and r e t a i n i n g  
p r o v i s io n a l ,  exem pt, te m p o ra ry  and o th e r  p e rs o n n e l d o in g  non- 
e s s e n t i a l  w o rk .'

I n  h i s  r e p o r t ,  Mr. Gotbaum s t a t e d  t h a t  t h e  MLC p o l i c y  on 
l a y o f f s  w ould be p r e s e n te d  to  th e  p r e s s  and t o  t h e  M ayor. He 
recommended t h a t  s in c e  a  b u d g e ta ry  c r i s i s  d o e s , in  f a c t ,  e x i s t ,
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l a b o r  l e a d e r s  sh o u ld  lo o k  a t  th e  s i t u a t i o n  in  any a t te m p t t o  
s o lv e  t h e  problem  b e fo re  th e  s i t u a t i o n  becomes more s e v e r e .8

R e g a rd le s s  o f  t h i s  s ta t e m e n t 's  im p lie d  u n i t y ,  u n d e r ly in g  th e

s ta te m e n t  was an  "on  y o u r own" a t t i t u d e .  The member u n io n s  o f  th e

MLG w ere b a s i c a l l y  b e in g  t o l d  t o  i n d i v id u a l ly  n e g o t i a t e  p la n s  w ith

th e  c i t y  t o  a v e r t  l a y o f f s .  I n  o th e r  w ords, th e s e  n e g o t ia t i o n s  and

s o lu t i o n s  w ere t o  be  a r r iv e d  a t  in d e p en d en t o f  any  lo n g  te rm  common

s t r a t e g y  and p o s i t i o n .  The s o lu t i o n  a r r iv e d  a t  a l lo w in g  th e  u n io n s

t o  buy b ack  th e  jo b s  o f  some o f  th o s e  l a i d  o f f  was a  te m p o ra ry  one a t

b e s t .  I t  was a. b a n d -a id  f o r  a  c a n c e r .  More s i g n i f i c a n t l y ,  th e

u n io n s  c l e a r l y  a c c e p te d  t h e  c r u c i a l  argum ent t h a t  th e  c r i s i s

n e c e s s i t a t e d  l a y o f f s  and t h a t  p r o v is io n a l  em ployees co u ld  be

s a c r i f i c e d .

I n  a  s e n s e ,  th e  u n io n s  had a c c e p te d  what th e y  m ight have v e ry  

w e ll  fo u g h t and n e g o t ia te d .  Nowhere, in  t h e  m in u tes  o f  th e  MLC n o r  

i n  any  n e g o t i a t i n g  p o s i t i o n ,  was t h e r e  a  p la n  su b m itte d  by th e  u n io n s  

by  w hich  New Y ork C i t y 's  m a jo r c o r p o r a t io n s  co u ld  b e  ta x e d  d i r e c t l y  

on t h e i r  " s u rp lu s "  p r o f i t s  in  exchange f o r  a  c o n t in u in g  l e v e l  o f  c i t y  

s e r v i c e s .  Nor w ere t h e r e  p la n s  s u g g e s tin g  a  r e n e g o t i a t io n  o f  c i t y  

d e b t h e ld  by m a jo r i n s t i t u t i o n a l  l e n d e r s ,  a s  th e s e  le n d e r s  a r ra n g e d  

f o r  T h ird  W orld d e b to r  n a t io n s  (su c h  a s  Z a i r e ) . The u n io n s  began 

t h e i r  c r i s i s  s t r a t e g y  by a c c e p t in g  th e  one argum ent t h a t  would r e n d e r  

them  p o w e rle s s :  t h a t  th e  f i s c a l  c r i s i s  n e c e s s i t a t e d  t h e i r  e v e n tu a l ly  

s a c r i f i c i n g  th e  jo b s  o f  some o f  t h e i r  m em bership. A lre a d y  th e  n o t io n  

o f  a l t e r n a t i v e  s o lu t io n s  was b e in g  d is m is s e d .

A t t h i s  e a r ly  s ta g e  t h e r e  was some t a l k  among th e  u n io n  le a d e r s  

o f  jo b  a c t io n s  and s t r i k e s  t o  h a l t  th e  developm ent o f  a u s t e r i t y  

b u d g e t in g .  However, th e  c r i s i s  p re s e n te d  a  s i t u a t i o n  h e r e to f o r e
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n o t e n c o u n te re d  by th e  u n io n s ; h en ce , a  s t r i k e  was deemed a  r a d i c a l  

a c t i o n  w ith  u n p r e d ic ta b le  r e s u l t s .  The u n io n  c o a l i t i o n ,  su c h  a s  i t  

w as, was c h a r a c te r i z e d  by d i s u n i t y  le a v in g  th e  u n io n  le a d e r s  

s u s p ic io u s  o f  one a n o th e r .  The l a b o r  movement i n  th e  c i t y  was l e s s  

a  u n i f i e d  s o c i a l  movement th a n  i t  was a  g roup  s p l i n t e r e d  in to  

f a c t i o n s  each  v y in g  f o r  t h e  re m a in in g  c i t y  re v e n u e s . D is u n i ty ,  

and som etim es c o n f l i c t  among th e  -unions was t h e r e f o r e  a  consequence 

o f  t h e  s t r u c t u r e  o f  l a b o r  r e l a t i o n s  in  t h e  c i t y .  In d e e d , i t  was a  

co n seq u en ce  o f  a  com plex d i v i s i o n  o f  l a b o r  w i th in  t h e  p u b l ic  s e r v ic e  

s e c t o r  i t s e l f ;  a s  w e ll  a s  betw een  t h e  p u b l ic  and p r i v a t e  s e c t o r  Work­

f o r c e s .  So i t  sh o u ld  n o t be  s u r p r i s i n g  t h a t  a  g e n e r a l  s t r i k e  a n d , jo b  

a c t io n s ,  slow -dow ns and s i c k - o u t s  w ere , in  Edward H andm an's words

t a lk e d  a b o u t b u t nobody w anted t o  do i t .  You would h e a r  i t  b u t
nobody r e a l l y  w anted  t o  do i t .  F o r  on e , you a lw ays had th e
prob lem  t h a t  you d i d n ' t  know i f  everyone  w ould go o u t on a  
g e n e r a l  s t r i k e ,  p a r t i c u l a r l y  t h e  un ifo rm ed  p e o p le .  They a r e  
a d v e rs e  t o  s t r i k i n g .  And nobody w anted i t  b e c a u se  t h a t ' s  
ch ao s and much o f  w hat was g o in g  on , you have t o  rem em ber, 
e v e ry th in g  t h a t  was g o in g  on had n e v e r  happened  b e f o r e .  T h ere  
was no e x p e r ie n c e .
( in te r v ie w  w ith  Handman -  Decem ber 1978)

W hile t h e  u n io n  l e a d e r s  in  t h e  MLC w ere r u l i n g  o u t any m i l i t a n t

o p p o s i t io n  t o  t h e  M ay o r's  l a y o f f  p la n  and th e  o u t c r i e s  f o r  f u r t h e r  

a u s t e r i t y ,  t h e i r  u n io n  members began  t o  t h r e a t e n  r e s i s t a n c e .  Some 

u n io n  l e a d e r s ,  p a r t i c u l a r l y  th o s e  in  t h e  p o l i c e ,  f i r e f i g h t e r s  and 

t r a n s i t  u n io n s , w ere n o t i n  a  p o s i t i o n  t o  p a s s iv e ly  a c c e p t  t h e  l a y o f f s  

due to  t h e i r  l a c k  o f  c o n t r o l  o v e r  t h e i r  r a n k  and f i l e  m em bership. 

H ence, th e y  w ere a l l  to o  re a d y  t o  d e f e r ,  a s  much a s  p o s s ib le ,  t o  th e  

le a d e r s h ip  o f  V ic to r  Gotbaum o f  D i s t r i c t  C o u n c il 37* From th e n  on, 

Gotbaum, a s  d i r e c t o r  o f  t h e  u n io n  w ith  t h e  l a r g e s t  m em bership, would 

ta k e  a  p ro m in en t r o l e  i n  f o rm u la t in g  u n io n  s t r a t e g y .  I n  my in te rv ie w
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o f  him , Edward Handman e x p la in e d  th e  s i t u a t i o n  a t  t h a t  tim e  in  th e

fo llo w in g  m anner!

F o r tu n a te ly ,  and I 'm  t h e  p u b l ic  r e l a t i o n s  p e rs o n  a t  D .G . 37»
V ic g o tb a u m /  was on t h e  s c e n e .  He was t h e  guy who c l e a r l y  
had th e  m ost and c l e a r e s t  v i s io n  o f  t h e  p rob lem s t h a t  e x i s t e d ,  
o f  t h e  e x te n t  o f  t h e  p rob lem  and w hat i t  would ta k e  t o  r e c t i f y  
i t  and sa v e  i t .  The Mayor n e v e r  had i t  and was n e v e r  c o n sc io u s  
o f  i t .  He was c o n s c io u s  o f  a  trem endous p rob lem  and he was 
re a d y  t o  th ro w  in  t h e  to w e l .  The ban k s w ere d o in g  b u s in e s s  a l l  
th e  t im e .  They w ere a t  t h a t  tim e  g e t t i n g  9v p e rc e n t  i n t e r e s t  
f o r  t h e i r  bonds and th e y  w ere c ra c k in g  t h e  w h ip . And nobody 
had th e  s e n s e  t h a t  you g o t t o  g e t  a l l  th e s e  p ie c e s  to g e th e r  
o r  th e  w hole c i t y  i s  g o in g  t o  go down -  e x c e p t f o r  V ic to r  
Gotbaum. He was t h e  o n e . He, on t h e  o th e r  h and , had th e  s e n se  
t h a t  t h e  u n io n s  had t o  work to g e th e r  w hich  a l s o  m eant n o t  o n ly  
g e t t i n g  one v o ic e  i n  te rm s  o f  u n d e rs ta n d in g  t h e  p rob lem  and 
t r y i n g  to  d e fe n d  o u r  p o s i t i o n ,  b u t  a l s o  g e t t i n g  th e  r e s p o n s i ­
b i l i t y  on th e  u n io n  s i d e .  I t  w ould have been  ea sy  f o r  anybody 
t o  become a  dem agogic h e ro  and c a l l  f o r  s t r i k e s  and s u c h . And 
he had t o  keep  t h a t  in  mind and i t  was v e ry  d i f f i c u l t ,  
e x tre m e ly  d i f f i c u l t ,  b e c a u se  you had d o zens o f  u n io n  p r e s id e n t s  
and each  one had h i s  own members t o  p e rfo rm  f o r .  I t  m eant t h a t  
th e y  had t o ,  on t h e  one hand , have V ic to r  a s  t h e i r  sp o k e sp e rso n  
w hich  m eant t h a t  th e y  had  t o  lo o k  in  t h e i r  own ey es  p e rh a p s  
l i k e  l e s s e r  f i g u r e s  t o  t h e i r  own m em bership . Some o f  them  w ere 
in e x p e r ie n c e d  and w ere r e l u c t a n t  t o  ta k e  t h a t  k in d  o f  r o l e  and 
lo s e  t h e i r  manhood, so  t o  sp e a k , t o  t h e i r  members. Most o f  
them  w ere , I  th i n k ,  d e l ig h te d  t h a t  V ic to r  was t h e r e  b e c a u se  
th e y  c l e a r l y  w ere o v e r  t h e i r  h ead s  and th e y  w ere d e l ig h te d  t o  
le a v e  i t  w ith  h im . Which i s  w hat hap p en ed . So o u r p o s i t i o n  
was t o  m a in ta in  c o l l e c t i v e  b a r g a in in g  and t o  l i m i t  t h e  f i r i n g s .  
The f i r s t  t im e ,  in  November 1974-, f h e  u l t im a te  s o lu t i o n  was 
t h a t  we g ave  back  t o  t h e  c i t y  p r o p o r t i o n a te l y  t o  th e  number o f  
p e o p le  in  t h e i r  r e s p e c t iv e  u n io n s  f i r e d  and we sav ed  t h e i r  jo b s .

But o n ly  te m p o r a r i ly .  T h roughou t t h e  e a r l y  m onths o f  1975 

in v e s to r  c o n f id e n c e  in  t h e  c i t y  s e v e r e ly  e ro d e d . I n  J a n u a ry , Mayor 

Beame announced th e  l a y o f f  o f  4-050 c i t y  w o rk e rs . However, u n io n  con­

c e s s io n s  sav ed  th e  jo b s  o f  m ost o f  t h e  w o rk e rs  th r e a te n e d  w ith  th e  

lo s s  o f  t h e i r  jo b .  A t t h i s  p o in t  u n io n  s t r a t e g y  seemed t o  have 

s t a l l e d  th e  a u s t e r i t y  c u tb a c k s  d e s ig n e d  t o  lo w e r t h e  c o s t  o f  l a b o r ;  

in d e e d , a c t u a l  d i s m is s a l s  t o t a l l e d  1,94-1 a f t e r  th e s e  m onths o f  p u b lic  

p o s tu r in g ,  t h r e a te n i n g  and c a j o l i n g .  But d u r in g  t h i s  t im e  th e  

F in a n c ia l  Community L ia is o n  G roup, r e p r e s e n t in g  b an k in g  i n t e r e s t s ,
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was form ed and began t o  e x e r t  s e v e re  p r e s s u r e  on t h e  c i t y  t o  ad o p t 

a  s t r i n g e n t  a u s t e r i t y  p o l i c y  ( s e e  C h a p te r  3 )•

The f i n a n c i a l  p r e s s u r e s  m ounted and Mayor Beame found th e  c i t y  

in  a  " c a sh  flow " c r i s i s  a s  th e  c i t y  had d i f f i c u l t y  b o rro w in g  $260 

m i l l io n  to  pay  i t s  March b i l l s .  L a t e r  t h a t  m onth, in  re s p o n s e  t o  

th e  b a n k e r s ' s u g g e s t io n s ,  th e  Mayor red u ce d  th e  am ount o f  p r o je c te d  

bo rro w in g  f o r  th e  re m a in d e r o f  t h e  f i s c a l  y e a r  from  $3 b i l l i o n  t o  $1 

b i l l i o n .  I t  was th o u g h t t h a t  t h i s  r e d u c t io n  would d e c re a s e  t h e  

p r e s s u r e  on an  o th e rw is e  g lu t t e d  m u n ic ip a l s e c u r i t i e s  m a rk e t. Mayor 

Beame th e n  b la s t e d  c r i t i c s  who s u g g e s te d  t h a t  he had l o s t  c o n t r o l  o f  

th e  c i t y  t o  th e  b a n k s . " 'N obody  i s  g o in g  t o  t e l l  me how t o  ru n  th e
9

c i t y ' , "  s a id  th e  M ayor.

T h is  b r in g s  us t o  an  im p o r ta n t p o i n t . T h roughou t th e  e a r ly

s ta g e  o f  th e  f i s c a l  c r i s i s  Mayor Beame m a in ta in e d  t h a t  i t  was n o t a

lo n g  te rm  p ro b lem . He s u g g e s te d  th e n  t h a t  o n ly  s h o r t  te rm  rem e d ies

w ere r e q u ir e d  and he t h e r e f o r e  r e s i s t e d  any  m a jo r re a lig n m e n t in  th e

c i t y ' s  i n s t i t u t i o n a l  a r ra n g e m e n ts . The o n ly  e x c e p tio n  t o  t h i s  was

th e  a c c e p ta n c e  o f  th e  in fo rm a l c o n n e c tio n  be tw een  th e  F in a n c ia l

Community L ia is o n  Group and th e  c i t y  a d m in i s t r a t io n .  The M ayor's

d e n ia l  o f  t h e  s e v e r i t y  o f  t h e  f i s c a l  c r i s i s  and h i s  c o n f l i c t  w ith  th e

C o m p tro lle r  was se e n  by many a s  a  c o n t r ib u t in g  f a c t o r  in  i t s  

10a c c e l e r a t i o n .  I  in te rv ie w e d  W illiam  S c o t t  in  Decem ber 1978, th e n

th e  a s s i s t a n t  t o  A lb e r t  S h an k e r and once th e  T h ird  D eputy  C o m p tro lle r

o f  th e  C i ty  o f  New York, who r e v e a le d  th e  c o n f l i c t i n g  p o in t s  o f  view

betw een Mayor Beame and C o m p tro lle r  G o ld in .

T h ere  w ere lo n g  p e r io d s  o f  tim e  when th e  C o m p tro lle r  and th e  
Mayor d id  n o t s e e  eye t o  e y e . T h e re  was a  p o l i t i c a l  d i f f e r e n c e  
be tw een  th e  two men. I  b e l ie v e  t h a t  Beame h o n e s t ly  d id  n o t 
b e l ie v e  t h a t  th e  n o te s  and th e  bonds o f  th e  c i t y  w ere no
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lo n g e r  s a l e a b l e .  I  t h i n k  he h o n e s t ly  th o u g h t t h a t  t h i s  was -  
a  c o n s p ira c y  i s  to o  h a rs h  a  word -  done by d e s ig n  by th e  banks 
and th e  f i n a n c i a l  i n s t i t u t i o n s  a g a in s t  th e  c i t y ,  and even th e  
f e d e r a l  g o v ern m en t. I  d o n 't  t h i n k  t h a t  he r e a l l y  e v e r  e a r ly  
on f e l t  t h a t  t h e r e  was no m arke t f o r  th e  c i t y ' s  s e c u r i t i e s .
He f e l t  t h a t  t h i s  was a  f a l s e  p re m is e . And he was encou raged  
in  t h i s  by h i s  D eputy  Mayor Jimmy Cavanaugh who f e l t  v e ry  
s t r o n g ly ,  in  th e  c h o ic e s t  o f  la n g u a g e s , t h a t  th e  banks w ere 
a n t i - c i t y .  J a y  G o ld in , on th e  o th e r  hand , f e l t  t h a t  th e  banks 
w ere g e t t i n g  a  v e ry  h ig h  r a t e  o f  i n t e r e s t  f o r  t h e  bonds t h a t  
th e y  happened  t o  be  b u y in g  j u s t  b e fo re  th e  p o in t  in  tim e  when 
th e y  w o u ld n 't  be b u y in g  anym ore. But I  t h i n k  t h a t  he even 
f a i l e d  t o  r e a l i z e  t h a t  t h e  m arke t was d ry in g  up f o r  c i t y  b o n d s .

S c o t t ' s  a s se s sm e n t o f  th e  Beame a d m i n i s t r a t i o n 's  r e f u s a l  to

a c c e p t th e  d e p th  o f  th e  f i s c a l  c r i s i s ,  and th e  e x a c e rb a t in g  f u n c t io n

t h i s  had on th e  c r i s i s ,  was a l s o  D r. S h a l a l a 's  a n a l y s i s .  D r . S h a la la

conveyed t h i s  p o in t  t o  me d u r in g  o u r  in te rv ie w  o f  O c to b e r  1978 in  th e

fo llo w in g  way:

T here  w a s n 't  much t h a t  we /m em bers o f  th e  M u n ic ip a l A s s is ta n c e  
C o r p o r a t io n /  c o u ld  do w h ile  th e  Mayor was ru n n in g  a round  a c t in g  
l i k e  t h e r e  w a s n 't  a  r e a l  c r i s i s .  I  remember s i t t i n g  in  D a l la s  
when someone s to o d  up and s a id  "Hey, t h e  Mayor o f  y o u r c i t y  
s a y s  in  th e  New York Tim es he d o e s n 't  know how many em ployees 
you have o r  th e  Mayor s a y s  t h a t  t h e  c r i s i s  w i l l  be o v e r  
s h o r t l y . "  I t  was v e ry  d i f f i c u l t  b e c a u se  th e  c i t y  w a s n 't  a c t in g  
a s  i f  t h e r e  was a  c r i s i s  and ta k in g  - s e r io u s  s te p s  d u r in g  th e  
summer o f  1975 T or u s  t o  co n v in c e  anyone t h a t  t h a t  was 
h a p p e n in g .

T h is  c o n fu s io n  th e n ,  m ust be s e e n  a s  c r i t i c a l  t o  th e  re m a in d e r 

o f  th e  c r i s i s .  The s t r a t e g i e s  ad o p ted  h e re  by th e  u n io n s , banks and 

th e  c i t y  a d m in is t r a t io n  w ere t o  be r e p e a te d  o f te n  w ith  s i m i l a r  

a f f e c t  -  th e  i n s t i t u t i o n a l i z a t i o n  o f  a u s t e r i t y .  By t h i s  tim e  f in a n c e  

c a p i t a l  had m o b iliz e d  and u n i f i e d  a s  a  c l a s s  and demanded a u s t e r i t y  

a s  th e  s o lu t i o n  t o  -the  f i s c a l  c r i s i s .  M eanw hile, th e  c i t y  

a d m in is t r a t io n  f lo u n d e re d  w ith o u t d i r e c t i o n  and la c k e d  a  c o n c re te  

aw aren ess  o f  th e  grow ing  d e p th  o f  th e  c r i s i s  and was t h e r e f o r e  u n ab le  

t o  f in d  a l t e r n a t i v e  b u d g e ta ry , ta x in g  o r  b o rro w in g  s t r a t e g i e s  to  

c o u n te r  demands by c a p i t a l  f o r  a  p la n n ed  and e x t e r n a l l y  im posed
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a u s t e r i t y  p rog ram . And in  t h i s  v o id  th e  c i t y ' s  u n io n s  la c k e d  th e  

u n i ty  and th e  c l a s s  id e o lo g y , a s  w e l l  a s  th e  know ledge o f  th e  d e p th  

o f  th e  c r i s i s  and  th e  p e c u l i a r  c h a r a c t e r i s t i c s  o f  t h e  c i t y ' s  

f in a n c e s ,  t o  s u c c e s s f u l ly  oppose th e  oncom ing c r i s i s  r e s o lu t io n  

b e in g  d e v e lo p e d , p la n n ed  and im posed by c a p i t a l ' s  r e p r e s e n t a t i v e s .

I t  i s  w i th in  t h i s  c o n te x t  t h a t  we w i l l  a n a ly z e  t h e  f u n c t io n ,  power 

and c o n t r a d ic to r y  p o s i t i o n  o f  t h e  c i t y ' s  p u b l ic  em ployee u n io n s .

The L im i ta t io n s  o f  P u b l ic  S e c to r  U nionism  D u rin g  C r i s i s

We m ust be  c a r e f u l  n o t  t o  a b s t r a c t  t h e s  m u n ic ip a l la b o r  u n io n s  

from  th e  s t r u c t u r a l  and h i s t o r i c a l  c o n te x t  w i th in  w hich th e y  w ere 

o p e ra n t  and d ev e lo p e d  t h e i r  c r i s i s  s t r a t e g i e s .  P u b l ic  em ployee 

u n io n s  do n o t c o n t r o l  n o r  have th e y  d i r e c t  in f lu e n c e  o v e r  th e  

m u n ic ip a l s e c u r i t i e s  m a rk e ts  t h a t  so  p o w e r fu lly  e f f e c t  c i t y  f in a n c e s  

and from  w hich  th e  c i t y  d e s p e r a t e ly  needed  t o  borrow  o p e ra t in g  

c a p i t a l .  The u n io n s ' o n ly  in f lu e n c e  o v e r  th e s e  m a rk e ts  was an 

in v e r s e  one: th e s e  m a rk e ts  may have re sp o n d ed  more f a v o ra b ly  to w ard s  

t h e  c i t y ' s  n o te s  and bonds had th e  u n io n s  v o l u n t a r i l y  u n d e rta k e n  

s a c r i f i c e s  i n  w ages, b e n e f i t s  and work p r o d u c t i v i t y  r e g u la t i o n s .  

H owever, t h i s  a c t io n  w ould have been  h ig h ly  d is f a v o r a b le  t o  b o th  th e  

u n io n  l e a d e r s h ip  and th e  c i t y ' s  ra n k  and f i l e  w o rk fo rc e .

The p a ra d o x  h e re  i s  t h a t  th e  u n io n s  seemed c a u g h t betw een a  

c r i s i s  n o t y e t  so  deep  a s  t o  n e c e s s i t a t e  su ch  s t r i n g e n t  a u s t e r i t y  

a n d , on th e  o th e r  hand , t h e  need  t o  i n s t i t u t e  d r a s t i c  w orker 

s a c r i f i c e s  and r e s t o r e  in v e s t o r  c o n f id e n c e  b e fo re  t h e  c i t y ,  c au g h t 

i n  t h e  deepened  c r i s i s ,  was c o m p le te ly  s h u t  o u t from  m arket a c c e s s i ­

b i l i t y .  B ut in  e i t h e r  c a s e  th e  c i t y ' s  w o rk ers  would be  v ic t im iz e d  

in  th e  p r o c e s s .  The pow er o f  f in a n c e  c a p i t a l  seemed to  l i e  in  i t s
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c o n t r o l  o v e r  much needed  o p e r a t in g  c a p i t a l ;  t o  c o u n te r  t h i s  power 

an  a l t e r n a t i v e  fu n d in g  s o u rc e  had t o  h e  fo u n d . We w i l l  d is c u s s  th e  

im p l ic a t io n s  o f  t h i s  p ro c e s s  o f  pow er, d e e p ly  im bedded in  c a p i ta l i s m  

i t s e l f ,  i n  l a t e r  s e c t i o n s  o f  t h i s  w ork . We w i l l  now how ever c o n t in u e  

w ith  t h i s  much needed  a n a l y s i s  o f  th e  l im i t e d  pow er o f  t h e  c i t y ' s  

u n io n s .

To d e v e lo p  su ch  a  c o u n t e r - s t r a t e g y  would have n e c e s s i t a t e d  

a ro u s in g  p u b l ic  c o n s c io u s n e s s  a g a in s t  t h e  a c t io n s  o f  New York C i t y 's  

f i n a n c i a l  and c o r p o r a te  c l a s s .  The a c t io n s  o f  th e  c i t y ' s  m a jo r 

b an k in g  i n s t i t u t i o n s ,  docum ented in  e a r l i e r  c h a p te r s ,  p ro v id e d  a  key 

t o  m o b i l iz in g  c l a s s  c o n s c io u s n e s s  a g a in s t  c a p i t a l ' s  i n t e r e s t s .  The 

c r i s i s  r e s o l u t i o n  i t s e l f ,  t h a t  i s ,  a u s t e r i t y ,  h a s  been  e x p e r ie n c e d  

by New Y o rk 's  w ork ing  and p o o r c l a s s e s  a s  a  r e a l  t h r e a t  t o  th e  

q u a l i t y  o f  ev e ry d a y  l i f e .  Y et th e  p u b l ic  was b ro u g h t t o  b e l ie v e  t h a t  

a u s t e r i t y  was a b s o lu t e ly  n e c e s s a ry  in  t h e  form  i t  to o k .  F u rth e rm o re , 

p u b l ic  c o n s c io u s n e s s  came t o  view  th e  u n io n s ' a c t io n s  a s  s e l f - s e r v i n g  

and a g a in s t  t h e  i n t e r e s t s  o f  th e  community a t  l a r g e .

L abo r was p r e s e n te d  a s  th e  p o s s e s s o r  o f  t h r e a te n in g  g re e d  w h ile  

c a p i t a l  was l a r g e l y  ig n o re d .  The news m edia d a i l y  p u b lish e d  and 

a i r e d  s t o r i e s  w hich  c la im e d  t h a t  t h e  c i t y ' s  w o rk ers  w ere o v e rp a id , 

o v e rp e n s io n e d  and u n d erw o rk ed . One need  o n ly  r e c a l l  th e  a i r i n g  o f  

news s t o r i e s  in  w hich t e l e v i s i o n  cam eras fo llo w e d  p u b l ic  em ployees 

a s  th e y  w orked r e c o rd in g  how much tim e  th e  work crew s to o k  f o r  lu n c h . 

R avaged by r e c e s s io n ,  i n f l a t i o n  and h ig h  ta x e s  t h e  c i t y ' s  r e s i d e n t s  

w ere e a s i l y  c o n v in ced  t h a t  th e  c i t y ' s  f i s c a l  c r i s i s  was th e  d i r e c t  

r e s u l t  o f  p r o f l i g a t e  c i t y  w o rk e rs . Nowhere was t h e r e  a  c o n n e c tio n  

made betw een  th e  s t r u g g le s  f o r  a  b e t t e r  work l i f e  and a  h ig h e r
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q u a l i t y  com munity l i f e . The c i t y ' s  news m edia seemed n o to r io u s ly  

a n t i - w o r k e r  and c o n t in u a l l y  r a n  s t o r i e s  "ex p o s in g "  th e  pow er and 

g re e d  o f  c i t y  w o rk e rs .  T h is  c o n t r ib u te d  t o  an  a n t i - w o r k e r ,  a n t i ­

u n io n  c o n s c io u s n e s s  and p la y e d  d i r e c t l y  i n t o  t h e  hands o f  c a p i t a l .  

M eanw hile, New Y o rk 's  m a jo r com m ercia l h a n k s , I  rem ind  you, w ere 

"dum ping" a p p ro x im a te ly  $ 2 -3  b i l l i o n  in  c i t y  s e c u r i t e s  and f lo o d in g  

th e  m u n ic ip a l s e c u r i t i e s  m a rk e t, th e re b y  m aking i t  im p ro b ab le  t h a t  

th e  c i t y  c o u ld  m arke t any  more d e b t o b l i g a t i o n s .

Y et t h i s  news was n o t made a v a i l a b l e  t o  t h e  c i t y ' s  r e s i d e n t s .  

U nion p u b l i c i s t  Edward Handman d e s c r ib e d  th e  s i t u a t i o n  t o  me in  

o u r  in te r v ie w  o f  D ecem ber 1978 in  t h i s  way:

T h ere  was n o t  a  n e c e s s i t y  f o r  th e  k in d  o f  p a n ic  and h y s t e r i a  
t h a t  we h a d . The m ed ia , o f  c o u r s e ,  p la y e d  a  trem endous r o l e  
in  t h a t .  And th e  f a c t  t h a t  a t t a c k i n g  th e  c i t y  and a t t a c k in g  
th e  p u b l ic  s e r v a n t s  was su ch  a  handy th i n g  f o r  everybody  t h a t  
i t  j u s t  k e p t  e s c a l a t i n g  and s k y r o c k e t in g .  We have a  news m edia 
t h a t  i s  e c s t a t i c  a b o u t t h i s  k in d  o f  t h in g  . . . T h is  i s  th e  
m ost s e n s a t i o n a l ,  t h e  m ost s a l e a b l e  ite m  you have in  New York 
C i ty  -  a  s c a n d a l  t h a t  i s  a n t i - w o r k e r  and a n t i - c i t y .  To s u g g e s t 
t h a t  c i v i l  s e r v a n ts  a r e  o v e rp a id  i s  trem endous copy .
P o l i t i c i a n s  c o u ld  g e t  h e a r in g s  e v e ry d a y  o f  th e  week . . . j u s t  
by s a y in g  we g o t  t o  l a y  o f f  c i v i l  s e r v a n ts  -  w e 'r e  p a y in g  them 
to o  much -  t h a t  t h e  bus d r i v e r  r e t i r e s  w ith  more money th a n  
he e v e r  m ade. And y o u ' l l  t e l l  them  t h a t  12 ,000  c i t y  w ork ers  
r e t i r e d  l a s t  y e a r  and t h a t  o n ly  f o r t y  o f  them  w ere bus d r i v e r s  
and w hat a b o u t t h e  o th e r  1 1 ,9 6 0 ; th e  o th e r s  who went o u t w ith  
$ 4 ,0 0 0  a  y e a r ,  o r  $ 3 ,0 0 0 , o r  w h a te v e r . They d o n 't  even  l i s t e n  
to  yo u . And t h a t  k in d  o f  a t t i t u d e  p r e s e n ts  a  p roblem  -  
t h e r e ' s  no q u e s t io n  a b o u t i t .  I t ' s  a  q u e s t io n  o f  w hat t h e y 'r e  
s a y in g  in  t h e  T im es a b o u t w e lfa re  re fo rm  -  a b o u t th e  need to  
g e t  f e d e r a l  h e lp  . . .W e  w ere s a y in g  t h a t  in  1974 and 1975 
and th e y  w o u ld n 't  even  p r i n t  i t .  The o n ly  tim e  th e y  would 
p r i n t  i t  i s  th e y  would sa y  " V ic to r  Gotbaum i s  r a i s i n g  a  re d  
h e r r in g  a b o u t w e lf a r e  r e fo rm ,"  o r  so m eth in g  l i k e  t h a t  t o  ta k e  
th e  p r e s s u r e  o f f .

W ithou t c o n t r o l  o v e r  t h e  m a jo r d is s e m in a to r s  o f  p u b lic  

in fo rm a tio n ,  o r  a c t i v e  cam paigns th ro u g h  o r  o u ts id e  th e  m ed ia , i t  was 

in d e e d  e x tre m e ly  d i f f i c u l t  f o r  th e  c i t y ' s  w ork ing  c l a s s  t o  m o b iliz e  

e f f e c t i v e  and in fo rm ed  mass o p p o s i t io n  t o  a u s t e r i t y ;  o r  in d e e d , t o
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even  re c o g n iz e  su ch  a  need  and p o s s i b i l i t y .  A l t e r n a t iv e s  w ere n o t

d is c u s s e d  o r  p r e s e n te d  a s  w i th in  t h e  re a lm  o f  th e  p o l i t i c a l l y

r e a l i s t i c .  T h e re  w as, I  th i n k ,  a  la n g u ag e  o f  l i m i t a t i o n s  t h a t

s o l i d i f i e d  and c o n c r e t iz e d  th e  f i s c a l  c r i s i s  and th e  a b s o lu te ,  non-

n e g o t ia b le  n e c e s s i t y  f o r  d r a s t i c  a c t i o n .  One m igh t s a y  t h a t  th e

la n g u a g e  o f  c r i s i s  -  " t h e r e  i s  no m oney," "w hat e l s e  can  we do b u t

make s e v e re  b u d g e t c u t s , "  " th e s e  c i t y  w orkers  d o n 't  work b u t have

e x c e s s iv e  s a l a r i e s  and p e n s io n s ,"  "we c a n ' t  a f f o r d  te a c h e r s "  -  came

from  th e  id e o lo g y  o f  c a p i t a l .  The la c k  o f  a l t e r n a t i v e  c o n s c io u s n e s s

r e f l e c t e d ,  i n  p a r t ,  t h i s  c o n t r o l  o v e r  th e  forum  and p a ra m e te rs  o f

d e b a te .  The la n g u ag e  o f  t h i s  f i s c a l  c r i s i s  was c a p i t a l ' s  la n g u a g e ,

c o n s c io u s n e s s  and n e e d s . B a n k e rs ' lo g ic  d e f in e d  th e  p a ra m e te rs  o f

d i s c o u r s e  and s e rv e d  t o  r e s t r i c t  th e  p o s s i b i l i t y  o f  th e  developm ent

o f  a  c o n s c io u s n e s s  w hich view ed c i t y  governm ent and c i t y  s e r v ic e s  in

te rm s  o f  human n e e d s . In d e e d , human n eed s  w ere s a c r i f i c e d  t o  th e

11r i g i d  god o f  c a p i t a l ;  t h a t  i s ,  t h e  a lm ig h ty  bo ttom  l i n e .

I n  t h i s  c o n te x t ,  t h e  now a n y th in g  b u t m i l i t a n t  u n io n s  l e f t  

th e m se lv e s  i n s t i t u t i o n a l l y  i s o l a t e d  w i th in  th e  c i t y ' s  power 

s t r u c t u r e .  I n  t h e  f i r s t  p la c e ,  th e y  p u t t h e i r  own s u r v iv a l .  They 

d e te rm in e d  t h a t  th e y  must d e v is e  a  s t r a t e g y  t o  e n su re  t h e i r  o r g a n i­

z a t i o n a l  s u r v iv a l  a lo n g  w ith  th e  v i a b i l i t y  o f  t h e i r  main l e g i t i m a ­

t i o n :  c o l l e c t i v e  b a r g a in in g .  Mere s u r v iv a l  was t o  be a s s u re d  even 

a t  t h e  ex p en se  o f  many c i t y  w o rk e rs . I t  sh o u ld  n o t come a s  a  

s u r p r i s e  t h a t  c o l l e c t i v e  b a rg a in in g ,  even d u r in g  a  c r i s i s  w here wages 

and b e n e f i t s  w ere u n i l a t e r a l l y  re d u c e d , was s e e n  a s  th e  f o c a l  p o in t  

o f  u n io n  s t r a t e g y .  C o l l e c t iv e  b a rg a in in g  i s ,  a f t e r  a l l ,  th e  b a s i s  

f o r  u n io n  a c c e p ta n c e  and l e g i t i m a t i o n  w ith in  c o rp o ra te  c a p i t a l i s m .
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The b a rg a in in g  p ro c e s s  l e g i t i m a te s  b o th  c a p ita l-m a n a g e m e n t and th e  

u n io n  w ith in  th e  s t a tu s - q u o  o f  c l a s s  e x p l o i t a t i o n .

In d e e d , c o l l e c t i v e  b a rg a in in g  masks th e  e x i s te n c e  o f  c l a s s  

e x p l o i t a t i o n  and e s t a b l i s h e s  th e  n o t io n  t h a t  a l l  th e  w orker d e s e rv e s  

and g e t s  i s  a  " f a i r  d ay s  wage f o r  a  f a i r  d ay s  w o rk ."  T h e re fo re ,  th e  

m a in ten a n ce  o f  th e  b a rg a in in g  p ro c e s s ,  even i f  t h i s  p ro c e s s  was more 

i l l u s i o n  th a n  r e a l i t y  d u r in g  th e  f i s c a l  c r i s i s ,  was deemed by th e  

u n io n  l e a d e r s h ip  t o  be  a b s o lu t e ly  n e c e s s a ry .

L a te r ,  a f t e r  th e  f u r t h e r  i n s t i t u t i o n a l i z a t i o n  o f  a u s t e r i t y  had 

w eakened th e  u n io n s  and made th e  b a rg a in in g  p ro c e s s  an  empty 

f o r m a l i ty ,  A lb e r t  S h a n k e r, P r e s id e n t  o f  th e  U n ite d  F e d e ra t io n  o f  

T e a c h e rs ,  and one o f  th e  m ost p o w e rfu l o f  th e  u n io n  l e a d e r s ,  

s u g g e s te d  th e  te m p o ra ry  s u sp e n s io n  o f  c o l l e c t i v e  b a r g a in in g .  I n  a  

s ta te m e n t t h a t  a n g e re d  th e  o th e r  m a jo r l a b o r  l e a d e r s  in  th e  c i t y  

S h an k er s a id :  "When t h e r e ' s  n o th in g  t o  be  b a rg a in e d  f o r  i t  i s  a  form  

o f  t o r t u r e  t o  sen d  p e o p le  in  t o  b a r g a in .  M a in ta in in g  b a rg a in in g  a s  

u s u a l  in  a  p e r io d  o f  t h e  co m b in a tio n  o f  w ant and b a n k ru p tc y  i s  

r i d i c u l o u s . "  S h an k er w ent on n o t t o  s u g g e s t o p p o s i t io n  t o  a u s t e r i t y ,  

n o t m ass r e s i s t a n c e  t o  t h e  d e t e r i o r a t i o n  o f  t h e  q u a l i t y  o f  c i t y  

s e r v ic e s  due to  th e  b u d g e t c u t t i n g ,  b u t r a th e r ,  th e  i n s t i t u t i o n a l i z a ­

t i o n  o f  a  labor-m anagem en t c o n t r o l  b o a rd  s i m i l a r  t o  th e  War L abor 

B oard  o p e ra n t d u r in g  th e  seco n d  w o rld  w ar. T h is  ty p e  o f  b o ard  would 

e s t a b l i s h  a  s e t  o f  wage c o n t r o l s  t o  m o n ito r  and r e g u la t e  w orking  

c l a s s  w ages, b e n e f i t s  and p r o d u c t i v i t y .  W illiam  S c o t t ,  now an  

a s s i s t a n t  t o  Mr. S h an k e r, e x p la in e d  t h i s  p ro p o s a l  made in  November 

1976.
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Much to  t h e  d ism ay  o f  a l l  th e  o th e r  l a b o r  l e a d e r s  in  t h i s  
c i t y  -  th e y  d i d n ' t  t h i n k  i t  was r i g h t  -  i/]S^la n ^ e r  roade t h i s  
p ro p o s a l/*  But he w orked on a  l i t t l e  d i f f e r e n t  l e v e l .  He i s  
more i n t e r n a t i o n a l  th a n  m ost o f  th e  o th e r  la b o r  le a d e r s  in  
t h i s  c i t y  s in c e  h e 's  th e  n a t io n a l  p r e s id e n t  and s in c e  he 
r e p r e s e n t s  t h e  governm ent and th e  A .F . o f  L . in  many conven­
t i o n s  a ro u n d  th e  w o rld . And he had more ex p o su re  t o  a  war 
b o a rd . I  d o n 't  r e a l l y  t h in k  he  m eant w hat he s a i d .  I  t h i n k  
w hat he m eant was t h a t  t o  go i n  u n d e r  th e  g u is e  o f  c o l l e c t i v e  
b a rg a in in g  and to  m e re ly  b a rg a in  a s  t o  how you a r e  g o in g  t o  
re d u c e  y o u r c o n t r a c t  i s  n o t b a rg a in in g  a t  a l l .  I t  m igh t be 
b e t t e r  . . .  t o  have a  u n ifo rm  l i m i t a t i o n  on a.1.1 o f  la b o r  in  
a  p a r t i c u l a r  s i t u a t i o n ,  f o r  a  p a r t i c u l a r  p e r io d  o f  t im e , r a t h e r  
th a n  t o  go in  and l e t  t h i s  f e l lo w  b a rg a in  away t h i s  and t h a t  
f e l lo w  b a r g a in  away t h a t  . . B a s ic a l ly ,  I  g u e ss  when S h an k er 
s a id  " I  d o n ' t  w ant t o  b a rg a in  a  c o n t r a c t  down. Im pose i t  on 
m e," t h a t  he  was r e a l l y  s a y in g : " D o n 't  g iv e  me th e  o p t io n  o f  
t e l l i n g  my members I 'm  g o in g  t o  ta k e  $10 away from  them  o r  t e n  
d ay s away from  them . You im pose i t  on me. D o n 't  l e t  me 
b a rg a in  f o r  t h a t . "  T h a t 's  w hat he  was s a y in g .  I t  was ta k e n  up 
g e n e r a l ly  by th e  p r e s s  a s  m eaning t h a t  he  d i d n ' t  w ant t o  
c o l l e c t i v e  b a rg a in  d u r in g  th e  f i s c a l  c r i s i s .  He d i d n ' t  mean 
t h a t  a t  a l l .  He m eant t h a t  you im pose y o u r c o n d i t io n s  d u r in g  
th e  tim e  when you can  p ro v e  you c a n ' t  do a n y th in g  e l s e  and when 
I  d e c id e  t h a t  you now have come t o  th e  p o in t  when you can  do 
so m eth in g  e l s e ,  th e n  I  w i l l  b a rg a in  w ith  you .

S h an k er was r e c o g n iz in g  t h a t  t h e  b a s ic  s t r a t e g y  o f  t h e  MLG -  t o  

m a in ta in  c o l l e c t i v e  b a rg a in in g  -  was an  em pty one s in c e  t h e r e  was no 

r e a l  c o l l e c t i v e  b a r g a in in g  d u r in g  th e  f i s c a l  c r i s i s .  S t i l l ,  h i s  

s u g g e s t io n ,  t h e  im p o s t i t io n  o f  r e s t r i c t i v e  and a u s te r e  c o n t r a c t s  

th ro u g h  a  s u p e r o r d in a te  labo r-m anagem en t b o a rd , a l s o  a b d ic a te d  any  

o p p o s tio n  r o l e  t h a t  u n io n s  m igh t p la y .  S h an k er was c a l l i n g  f o r  more 

u n io n  c o l l a b o r a t io n ,  n o t l e s s .  He was w i l l i n g  to  c o o p e ra te  w ith  a  

p re -c o n c e iv e d  and p r e - d e f in e d  r e a l i t y  con fo rm ing  t o  c a p i t a l ' s  b e s t  

i n t e r e s t s .  T h is  s t r a t e g y  a c c e p te d  w ith o u t q u e s t io n  th e  le g i t im a c y  o f  

a u s t e r i t y .

S t i l l ,  th e  o th e r  l a b o r  l e a d e r s ,  how ever en rag ed  by S h a n k e r 's  

p r o p o s a l ,  w ere more in  ag reem en t w ith  him th a n  th e y  would c a r e  t o  

a d m it .  A f t e r  a l l ,  th e y  ad o p te d  th e  d ip lo m a t ic  a p p ro ac h  w hich was 

a l s o  b ased  on a  p e rc e iv e d  r e s p o n s i b i l i t y  t o  a  community l a r g e r  th a n



93

t h e i r  m em bership o r  th e  c i t y ' s  w ork ing  c l a s s .  B e fo re  we c o n t in u e  to  

d e s c r ib e  and a n a ly z e  u n io n  s t r a t e g y  th ro u g h o u t t h e  re m a in in g  e a r ly  

y e a r s  o f  th e  f i s c a l  c r i s i s  i t  seems n e c e s s a ry  t o  u n d e rs ta n d  th e  

o r i g i n  o f  t h i s  ty p e  o f  l a b o r  s t r a t e g y .

The m u n ic ip a l la b o r  u n io n  le a d e r s h ip  ad o p te d  s t r a t e g i e s  w hich , 

no d o u b t, a c c e p te d  s a c r i f i c e s  w ith o u t m i l i t a n t  o p p o s i t io n .  They 

eschew ed any c o l l e c t i v e ,  mass r e s i s t a n c e  t o  a u s t e r i t y  a s  a  t h r e a t  t o  

t h e  s e c u r i t y  o f  th e  com munity a t  l a r g e .  A m erican l a b o r  u n io n s ,  in  

th e  p r i v a t e  a s  w e l l  a s  t h e  p u b l ic  s e c to r s  o f  th e  economy, have 

s i m i l a r l y  ad o p ted  a  r e f o r m is t  id e o lo g y  w hich  v iew s th e  c l a s s  i n t e r e s t s  

o f  w ork ers  and c a p i t a l  a s  b a s i c a l l y  c o n tig u o u s  and  n o t s t r u c t u r a l l y  

c o n t r a d ic t o r y .  C o l l e c t iv e  b a rg a in in g  a l l e g e d l y  f u n c t io n s  t o  m e d ia te  

t h e  c l a s s  i n t e r e s t s  and r e s o lv e  p o t e n t i a l l y  d i s r u p t i v e  w ork ing  c l a s s  

a c t iv is m ;  in d e e d , w ork ing  c l a s s  a c t iv is m  i s  th e re b y  c h a n n e le d  in t o  

c o n s t r u c t in g  la b o r  r e l a t i o n s  w hich e n su re  p r o d u c t i v i t y .

I n  t h i s  id e o lo g y , c a p i t a l i s m  p ro v id e s  room f o r  w o rk e rs '•  econom ic 

freed o m . As a  r e s u l t ,  when w o rk ers  ta k e  p o s i t i v e  a c t io n s  t o  g a in  

more c o l l e c t i v e  c o n t r o l  o f  t h e i r  la b o r  a n d /o r  community th e y  a r e  

p r e s e n te d  a s  a  t h r e a t  t o  t h e  community a t  l a r g e  and m ust do so  w ith o u t 

u n io n  s u p p o r t .  H ere , s t a b i l i t y  i s  d e f in e d  a s  m anageab le c l a s s  

r e l a t i o n s  w i th in  a  g e n e r a l  s ta tu s - q u o  w hich l e g i t i m a te s  and h e lp s  

p r e s e rv e  c a p i t a l i s t  s o c i a l  r e l a t i o n s :  e q u i l ib r iu m  i s  c o n t r o l ;  f i s c a l  

h e a l th  i s  a  d e t e r i o r a t i n g  wage and s e r v ic e  n e tw o rk ; a  h e a l th y  economy 

i s  a  h ig h  r a t e  o f  p r o f i t  and management f i r m ly  in  c o n t r o l .

S im ply  p u t ,  th e  i n t e r e s t s  o f  c a p i t a l  a r e  view ed a s  s u s te n a n c e  

f o r  th e  com munity a t  l a r g e  w h ile  t h e  i n t e r e s t s  o f  w o rk e rs , when 

e x p re s se d  in d e p e n d e n t o f  u n io n  h ie r a r c h y ,  a r e  view ed a s  d i s r u p t i v e
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and c h a o t i c .  The i n t e r e s t s  o f  u n io n s  become i d e n t i f i e d  w ith  

s t a b i l i t y  even when th e  co n seq u en c es  o f  t h i s  s t a b i l i t y  ca u se  

s u f f e r in g  f o r  t h e  w o rk in g  c l a s s .  Y et t h i s  i n t e r e s t  i s  n o t e x p re s se d  

in  e q u a l p a r tn e r s h ip  w ith  c a p i t a l .  In d e e d , th e  b a s i s  f o r  t h i s  

p a r tn e r s h i p  i s  u n io n  a c q u ie s c e n c e  t o  c a p i t a l ' s  pow er t o  o rg a n iz e  and 

c o n t r o l  p ro d u c tio n  in  t h e  p r i v a t e  s e c t o r  an d , i n  t h e  p u b l ic  s e c t o r ,  

t o  o rg a n iz e  and r e o r g a n iz e  th e  m e d ia tin g  f u n c t io n s  o f  l o c a l  ;

g o v ern m e n t.

As t h i s  id e o lo g y  t a k e s  sh ap e  i t  makes s e n se  t h a t  th e  c a u se  o f  

t h e  f i s c a l  c r i s i s  i s  n o t  v iew ed a s  c o n ta in e d  w ith in  th e  c o n t r a d ic to r y  

s o c i a l  r e l a t i o n s  o f  t h e  l a b o r  p ro c e s s  b u t  r a t h e r  a s  th e  s e l f - s e r v i n g  

and c o m m u n ity - th re a te n in g  a c t i v i t y  o f  l a b o r .  The u n io n s , th e n ,  m ust 

s e rv e  th e  community by d e n y in g  w o rk e rs . Y e t, by d o in g  so  t h e  u n io n  

d e n ie s  th e  autonom y o f  t h e  w ork ing  c l a s s ,  th e re b y  r e l e g a t i n g  th e  

community t o  c a p i t a l ' s  own. C o o p e ra tio n  w i th in  su ch  a  "com m unity" 

w orks a g a in s t  a  p o t e n t i a l l y  autonom ous w o rk e rs ' "com m unity ,"

The u n io n s ' r e f o r m i s t  id e o lo g y  o f  r e s p o n s i b i l i t y ,  so  s o c i a l l y  

and p o l i t i c a l l y  c o n s e r v a t iv e  i n  i t s  r e p u r c u s s io n s ,  f in d s  f u r t h e r  

e x p re s s io n  and in f lu e n c e  when th e  w o rk e rs  l a b o r  and s t r u g g le  i n  th e  

p u b l ic  s e c t o r .  A c tio n s  i n  o p p o s i t io n  t o  management by p u b l ic  s e c t o r  

w o rk e rs  a r e  se e n  a s  t h r e a t e n i n g  t o  t h e  p u b l i c ,  t h e  com m unity.

C a p i t a l  seem s n o t  t o  e n t e r  in t o  t h e  c o n f l i c t  e x c e p t a s  v ic t im :  th e  

flo w  o f  l a b o r  t o  b u s in e s s  may be  d i s r u p te d ,  o r  th e  c i r c u l a t i o n  o f  

c a p i t a l  may b e  s t a l l e d .  T hen , c a p i t a l  may move o u t o f  th e  community 

t o  f in d  l a b o r  p e a c e , l e a d in g  a  p u b l ic  c r y  o f  " i f  o n ly  th e  w o rk ers  

w ere l e s s  d i s r u p t i v e  and more c o o p e ra t iv e  and sy m p a th e tic  t o  b u s in e s s  

n e e d s ,"  o r  " i f  o n ly  governm ent p a id  a t t e n t i o n  t o  t h e  need s  o f
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b u s in e s s

I n  su ch  a  l a b o r  d i s p u te  in  th e  p u b l ic  s e c t o r ,  management i s

p r e s e n te d  a s  r e p r e s e n t in g  th e  p u b l ic  i n t e r e s t  -  a f t e r  a l l ,  governm ent

i s  c l a s s  n e u t r a l  and p r o t e c t s  th e  need s o f  th e  u n i ty  o f  t h e  com munity,

i t s e l f  c l a s s  n e u t r a l .  An in d e p e n d e n t and autonom ous w ork ing  c l a s s

- c o n s c io u s n e s s  seem s l e s s  c r i t i c a l  s in c e  c a p i t a l ' s  e x p l o i t a t i o n  i s

a c c e p te d  n o t t o  e x i s t .  T h is  ab se n c e  o f  w ork ing  c l a s s  u n i t y ,  a s

in d i c a te d  by th e  id e o lo g ic a l  s e p a r a t io n  o f  p u b l ic  and p r i v a t e ,

i s o l a t e s  th e  p u b l ic  s e c t o r  w o rk e r. The p u b l ic  em ployee u n io n  th e n

f in d s  i t s  i n t e r e s t s  b e s t  s e rv e d  in  c o l l a b o r a t io n  w ith  c i t y  management

and c o r p o r a te  c a p i t a l .  B ut i n  t h i s  c a s e ,  o f  th e  f i s c a l  c r i s i s  o f  New

Y ork C i ty ,  t h i s  c o l l a b o r a t io n  e n a b le d  c a p i t a l  t o  deny  th e  c i t y  th e

n e c e s s a ry  o p e r a t in g  fu n d s  t o  r e s i s t  b u d g e ta ry  c u tb a c k s  an d , in  th e

lo n g  ru n ,  a u s t e r i t y .

I n  f a i l i n g  t o  d e v e lo p  an  in d e p e n d e n t id e o lo g ic a l  s ta n c e  o f  i t s  
own, o rg a n iz e d  l a b o r  in  A m erica h as  rem ain ed  a  r e a c t i v e  
movement, a lw ays more o r  l e s s  c a p t iv e  b u t  c e r t a i n l y  n e v e r  an  
e q u a l p a r t n e r  o f  p r i v a t e  c a p i t a l .

The same p a t t e r n  h o ld s  t r u e  i n  th e  r e l a t i o n s h i p  betw een  
p r i v a t e  c a p i t a l  and g o v e rn in g  i n s t i t u t i o n s .  A gain  i t  i s  
p r i v a t e  c a p i t a l  t h a t  makes t h e  im p o r ta n t d e c i s io n s  r e g a rd in g  
econom ic g ro w th , p la n n in g ,  and a l l o c a t i o n  o f  r e s o u r c e s  and 
jo b s .  L ik e  o rg a n iz e d  la b o r ,  l o c a l  and s t a t e  governm en ts have 
a l s o  become c a p t iv e  p a r tn e r s ,  a c c e p t in g  th e  n o t io n  t h a t  w h a t 's  
good f o r  b u s in e s s  i s  good f o r  th e  com m unity. M o r ia r ty  o f  th e  
C o n g re s s io n a l C o a l i t i o n  p u t h i s  f i n g e r  r i g h t  on th e  p rob lem  
when he  rem arked  t h a t  " g iv e n  th e  n a tu r e  o f  t h e  c a p i t a l i s t  
sy s te m , you have to  co u n t on them  a l l  t h e  tim e  t o  c a r r y  th e  
m a jo r lo a d ."  The r o l e  o f  l o c a l  and s t a t e  governm en ts i n  t h i s  
p a r tn e r s h ip  h as  a lw ays been  t o  accommodate t o  th e  need s o f  
p r i v a t e  c a p i t a l ,  and on o c c a s io n  t o  a c t  a s  a  m e d ia to r  betw een , 
i t s  a b u se s  and e x c e s s e s  and th e  r e a c t io n s  o f  an  an g ry  p u b l i c .

In  t h i s  c r i s i s ,  how ever, t h e r e  was no e f f e c t i v e  v o ic e

r e p r e s e n t in g  an  an g ry  p u b l ic  a g a in s t  th e  e x c e s s e s  and a b u se s  o f

f in a n c e  c a p i t a l .  W ithou t su ch  a c t i v e  o p p o s i t io n ,  c a p i t a l  was a b le

t o  p r e s s  i t s  demands f o r  a u s t e r i t y .  The p u b l ic  em ployee u n io n s
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m eanw hile c o n tin u e d  t o  a c t  r e a c t i v e l y  and d e f e n s iv e ly ,  th e re b y  

a b d ic a t in g  th e  s t a t e  t o  th o s e  who demanded w o rk er s a c r i f i c e .  I n  

t h e  fo llo w in g  p a g e s , we s h a l l  s e e  how t h i s  u n io n  s t r a t e g y ,  m easured  

by i t s  p o w e r le s s n e s s ,  im p ac ted  upon th e  re m a in d e r  o f  t h e  f i s c a l  

c r i s i s .

P e n s io n  Fund ing  A u s t e r i t y

As th e  f i s c a l  c r i s i s  deepened  th ro u g h o u t 1975» th e  c i t y ' s  

s k irm is h e s  w ith  b a n k ru p tc y  became more f r e q u e n t .  W ith in  t h i s  m i l ie u  

o f  f i s c a l  and p o l i t i c a l  u n c e r t a in t y  th e  m echanism s o f  s o c i a l  c o n t r o l  

o v e r  th e  c i t y ' s  la b o r  u n io n s  w ere becom ing more p e rv a s iv e  and 

p o w e rfu l. Key t o  com prehending  th e  c o n s t r a i n t s  on u n io n  a c t iv is m  was 

th e  a d o p tio n  o f  t h e  s t r a t e g y  t o  in v e s t  p u b l ic  em ployee p e n s io n  fu n d s  

i n  c i t y  and MAC b o n d s . T h is  s e c t i o n  w i l l  e l a b o r a te  t h e  p ro c e s s  by 

w hich  th e s e  p e n s io n  fu n d s  w ere com m itted  t o  s a v e  t h e  c i t y  from  bank­

ru p tc y  even w h ile  th e  a u s t e r i t y  p o l i c y  was im posed on th e  c i t y ' s  

la b o r  u n io n s .

C e n t r a l  t o  my argum ent h a s  been  th e  p o s i t i o n  t h a t  t h e  s t r a t e g i e s  

ad o p ted  by th e  u n io n s  d u r in g  t h i s  tim e  a c t u a l l y  c o n t r ib u te d  t o  th e  

c o n s t r u c t io n  o f  an  a n t i - l a b o r  a u s t e r i t y .  As d e t a i l e d  h e r e ,  we saw 

th e  u n io n s  a d o p t a  no s t r i k e  s t r a t e g y  o f  c o o p e r a t io n .  Now, in  t h i s  

c a s e ,  th e y  u sed  p e n s io n  m onies t o  e s t a b l i s h  a  f i n a n c i a l  fo u n d a tio n  

f o r  a u s t e r i t y .  T h is  a c t io n  gave th e  c i t y  tim e  t o  r e o r g a n iz e  i t s  

f in a n c e s  and m a n a g e r ia l p o l i c i e s  an d , i f  you w i l l ,  t o  be re o rg a n iz e d  

t o  r e s t o r e  i n v e s t o r  c o n f id e n c e .  The fo l lo w in g  p ag es  w i l l  c o n f ro n t  

t h i s  i s s u e  -  th e  c o n n e c tio n  betw een  p e n s io n  fu n d s , b a n k ru p tc y  and 

a u s t e r i t y  -  s in c e  i t  was fu n d a m e n ta l t o ,  o u r  t o p i c ,  c l a s s  s t r u g g le  

and f i s c a l  c r i s i s .
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T h ere  w ere n o t many p u b l ic  and p r i v a t e  s e c t o r  l e a d e r s  in  

s u p p o r t  o f  a  c i t y  b a n k ru p tc y . The c i t y  governm ent, i t s  u n io n s  and 

t h e  c i t y ' s  b an k in g  and c o r p o r a te  e l i t e  a l l  w anted t o  d e v is e  an 

a l t e r n a t i v e  t o  b a n k ru p tc y . The b an k s , we have s e e n , co u ld  n o t a f f o r d  

b a n k ru p tc y  w h ile  th e y  s t i l l  h e ld  a  l a r g e  amount o f  c i t y  s e c u r i t i e s .

As t h e  f i s c a l  c r i s i s  grew more s e r io u s  and t h e i r  in v e s tm e n ts  l e s s  

s e c u r e ,  th e  com m ercia l and in v e s tm e n t banks s h i f t e d  t h e i r  in v e s tm e n ts  

e ls e w h e re . W hile t h e i r  in v e s tm e n t a c t i v i t y  fo c u se d  e lse w h e re , th e  

banks demanded a  s t r i n g e n t  a u s t e r i t y  p o l i c y  f o r  th e  c i t y  u n d e r th e  

r a t i o n a l e  t h a t  in v e s tm e n t would n o t r e t u r n  o th e rw is e .

I t  i s  im p o r ta n t and  i n t e r e s t i n g  t o  n o te  t h a t  th e  pow er o f  

f in a n c e  c a p i t a l ,  a s  r e p r e s e n te d  by New Y ork C i t y 's  m ajo r b an k s , was 

r e a l i z e d  a s  d is in v e s tm e n t  i n  New York was p ro c e e d in g . F in an c e  

c a p i t a l  w as, a t  th e  same t im e , le a v in g  th e  c i t y  f o r  i t s  la c k  o f  

in v e s tm e n t d e s i r e a b i l i t y  and t r y i n g  t o  r e o r g a n iz e  t h e  b a s i s  o f  

p o l i t i c s  w i th in  th e  c i t y .  A new c l a s s  p o l i t i c s  was em erging  and th e  

c i t y ' s  l a b o r  u n io n s  seem ed i l l  p re p a re d  f o r  i t .  T h is  n e c e s s i t a t e d  

n o th in g  s h o r t  o f  t h e  r e o r g a n iz a t io n  o f  c i t y  governm ent: r e e s t a b l i s h i n g  

m a n a g e r ia l a u t h o r i t y ,  r e d u c in g  la b o r  c o s t s  a s  w e ll  a s  th e  c o s t s  o f  

s e r v ic e s  t o  t h e  c i t y ' s  p o o r , w ork ing  and m idd le  c l a s s  com m unities 

w hich  w ere so  d ep en d e n t on c i t y  s e r v i c e s .  In  t h i s  new c l a s s  p o l i t i c s ,  

c o r p o r a te  and f in a n c e  c a p i t a l  im proved i t s  power in  r e l a t i o n  t o  la b o r  

by w ith d raw in g  f in a n c e  and p ro d u c t iv e  c a p i t a l .  We m igh t s u g g e s t t h a t  

t h i s  w ith d ra w a l l e f t  a  p o l i t i c a l  vacuum f o r  t h e  e x e r t io n  o f  l a b o r 's  

pow er. W here, th e n ,  was la b o r?

The w ith d ra w a l o f  c r e d i t  from  th e  c i t y  (d is c u s s e d  in  C h a p te r  3) 

c r e a te d  a  need f o r  an  a l t e r n a t i v e  s o u rc e  o f  o p e r a t in g  c a p i t a l .  One
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m igh t s u g g e s t t h a t  t h i s  s o u rc e  had t h e  p o t e n t i a l  t o  e x e r t  enorm ous

pow er o v e r  th e  p o l i c y  o f  c i t y  govern m en t. The s o u rc e  o f  th e s e  new

found  fu n d s  tu r n e d  o u t t o  he  th e  c i t y ' s  la b o r  u n io n s .  And in  t h e

c o n te x t  o f  f i s c a l  c r i s i s ,  t h e  u n io n s  wound up fu n d in g , u n d e rw r i t in g

and in v e s t in g  in  t h e i r  own a u s t e r i t y .  L e t u s  f i r s t  d e s c r ib e  how i t

was t h a t  t h e  p e n s io n  fu n d s  w ere ta p p e d  f o r  t h e i r  in v e s tm e n t c a p i t a l

and th e n ,  why i t  was t h a t  t h e  u n io n  l e a d e r s h ip  was n o t a b le  t o  h a l t

a u s t e r i t y .  I n  t h e  c o n te x t  o f  th e  ebb and flo w  o f  c l a s s  s t r u g g l e ,  we

s h a l l  s e e  t h a t  t h i s  p ro c e s s  was c l o s e l y  t i e d  t o  th e  p o s s i b i l i t y  o f

b a n k ru p tc y  and th e  p o t e n t i a l  u n c e r t a in t y  t h a t  su ch  b a n k ru p tc y  w ould

b r in g  t o  t h e  c i t y ' s  u n io n s .

L e t us re v ie w  o u r  p r e v io u s ly  s t a t e d  p o s i t i o n  r e g a rd in g  th e

fo rm u la t io n  o f  u n io n  s t r a t e g y .  From th e  b e g in n in g  o f  th e  f i s c a l

c r i s i s  t h e  m u n ic ip a l u n io n s  f e l t  i t  n e c e s s a ry  t o  a d o p t a  " p ra g m a tic "

a p p ro a c h . T h is  p rag m atism  a c c e p te d  t h a t  t h e  f i s c a l  c r i s i s  was r e a l

and s e v e r e .  T h e re fo re ,  t h a t  c u tb a c k s  in  c i t y  e x p e n d i tu re s  w ere

n e c e s s a ry ,  even a t  th e  ex p en se  o f  t h e  c i t y ' s  w o rk e rs . As A1 V ia n i

o f  D .C. 37 a s s e r t e d  when I  in te rv ie w e d  him in  A ugust 1978, t h e  u n io n s

w ere w i l l in g  to  make w hat th e y  deemed t o  b e  n e c e s s a ry  s a c r i f i c e s

b e c a u se  th o s e  s a c r i f i c e s  had  t o  be  made. T h ere  was no g e t t i n g  
away from  i t .  The c r i s i s  was r e a l ,  t h e  b i l l i o n  d o l l a r  gap  was 
t h e r e ,  everybody  knew i t  and we had t o  d e a l  w ith  t h a t .  Now one 
c o u ld  sa y  t h a t  i f  t h e  u n io n s  w ere s t r o n g  t h e r e  w ould have been  
no s a c r i f i c e s  and no c u tb a c k s .  B ut t h a t  was im p o s s ib le .  I  
mean i t  would e i t h e r  have b een  made up w ith  l a y o f f s  o r ,  i f  
t h e r e  w ere no s a c r i f i c e s  on th e  w ages, o r  no d e f e r r a l  o f  w ages, 
o r  a n y th in g  o f  t h a t  s o r t ,  th e n  i t  would have been  made up in  
la y o f f s  o r  d is m a n t l in g  o f  v a r io u s  a g e n c ie s  o r  w h a te v e r . T h a t 
had t o  be d e a l t  w ith  and from  th e  u n io n s  p o in t  o f  view  in  th e  
m ost p ra g m a tic  k in d  o f  way. And t h a t  was t o  g e t  o u t o f  w hat 
was a d m it te d ly  a  v e ry  s e v e re  c r i s i s  t h e  b e s t  way we p o s s ib ly  
c o u ld  w ith o u t any  lo n g  te rm  e ro s io n  o f  e i t h e r  th e  b a s ic  s a l a r y  
s t r u c t u r e  o r  t h e  b a s ic  f r i n g e  s t r u c t u r e .

I n  t h i s  r e g a rd  i t  i s  i n t e r e s t i n g  t o  n o te  t h a t  "p ragm atism " had
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a l r e a d y  been  d e f in e d  a s  c o o p e ra t io n  w ith  an  a n t i - l a b o r  a u s t e r i t y .

As V ia n i and o th e r  la b o r  le a d e r s  a s s e r t e d ,  t h e r e  was a  c r i s i s  w hich 

i n h i b i t e d  l a b o r 's  r e s p o n s e .  Y et i t  a p p e a rs  i n  t h e i r  d e p ic t io n  o f  t h e  

s t r a t e g y  m aking p ro c e s s  t h a t  a l t e r n a t i v e  s t r a t e g i e s  t o  c o o p e ra tio n  

w ith  a u s t e r i t y  -  more m i l i t a n c y ,  dem anding more la b o r  in p u t in to  

d e c i s io n  m aking, in f lu e n c e  o v e r  m anaging s e r v ic e s  -  w ere h a s t i l y  s e t  

a s id e  t o  d e m o n s tra te  l a b o r 's  r e s p o n s i b i l i t y  t o  t h e  " p u b l ic ."  The 

s e p a r a t io n  o f  w o rk ers  from  th e  c o n t r o l  o f  t h e  l a b o r  p ro c e s s  was 

s t r e n g th e n e d  a s  management was g iv e n  more c o n t r o l  by la b o r  w ith o u t 

a  f i g h t .  And a s  th e  c r i s i s  p ro g re s s e d ,  l a b o r 's  " p ra g m a tic ,"  

" c o o p e ra t iv e "  and " r e s p o n s ib le "  s t r a t e g y  was u sed  a g a in s t  t h e  c i t y ' s  

w orkers  t o  d e v e lo p  a  fo rm a l m echanism  o f  i n s t i t u t i o n a l  c o n t r o l .  

In d e e d , we have se e n  t h a t  l a b o r 's . r e s p o n s iv e n e s s  t o  th e  d e p th s  o f  th e  

c r i s i s  was used  a g a in s t  l a b o r .  I n  a  s e n s e ,  t h e r e i n  l i e s  t h e  id e o lo g ­

i c a l  and p o l i t i c a l  w eakness o f  l a b o r .  I n  te rm s  o f  t h e  p r e v a i l in g  

id e o lo g y , u n io n  m i l i t a n c y  and dem ands f o r  more w o rk ers  c o n t r o l  m igh t 

have been  view ed a s  a n t i - p u b l i c  and a n t i - c i t y .  M eanw hile, t h e  b a n k s ' 

r e s p o n s i b i l i t y  was t o  p r o t e c t  i t s  i n v e s t o r s '  money. T h is  d e f i n i t i o n  

a llo w ed  f in a n c e  c a p i t a l ,  a s  r e p r e s e n te d  by th e  b a n k e rs  and f i n a n c i e r s  

now m o b iliz e d  t o  prom ote a u s t e r i t y ,  t o  l e g i t i m iz e  i t s  w ith d ra w a l o f  

c r e d i t  t o  th e  c i t y .

The f a t e  o f  m u n ic ip a l l a b o r  was t h e r e f o r e  t i e d  t o  th e  c i t y  

w h ile  f in a n c e  c a p i t a l  knew no su ch  p o l i t i c a l  o r  f i n a n c i a l  b o u n d a r ie s .  

A1 V ia n i p o in te d  t o  t h i s  b a s ic  s o c i a l  r e l a t i o n  betw een  la b o r  and t h e  

community when he s t a t e d  t h a t

Our c o n s id e r a t io n s  / l i k e  th e  bank§7 a r e  a l s o  bo ttom  l i n e ,  b u t 
o u r  a p p ro ac h  i s  q u i t e  d i f f e r e n t .  Our b a s ic  r e s p o n s i b i l i t y  was 
t o  p r o t e c t  th e  w o rk ers  t o  t h e  maximum e x te n t  t h a t  we c o u ld .
T h a t i s  o u r  c o n s t i tu e n c y  and o u r  r e s p o n s i b i l i t y .  But we do 
have a  s o c i a l  c o n s c ie n c e  and we a r e  co n ce rn ed  ab o u t th e  c i t y
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a s  a  c i t y .  B ut o u r  p r im a ry  g o a l  was t o  p r o t e c t  th e  w o rk e r.
And we made th e  judgem ent t h a t  i t  would he in  t h e  h e s t  
i n t e r e s t s  o f  th e  w o rk e rs  u l t im a te ly  i f  t h e  c i t y  s u rv iv e d  and 
i f  th e  c i t y  made i t  th ro u g h  th e  c r i s i s .  T hat was b e in g  t r u l y
h o n e s t i n  te rm s  o f  w hat was b e s t  f o r  t h e  p e o p le  t h a t  we r e p r e ­
s e n te d .  And so  t h e  g o a ls  o f  th e  em ployees and th e  g o a ls  o f  
th e  c i t y ,  in  te rm s  o f  s u r v iv a l ,  w ere j u s t  n o t  d iv e r g e n t .  They 
w ere th e  same and once we made t h a t  d e c i s io n  th e n  we d e c id e d  
how we would go a b o u t i t  -  t o  h e lp  sa v e  th e  c i t y  and n o t 
c lo b b e r  t h e  em ployees t o  t h e  e x te n t  t h a t  th e y  have  a  lo n g  te rm  
im p a c t. And we d id  w hat we had t o  d o . The banks on th e  o th e r  
hand , t h e i r  c o n s t i tu e n c y  i s  q u i t e  d i f f e r e n t .  The bo ttom  l i n e  
i s  th e  m o tto  t h a t  th e y  l i v e  by ; t h a t  i s ,  make money and p r o t e c t
y o u r money. They d i d n ' t  do a n y th in g  f o r  any s o c i a l  r e a s o n s .
C o rp o ra tio n s  re sp o n d  t o  o n ly  one th in g s  make a s  much money a s  
th e y  c a n . And th e  banks a r e  e x a c t ly  t h e  sam e. They have no 
s o c i a l  r e s p o n s i b i l i t y ,  I  d o n 't  b e l i e v e ,  no s o c i a l  c o n s c ie n c e .  
And t h e i r  g o a l  was t o  p r o t e c t  t h e i r  i n v e s to r s  and t h a t  was i t .  
T h ere  i s  n o th in g  more t o  i t .  They w e r e n 't  g o in g  t o  be  so  
b le e d in g  h e a r t  t h a t  th e y  would c a r e  a b o u t t h e  c i t y  o f  New Y ork . 
They w ere o n ly  g o in g  t o  c a r e  a b o u t t h e i r  b ig  b u c k s .

W ith in  t h i s  r e l a t i o n s h i p  -  o f  la b o r  t o  com m unity and f in a n c e

c a p i t a l  t o  no human com m unity -  was t h e  p o t e n t i a l  f o r  and l i m i t a t i o n

o f  c l a s s  pow er. The l a b o r  l e a d e r s  o n ly  re c o g n iz e d  th e  s o c i a l  c o n t r o l

s id e  o f  t h i s  s o c i a l  r e l a t i o n .  The p o t e n t i a l  f o r  a l t e r n a t i v e s ,  f o r

s o c i a l  change in v o lv in g  a  lab o r-co m m u n ity  c o a l i t i o n  and u n i t y ,  went

u n re c o g n iz e d  and , p e rh a p s , f e a r e d .  V ia n i d e s c r ib e d  th e  u n c e r t a in ty

o f  t h i s  moment in  t h e  fo l lo w in g  way:

The p o in t  I  have b een  m aking was t h a t  we w ere d e a l in g  w ith  an 
e n t i r e l y  unknown s i t u a t i o n  and we w ere f e e l i n g  o u r  way a lo n g .
We d i d n ' t  know . . .  in  r e t r o s p e c t  one c o u ld  a rg u e  w ith  th e  
u n io n s ' p o s tu r e  a t  v a r io u s  s t a g e s  a lo n g  th e  w ay. But i t  was a  
v e ry  d e l i c a t e  and d an g ero u s  k in d  o f  s i t u a t i o n .  The c i t y  was 
g o in g  in  o v e r  a  s h o r t  p e r io d  o f  t im e , tw o o r  t h r e e  m onths, f o r  
o v e r  $6 b i l l i o n  in  f in a n c in g  -  $6 b i l l i o n  t h a t  p a r t i c u l a r  y e a r  
a s  I  r e c a l l .  W e 're  a t  th e  end o f  f i s c a l  y e a r  1975 and th e
b e g in n in g  o f  th e  new f i s c a l  y e a r .  ^N ote: from  Ju n e  th ro u g h
S ep tem ber 1975 th e  c i t y  needed  $3 b i l l i o n .  V ia n i  i s  h e re  
r e f e r r i n g  t o  t h e  p e r io d  b e f o r e  Ju n e  and a f t e r  Septem ber.~7 
T h ere  was some huge amount o f  money t h a t  was r e q u i r e d .
A c tu a l ly ,  I  th o u g h t i t  was $6 b i l l i o n .  I t  was a  t o t a l l y  
unknown s i t u a t i o n  -  bond m a rk e ts , b a n k e rs  and a l l  t h a t  s h i t .
The u n io n s  d id  n o t know a n y th in g  ab o u t t h i s .

T h is  la c k  o f  know ledge le d  th e  u n io n s  t o  h i r e  J a c k  B ig e l  a s  a

f i n a n c i a l  and s t r a t e g i c  c o n s u l t a n t .  B ig e l  was n o t t i e d  t o  any  ra n k
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and f i l e  c o n s t i tu e n c y .  A g ain  V ia n i :

A few  p e o p le  l i k e  J a c k  B ig e l  u n d e rs to o d  i t  p ro b a b ly  b e t t e r  th a n  
m ost p e o p le  d id ,  o r  a t  l e a s t  had s o u rc e s  o f  in fo rm a tio n  t h a t  
w ould g iv e  him an  advance  w arn in g  o f  w hat t h e  p o t e n t i a l  
p rob lem s w ere . B a s i c a l ly ,  B ig e l  i s  a  pow er b ro k e r .  T h e re  i s  
no o th e r  way t o  c a l l  su ch  a  p e rso n  in  t h i s  c i t y .  He has  
c o n ta c t s  i n  a l l  k in d s  o f  p la c e s  and in  d i f f e r e n t  a r e a s  and 
b a s i c a l l y  was t h e  r i g h t  man a t  t h i s  p a r t i c u l a r  t im e .  He had 
th e s e  l i n e s  i n t o  t h e  f i n a n c i a l  com m unity, a s  w e ll  a s  t h e  c i t y  
and th e  u n io n s .  He c o u ld  s e rv e  a s  o u r f o c a l  p o in t  f o r  a  l o t  
o f  th e  s t u f f  t h a t  was com ing on in  te rm s  o f  g u id in g  th e  u n io n s  
a s  t o  how t o  d e a l  w ith  th e s e  t h i n g s .  Or a t  l e a s t  he co u ld  
a l e r t  t h e  u n io n s  t o  t h e  m agn itude  o f  th e  p rob lem  and w hat th e  
banks w ere s a y in g  -  w hat t h e  Mayor was s a y in g  -  and w hat th e  
r e a l i t i e s  o f  th e  s i t u a t i o n  w ere . E verybody t r i e d  t o  f ig u r e  
a  way t o  d e a l  w ith  i t .  I t  was t o t a l l y  in  t h e  l a b o r  u n io n s .
The dum ping o f  n o te s  by th e  ban k s -  nobody was aw are o f  t h a t .  
T h e re  w ere p e o p le  who w ere a rg u in g  i n t e r n a l l y  t h a t  t h i s  u n io n , 
D .C . 37* s h o u ld , when th e  t h r e a t  o f  b a n k ru p tc y  came in  th e  
l a t e  S p r in g  and e a r l y  Ju n e  o f  1975* sa y  t o  t h e  M ayor, t o  th e  
F e d e r a l  Governm ent and th e  S t a t e  and th e  b u s in e s s  com m unity, 
fu c k  you -  l e t  t h e  c i t y  go b a n k ru p t.  You d o n 't  w ant t o  open 
up th e  m a rk e t, s o r r y ,  I  am g o in g  to  l e t  t h e  w hole t h in g  go 
down. T h is  would h ave  b een  su ch  a  h o r r i b l e  t h r e a t  t h a t  
nobody w ould h av e  a llo w e d  i t  t o  happen and th e y  would have come 
up w ith  c a sh  r i g h t  away t o  p re v e n t i t  from  h ap p en in g . We 
d i d n ' t  do t h a t ,  th e  Mayor -  he d i d n ' t  do t h a t  and f i r s t  t h e r e  
was t h e  M u n ic ip a l A s s is t a n c e  C o rp o ra tio n , th e n  th e  Em ergency 
F in a n c ia l  C o n tro l  B oard  and a l l  th e  pow er was o p en ly  ta k e n  aw ay. 
(E m phasis i s  m ine)

The u n io n s ,  I  have shown, d is c u s s e d  more m i l i t a n t  a l t e r n a t i v e s  

w i th in  a  c o n te x t  o f  u n c e r t a in t y  a b o u t t h e  co n seq u en ces  o f  su ch  

a c t i o n s .  The u n io n  le a d e r s  r e tu r n e d ,  how ever, r e g a r d l e s s  o f  a c t io n s  

ta k e n  a g a in s t  i t s  ra n k  and  f i l e ,  t o  a  s t r a t e g y  g u id e d  by c o n s e rv a t iv e  

n o t io n s  o f  p ragm atism  and r e s p o n s i b i l i t y .  T hese  n o t io n s  am id s t a  

d e e p e n in g  c r i s i s  le d  t o  a  p o l i c y  o f  in v e s t in g  p e n s io n  fu n d s  in  c i t y  

and  MAC d e b t  o b l i g a t i o n s .

The u n io n s  w ere b e in g  t r a p p e d  by a  c r i s i s  th e y  d id  n o t c o n t r o l ,  

n o r  f e l t  th e y  p ro d u ced , and  by t h e i r  own id e o lo g y . A l l  th e  w h ile ,  

l a y e r s  o f  c o n t r o l  w ere b e in g  im posed upon them . T h e i r  own t r a d e  

u n io n  p h ilo so p h y  had been  t r a n s p l a n t e d  from  p r i v a t e  s e c t o r  u n io n ism .
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W hile i t  was o f te n  m i l i t a n t ,  i t  a lw ays was r e f o r m is t  and t h a t

in h i b i t e d  t h e  deve lo p m en t o f  c o n c re te  a l t e r n a t i v e s  t o  c o o p e ra t io n

w ith  a u s t e r i t y .  The u n io n  le a d e r s  f e a r e d  a  g e n e r a l  s t r i k e  and th e

co n seq u en ces  i t  m igh t b r in g .  R em arkably , th e y  seemed t o  f e a r  t h a t

more th a n  th e y  f e a r e d  t h e  w o rk e r l a y o f f s  and re d u c e d  wages and

b e n e f i t s  t h a t  an  a u s te r e  b u d g e t would b r in g .  As Edward Handman

s t a t e d  in  my in te r v ie w  o f  him d u r in g  Decem ber 1978: "T here  was

n e v e r  -  l e t  me s a y  t h i s  p o in t  b la n k  -  a  s e r io u s  p o s s i b i l i t y  o f  a

g e n e r a l  s t r i k e  d u r in g  th o s e  y e a r s . "  A g e n e r a l  s t r i k e  m igh t p ro d u ce

b a n k ru p tc y  and  le a d  t o  j u d i c i a l  i n t e r v e n t i o n .  T h is  m igh t c a u se  th e

u n io n s  t o  lo s e  th e  l i t t l e  c o n t r o l  t h a t  th e y  had o v e r  t h e  s i t u a t i o n ,

o r  so  th e y  f e l t .  As A1 V ia n i  s t a t e d  in  o u r  in te rv ie w - o f  A ugust 1978:

What o u r  ap p ro ac h  e s s e n t i a l l y  was from  t h e  v e ry  b e g in n in g  was 
t h a t  we d i d n ' t  w ant u n i l a t e r a l i s m .  We re c o g n iz e  th e  s e v e r i t y  
o f  t h e  p ro b le m . W hatever i s  d o n e , we w ant i t  done a s  a  r e s u l t  
o f  n e g o t i a t i o n s  w ith  th e  u n io n . We d o n 't  w ant a n y th in g  im posed 
upon u s .  We w ould c o o p e ra te  b e c a u se  t h a t  was t h e  o n ly  way t h a t  
we c o u ld  g e t  some m easure  o f  c o n t r o l  a s  t o  w hat was r e a l l y  
g o in g  t o  h ap pen . Had we ta k e n  a  v e ry  h a rd  l i n e ,  b a n k ru p tc y  
w ould have g iv e n  c o n t r o l  t o  somebody e l s e .  T h ere  m igh t have 
been  l e g i s l a t i o n  t h a t  to o k  c o n t r o l  from  u s .  So t a c t i c a l l y ,  
we s a id  we co u ld  t a k e  a  h a rd  l i n e  and  maybe lo o k  good w ith  th e  
t r o o p s  i n i t i a l l y ,  i n  th e  s h o r t  ru n .  I n  th e  lo n g  ru n , i f  we 
d o n 't  have any s a y  w ith  w hat happens th e n  we w i l l  r e a l l y  be  o u t 
o f  th e  p i c t u r e  and t h e y ' l l  r e a l l y  j u s t  ru n  r i g h t  o v e r  u s .

I t  was t h i s  f e a r ,  o f  lo s in g  w hat l i t t l e  pow er th e y  h ad , t h a t

g u id e d  u n io n  s t r a t e g y .  W ith  t h e  c i t y  f a c in g  b a n k ru p tc y  and th e

p o l i t i c a l  u n c e r t a in t y  t h i s  would b r in g ,  th e  s o u rc e  o f  o p e r a t in g  fu n d s

became th e  c i t y ’ s u n io n s . P e n s io n  fu n d s  would b e  d iv e r t e d  from  o th e r

in v e s tm e n ts  i n t o  c i t y  and MAC bonds and n o te s .  The u n io n s  had two

c h o ic e d  a s  th e y  saw i t :  t o  commit p e n s io n  fu n d s  o r  t o  l i v e  w ith

b a n k ru p tc y . L e t u s  now s e e  how th e  u n io n  l e a d e r s h ip  a r r iv e d  a t  th e

d e c i s i o n  t o  u se  t h e i r  p e n s io n  fu n d s .
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T h ere  a r e  two v e r s io n s  in  c o n n e c tio n  w ith  t h i s  com m itm ent. One 

v e r s io n  -  t h e  one t h a t  makes th e  m ost s e n s e  g iv e n  t h e  h i s t o r y  o f  t h e  

c r i s i s  and  th e  r e l a t i v e  p o s i t i o n  o f  t h e  u n io n s  a t  th e  tim e  -  was 

o f f e r e d  hy  W illiam  S c o t t ,  th e n  th e  T h ird  D epu ty  C o m p tro lle r  o f  th e  

c i t y ,  and when I  in te rv ie w e d  him in  Decem ber 1978> th e  a s s i s t a n t  t o  

A lb e r t  S h an k er o f  t h e  U n ite d  F e d e r a t io n  o f  T e a c h e rs  (UFT). H ere  i s  

h i s  v e r s io n .

W ell, l e t  me p u t t h i s  in t o  p e r s p e c t iv e .  Remember now, a t  t h e  
t im e  w e 're  t a l k i n g  a b o u t I  was on t h e  o th e r  s i d e ,  w ork ing  f o r  
t h e  C o m p tro lle r .  I  was t h e  s e l l o r  o f  th e s e  bonds t o  th e  
p e n s io n  sy s te m s . A t t h a t  t im e  th e  u n io n s  i n  New York C i ty  
w ere , t o  s a y  th e  l e a s t ,  n o t f r i e n d l y  to w ard s  each  o th e r .
Gotbaum and S h an k e r d i d n ' t  a g re e  a t  a l l .  I n  1975» how ever, 
t h e r e  was a  re q u ire m e n t t h a t  t h e  c i t y  had t o  g e t  money o u t o f  
t h e  p e n s io n  fu n d s . And Gotbaum, n o r  S h an k e r, n o r  any  o th e r  
u n io n  l e a d e r  d ev e lo p e d  a  p la n  o f  u s in g  th e  p e n s io n  f u n d s .  The 
f e l lo w  who d e v e lo p ed  t h a t  p la n  was a  f e l lo w  named S te v e  
C l i f f o r d ,  who was a  d e p u ty  t o  t h e  c i t y  o m p t r o l le r .  And he 
worked o u t w hat you  u n d e rs ta n d  to d a y  t o  b e  t h e  f in a n c in g  
sy s te m . And he showed i t  t o  t h e  C o m p tro lle r  and I  met w ith  th e  
C o m p tro lle r  in  h i s  a p a r tm e n t f o r  b r e a k f a s t  on a  S a tu rd a y  
m orning w ith  F e l i x  R ohatyn  and G eorge G ould / a  d i r e c t o r  o f  MAC 
and P r e s id e n t  and C h ie f  E x e c u tiv e  O f f i c e r  o f  The M adison Fund. 
U n t i l  1976 he was a l s o  V ice-C hairm an  o f  t h e  B oard o f  D i r e c to r s  
o f  D o n a ld so n , L u fk in  and J e n r e t t e  S e c u r i t i e s  C o rp o ra tio n , 
D i r e c t o r  o f  F i r s t  N a tio n a l  S to r e s ,  I n c o r p o r a te d ,  and 
I n t e r n a t i o n a l  C o n tro ls  C o rp o ra t io n ^ /  And th e  p la n  was 
p r e s e n te d  t o  them  t h a t  m orn ing . And i t  showed how each  m o n th 's  
c a p i t a l  n eed s  w ere g o in g  t o  be m et, th e  ex p en se  b u d g e t, a l l  t h e  
r e s t  was l a i d  o u t and i t  r e q u i r e d  t h a t  each  month so  much money 
was t o  be com ing from  th e  p e n s io n  fu n d s .  The p la n  a l s o  
e x p e c te d  t h a t  th e  f e d e r a l  governm ent would p a r t i c i p a t e  a s  th e y  
d id  l a t e r  in  th e  s e a s o n a l  lo a n s .  And t h a t  was a l l  p r e s e n te d  
and so  i t  was a l l  w orked o u t e n t i r e l y  w ith o u t t h e  u n io n s . The 
u n io n s  d id  n o t e n t e r  in t o  i t . The new spapers  w ere b o th  p ro  and 
c o n . T h e re  w ere le a rn e d  n ew spapers t h a t  opposed  th e  w hole id e a  
o f  u s in g  p e n s io n  money t o  s u p p o r t  c i t y  governm en t. T h is  
b u s in e s s  o f  b u y in g  th e  e m p lo y e r 's  s e c u r i t i e s ,  w hich i s  p ro ­
h i b i t e d  u n d e r ARISA, was th e  same e f f e c t  a s  th e  u n io n s  b u y in g  
c i t y  s e c u r i t i e s .  We met w ith  t h e  p e n s io n  fu n d s  j o i n t l y  and 
some o f  them  a c q u ie s c e d  t o  buy them  b eca u se  th e y  d i d n ' t  r e a l l y  
u n d e rs ta n d  th e  p ro b lem . O th e rs  a g re e d  to  buy them  and Gotbaum 
was in  t h i s  p re d ic a m e n t b e c a u se  he  d id  u n d e rs ta n d  th e  p rob lem  -  
so  he a g re e d  t o  buy them . B ut t h e r e  was a  d i f f e r e n c e .  Gotbaum 
h im s e lf  was a  t r u s t e e  o f  th e  r e t i r e m e n t  sy s tem , a s  was 
F e i n s t e i n  ^ e a m s t e r s / ,  a s  was Jo h n  DeLury S a n i t a t i o n / .  They, 
a s  t r u s t e e s ,  s a id  I  w i l l  v o te  f o r  i t .  They c o u ld  do t h a t .
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S h an k e r, how ever, i s  n o t a  t r u s t e e  o f  t h e  p e n s io n  sy s te m . In  
th e  t e a c h e r 's  sy stem  th e r e  a r e  e l e c te d  members. And th e y  
s a id  no so a p .

We w i l l  r e t u r n  t o  d i s c u s s  th e  seq u en ce  o f  e v e n ts  w hich  f i n a l l y  

r e s u l t e d  i n  t h e  U FT's r e t i r e m e n t  t r u s t e e s  co m m ittin g  t h e i r  fu n d s  t o  

th e  c i t y .  F i r s t ,  i t  i s  n e c e s s a ry  t o  p u t fo rw a rd  th e  o th e r  v e r s io n  o f  

t h e  p ro c e s s  by w hich th e s e  fu n d s  w ere co m m itted . T h is  v e r s io n  i s  

o f f e r e d  by  Edward Handman o f  D i s t r i c t  C o u n c il 37- I t  sh o u ld  be 

remem bered t h a t  th e  u n io n s  had a l r e a d y  s e t  a  p re c e d e n t f o r  in v e s tm e n t 

when th e y  lo a n e d  th e  c i t y  money t o " r e h i r e  l a i d - o f f  w o rk e rs  a s  l a t e  a s  

J u ly  1975- A t t h i s  tim e  th e  c i t y  was p re p a re d  and a c t u a l l y  d id  l a y ­

o f f ,  on Ju n e  3 0 , I 9 t 000 w o rk ers  in c lu d in g  5*000 p o l i c e  and 2 ,0 0 0  

f i r e f i g h t e r s .  As Seymour Mann, a l s o  o f  D i s t r i c t  C o u n c il 37* and 

Edward Handman d e s c r ib e d  i t :

T h is  b ro u g h t im m ediate  re s p o n s e  in  t h e  s t r e e t s .  O ver t h e  n e x t 
few d a y s , s a n i t a t i o n  began  a  w i ld c a t  s t r i k e ;  500 p o l i c e  s ta g e d  
a  ru s h -h o u r  d e m o n s tra tio n  a t  t h e  C i ty  H a l l  end o f  t h e  B ro o k ly n  
B r id g e ; f ire m e n  began  a  c a l l - i n - s i c k  p rogram ; and a  w i ld c a t  
s t r i k e  o f  highw ay w o rk ers  t i e d  up t r a f f i c  on th e  H enry Hudson
Parkway.1 4

T h is  le d  t o  a  f in a n c in g  package  w ith  fu n d in g  from  new c i t y

ta x in g  pow er and c o n t r ib u t io n s  from  th e  c i t y ' s  u n io n s .  "W ith in  two

d a y s , 2 ,0 0 0  l a i d - o f f  p o licem en  and 750 l a i d - o f f  f ire m e n  w ere r e tu r n e d
1 c

t o  work a s  w ere a l l  l a i d - o f f  s a n i ta t io n m e n ."  The p re c e d e n t o f  

u n io n  money fu n d in g  c i t y  jo b s  was s e t .  S t i l l ,  t h i s  money was u sed  

d i r e c t l y  f o r  s a v in g  jo b s .  P e n s io n  fu n d s , on th e  o th e r  h an d , would 

n o t  be  u sed  f o r  th o s e  d i r e c t  p u rp o s e s .  L a s t l y ,  t h e  u n io n  le a d e r s  

seem ed t o  have l o s t  th e  m essage: w orker m i l i t a n c y  had th e  p o t e n t i a l  

t o  change th e  c o u rse  o f  t h e  c r i s i s .

Mann and Handman go on t o  d e s c r ib e  t h e  s t r a t e g y  c o n c e rn in g  

u n io n  p e n s io n  fu n d s  a l l e g e d l y  f i r s t  o f f e r e d  by V ic to r  Gotbaum.
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I n d i c a t i v e  o f  one view  o f  th e  new r o l e  o f  u n io n s , V ic to r  
Gotbaum . . . p u t f o r t h  th e  n o t io n  t o  d e f e r  wage in c r e a s e s  to  
sa v e  jo b s  and a l s o  o f f e r e d  a  p la n  f o r  th e  u n io n s  t o  buy tw o- 
y e a r  c i t y  bonds a t  lo w er i n t e r e s t  th a n  th e  c i t y  was p a y in g  on 
th e  m a rk e t, w ith  t h e  s a v in g s  t o  be used  f o r  r e h i r i n g .  T h is  
p la n  was r e c e iv e d  c o o ly  by th e  o th e r  u n io n s  and MAC.i°

Y e t, w ith  b r i e f  r e p r i e v e s  from  b a n k ru p tc y  fo resh ad o w in g  f u tu r e  

d i s a s t e r ,  t h e  c i t y  needed  t o  s e c u re  and ap p ro ac h  f i n a n c i a l  s e c u r i t y .  

The u n io n  p e n s io n  fu n d s , a lo n g  w ith  t h e  f e d e r a l  a s s i s t a n c e  program  in  

th e  form  o f  s e a s o n a l  lo a n s ,  a lo n g  w ith  S t a t e  and MAG fu n d s , became 

th e  b a s i s  f o r  a v o id in g  a  fo rm a l d e c l a r a t i o n  o f  b a n k ru p tc y . By 

O c to b e r 1 , 1975 th e  p e n s io n  fu n d s  had in v e s te d  n e a r ly  $1 b i l l i o n  in  

MAG, C i ty  and C i ty  r e l a t e d  s e c u r i t i e s .  A p a r t i a l  l i s t  o f  p e n s io n  

fund  in v e s tm e n ts  com m itted  d u r in g  t h i s  s ta g e  o f  t h e  f i s c a l  c r i s i s  

in c lu d e :  A ugust 1975 -  $150 m i l l io n ;  S ep tem ber 1975 -  $100 m i l l i o n  in  

MAG bonds; a g a in ,  S ep tem ber 1975 -  $ ^ 1 -5 m i l l io n  in  MAC bonds;

O c to b e r 1975 -  a n o th e r  $150 m i l l io n  in  MAG b onds; a l l  o f  th e s e  

t o t a l l i n g  $ 4 4 1 .5  m i l l i o n .  Y e t, d e s p i t e  t h i s  in v e s tm e n t t h e r e  w ere 

s t i l l  some a n x io u s  moments o v e r  th e  n e x t few m onths when th e  c i t y  

would once a g a in  f a c e  th e  t h r e a t  o f  b a n k ru p tc y . W ith each  t h r e a t  

came p r e s s u r e  t o  f u r t h e r  commit p e n s io n  m onies t o  b o th  ward o f f  bank­

ru p tc y  and re d u c e  th e  d e g re e  o f  a u s t e r i t y .  By O c to b e r 1 , 1975 th e  

c i t y ' s  f i s c a l  s i t u a t i o n  was so  b le a k  t h a t  i t  t r i e d  t o  s e c u re  a  

" c r i s i s  lo a n "  from  th e  c i t y ' s  u n io n s .  E velyn  S e in f e ld ,  t h e  r e s e a r c h  

l i b r a r i a n  o f  th e  D epartm en t o f  R e se a rc h  and N e g o tia t io n s  o f  D i s t r i c t  

C o u n c il 37 sum m arized th e  s i t u a t i o n  t h i s  way:

C ity  u rg ed  t o  ta p  i t s  p e n s io n  fu n d s  f o r  a  c r i s i s  lo a n  o f  up to  
$4  b i l l i o n .  B ut t r u s t e e s  f o r  p o r t f o l i o s  o f  p u b l ic  em ployees 
a r e  c o o l  t o  p r o p o s a l .  S im u lta n e o u s ly  word s p re a d  t h a t  b a n k e rs  
have t o l d  f i s c a l  a id e s  t h a t  th e  S t a t e ' s  a b i l i t y  t o  borrow  money 
on i t s  own b e h a l f  -  backed  by i t s  h e r e to f o r e  u n q u e s tio n e d  f u l l  
f a i t h  and c r e d i t  -  i s  now in  s e r io u s  d o u b t. T r u s te e s  o f  C ity  
p e n s io n s  a r e  w ary o f  more C ity  bo n d s, a s s e r t i n g  t h a t  th e y  have
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a l r e a d y  $1 ‘b i l l i o n  in v e s te d  in  MAC, C ity  and C i ty  r e l a t e d  
s e c u r i t i e s  and f u r t h e r  lo a n s  m igh t r a i s e  q u e s t io n s  a b o u t t h e i r  
f i d u c i a r y  r e s p o n s i b i l i t i e s  and m ig h t a l s o  f o r c e  t h e  fu n d s  t o  
e i t h e r  borrow  money o r  s e l l  o th e r  s e c u r i t i e s  now in  t h e i r  
p o r t f o l i o s  a t  a  l o s s . ^7

T h is  th e n  was t h e  c i t y ' s  f i n a n c i a l  s t a t u s  when, on O c to b e r  16 , 

1975 th e  c i t y ' s  T e a c h e r  R e tire m e n t S ystem  was a sk ed  t o  in v e s t  $150 

m i l l i o n  in  MAC b o n d s . As p r e v io u s ly  d e s c r ib e d  by W illiam  S c o t t  

th e  t r u s t e e s  answ ered  t h i s  r e q u e s t  w ith  an  adam ant "no s o a p ."  As 

t h i s  s c e n a r io  was b e in g  a c te d  o u t ,  Mayor Beame announced a  t h r e e  y e a r  

r e s c u e  p la n

w hich  th e  u n io n s  a t t a c k e d  f o r  i t s  c o n tin u e d  w h o le sa le  f i r i n g s  
and f o r  en d in g  c o l l e c t i v e  b a r g a in in g .  B a rry  F e in s t e in ,  o f  
^ T e a m s te r /  L o c a l 237, p u b l i c ly  c a l l e d  f o r  a  g e n e r a l  s t r i k e ,  b u t 
i t  was a p p a re n t  t h a t  t h e  id e a  was n o t  a c c e p ta b le  t o  o th e r  
u n io n s .  A l a s t  m in u te  p u rc h a s e  o f  $150 m i l l i o n  in  bonds by  th e  
T e a c h e r 's  P e n s io n  Fund a v e r te d  d e f a u l t  on O c to b e r  1 7 , and  th e  
c i t y  was g iv e n  two m onths b e f o r e  th e  n e x t  d e f a u l t  d e a d l in e  in  
D ecem ber.

A c tu a l ly ,  t h i s  commitment was n o t  so  e a s i l y  p ro c u re d , and th e

m anner in  w hich  i t  was d e m o n s tra te s  t h e  enorm ous p r e s s u r e  u n d e r  w hich

th e  t r u s t e e s  made t h e i r  d e c i s i o n .  The h id d e n  s t o r y ,  th e  one n o t

p u b l i c ly  d i s c lo s e d ,  was t o l d  t o  me by W illiam  S c o t t .  H is  v e r s io n

g iv e s  u s  a  much c l e a r e r  p e r c e p t io n  o f  b o th  t h e  " p u b l ic "  p r e s s u r e

b ro u g h t t o  b e a r  on th e  u n io n s  (and  by  im p l ic a t io n  th e  p r e s s u r e  n o t

b ro u g h t t o  b e a r  on th e  b an k s) and on th e  la c k  o f  u n i ty  among th e

u n io n s .  A cco rd in g  t o  S c o t t

th e y ,  t h e - t r u s t e e s ,  s a id  no s o a p . We have a  p e r s o n a l  l i a b i l i t y  
h e r e .  We have a  p ru d e n t man law  t h a t  we can  be h e ld  r e s p o n s i ­
b le  f o r .  And w e 'r e  n o t  g o in g  t o  do i t .  I  met w ith  t h a t  b o a rd . 
And we f i n a l l y  met up in  th e  G o v e rn o r 's  o f f i c e  and we s a t  t h e r e  
a l l  d ay  and we w ent home a t  6 :0 0 .  And th e n  S h an k e r had been  
c a l l e d  i n .  B ut S h an k e r was n o t  c a l l e d  in  t o  a g re e  t o  t h a t  
in v e s tm e n t .  He was c a l l e d  in  t o  co n v in c e  h i s  members t o  a g re e  
t o  i t .  N e e d le ss  t o  s a y , he had a  h e a l th y  in f lu e n c e  on them .
I n  a  su b se q u e n t l e g a l  a c t io n  th e  q u e s t io n  was r a i s e d  -  th e  
r e t i r e m e n t  b o a rd  was sued  and one o f  t h e  q u e s t io n s  t h a t  th e  
f e d e r a l  ju d g e  i n s i s t e d  on h a v in g  an  answ er t o  in  a f f a d a v i t s  was
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i f  S h an k er e v e r  t a lk e d  t o  th e  t e a c h e r  members / t h e  t r u s t e e s /  
b e fo re  t h a t  m e e tin g  a s  t o  w h e th e r  th e y  sh o u ld  o r  sh o u ld  n o t 
buy th o s e  s e c u r i t i e s .  And u n d e r  an  a f f a d a v i t  he s a id  t h a t  no , 
he d id  n o t ,  and t h a t  th e y  d id  n o t  t a l k  t o  him . D id th e y  t a l k  
t o  him t h a t  m orning? Y es, a f t e r  he had been  c a l l e d  in  by th e  
G overnor and p u t w ith  D ick  R a v i tc h  / l a n d l o r d ,  one tim e  Chairm an 
o f  th e  U rban D evelopm ent C o rp o ra t io n ,  d e v e lo p e r  and now 
Chairm an o f  th e  M e tro p o l i ta n  T r a n s i t  A u th o r i t y / .  And th e  
G overnor and i n  R a v i t c h 's  a p a r tm e n t he a g re e d  th e n  t h a t  even 
th o u g h  h e  s a id  t h a t  he  i s  in v a d in g  a  p e r s o n a l  r e s p o n s i b i l i t y  
t h a t  th e s e  p e o p le  h av e , he would go down t o  t a l k  t o  them . And 
he d id  t h a t .  Down in  th e  G o v e rn o r 's  o f f i c e .  And th e y  d id  come 
o u t o f  t h a t .  And th e n  th e y  s e n t  f o r  F e l i x  R ohatyn  and G eorge 
G ould and th e y  g o t l e t t e r s  from  them  t h a t  th e y  would n e v e r  a sk  
t h e  r e t i r e m e n t  b o a rd  t o  buy anym ore. And t h e r e  w ere c o n d i t io n s  
t h a t  had t o  be m et, among them  a  law  t h a t  had t o  be  p a s se d  in  
A lbany  b e f o r e  th e y  w ould buy i t .  A l l  o f  t h i s  was n e g o t ia te d  
n o t  w ith  S h an k e r, b u t  th e y  n e g o t ia te d  t h i s  w ith  R ohatyn and 
G o u ld .

The s p l i t  w i th in  l a b o r 's  ra n k s  was m ost e v id e n t  o v e r  t h i s

i s s u e .  W hile t h e  t r u s t e e s  o f  t h e  T e a c h e r  R e tire m e n t System  r e s i s t e d

t h e  $150 m i l l io n  in v e s tm e n t ,  V ic to r  Gotbaum q u i e t l y  made i t  known

t h a t  h i s  u n io n , by  i t s e l f  o r  w ith  o th e r s ,  would s u p p ly  th e  a d d i t i o n a l

in v e s tm e n t i f  t h e  te a c h e r s  r e f u s e d  t o  com m it. We had h e re  th e  c a s e

o f  one u n io n  l e a d e r  u n d e r c u t t in g  th e  t r u s t e e s  o f  a n o th e r  u n io n

p e n s io n  fu n d . T h is  r e p r e s e n te d  in  ex trem e form  th e  t o t a l  la c k  o f

la b o r  u n i ty  w ith o u t w hich  o p p o s i t io n  t o  a u s t e r i t y ,  and th e  b a n k s , was

f u t i l e .  S c o t t  c o n tin u e d  t o  make th e  c o e rc io n  c l e a r :

So a t  t h i s  tim e  t h e r e  was a  q u e s t io n  a s  t o  w h e th e r  th e  
T e a c h e r 's  R e t ire m e n t B oard  w ould buy o r  n o t .  And i t  was a t  
t h i s  p o in t  t h a t  G o tbaum 's crew  came fo rw ard  and s a id  i f  th e y  
d o n 't  buy we w i l l  buy t h e i r  s h a re  a t  t h i s  re d u c e d  r a t e  o f  
i n t e r e s t .  So i t  w a s n 't  an  o f f e r  t o  come in  and buy th e  w hole 
b u n d le  a t  a  red u ce d  s h a re  o r  r a t e .  I t  was an  o f f e r  t o  come in  
and f i l l  up a  s l a c k  i f  t h e  T e a c h e r 's  R e tire m e n t B oard d id  n o t 
v o te  t o  b u y . However, th e y  d id  v o te  i t  . . . A l l  S h an k er d id  
was -  to g e th e r  w ith  t h e  G overnor -  t o  le a n  on th e  t r u s t e e s .
And th e  G overno r le a n e d  j u s t  a s  h eav y . Why do you th in k  i t  was 
h e ld  i n  h i s  o f f i c e ?  I t  was h e ld  in  h i s  o f f i c e  t o  in t im id a te  
t h e  t r u s t e e s .  O th e rw ise  th e y  w ould have ha/d i t  in  t h e i r  own 
o f f i c e .

The b u c k lin g  u n d e r  p r e s s u r e  by th e  T e a c h e r 's  t r u s t e e s  fo llo w e d
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t h e  l a s t  m a jo r a t te m p t a t  o p p o sin g  th e  u se  o f  p e n s io n  m onies t o  fund  

and u n d e rw r ite  t h e  c i t y .  I n  l a t e  November t h e  c i t y  once a g a in  

a v e r te d  fo rm a l d e f a u l t  and  b a n k ru p tc y  when th e  c i t y ’ s  -unions and 

banks a g re e d  t o  r e n e g o t i a t e  t h e  c i t y  d e b t t h a t  th e y  h e ld ;  th e  u n io n  

p e n s io n  fu n d s  a l s o  a g re e d  t o  an added $ 2 .5  m i l l io n  in v e s tm e n t. The 

f i n a n c i a l  p la n  a r r iv e d  a t  a llo w ed  th e  c i t y  some b r e a th in g  room o v e r 

th e  le n g th  o f  th e  t h r e e  y e a r  a u s t e r i t y  p la n .  The p la n  re a c h e d  

f r u i t i o n  on November 26 , 1975 and in c lu d e d : new ta x in g  a u t h o r i t y  f o r  

t h e  c i t y  e s t im a te d  a t  $500 m i l l io n  o v e r  t h r e e  y e a r s ;  a  d e f e r r a l  t o  

1986 by b o th  th e  banks and  p e n s io n  fu n d s  o f  $ 8 l9 » 2 2 0 ,0 0 0  o f  C ity  

n o te s  a t  a  re d u c e d  i n t e r e s t  r a t e  o f  s i x  p e r c e n t ;  a  r e s t r u c t u r i n g  o f  

$ 1 ,8 0 8 ,3 2 3 ,0 0 0  o f  MAC bonds h e ld  by b an k s , p e n s io n  fu n d s  and s in k in g  

fu n d s  t o  sa v e  MAC and th e  C ity  $753 m i l l io n  o f  i n t e r e s t ;  an d , th e  

$ 2 .5  b i l l i o n  in v e s tm e n t by th e  u n io n  p e n s io n  fu n d s  i n  new lo n g  te rm  

C i ty  b o n d s .

Through Ju n e  3 0 , 1976 , $500 m i l l i o n  had been  in v e s te d  by th e  
p e n s io n  fu n d s . I n  a d d i t io n ,  t h e  p e n s io n  fu n d s  ag re e d  to  
r e i n v e s t  in  C ity  bonds $500 t o  $600 m i l l io n  o f  th e s e  new ly 
p u rc h a se d  bonds w hich  w ere e x p e c te d  to  m a tu re  i n  th e  second  
and t h i r d  y e a r s  o f  t h e  p la n  p e r i o d . ! 9

W ith t h i s  package i n t a c t ,  P r e s id e n t  F ord  app roved  th e  New York 

C i ty  F e d e ra l  S e a s o n a l F in a n c in g  A ct o f  1975* The a c t  made s h o r t  te rm  

lo a n s  o f  $ 1 .3  b i l l i o n ,  $ 2 .3  b i l l i o n  and $ 2 .3  b i l l i o n  a v a i l a b l e  t o  th e  

C i ty  f o r  f i s c a l  y e a r s  1976, 1977 and 1978, r e s p e c t i v e l y .  T h is  

f e d e r a l  lo a n  p rogram , how ever, was n o t  app ro v ed  u n t i l  th e  c i t y ' s  

u n io n s  had b u c k le d  u n d e r  p r e s s u r e  and had shown t h a t  th e y  would n o t 

oppose t h e  t h r e e  y e a r  a u s t e r i t y  p rogram .

In d e e d , n o t o n ly  would th e y  n o t  oppose i t ,  we m igh t s a y  t h a t  

th e y  w ere now in t e g r a t e d  w i th in  i t  a s  a  m a jo r so u rc e  o f  in v e s tm e n t
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c a p i t a l .  They w ere n o t q u i t e  th e  c i t y ' s  b a n k e rs ,  f o r  th e y  d id  n o t 

have t h e  pow er t h a t  accom panied t h a t  c l a s s  p o s i t i o n ,  b u t  t h e i r  f a t e  

was now enmeshed in  th e  f i n a n c i a l  s t r u c t u r e  o f  th e  c i t y .  L ab o r 

c o n f l i c t  m igh t now en d an g e r l a b o r 's  p e n s io n  fu n d s  and th e r e f o r e  th e
•_ j

p e n s io n e r 's  f u t u r e .  W ith o u t b e in g  an  a c t i v e  p a r t i c i p a n t  i n  th e

r e o r g a n iz a t io n  o f  c i t y  governm ent ( f o r  t h e  u n io n s  w ere n o t  p r im a ry

and i n f l u e n t i a l  p a r t i c i p a n t s  w i th in  MAC o r  th e  EFCB o r ,  f o r  t h a t

m a t te r ,  in  th e  ev ery d ay  m anaging o f  c i t y  s e r v ic e s )  th e  u n io n s  had

e f f e c t i v e l y  b een  l im i t e d  in  t h e i r  f u t u r e  p o l i t i c a l  o p t io n s .  N ew fie ld

and D uB rul sum m arize t h i s  p o in t  a s  i t  r e l a t e s  t o  V ic to r  Gotbaum and

D i s t r i c t  C o u n c il 37 .

Y et in  t h e  wake o f  th e  f i s c a l  com prom ises w orked o u t by  MAC 
and t h e  EFCB, Gotbaum i s  i n  th e  u n e n v ia b le  p o s i t i o n  o f  b e in g  
n o t o n ly  New York C i t y 's  m a jo r la b o r  l e a d e r  b u t i t s  b ig g e s t  
c r e d i t o r  a s  w e l l .  And p u b lic -e m p lo y e e  p e n s io n  fu n d s  a r e  l i k e l y  
t o  go on b e in g  th e  c i t y ' s  f i s c a l  c r u tc h  f o r  a t  l e a s t  a  d e c a d e . 
To p r o t e c t  h i s  b i l l i o n s  i n  c i t y  p a p e r ,  Gotbaum w i l l  c o n t in u e  t o  
be ask ed  to  s a c r i f i c e  h i s  members. He w alks a  narrow  l i n e :  a  
m is s te p  i n  one d i r e c t i o n  means en d a n g e rin g  th e  p e n s io n s ;  a  
wrong s t e p  i n  th e  o th e r  d i r e c t i o n  means new l a y o f f s .  I n  th e  
e v e n t ,  Gotbaum h as  become f r o z e n ,  a  c a p t iv e  o f  th e  b u s in e s s  
e l i t e  ru n n in g  New Y ork C i ty  and now e f f e c t i v e l y  manning h i s
u n io n .20

The e x te n t  t o  w hich th e  u n io n  p e n s io n  fu n d s  b a n k ro l le d  t h e  c i t y  

i s  r e v e a le d  in  t h e  t a b l e  on th e  fo l lo w in g  p a g e . T h is  t a b l e  shows 

h o ld in g s  o f  C i ty  and MAC d e b t  a s  o f  D ecem ber y i ,  1977* I  have  

a d a p te d  th e  t a b l e  t o  show th e  p e rc e n ta g e  each  i n s t i t u t i o n a l  i n v e s t o r  

h e ld  o f  th e  t o t a l  C ity  and MAC d e b t o u ts ta n d in g  a s  o f  t h a t  d a t e .

We can  s e e  from  t h i s  d a t a  t h a t  t h e  s i n g l e  m a jo r i n s t i t u t i o n a l  

c r e d i t o r  was t h e  c i t y ^  u n io n  p e n s io n  fu n d s  a s  th e y  w ere r e s p o n s ib le  

f o r  h o ld in g  21% o f  th e  t o t a l  o u ts ta n d in g  d e b t .  And by Ju n e  o f  1978 

th e  u n io n s ' t o t a l  was s c h e d u le d  t o  in c r e a s e  t o  $3*8 b i l l i o n  i n  C ity  

and MAC s e c u r i t i e s  -  r e p r e s e n t in g  a p p ro x im a te ly  38s& o f  u n io n  a s s e t s .



T a b le  V: H o ld in g s  o f  C i ty  and MAC D eb t, D ec. 31, 1977 ($ in  M il l io n s )  

H o ld e r______________________________ C ity ______ MAG T o ta l  % o f  T o ta l
C i ty  P e n s io n  Funds $2 ,111 $ 886 $2 ,9 9 7 21%
S t a t e  P e n s io n  Funds 0 0 0 0
NY C le a r in g h o u s e  A sso c . Banks 328 1 ,6 6 2 .1,990 14
NY S t a t e  C om m ercial Banks 115 33 148 1
US Com m ercial Banks 111 12 123 1
S a v in g s  & Loan A s s o c ia t io n s 86 68 154 1
US T re a su ry 1 ,8 7 5 0 1 ,8 7 5 13
O th e r  I n v e s to r s 4 ,5  80 2 ,497 7 ,0 7 7 49
T o ta l 9 ,2 0 6 5 ,1 5 8 1 4 ,3 6 4
S o u rc e s : O f f ic e s  o f  t h e  C i ty  and S t a t e  C o m p tro lle r s ;  a d a p te d  from  th e  
F i s c a l  O b s e rv e r . Ju n e  15 , 1978, p .  ? .

The u n io n  commitment t o  i n v e s t  a s  com pared t o  th e  com m ercia l b a n k s '

commitment t o  d i s i n v e s t  i s  g l a r i n g .  Ken A u le t t a  p ro v id e d  u s  w ith

d a ta  com piled  by S e n a to r  W illiam  P ro x m ire , S e n a t o r i a l  o v e r s e e r  o f  th e

f e d e r a l  r e s c u e  p la n .

S e n a to r  P ro x m ire  r e v e a le d  . . . re a s o n  t o  c e l e b r a t e :  t h e  a s s e t s  
o f  th e  l a r g e s t  c i t y  banks jumped by 23*5 p e rc e n t  betw een  
S ep tem ber 30 , 1975, and S ep tem ber 30 , 1977* Y et t h e i r  h o ld in g s  
o f  c i t y  and MAC s e c u r i t i e s  d ro p p ed  3*4 p e r c e n t .  By th e  S p r in g  
o f  1978, th e  s i x  m a jo r  ban k s had l e s s  th a n  1 p e r c e n t  o f  t h e i r  
a s s e t s  t i e d  up in  c i t y  p a p e r ,  com pared t o  a  sc h e d u le d  38 
p e rc e n t  by  th e  c i t y ' s  p e n s io n  fu n d s .  I f  t h e  banks s im p ly  
r e tu r n e d  t o  t h e i r  1975 l e v e l  o f  in v e s tm e n t . . . t h i s  would 
n e t  New Y ork C i ty  a b o u t $ 2 .3  b i l l i o n  in  lo n g  te rm  f in a n c in g  
o v e r  t h e  n e x t f o u r  y e a r s . 2 1

The c h o ic e  t o  in v e s t  in  New York C i ty  was made by th e  u n io n s  

from  a  p o s i t i o n  o f  p o w e r le s s n e s s .  R a th e r  th a n  ad d in g  pow er, th e s e  

in v e s tm e n ts  r e s t r i c t e d  t h e  u n io n s ' f u t u r e  o p t io n s .  T h e i r  c h o ic e  had 

b een  made w ith  o n ly  two o p t io n s  se e n  a s  p o l i t i c a l l y  v ia b le  and 

r e a l i s t i c :  p e n s io n  fu n d  in v e s tm e n t o r  c i t y  b a n k ru p tc y . G iven  t h e i r  

o u tlo o k  and p o l i t i c a l  w eakness th e y  ch o se  t h e  fo rm e r . I n  t h i s  

c h o ic e  we can  s e e  th e  d e c l in e  o f  th e  u n io n s ' p o l i t i c a l  in f lu e n c e ;  

p u b lic  p o l i c y ,  in  th e  form  o f  a u s t e r i t y ,  c o u ld  now be i n s t i t u t e d  w ith  

th e  u n io n s ' f u l l  c o o p e r a t io n .  A new c l a s s  p o l i t i c s  had been  form ed 

t o  th e  d is a d v a n ta g e  o f  t h e  c i t y ' s  u n io n s  and w ork ing  c l a s s .  A t t h a t
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moment o f  c l a s s  s t r u g g le ,  t h e  l i m i t a t i o n s  o f  p u b l ic  s e c t o r  u n io n ism  

ou tw ighed  th e  p o s s i b i l i t i e s  d ra m a tiz e d  by th e  m i l i t a n t  1 9 6 0 s .

G la s s  S tr u g g le  And C o rp o ra te  U nionism

To t h i s  p o in t  we have been  co n ce rn ed  w ith  d e s c r ib in g  and 

a n a ly z in g  th e  c i t y ' s  u n io n s  a s  a  p o l i t i c a l  f o r c e .  I n  i t s  r e l a t i o n  

t o  th e  c i t y ' s  pow er s t r u c t u r e  we have s e e n  th e  u n io n s ' r e l a t i v e  

im po tence  d u r in g  th e  f i s c a l  c r i s i s .  To be  s u r e ,  we had e a r l i e r  seen  

t h a t  th e s e  v e ry  same u n io n s  had grown and g a in e d  in f lu e n c e  p r i o r  to  

th e  f i s c a l  c r i s i s .

T h is  lo s s  o f  p o l i t i c a l  m uscle  d e m o n s tra te s  t h e  h i s t o r i c a l  

p h a se s  o f  c l a s s  s t r u g g le  t h a t  th e s e  u n io n s  p a s se d  th ro u g h . F i r s t ,  

t h e  o rg a n iz in g  p h ase  d u r in g  w hich th e  c i t y ' s  p u b l ic  s e c t o r  u n io n s  

g a in e d  o r g a n iz a t io n a l  and l e g a l  l e g i t im a c y .  S econd , t h e  m i l i t a n t  

p h ase  d u r in g  w hich th e s e  young u n io n s  g a in e d  p o l i t i c a l  in f lu e n c e  

th ro u g h  c l a s s  c o n f l i c t  and a s  a  co n seq u en ce  o f  t h e i r  o r g a n iz a t io n a l  

re s p o n s e  t o  w o rk er m i l i t a n c y .  T h ird , t h e  c o n t r o l  o f  u n io n  in f lu e n c e  

by c a p i t a l  and m anagem ent. I n  t h i s  c a s e  t h i s  o c c u r re d  th ro u g h  an 

a u s t e r i t y  p o l i c y  w hich fu n c t io n e d  t o  r e n d e r  th e s e  u n io n s  p o w e rle s s  

and p a s s iv e  v i s - a - v i s  m anagem ent's  program  o f  " f i s c a l  r e s t r a i n t . "

We saw t h a t  t h i s  l a s t  p h ase  n e c e s s i t a t e d  a  s u p e r o r d in a te  p o l i c y  body 

w hich  i s o l a t e d  th e  u n io n s  from  in f lu e n c in g  th e  i n s t i t u t i o n a l i z a t i o n  

o f  a u s t e r i t y .  T h is  i s o l a t i o n ,  a c h ie v e d  th ro u g h  MAG and th e  EFCB, 

e ro d ed  th e  u n io n s ' s t r e n g t h  even a s  i t  en co u rag ed  u n io n  p a r t i c i p a t i o n  

i n  f in a n c in g  t h e  c i t y .  T h is  p a r t i c i p a t i o n ,  we saw , was b ased  upon 

p o l i t i c a l  w eakness and in d e e d , once a c c o m p lish e d , p re c lu d e d  u n io n  

o p p o s i t io n  to  th e  c i t y ' s  a u s t e r i t y  p o l i c y .

Now I  w ish  t o  move th e  argum ent away from  th e  p o l i t i c a l
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q u e s t io n  t o  a  more g e n e r a l  p ro b le m a t ic .  The u n io n s  r e p r e s e n t  n o t 

o n ly  a  p o l i t i c a l  d ev e lo p m en t, e x e r t in g  p o l i t i c a l  in f lu e n c e ,  b u t 

a l s o  and more im p o r ta n t ly  a  s o c i a l  developm en t o f  a  c l a s s . T h is  i s  

c l e a r  when we c o n s id e r  th e  u n io n  a s  an  i n s t i t u t i o n a l  consequence  o f  

a  s o c i a l  movement a r i s i n g  from  and w i th in  c l a s s  a n ta g o n ism .

The d i a l e c t i c  o f  c l a s s  s o c i e t y  s e p a r a t e s  u n io n  from  w o rk er, 

p u b l ic  from  p r i v a t e  and c a p i t a l  from  s o c i e t y .  Each o f  th e s e  s o c i a l  

r e l a t i o n s  -  u n io n , p u b l ic  and c a p i t a l  -  becom es a l i e n  and h o s t i l e  to  

t h e  c o n s t r u c t io n  o f  an  autonom ous w ork ing  c l a s s  a s  c l a s s  an tag o n ism  

i s  c o n c r e te ly  i n s t i t u t i o n a l i z e d .  I t s  i n s t i t u t i o n a l i z a t i o n  becom es 

i t s  m e d ia tio n  -  and t h i s  s e r v e s  t o  r e g u l a t e ,  c o n t r o l  and c h a n n e l 

w o rk er in s u rg e n c y  in t o  n o n - th r e a te n in g  fo rm s o f  s t r u g g l e .  As c l a s s  

c o n f l i c t  becomes r o u t i n i z e d ,  a l t e r n a t i v e s  t o  c a p i t a l i s m  a r e  d e n ie d .

I t  i s  a t  t h i s  moment t h a t  u n io n ism  becom es a  v e h ic le  o f  c o n t r o l .

T h is  h o ld s  t r u e  f o r  p u b l ic  s e c t o r  u n io n s  a s  w e l l .  T hese  become 

m echanism s t o  c h a n n e l w orker in su rg e n c y  away from  c h a l le n g e s  t o  

c o rp o ra t is m , w hich a r e  th e n  deemed im p r a c t i c a l .  S in c e  w orker autonom y 

i s  view ed t h i s  way, l a b o r  c o n f l i c t  d u r in g  c r i s i s  becom es se e n  by 

l a b o r  l e a d e r s  a s  i r r e s p o n s i b l e .  F u rth e rm o re , th e  u n io n  aim s t o  be 

r e s p o n s ib le  t o  a  "com m unity" w hich  i s ,  i n  th e  l a s t  in s ta n c e ,  a  

c o r p o r a te  com m unity. And t h i s  c o r p o r a te  com munity l i v e s  by th e  c o ld ,  

c a l c u l a t i n g  r a t i o n a l i t y  o f  t h e  bo ttom  l i n e .  The bo ttom  l i n e  th e n ,  

becom es r e s p o n s ib le  f o r  t h e  " d i f f i c u l t "  d e c i s io n s  made d u r in g  c r i s i s .

The s e p a r a t io n  betw een  t h e  u n io n  and th e  w o rk er r e s u l t s  from  a  

c l a s s  r e l a t i o n  betw een  c a p i t a l  and l a b o r .  The u n io n  a r i s e s  from  a  

l a b o r  p ro c e s s  w hich c r e a t e s  and i s  c r e a te d  by a  w ork ing  and

c a p i t a l i s t  c l a s s  -  d e f in in g  each  o th e r  in  o p p o s i t io n .  I  have view ed
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t h e  c i t y ' s  p o l i c i e s  a s  a  r e s u l t  o f  t h i s  c l a s s  o p p o s i t io n .  As th e  

c i t y  expanded i t s  s e r v i c e  ne tw o rk  d u r in g  th e  1960s and e a r l y  1970s 

t o  s t i l l  t h e  a c t iv is m  o f  i t s  p o o r  and w ork ing  c l a s s ,  i t  p ro v id e d  a  

g lu e  t o  h o ld  to g e th e r ,  how ever te m p o r a r i ly ,  a  c i t y  v i t a l l y  im p o r ta n t 

t o  c a p i t a l .  The s o c i a l  r e l a t i o n  th e n  was n o t a  f i s c a l  on e , d e s p i t e  

a n a ly s e s  t o  th e  c o n t r a r y ,  h u t  one o f  c l a s s .

I  have view ed th e  c i t y  governm en t, and i t s  p o l i c i e s ,  a s  con ­

s t i t u t i n g  "both a  m e d ia tin g  p ro d u c t and p ro c e s s  moving betw een  th e  

a n t a g o n i s t i c  n eed s  o f  management and la b o r ,  c a p i t a l  and com m unity.

As th e  p ro c e s s  o f  s t r u g g le  c o n t in u e d ,  c i t y  e x p e n d i tu re s  in c re a s e d  to  

m eet t h e  demands o f  th e  th e n  m i l i t a n t  l a b o r  u n io n s . To some, i t  

a p p e a re d  t h a t  th e s e  u n io n s  c o n t r o l l e d  c i t y  governm en t; t h a t  i s ,  t h a t  

th e y  e x e r te d  d i r e c t  pow er o v e r  d e c i s io n  m aking and c i t y  p o l i c y .  

H owever, t h e  f i s c a l  c r i s i s  and i t s  r e s o l u t i o n  d i s p e l l e d  t h i s  

a p p e a ra n c e .

We saw t h a t  pow er was n o t  h e ld  by th e s e  u n io n s ; in  a  s e n s e ,  i t  

was bo rrow ed  in  much th e  same way t h a t  o p e r a t in g  c a p i t a l  was borrow ed 

from  f in a n c e  c a p i t a l .  I t  was pow er borrow ed th ro u g h  s t r u g g l e  and 

r e tu r n e d  when c a p i t a l  was a b le  t o  t u r n  th e  s t r u g g le  in  i t s  f a v o r .  I t  

i s  s t i l l ,  a f t e r  a l l ,  a  c a p i t a l i s t  s o c i e t y .

We can  now s e e  how t h e  u n io n s , t r a p p e d  by t h e i r  id e o lo g y , 

f a i l e d  t o  a c t  f o r c e f u l l y  t o  oppose a u s t e r i t y .  I t  was n o t a  p o l i c y ,  a  

t h i n g ,  t h a t  th e y  needed  t o  a c t  a g a i n s t ;  i t  was th e  c l a s s  b e h in d  th e  

p o l i c y .  And t h a t  c l a s s ,  t h e  c a p i t a l i s t  c l a s s ,  grow s in  pow er when 

c a p i t a l  i s  s e p a r a te d  from  th e  n eed s  o f  th e  com m unity, u sed  p r i v a t e l y  

and  w ithd raw n  from  th e  p u b l ic  n e e d .

The u n io n s ' r e s p o n s e  t o  a u s t e r i t y ,  t o  s a c r i f i c e  th e  jo b s ,  w ages,
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" b e n e f its  and w ork ing  c o n d i t io n s  o f  i t s  members, e f f e c t i v e l y  s e p a ra te d  

i t s  n eed s  from  i t s  members n e e d s . I t s  need s a s  an  o r g a n iz a t io n  w ere 

g iv e n  p r i o r i t y  o v e r  th e  n eed s  o f  t h e  c i t y ' s  w o rk e rs . G iven u n io n  

p a s s i v i t y  a t  t h e  moment o f  c r i s i s ,  t h e  s e p a r a t io n  o f  u n io n  from  

w o rk er e f f e c t i v e l y  i s o l a t e d  any w orker in s u rg e n c y  from  e f f e c t i v e  

o p p o s i t io n  t o  a u s t e r i t y .  The u n io n s  can  th e r e f o r e  now a rg u e  t h a t  

t h e i r  s t r a t e g y  f o r  s u r v i v a l  was s u c c e s s f u l :  c o l l e c t i v e  b a rg a in in g  

s t i l l  fo rm a l ly  e x i s t s  and t h e i r  members can  s t i l l  c la im  m ost o f  th e  

b e n e f i t s  won p r i o r  t o  t h e  f i s c a l  c r i s i s .  I n  my in te r v ie w  o f  him in  

A ugust 1978, A1 V ia n i o f  D i s t r i c t  C o u n c il 37 p la c e d  u n io n  s t r a t e g y  

in  t h i s  p e r s p e c t iv e :

U nions and u n io n  l e a d e r s  a r e  v e ry  p ra g m a tic  p e o p le  g e n e r a l ly  
and th e y  have t o  d e a l  w ith  t h e  r e a l  w o r ld . They a l s o  have t o  
lo o k  in  te rm s  o f  w hat t h e i r  lo n g  te rm  g o a ls  a r e .  O ur /p.G.  327 
g o a l  d u r in g  th e  f i s c a l  c r i s i s  was t o  . . . r e c o g n iz e  t h a t  th e r e  
was a  t r u l y  s e v e r e  and  r e a l  f i s c a l  c r i s i s  and u l t i m a t e l y  we 
r e a l i z e d  t h a t .  And t h a t  we had t o  d e a l  w ith  i t .  And we had to  
d e v is e  a  s t r a t e g y  t h a t  would e n a b le  th e  em ployees t o  come o u t 
o f  t h e  p e r io d  w ith  a s  many o f  t h e i r  b e n e f i t s  i n t a c t  a s  p o s s ib le ,  
w ith o u t any  lo n g  l a s t i n g  c u tb a c k s , and t o  t r y  t o  make th e  
com prom ises -  b u t  com prom ises t h a t  w ere n o t  g o in g  t o  e ro d e  th e  
b a s ic  b e n e f i t  s t r u c t u r e .  And I  th i n k  we w ere s u c c e s s f u l  in  
t h a t  r e s p e c t .  T h e re  h a s n ' t  been  any  o f  w hat a  l o t  o f  
com m enta to rs have b een  c a l l i n g  f o r :  a  c u tb a c k  in  em ployee 
b e n e f i t s ,  f r i n g e  b e n e f i t s ,  e t c ,  e x c e p t in  one a r e a .  T h a t has 
been  in  p e n s io n s  and  n o t  f o r  a c t i v e  em ployees b u t  f o r  new ly 
h i r e d  em p lo y ees . O ur b ig  co n c e rn  in  t h e  c r i s i s  was l a y o f f s  and 
c u tb a c k s  in  b a s ic  s a l a r y  and f r i n g e  s t r u c t u r e s .  We came o u t o f  
t h e  c o n t r a c t  n e g o t i a t i o n s  /1 9 7 6 /  w ith o u t any  e ro s io n  o f  o u r  
b a s ic  f r i n g e  b e n e f i t  s t r u c t u r e  and we came o u t o f  t h e  n e g o t ia ­
t i o n s  w ith  t h e  b e s t  t h a t  I  th i n k  we c o u ld  p o s s ib ly  do in  te rm s  
o f  t h e  s a l a r y .  The s a c r i f i c e  on th e  wages was a  d e f e r r a l .  I t  
w a s n 't  a ' " o n ly  a  one y e a r

d e f e r r a l  was o n ly  te m p o ra ry /  r e s to r e d  th e  s a l a r y  r a t e s .  Our 
m ost t r y i n g  p e r io d  was th e  l a s t  c o n t r a c t  /Tune 1 9 7 8 / w here we 
j u s t  had th e s e  c o s t  o f  l i v i n g  a d ju s tm e n ts .  So t h a t  t a c t i c a l l y  
I  t h i n k  we came o u t  o f  i t  in  good sh a p e , even a  l i t t l e  s t r o n g e r  
now, I  th i n k ,  th a n  i t  was p r i o r  t o  th e  c r i s i s . And we p ic k e d  
up a  l o t  o f  members d u r in g  th e  c r i s i s  b e c a u se  p e o p le  u n d e rs to o d  
t h a t  had i t  n o t  b een  f o r  t h e  u n io n  t h e r e  would have  been  more 
s e v e re  l a y o f f s  and more s e v e re  c u tb a c k s  -  perm anen t k in d s  o f  
c u tb a c k s  in  b e n e f i t s  and s a l a r i e s .
(Em phasis i s  m ine)

t h i n g . f a c t  f in d in g  -panel t h a t  r u le d t h a t  th e
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A cco rd in g  t o  Mr. V ia n i 's  a n a l y s i s ,  t h e  c i t y ' s  u n io n s  a c t u a l l y

w ere s t r o n g e r  a f t e r  th e  s a c r i f i c e s  w ere made d u r in g  th e  f i s c a l  c r i s i s .

N e v e r th e le s s ,  we saw t h a t  t h e  l a y o f f s  w ere n o t u n io n  s a c r i f i c e s  b u t

b a n k e r  dem ands. To s a c r i f i c e  im p les  th e  pow er t o  d e c id e  and we saw

t h a t  t h e  u n io n s  d id  n o t  h o ld  su ch  pow er. S t i l l ,  t h e  u n io n s  d id

s u rv iv e  a s  fo rm a l o r g a n iz a t io n s .  Y e t, many u n io n  members d id  n o t .

T h a t Mr. V ia n i c o u ld  make th e  above c la im  d e m o n s tra te s  th e  s e p a r a t io n

o f  th e  u n io n  from  th e  w o rk e r.

T h is  s e p a r a t io n  o f  u n io n  from  w orker r e p r e s e n t s ,  on t h e  one

hand , th e  c o n c e n t r a t io n  o f  pow er i n  c a p i t a l ,  an d , on th e  o th e r ,  th e

m e d ia tin g  p ro c e s s  o f  b o th  u n io n  and governm ent i n  c l a s s  s o c i e t y .

A rg u in g  th e  c o n s e r v a t iv e  f u n c t io n  o f  c o r p o r a te  u n io n ism  S ta n le y

A ronow itz  w ro te  t h a t

t r a d e  u n io n ism  s t i l l  a p p e a rs  a s  a  p r o g r e s s iv e  f o r c e  among th e  
mass o f  w ork ing  p o o r , su ch  a s  farm  and h o s p i t a l  w o rk e rs , who 
l a b o r  u n d e r  c o n d i t io n s  o f  s e v e re  d e g r a d a t io n .  A t f i r s t ,  
u n io n iz a t io n  seems t o  be a  k in d  o f  d e l iv e r a n c e  from  bondage.
But a f t e r  th e  i n i t i a l  u p su rg e  h as  been  s p e n t ,  most u n io n s  f a l l  
b ack  in t o  p a t t e r n s  o f  c l a s s  c o l l a b o r a t io n  and r e p r e s s io n .  A t 
th e  p o in t  when g r in d in g  p o v e r ty  h as  been  overcom e and u n io n s  
have s e t t l e d  in t o  t h e i r  c o n s e r v a t iv e  g ro o v e , t h e i r  b u r e a u c r a t ic  
c h a r a c te r  becom es m a n ife s t  t o  w o r k e r s . 22

I t  seem s t h a t  t h e  b u r e a u c r a t ic  c h a r a c te r  o f  th e  c i t y ' s  u n io n s

became dom inan t n o t due t o  th e  p e rs o n a l ' m a lev o len ce  o f  u n io n  l e a d e r s ,

b u t  r a t h e r  b e c a u se  t h e  n eed s  o f  w o rk ers  c a n n o t be  met by u n io n s

id e o lo g ic a l ly  and o r g a n iz a t i o n a l ly  com m itted  t o  c o r p o r a te  c a p i t a l i s m .

I t  i s  d u r in g  c r i s i s  t h a t  we can  s e e  t h i s  com m itm ent. J e r r y  W urf,

P r e s id e n t  o f  th e  A m erican  F e d e r a t io n  o f  S t a t e ,  C ounty  and M u n ic ip a l

E m ployees, p o in te d  t o  t h i s  commitment a s  a  s e r io u s  f la w  in  th e

A m erican  la b o r  movement.

F u n d am e n ta lly , t h e  l a b o r  movement in  t h i s  s o c i e t y  a c c e p ts  th e  
s o c i a l ,  econom ic and p o l i t i c a l  sy stem  u n q u e s t io n in g ly .  As a
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m a tte r  o f  f a c t ,  i t  i s  som etim es more d e f e n s iv e  ab o u t i t  
th a n  o u r  o th e r  i n s t i t u t i o n s . . . L ab o r h e re  i s  n o t an 
a d v e r s a ry  i n s t i t u t i o n  . . . The A m erican l a b o r  movement 
s u p p o r ts  th e  econom ic and s o c i a l  s t a t u s  q u o .23

In  t h a t  l i g h t ,  g iv e n  an  id e o lo g ic a l  commitment t o  c l a s s  s o c ie t y

and th e  la c k  o f  pow er t o  e f f e c t i v e l y  oppose a u s t e r i t y ,  th e  u n io n s '

s t r a t e g y  made s e n s e .  From t h e i r  p o s i t i o n  i t  seem s t r u e  t h a t

th o s e  s a c r i f i c e s  had t o  be made. T h ere  was no g e t t i n g  away 
from  i t .  The c r i s i s  was r e a l ,  th e  b i l l i o n  d o l l a r  gap was t h e r e ,  
everybody  knew i t  and we had t o  d e a l  w ith  t h a t .  Now, one co u ld  
sa y  t h a t  i f  t h e  u n io n s  w ere s t r o n g  th e r e  w ould have b een  no 
s a c r i f i c e s  and no c u tb a c k s .  B ut t h a t  was im p o s s ib le .  I  mean, 
i t  would have b een  made up w ith  l a y o f f s ,  o r  i f  t h e r e  w ere no 
s a c r i f i c e s  on th e  w ages, o r  no d e f e r r a l  o f  w ages, o r  a n y th in g  
o f  t h a t  s o r t ,  i t  w ould have b een  made up i n  l a y o f f s  o r  
d is m a n tl in g  o f  v a r io u s  a g e n c ie s .  T h a t had t o  be d e a l t  w ith  
and from  th e  u n io n s ' p o in t  o f  view  in  t h e  m ost p ra g m a tic  
k in d  o f  way. And t h a t  was t o  g e t  o u t o f  w hat was a d m it te d ly  
a  v e ry  s e v e re  c r i s i s  t h e  b e s t  we p o s s ib ly  c o u ld  w ith o u t any 
lo n g  te rm  e ro s io n  o f  e i t h e r  t h e  b a s ic  s a l a r y  s t r u c t u r e  o r  th e  
b a s ic  f r i n g e  s t r u c t u r e .
( in te r v ie w  w ith  V ia n i  -  A ugust 1978)

T hese  w ere in d eed  l im i t e d  g o a ls  w hich a l r e a d y  a c c e p te d  th e  

i n e v i t a b i l i t y  and n e c e s s i t y  o f  a u s t e r i t y .  The u n io n s  r e t r e a t e d  from  

r e p r e s e n t in g  th e  c l a s s  i n t e r e s t s  o f  i t s  w o rk e rs . They had w ithdraw n 

in  t h e  f a c e  o f  c r i s i s  a s  th e y  r e a l i z e d  t h e i r  own p o w e r le s s n e s s .  And 

a s  th e y  r e t r e a t e d ,  th e y  p roduced  t h e i r  p o w e r le s s n e s s .  I n  c r i s i s ,  th e  

u n io n s  c o o p e ra te d  w ith  an  a u s t e r i t y  p o l i c y  a t  th e  ex p en se  o f  t h e  

c i t y ' s  ra n k  and f i l e :  th e  need  f o r  s o c i a l  c o n t r o l  dom inated  t h e i r  

o r g a n iz a t io n a l  r e s p o n s e .
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V. CLASS STRUGGLE AND FISCAL CRISISi CONCLUDING REMARKS ON THE GLASS
BASIS OF AUSTERITY

The p re c e d in g  c h a p te r s  w ere c o n c e rn e d , f o r  t h e  m ost p a r t ,

w ith  show ing th e  r e l a t i o n s h i p  betw een  c l a s s  s t r u g g le  and co n tem p o ra ry

u rb an  c r i s i s .  I n  a  s e n s e ,  I  was m a in ly  co n ce rn ed  w ith  d e t a i l i n g  and

a n a ly z in g  t h e  d i a l e c t i c ,  t h e  e v e r  ch an g in g  r e c i p r o c i t y ,  o f  t h i s

r e l a t i o n s h i p .  F i r s t ,  l a b o r  seemed t o  a sc e n d . T hen, c a p i t a l  s t r ip p e d

th e  m y s tiq u e  o f  pow er from  th e  p u b l ic  s e c t o r  u n io n  movement, show ing

t h a t  c a p i t a l i s m  i s ,  a f t e r  a l l ,  c a p i t a l ' s  sy s te m .

• I n  o th e r  w ords, I  was m a in ly  co n ce rn ed  w ith  t h e  ebb and flo w

o f  c l a s s  s t r u g g le  and how i t  im pac ted  on , and p ro d u ced , th e  f i s c a l

c r i s i s  o f  New Y ork C i ty .  T h is  n e c e s s i t a t e d  a  d e t a i l e d  h i s t o r i c a l

a n a l y s i s  o f  th e  a c t io n s  o f  th e  " r e p r e s e n ta t iv e s "  o f  th e  c a p i t a l i s t

and  w ork ing  c l a s s e s  a t  t h e  h i s t o r i c a l  moment o f  c r i s i s .  I n  t h i s  c a s e ,

I  have a rg u ed  t h a t  th e  " r e p r e s e n ta t iv e s "  by h i s t o r i c a l  c irc u m s ta n c e

w ere t h e  c i t y ' s  b an k in g  and in v e s tm e n t f irm s  on th e  one h and , and i t s

l a b o r  u n io n s  on th e  o th e r .

The m a jo r a c t o r s  in v o lv e d  in  th e  p ro d u c tio n  and m e d ia tio n  o f

t h i s  c r i s i s  w ere i d e n t i f i e d  and t h e i r  a c t io n s  d is c u s s e d .  Y e t, th e y

w ere n o t  v iew ed a s  in d e p e n d e n t a c t o r s  i n  t h i s  d i a l e c t i c .  I  have

t r i e d  t o  show t h e i r  " c l a s s  b e in g "  a s  w e l l  a s  t h e i r  c o n s c io u s n e s s  o f

th e  c l a s s  c h a r a c t e r  o f  t h e i r  a c t i o n s .  I  have t r i e d  t o  d e m o n s tra te

t h a t  th e  a c t o r s  i n  t h i s  c r i s i s  a c te d  w i th in  p a ra m e te rs  s e t  by  a

l a r g e r  s t r u g g le  and by th e  h i s t o r y  o f  t h a t  s t r u g g l e .  As Marx w ro te

lo n g  ago b u t so  a p p r o p r i a t e l y  t o  t h i s  s i t u a t i o n :

Men make t h e i r  own h i s t o r y ,  b u t  th e y  do n o t make i t  j u s t  a s  
th e y  p le a s e ;  th e y  do n o t make i t  u n d e r c irc u m s ta n c e s  ch o sen  
by  th e m s e lv e s ,  b u t u n d e r  c irc u m s ta n c e s  d i r e c t l y  e n c o u n te re d , 
g iv e n  and t r a n s m i t t e d  from  th e  p a s t .  The t r a d i t i o n  o f  a l l
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t h e  d ead  g e n e r a t io n s  w eighs l i k e  a  n ig h tm a re  on th e  "brain 
o f  th e  l i v i n g . 1

I  th e o r i z e d  t h a t  t h e  f i s c a l  c r i s i s  was b o th  th e  p ro d u c t and

p ro c e s s  o f  c l a s s  s t r u g g le ;  t h a t  t h i s  c r i s i s  was t h e  c u lm in a t io n  and

r e o r g a n iz a t io n  o f  tw e n ty  y e a r s  o f  c l a s s  s t r u g g le ;  and t h a t  i t  w as, ,

in  f a c t ,  t h e  b e g in n in g  o f  a  t u r n in g  away from  a  governm ent p o l i c y  o f

e n la r g in g  th e  s o c i a l  s e r v i c e  p r i o r i t i e s  in  f i s c a l  p o l i t i c s .  I n  Jaimes

O 'C o n n o r 's  te rm s  i t  r e p r e s e n te d  a  s h i f t  away from  l e g i t i m a t i o n
2

to w a rd s  s u p p o r t  f o r  a c c u m u la tio n . I  view  t h i s  a s  th e  developm ent 

o f  a u s t e r i t y  c a p i t a l i s m .  As A lan  W olfe so  a b ly  a rg u e s  " c r i s e s ,  

w h e th e r  o f  p o p u la t io n ,  e n e rg y , le g i t im a c y ,  b u d g e ts ,  o r  p o l i t i c s ,  do 

n o t  m a n ife s t  th e m s e lv e s  o u t o f  t h i n  a i r ;  th e y  a r e  i n  L u k a c s ' p h ra s e ,  

'a n  i n t e n s i f i c a t i o n  o f  ev e ry d a y  l i f e , '  a  c u lm in a t io n ,  n o t a  n e g a t io n ,
3

o f  h i s t o r i c a l  p r o c e s s e s ." - '

I n  t h e  p re c e d in g  a n a l y s i s  o f  t h e  f i s c a l  c r i s i s  o f  New York C ity  

I  was a b le  t o  show th e  means by w hich New York C i t y 's  governm en t, in  

p a r t i c u l a r  i t s  b u d g e ta ry  p r o c e s s e s ,  was tra n s fo rm e d  by th e  c i t y ' s  

m a jo r b a n k s . We saw how th e y  fo r c e d  Mayor Beame, th ro u g h  th e  

F in a n c ia l  Community L ia is o n  G roup, t h e ‘M u n ic ip a l A s s is ta n c e  

C o rp o ra tio n  and th e  Em ergency F in a n c ia l  C o n tro l  B oard , t o  i n s t i t u t e  

a u s t e r i t y  an d , in d e e d , by e x a c e rb a t in g  t h e  c i t y ' s  s o c i a l  p ro b lem s t o  

a s s u r e  in v e s t o r  c o n f id e n c e .  T h e re  i s  no argum ent h e r e ,  how ever, 

a b o u t t h e  r e a l i t y  and s e v e r i t y  o f  t h e  f i s c a l  c r i s i s .  In d e e d , I  have 

a rg u e d  t h a t  th e  c r i s i s  was a  r e s u l t  o f  a  c o m b in a tio n  o f  c l a s s  

r e l a t e d  f a c t o r s :  t h e  d e c l in e  o f  t h e  c i t y ' s  economy, th e  g row th  o f  

in f lu e n c e  o f  th e  m u n ic ip a l l a b o r  u n io n s , th e  m i l i t a n c y  o f  community 

o r g a n iz a t io n s ,  a s  w e ll  a s  t h e  i n t e r e s t  t h a t  in v e s to r s  had in  th e



c i t y ' s  in c r e a s in g  d e b t s e r v i c e .  To be s u r e ,  a s  'I  i n d i c a te d ,  p r e s s u r e  

t o  in c r e a s e  t h e  c i t y ' s  d e b t  s e r v ic e  came from  b o th  t h e  b an k in g  

community i t s e l f ,  a s  w e l l  a s  th e  c i t y ' s  w ork ing  c l a s s .  A long w ith  

th e s e  p r e s s u r e s  t o  expand came encouragem ent from  th e  F e d e ra l  

governm en t, i t s e l f  engaged in  ex pand ing  s o c i a l  p ro g ram s. In d e e d , 

we have h e re  a  c o n t r a d i c t i o n  in  c a p i t a l i s m  i t s e l f  -  t h a t  a  c r i s i s  may 

grow o u t o f  a  p o l i c y  t h a t  seem s t o  b e n e f i t  and r e c o n c i l e  f a c t i o n s  o f  

c o n f l i c t i n g  c l a s s e s .  The o v e r a l l  d e b t grew , th e  f i s c a l  v i a b i l i t y  

o f  th e  c i t y  became more d ep en d e n t on th e  banks and th e  pow er o f  

t h i s  f a c t i o n  o f  f in a n c e  c a p i t a l  o v e r  c i t y  p o l i c y  in c r e a s e d .

W ith  t h e  p u b l ic  c r e d i t  m arke t e x p e r ie n c in g  a  g r e a t  d e a l  o f  

c o m p e ti t io n  from  l o c a l  governm en ts  e a g e r  t o  bo rrow , t h e  banks began  

t o  p ro d u ce  and u se  f i s c a l  c r i s i s  t o  re s h a p e  lo n g  te rm  c i t y  p o l i c y .

In  t h i s  way th e  c r i s i s  was b o th  r e a l  and p ro d u ced ; i t  e x i s t e d ,  was 

r e a l ,  a s  a  r e s u l t  o f  econom ic d e c l in e  and w ork ing  c l a s s  a c t iv is m ;  

i t  was p ro d u ced  by a c t io n s  o f  New Y o rk 's  in v e s tm e n t com m unity. The 

ban k s  and m a jo r i n s t i t u t i o n a l  in v e s to r s  s im p ly  d id  n o t  need  th e  c i t y  

in  th e  same way a s  when th e y  e n t h u s i a s t i c a l l y  met t h e  c i t y ' s  

bo rro w in g  n e e d s .

The m ethods by  w hich  th e  c i t y  governm ent was p r e s s u re d  in to  

a u s t e r i t y  in v o lv e d  th e  w ith h o ld in g  o f  f in a n c in g  and th e  w ith d ra w a l 

o f  c r e d i t  from  th e  c i t y ;  th e  developm ent and s t a f f i n g  o f  a  S t a t e  

f in a n c in g  in s tru m e n t ( t h e  M u n ic ip a l A s s is ta n c e  C o rp o ra tio n )  and a  

S t a t e  f i n a n c i a l  c o n t r o l  b o a rd  ( th e  Em ergency F in a n c ia l  C o n tro l  B o a rd ) ; 

an d , m ost im p o r ta n t ly ,  e s t a b l i s h i n g  th e  s o c i a l  and i n s t i t u t i o n a l  

c o n s t r a i n t s  t o  i n h i b i t  l a b o r  r e s i s t a n c e  a s  a u s t e r i t y  was i n s t i t u t e d .  

The c i t y ' s  la b o r  u n io n s  became in t e g r a t e d  in t o  th e  a u s t e r i t y
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s t r u c t u r e  a s  th e y  in v e s te d  p e n s io n  m onies t o  f in a n c e  th e  c i t y  w h ile  

i t  was s h u t  o u t o f  p r i v a t e  m a rk e ts . From th e  e v id e n c e  p r e s e n te d  in  

th e  p re c e d in g  c h a p te r s ,  i t  i s  c l e a r  t h a t  th o s e  who d ev e lo p e d  and 

i n i t i a t e d  t h i s  i n s t i t u t i o n a l i z a t i o n  o f  a u s t e r i t y  w ere p o w e rfu l 

members o f  t h e  c a p i t a l i s t  c l a s s  and r e p r e s e n te d  v a r io u s  f a c t i o n s  o f  

f in a n c e  and c o r p o r a te  c a p i t a l  o p e r a t iv e  i n  New Y ork . T hese  

i n f l u e n t i a l  a c t o r s  d ev e lo p e d  th e  in s tru m e n ts  th ro u g h  w hich a u s t e r i t y  

was a d o p te d , i n s t i t u t e d  and e n fo rc e d  a g a i n s t  p o t e n t i a l  d i s r u p t i o n s .

The m ost i n f l u e n t i a l  a c t o r  w as, in  f a c t ,  F e l i x  R o h a ty n , an  

in v e s tm e n t b a n k e r  and  l a t e r  t h e  Chairm an o f  t h e  M u n ic ip a l A s s is ta n c e  

C o rp o ra tio n , member o f  t h e  Em ergency F in a n c ia l  C o n tro l  B oard  and 

o r i g i n a t o r  o f  c o u n t le s s  s t r a t e g i e s  t o  " sa v e "  th e  c i t y  from  b a n k ru p tc y . 

J a c  F r ie d g u t  m a in ta in e d  t h a t  "by  th e  summer o f  1975 p e o p le  l i k e  F e l i x  

R ohatyn  w ere e s s e n t i a l l y  m aking f i n a n c i a l  p o l i c y  f o r  th e  S t a t e  and 

t h e  C i ty ."  ( in te r v ie w  w ith  F r ie d g u t  -  V ice  P r e s id e n t ,  C i t ib a n k  -  

J a n u a ry  1979)* D r. Donna S h a la la ,  fo rm e r  T r e a s u r e r  o f  th e  M u n ic ip a l 

A s s is ta n c e  C o rp o ra tio n , a g re e d .  The f i s c a l  c r i s i s  was " se e n  a s  a  

f in a n c in g  p rob lem  . . . Remember, th e  p rob lem  was c r e d i b i l i t y  w ith  

t h e  f i n a n c i a l  community . . . D u rin g  t h a t  p e r io d  i t  was R ohatyn  and 

o n ly  R oh a ty n . He, i n  e f f e c t ,  shaped  th e  f i n a n c i a l  s e t t l e m e n t s ."  

( in te r v ie w  w ith  S h a la la  -  O c to b e r 1 9 7 8 ).

D u rin g  c r i s i s  p e r io d s  pow er s t r u c t u r e s  become more v i s i b l e .

New means t o  m e d ia te  c r i s i s  and c l a s s  c o n f l i c t  a r e  d e v e lo p ed  and 

i n s t i t u t i o n a l i z e d  t o  r e p la c e  o r  re fo rm  th e  o ld .  T h is  o f te n  

n e c e s s i t a t e s  t r a n s fo rm in g  th e  m echanism s o f  governm en t. So i t  was 

in  t h i s  c a s e  t h a t  New York C i t y 's  governm en t, b e s e t  by an  i n a b i l i t y  

t o  r a i s e  needed  o p e r a t in g  and c a p i t a l  fu n d s  and in f lu e n c e d  by
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m i l i t a n t  l a b o r  u n io n s ,  p ro v ed  i n e f f e c t u a l  in  i t s  re s p o n s e  t o

c a p i t a l ' s  n e e d s . As a  c o n seq u en c e , th e  fo rm a l p ro c e s s e s  o f  c i t y

governm ent w ere su p e rc e d e d  by in fo rm a l o r g a n iz a t io n s  r e p r e s e n t in g

f in a n c e  c a p i t a l  ( th e  F in a n c i a l  Community L ia is o n  Group) a t  f i r s t ,  and

l a t e r ,  by  more fo rm a l o r g a n iz a t io n s  and g o v e rn in g  b o d ie s  o f  f in a n c in g

and b u d g e ta ry  c o n t r o l  ( t h e  M u n ic ip a l A s s is ta n c e  C o rp o ra tio n  and th e

Em ergency F in a n c ia l  C o n tro l  B o a rd ) . One m igh t co n c lu d e  from  t h i s

t h a t  t h e  u se  o f  pow er by  a  c l a s s  in  p a r t  in v o lv e s  t h e  t r a n s fo rm in g

4o f  fo rm a l m echanism s o f  governm ent d u r in g  c r i s i s .  I n  t h i s  c a s e ,  my 

r e s e a r c h  s u g g e s ts  t h a t  t h i s  p ro c e s s  o f  t r a n s fo rm in g  governm ent b e g in s  

w ith  t h e  u se  o f  in fo rm a l m echanism s t o  p r e s s u r e  t h e  e x i s t i n g  

g o v e rn in g  b o d ie s .  T h ese  in fo rm a l m echanism s a r e  th e n  l e g i s l a t e d ,  

o r  o th e rw is e  made, in t o  m ore fo rm a l m echanism s f o r  a c h ie v in g  c l a s s  

a im s . T hese  fo rm a l g o v e rn in g  b o d ie s  c o n s o l id a te  t h e  g a in s  o f  th e  

in fo rm a l  m echanism s. In d e e d , in  t h i s  c a s e  th e  fo rm a l m echanism s made 

a u s t e r i t y  an  i n s t i t u t i o n a l  f a c t .

A t t h i s  p o in t  in  my argum ent th e n ,  I  showed t h a t  th e  f i s c a l  

c r i s i s  w as: (1 ) a  p ro d u c t o f  c l a s s  s t r u g g le  c o n s i s t i n g  o f  th e  r i s e  o f  

in f lu e n c e  o f  t h e  m u n ic ip a l l a b o r  u n io n s  a s  w e l l  a s  g e n e r a l  community 

a c t iv is m  and a  w e lf a r e  r i g h t s  movement. T o g e th e r ,  th e s e  g ro u p s , 

r e p r e s e n t in g  v a r io u s  f a c t i o n s  o f  th e  w ork ing  c l a s s ,  c o n t r ib u te d  to  

in c r e a s e d  e x p e n d i tu re s  i n  c i t y  s e r v i c e s ;  (2 ) a  r e s u l t  o f  t h e  d e c l in e  

o f  th e  c i t y ' s  econom ic b a s e  a s  r e p r e s e n te d  by th e  d e c l in e  o f  manu­

f a c t u r i n g ;  an d , m ost im p o r ta n t ly ,  (3 ) a  p ro c e s s  o f  c l a s s  s t r u g g le  a t  

th e  moment o f  c r i s i s  a s  r e p r e s e n te d  by th e  a c t io n s  o f  f a c t i o n s  o f  

f in a n c e  c a p i t a l  and m u n ic ip a l  l a b o r  and th e  co n seq u en t r e s t r u c t u r i n g  

o f  c i t y  b u d g e ta ry  p ro c e s s e s  a lo n g  new c l a s s  l i n e s .  T h is  p ro c e s s
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in v o lv e d  th e  F in a n c ia l  Community L ia is o n  G roup, th e  M u n ic ip a l 

A s s is ta n c e  C o rp o ra tio n  and t h e  Em ergency F in a n c ia l  C o n tro l  B oard on 

c a p i t a l ' s  s i d e .  T h a t th e s e  w ere t h e  m a jo r a c t o r s  and g o v e rn in g  

B od ies  r e f l e c t e d  a  new im po tence  on t h e  p a r t  o f  t h e  p u b l ic  s e c t o r  

l a b o r  u n io n s , and t h e i r  M u n ic ip a l L ab o r C o a l i t i o n .  I n  th e  f a c e  o f  a  

d e c l in in g  r e s e r v o i r  o f  c a p i t a l ,  l a b o r 's  f a i l u r e  t o  s u s t a i n  community 

a c t iv is m  and t o  u n i t e  t h e  w ork ing  c l a s s  f a c t i o n s  in  o p p o s i t io n  to  

a u s t e r i t y ,  and t h e r e f o r e  c a p i t a l ,  d e m o n s tra te s  i t s  i n a b i l i t y  t o  

p o l i t i c a l l y  r e p r e s e n t  t h e  c l a s s  i n t e r e s t s  o f  th e  c i t y ' s  w o rk ers  and 

c l i e n t s .  A t a l l  p o in t s  th ro u g h o u t t h e  f i s c a l  c r i s i s ,  l a b o r  r e t r e a t e d  

from  p u sh in g  c l a s s  i n t e r e s t s  i n  o p p o s i t io n  t o  c a p i t a l  and managem ent. 

T h e re fo re ,  th e  p ro c e s s  o f  c l a s s  s t r u g g le  d u r in g  t h i s  c r i s i s  was 

r e p r e s e n te d  by th e  l o s s  o f  in f lu e n c e  by t h e  m u n ic ip a l l a b o r  u n io n s .

T h is  i s  n o t t o  sa y  how ever, t h a t  t h e r e  was an a b se n c e  o f  c l a s s  

c o n f l i c t .  As I  have u sed  i t ,  c l a s s  s t r u g g le  ebbs and f lo w s ; one 

moment c a p i t a l  seems t o  be  p o w e rfu l and w e ll  o rg a n iz e d  -  a t  a n o th e r  

moment, i t  a p p e a rs  t o  be l a b o r 's  t u r n .  R e g a rd le s s  o f  t h i s  c h a o t ic  

rhy thm , each  d e f in e s  t h e  o t h e r ' s  -power; t h e i r  h i s t o r i e s  a r e  made 

to g e th e r  in  an  a n t a g o n i s t i c  u n i ty  - ' a  u n i t y  o f  o -p n o s itio n .

I  t h e r e f o r e  r e v e a le d  one moment i n  w hich pow er was b ased  on th e  

r e l a t i v e  u n i ty  o f  c l a s s e s  i n  c o n f l i c t .  H ence, we saw th e  c l a s s  

b a s i s  o f  pow er d u r in g  c r i s i s .  T hese  c o n c r e te  power s t r u g g l e s ,  w hich 

r e s u l t e d  in  t h e  i n s t i t u t i o n a l i z a t i o n  o f  a u s t e r i t y ,  can  b e s t  be u n d e r­

s to o d  in  r e g a rd  t o  t h e  c o n f l i c t  o f  c l a s s  i n t e r e s t s .

As s t a t e d  p r e v io u s ly ,  t h e  p la n n in g  o f  a u s t e r i t y  ex c lu d ed  th e  

r e p r e s e n t a t i v e s  o f  t h e  c i t y ' s  w ork ing  c l a s s .  I  a rg u e d  t h a t  t h e  

in v e s tm e n t com m unity, w ith  an  eye o u t f o r  p o s s i b le  r e s i s t a n c e ,  had
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t h e  power t o  a s s e r t  t h e i r  need s o v e r  p u b l ic  p o l i c y .  As J a c  F r ie d g u t  

a s s e r t e d  when I  in te rv ie w e d  him in  J a n u a ry  1979s " I n  a  s e n s e ,  th e  

b a n k e rs  d id  ta k e  o v e r  th e  c i t y ,  b u t  th e s e  w ere n o t  t h e  com m ercia l 

b a n k e rs ;  r a t h e r ,  th e s e  w ere th e  F e l i x  R ohatyns o f  t h i s  w o r ld ."  The 

r e f e r e n c e  h e re  was t o  in v e s tm e n t b a n k e r s .  And d u r in g  th e  f i s c a l  

c r i s i s  t h e r e  was an e x t r a o r d in a r y  d e g re e  o f  c l a s s  u n i t y  w i th in  th e  

in v e s tm e n t com m unity. "We have a  c e r t a i n  n o b le s s e - o b l ig e  and t i g h t  

and  f irm  d i s c i p l i n e , "  s t a t e d  J a c  F r ie d g u t ,  V ice  P r e s id e n t  o f  C i t i c o r p .  

"So t h a t  we c o u ld  m a rs h a l l  o u r  f o r c e s  and when we spoke t o  t h e  c i t y  

o r  to  t h e  u n io n s  we c o u ld  sp e a k  a s  one v o ic e ."

T h is  b r in g s  us t o  t h e  c o n c re te  r o l e  t h a t  b a n k e rs  p la y e d  th ro u g h ­

o u t th e  f i s c a l  c r i s i s .  W illiam  Tabb in  The Long D e f a u l t :  New York 

C i ty  and th e  U rban C r i s i s  i s  c o r r e c t  when h e  a rg u e s  t h a t  t h e  b a n k e rs  

a c te d  a s  b a n k e rs  m ust in  c a p i t a l i s t  s o c i e t y  when th e y  " p r o te c te d "  

t h e i r  in v e s tm e n ts  above a l l  e l s e .  He i s  c o r r e c t  t h a t  t h i s  i s  th e  

r a t i o n a l i t y  o f  b a n k in g . Tabb i s  a l s o  c o r r e c t  in  a rg u in g  t h a t  th e  

b a n k e rs  s e iz e d  th e  c r i s i s  a s  an  o p p o r tu n i ty  t o  r e o r g a n iz e  th e  c i t y ' s  

f i n a n c i a l  o p e r a t io n s .  However, t h i s  u n d e r s ta t e s  th e  m a jo r i s s u e  h e r e .  

The in v e s tm e n t community was a b le  t o  m a rs h a l l  i t s  f o r c e s ,  m o b i l iz e  and 

th e re b y  r e o r g a n iz e  c i t y  governm ent b e c a u se  t h e  c i t y ' s  u n io n s  f a i l e d  

t o  e f f e c t i v e l y  c o u n te r  t h e  b a n k e r s ' aim s and a c t i o n s .  Tabb seem s to  

u n d e r s ta t e  th e  c l a s s  s t r u g g le  a s p e c t  o f  t h i s  c r i s i s .  By s t a t i n g  t h a t  

t h e  c r i s i s  was " f a l s e l y  blam ed" on th e  c i t y ' s  u n io n s  and p o o r  p e o p le  

Tabb p la c e s  h im s e lf  i n  th e  p o s i t i o n  o f  d en y in g  th e  e f f i c a c y  o f  

w ork ing  c l a s s  s t r u g g le ,  t h e  p a s t  v i a b i l i t y  o f  th e  l a b o r  movement in  

th e  c i t y  and th e  p a s t  acco m p lish m en ts  o f  th e  w e lf a r e  r i g h t s  and 

o th e r  com munity m ovem ents.
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The p ro c e s s  by w hich c i t y  governm ent was re o rg a n iz e d  was n o t 

p re d e te rm in e d  b e c a u se  b a n k e rs  w i l l  be b a n k e rs ;  r e o r g a n iz a t io n  was 

e f f e c t e d  b e c a u se  b a n k e rs  a c te d  a s  a  c l a s s  d u r in g  t h i s  c r i s i s  p e r io d .  

They w ere a b le  t o  u se  t h i s  c r i s i s  p o l i t i c a l l y  f o r  c a p i t a l ' s  b e n e f i t ,  

o r ,  a t  th e  v e ry  l e a s t ,  f o r  th e  b e n e f i t  o f  b an k in g  c a p i t a l .  They 

re a c h e d  a  d e g re e  o f  u n i ty  t h a t  la b o r  d id  n o t e q u a l .  I n  re s p o n s e , 

la b o r  was u n a b le  t o  u se  t h i s  c r i s i s  and th e  p o s s ib le  h i s t o r i e s  i t  

p r e s e n te d .  The c i t y ' s  w o rk e rs , th o u g h  n o t th e  " c a u se "  o f  th e  f i s c a l  

c r i s i s ,  w ere a  f o r c e  in  t h e  e x p an s io n  o f  th e  b u d g e ta ry  o b l ig a t io n s  o f  

t h e  c i t y ,  f o r c in g  i t  t o  b o rro w . And th o u g h  th e  c i t y ' s  w o rk ers  w ere 

n o t p a id  more th a n  o th e r  m u n ic ip a l em ployees, in  o th e r  m a jo r c i t i e s ,  

t h i s  o n ly  shows t h a t  th e  g a in s  o f  s t a t e  s e c t o r  w o rk e rs  w ere o b ta in e d  

o v e r  a  l a r g e r ,  n a t i o n a l ,  c o n te x t  d u r in g  th e  p a s t  d e c a d e s . G iven t h i s  

h i s t o r y  o f  c l a s s  s t r u g g l e ,  w hich I  d is c u s s e d  in  my c h a p te r  on 

P r e - C r i s i s  C la s s  S t r u g g le ,  t h e r e  was more th a n  one d i r e c t i o n  t h a t  th e  

c r i s i s  r e s o l u t i o n  c o u ld  have  ta k e n .  To s u g g e s t  o th e rw is e  i s  t o  

assum e t h a t  t h e  h i s t o r y  o f  c a p i ta l i s m  w orks i t s e l f  o u t m e c h a n ic a lly , 

a s  a  co n seq u en ce  o f  f a t e .

T h is  b r in g s  u s  t o  a  d i s c u s s io n  o f  l a b o r  u n io n  c o m p lic i ty  i n  and 

accom m odation t o  th e  a u s t e r i t y  p o l i c y .  I n  p re v io u s  c h a p te r s  I  a rgued  

t h a t  New York C i t y 's  p u b l ic  em ployee u n io n s  la c k e d  th e  n e c e s s a ry  

u n i t y  t o  r e s i s t  a u s t e r i t y .  I t  i s  q u i t e  c l e a r  from  th e  d a t a  p re s e n te d  

h e re  t h a t  th e  u n io n s , d iv id e d  by incom e, o c c u p a t io n a l  s t a t u s  and 

t h e  d i v i s i o n  o f  l a b o r ,  w ere u n a b le  t o  come to g e th e r  t o  p la n  e f f e c t i v e  

r e s i s t a n c e  d u r in g  th e  e a r l y  and m ost c r u c i a l  days o f  th e  f i s c a l  

c r i s i s .  G iven  t h i s  v o id , th e  in v e s tm e n t community was a b le  t o  

e n fo rc e  i t s  d e f i n i t i o n  o f  t h e  c r i s i s  and i t s  p ro p o s a l  f o r  d e te rm in in g
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th e  r e l a t i o n s h i p  o f  f in a n c in g  and c o n t r o l .  I t  was th ro u g h  l e g i s l a t i o n  

t h a t  f in a n c e  c a p i t a l  was a b le  t o  i n s t i t u t e  a u s t e r i t y  a s  governm ent 

p o l i c y  and hegem onic id e o lo g y .

As th e  c r i s i s  d e v e lo p e d , th e  a u s t e r i t y  p o l i c y  en v eloped  th e  

u n io n s  who, w ith o u t a  c o a l i t i o n  w ith  th r e a te n e d  com m unities , w ere 

u n a b le  t o  oppose t h i s  r e s o l u t i o n  o f  th e  f i s c a l  c r i s i s .  We saw t h a t  

t h e  u n io n s , fa c e d  w ith  t h e  t h r e a t  o f  l a y o f f s ,  a llo w ed  u n io n  money to  

be u sed  to  f o r e s t a l l  b a n k ru p tc y ; how p la n s  w ere made w ith in  th e  

M u n ic ip a l L ab o r C o a l i t i o n  t o  a v o id  s t r i k e s ;  how an  e a r ly  d e c i s io n  was 

made a t  th e  h ig h e s t  l e v e l s  o f  u n io n  l e a d e r s h ip  t o  c o o p e ra te  w ith  th e  

p o l i c y  o f  f i s c a l  a u s t e r i t y ;  how " s o c i a l  r e s p o n s i b i l i t y "  was d e f in e d  

by u n io n  l e a d e r s h ip  t o  p r e c lu d e  r a d ic a l i s m .  And we saw how a l l  o f  

t h i s  c o n t r ib u te d  t o  s e a l i n g  t h e  m u n ic ip a l u n io n s  in t o  a  p o w e rle s s  

p o s i t i o n . .  A f t e r  in v e s t in g  p e n s io n s  and ty in g  them  t o  th e  c i t y ' s  

f i s c a l  f u t u r e ,  how c o u ld  l a b o r  r e s i s t  a u s t e r i t y  w ith o u t en d an g e rin g  

t h e i r  members' p e n s io n s?

W ithou t t h e  n e c e s s a ry  c l a s s  u n i ty  and an  id e o lo g y  o f  c l a s s  

o p p o s i t io n  th e  u n io n s  found  i t  im p r a c t i c a l  t o  r e s i s t .  And i n  t h i s  

c a s e ,  a u s t e r i t y  was in t ro d u c e d  w ith  v e ry  l i t t l e  e f f e c t i v e  r e s i s t a n c e .  

W orkers l o s t  t h e i r  jo b s ;  p o o r  p e o p le  saw th e  a l r e a d y  low q u a l i t y  o f  

t h e i r  h e a l th  c a r e  d e c l in e  w ith  t h e  c lo s in g  o f  m e d ic a l f a c i l i t i e s ;  

s tu d e n t s  a t  t h e  C i ty  U n iv e r s i ty  p a id  in c re a s e d  t u i t i o n  f o r  l a r g e r  

s iz e d  c l a s s e s ,  o r  th e y  d ro p p ed  o u t f o r  la c k  o f  t u i t i o n  fu n d s ; day  

c a r e  c e n t e r s  w ere c lo s e d ;  and th e  i n f r a s t r u c t u r e  o f  t h e  c i t y ,  i t s  

b r id g e s ,  s t r e e t s ,  tu n n e ls  c o n t in u e d  t o  e ro d e ; and th e  subway sy stem , 

w ith o u t w hich  la b o r-p o w e r  c a n n o t m eet c a p i t a l ,  c o n tin u e d  to  

d e t e r i o r a t e ,  s u b je c t in g  r i d e r s  t o  d is c o m fo r t a t  a  h ig h e r  p r i c e  p e r
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r i d e .

I  have  a rg u e d  t h a t  t h e  p r e c r i s i s  p e r io d  was c h a r a c te r i z e d  by- 

y e a r s  o f  l a b o r  m i l i t a n c e .  Y e t, we m ust d i s t i n g u i s h  betw een o f f e n s iv e  

and d e fe n s iv e  m i l i t a n c y .  The p r e c r i s i s  a c t iv is m  came from  a  p o s i t i o n  

o f  s t r e n g t h ,  i t  was o f f e n s iv e  when th e  p o l i t i c a l ,  econom ic and s o c i a l  

c o n d i t io n s  c o n t r ib u te d  t o  th e  c l e a r  p o s s i b i l i t y  o f  s u c c e s s  a t  

a c h ie v in g  c l a s s  a im s . T h ese  v e ry  same o r g a n iz a t io n s  p ro v ed  t o  be  

in a d e q u a te  a s  d e f e n s iv e  o r g a n iz a t io n s .  N ot o n ly  w ere th e y  u n a b le  t o  

p r o t e c t  a g a in s t  th e  i n s t i t u t i o n a l i z a t i o n  o f  a u s t e r i t y ,  b u t th e y  w ere 

u n a b le  t o  t u r n  th e  f i s c a l  c r i s i s  a g a in s t  th e  in v e s tm e n t com m unity.

The l e a d e r s h i p 's  i n a b i l i t y  t o  u se  t h e  d i s c o n te n t  o f  t h e  ra n k  and 

f i l e  t o  oppose a u s t e r i t y  may d e m o n s tra te  p o s s ib le  sh o rtc o m in g s  o f  th e  

p u b l ic  s e c t o r  l a b o r  movement.

T h ro u g h o u t t h e  f i s c a l  c r i s i s  t h e  ra n k  and f i l e  made known t h e i r  

d i s c o n t e n t .  T h e re  w ere jo b  a c t io n s  by t e a c h e r s ,  p o l i c e ,  f i r e f i g h t e r s ,  

s a n i t a t i o n  w o rk ers  and h o s p i t a l  em p loyees. Y et t h e  r e s p e c t iv e  u n io n  

le a d e r s h ip s  seem ed t o  d i s t r u s t  th e  m i l i t a n c y  o f  t h e  ra n k  and f i l e  and 

te n d e d  t o  d i s a s s o c i a t e  i t s e l f  from  th e s e  jo b  a c t i o n s .  I n s te a d ,  th e  

u n io n  le a d e r s h ip s  o p te d  f o r  a  r e l a t i v e l y  c o n s e r v a t iv e  s t r a t e g y  

d e s ig n e d  i n  p a r t  t o  c o n t r o l  i t s  m em bership . I t  w as, in  s h o r t ,  a f r a i d  

o f  lo s in g  c o n t r o l  o v e r  i t s  m em bership in  an  in c r e a s in g ly  d an g ero u s  

f i s c a l  s i t u a t i o n .  As Edward Handman o f  D i s t r i c t  C o u n c il 37 s t a t e d  

when I  in te rv ie w e d  him in  D ecem ber 1978: "The banks w ere c ra c k in g  th e  

w h ip ."  The a c t s  o f  a  s t r o n g  m em bership m igh t have  b ro u g h t p e n a l i t e s  

from  th e  Em ergency F in a n c i a l  C o n tro l B o ard , a s  w a s ‘th e  c a s e  f o r  th e  

U n ite d  F e d e r a t io n  o f  T e a c h e rs  w hich was u n a b le  t o  p u rsu a d e  th e  EFCB 

to  ap p ro v e  i t s  c o n t r a c t ,  even  one y e a r  a f t e r  th e  UFT and th e  c i t y  had
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re a c h e d  a g re e m e n t. As one u n io n  l e a d e r  a rg u e d , t h e  u n io n s  c o u ld  n o t

i n i t i a t e  a  g e n e r a l  s t r i k e  b e c a u se  " t h a t ' s  c h a o s ."

T h is  p o in t  i s  s i m i l a r  t o  th e  argum ent made by S ta n le y  A ronow itz

in  F a ls e  P ro m ise s  w here he a rg u e s  t h a t  t o d a y 's  p r i v a t e  s e c t o r  u n io n s

have become in t e g r a te d  in t o  t h e  c o n t r o l  m echanism s o f  c o rp o ra te

c a p i t a l i s m .  The d a t a  I  have p r e s e n te d  h e re  s u g g e s t t h a t  t h e  same may

b e  s a id  o f  t h e  p u b l ic  s e c t o r  u n io n s .

The m ost n o ta b le  f e a t u r e  o f  t h e  p r e s e n t  s i t u a t i o n  i s  t h a t  th e  
u n io n s  a r e  no lo n g e r  i n  a  p o s i t i o n  o f  l e a d e r s h ip  in  w o rk e rs ' 
s t r u g g l e s ;  th e y  a r e  ru n n in g  d e s p e r a t e ly  t o  c a tc h  up t o  t h e i r  
own m em bership . T h e re  a r e  few in s ta n c e s  in  w hich th e  u n io n  
h ead s  have a c t u a l l y  g iv e n  m i l i t a n t  v o ic e  t o  r a n k - a n d - f i l e  
s e n t im e n t .°

S t i l l ,  A ronow itz  makes c l e a r  t h a t  t h e  u n io n s  r e t a i n  t h e i r

p o s i t i o n s  a s  t h e  o n ly  a v a i l a b l e  o r g a n iz a t io n s  f o r  w orker d e f e n s e .  So

a t  t h e  same tim e  th e  u n io n  " re m a in s  an  e le m e n ta ry  o rg an  o f  s t r u g g le ,

y e t  i t  h a s  a l s o  ev o lv ed  i n t o  a  f o r c e  f o r  i n t e g r a t i n g  th e  w o rk e rs  in to
7

t h e  c o r p o r a te  c a p i t a l i s t  sy s te m ."  And y e t ,  when A ronow itz  w ro te

t h i s  he  c o u ld  a l s o  s t a t e  t h a t  t h i s  was n o t  y e t  t h e  c a s e  f o r  p u b l ic

s e c t o r  u n io n ism . W rite s  A ro n o w itz :

U nionism  in  t h e  p u b l ic  s e c t o r  i s  s t i l l  somewhat ra u c o u s  and 
u n p r e d ic ta b le  from  m anagem ent's  s ta n d p o in t .  Even when la b o r  
l e a d e r s  f e r v e n t ly  d e s i r e  c lo s e  r e l a t i o n s  w ith  p u b l ic  o f f i c i a l s  
and a r e  p re p a re d  t o  c o o p e ra te  in  c o n f in in g  m em bership a c t io n  
t o  app ro v ed  c h a n n e ls ,  th e  w o rk ers  i n  h o s p i t a l s ,  s c h o o ls ,  p o s t  
o f f i c e s ,  and c i t y  a g e n c ie s  o f t e n  su ccee d  in  ch an g in g  th e  
s c r i p t . 8

I n  t h e  c a s e  s tu d ie d  h e r e ,  t h e  ra n k  and f i l e  was u n a b le  t o  a l t e r  

th e  s c r i p t  c a l l i n g  f o r  u n io n  c o o p e ra t io n  an d , in d e e d , th e  fu n d in g  o f  

a u s t e r i t y .  One m igh t a rg u e  t h a t  in s te a d  o f  u s in g  ra n k  and f i l e  d i s ­

s a t i s f a c t i o n  w ith  b u d g e ta ry  c u tb a c k s ,  th e  u n io n s  in s te a d  ch o se  t o  go 

to w ard  b u s in e s s  un io n ism  a c c e p t in g  c o o p e ra t io n  r a t h e r  th a n  c o n f l i c t
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a s  t h e  o n ly  a p p r o p r ia te  and  r e s p o n s ib le  p o s i t i o n .^  W illiam  S c o t t

h ig h l i g h t s  t h e  s p l i t  b e tw een  th e  l e a d e r s h ip  and t h e  ra n k  and f i l e  o f

th e  UFT, f o r  exam ple, d u r in g  th e  1975 t e a c h e r 's  s t r i k e .

In  1975 t h a t  was r e a l l y  a  s t r i k e  by  th e  m em bership . I t  was n o t 
a  s t r i k e  t h a t  t h e  l e a d e r s h ip  a c t u a l l y  w anted t o  l e a d .  The 
l e a d e r s h ip  was aw are o f  t h e  f i n a n c i a l  c r i s i s .  The members f e l t  
t h a t  i t  f e l l  a l l  a ro u n d  them  b u t  t h a t  i t  n e v e r  to u c h e d  them .
And t h i s  th e y  c o u ld  n o t a c c e p t .  And when th e  c o n d i t io n s  in  th e  
c o n t r a c t  t h a t  th e y  d i d n ' t  l i k e ,  o r  when we c o u l d n 't  g e t  a  
s e t t l e m e n t ,  th e y  w an ted  a  s t r i k e  and s t r i k e  th a y  h a d . T h a t w as, 
I  th i n k ,  one o f  t h e  few s t r i k e s  in  p u b l ic  a r e a s  w here t h e  
l e a d e r s h ip  d i d n ' t  le a d  them  o r  en co u ra g e  them . And in  t h a t  
c a s e  t h e r e  was n e i t h e r  -  n o t encouragem ent n o r  l e a d e r s h ip .  And 
i t  was a  p r e t t y  c o s t l y  s t r i k e .  I t  c o s t  t h e  m em bers.
( in te r v ie w  w ith  S c o t t  -  D ecem ber 1978)

The u n io n  le a d e r s h ip  s e p a r a te d  th e  n eed s  o f  t h e  o r g a n iz a t io n  

from  th e  need s  t h a t  m o tiv a te d  i t s  m em bers' r e s i s t a n c e  t o  t h e  

a u s t e r i t y  program  w hich  underm ined  p r i o r  c o n t r a c t  v i c t o r i e s .  And 

s o ,  i t  c o u ld  l a t e r  a rg u e  t h a t  t h e  m u n ic ip a l u n io n s  s u rv iv e d  th e  f i s c a l  

c r i s i s  w ith o u t s u f f e r in g  s e r io u s  damage t o  t h e i r  b a r g a in in g  and 

p o l i t i c a l  pow er.

T h e re  a r e  two o p p o s in g  i n t e r p r e t a t i o n s  o f  th e  f i s c a l  c r i s i s  t h a t

I  now w ish  t o  com pare. They sp e a k  t o  th e  r e l a t i v e  pow er o f  l a b o r  v i s -

a - v i s  management and c a p i t a l .  The f i r s t  i s  g iv e n  by  J a c k  B ig e l ,

l a b o r  c o n s u l t a n t  an d , a c c o rd in g  t o  J a c k  N ew fie ld , "pow er b ro k e r”

f o r  t h e  m u n ic ip a l la b o r  u n io n s .  B ig e l  a rg u e s  t h a t :

I  have a  s e n s e  o f  i n e q u a l i t y . I  s e n s e  t h a t  management h as  
more pow er. I t  i s  management t h a t  d e te rm in e s  th e  econom ic 
f r u i t s  f o r  i t s  em p lo y ees . We have  th e  r i g h t  t o  g r ie v a n c e .
They have  th e  r i g h t  t o  d e te rm in e  p e o p l e 's  l i v e s .  A u n io n  i s  
a  d e f e n s iv e  in s tru m e n t

A cco rd in g  t o  t h i s  v iew , l a b o r  u n io n s  a r e  p o w e rle s s  beyond th e  

m in im al g a in s  t h a t  th e y  m igh t n e g o t i a t e .  G rie v a n c e  p ro c e d u re s  do 

l i t t l e  more th a n  c o o l -o u t  l a b o r  s p o n ta n e i ty  in  th e  f a c e  o f  management
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in t r a n s ig e n c e .  I n  t h i s  view  la b o r  u n io n s  a r e  a lw ays a t  a  d is a d v a n -  ■

ta g e  and a r e  t h e r e f o r e  p o w e r le s s ,  e s p e c i a l l y  d u r in g  c r i s e s  p e r io d s .

A n o th e r  view  i s  o f f e r e d  by C om m issioner A nthony R usso  o f  New

York C i t y 's  O f f ic e  o f  L ab o r R e l a t i o n s .  R usso  s t a t e s  t h a t  " to  a

12g r e a t  e x t e n t ,  t h e  s e r v a n ts  have become th e  m a s te r s ."  Y e t, th e  

h i s t o r y  o f  th e  f i s c a l  c r i s i s  b e l i e s  t h e  v a l i d i t y  o f  t h i s  a n a l y s i s .

I t  was th e  p u b l i c 's  p e r c e p t io n  an d , p e rh a p s , c i t y  m anagem ent' s , t h a t  

t h e  u n io n s  had c o n s o l id a te d  t h e i r  pow er. And in d e e d , I  h ave  a rg u ed  

t h a t  th e s e  u n io n s  w ere a b le  t o  f o r c e  v a lu a b le  and c o s t l y  c o n c e s s io n s  

from  c i t y  management b e f o r e  t h e  f i s c a l  c r i s i s .  B ut d u r in g  t h e  c r i s i s  

t h e  u n io n s  w ere n o t n e g o t i a t i n g  w ith  c i t y  m anagem ent. I  have shown 

t h a t  t h e  c o n d i t io n s  u n d e r  w hich th e y  l a b o r  w ere b e in g  d e c id e d  e l s e ­

w here and n o t by c i t y  m anagem ent. F in a n c e  c a p i t a l  was dem anding th e  

r a t i o n a l i z a t i o n  o f  t h e  l a b o r  p r o c e s s ,  and i t  was c a p i t a l ' s  

r a t i o n a l i t y  t h a t  w a s .a s c e n d in g . T h is  i s  w hat Ken A u le t t a  m isu n d e r­

s ta n d s  when he m a in ta in s  t h a t  t h e  c i t y ' s  u n io n s  a c q u ire d  new power 

a s  a . r e s u l t  o f  t h e i r  p e n s io n  fu n d s  le n d in g  th e  c i t y  so  much o p e r a t in g  

c a p i t a l .  W rite s  A u le t ta :

I n  some way, t h e  f i s c a l  c r i s i s  l e s s e n s  t h e  pow er o f  t h e  u n io n s . 
They m ust te m p er t h e i r  dem ands, w o rry  a b o u t o th e r  a u d ie n c e s ,  
in c lu d in g  t h e  C o n g ress  . . . f o rg e  a  new p a r tn e r s h i p  w ith  th e  
c i t y / S t a t e /  and ban k s t o  a v o id  b a n k ru p tc y , p e rfo rm  u n d e r  th e  
g l a r e  o f  c o n s ta n t  p u b l i c i t y .  B ut o v e r  t h e  f i r s t  t h r e e  y e a r s  
o f  th e  c r i s i s  th e y  a l s o  assum ed new pow ers a s  t h e  c i t y ' s  c h i e f  
b a n k e r . By Ju n e  1978 th e  m u n ic ip a l em ployee p e n s io n  fu n d s  
w ere s c h e d u le d  t o  have in v e s te d  $ 3 -8  b i l l i o n  i n  c i t y  and MAC 
s e c u r i t i e s  -  t h r e e  t im e s  t h e  amount in v e s te d  by  th e  b a n k s . The 
u n io n s  m ilk ed  t h i s  pow er, u s in g  i t  a s  le v e r a g e  in  t h e i r  c o n t r a c t  
n e g o t i a t i o n s  -  no c o n t r a c t ,  no lo a n .  A n o th e r  i n d i c a t i o n  o f  
t h e i r  pow er i s  t h a t ,  s t r i c t l y  s p e a k in g , th e s e  a r e  n o t "u n io n "  
p e n s io n  fu n d s .  N ot o n ly  d id  ta x p a y e r s  c o n t r i b u t e  ro u g h ly  90 
p e r c e n t  o f  th e s e  fu n d s , b u t  p u b l ic  o f f i c i a l s  e x e r c i s e  v o t in g  
c o n t r o l  o v e r  t h r e e  o f  t h e  f i v e  m a jo r c i t y  p e n s io n  fu n d s , a  
pow er th e y  p r e f e r  n o t  t o  a d v e r t i s e  s in c e  th e y  t r a d i t i o n a l l y  
d e f e r  t o  u n io n  w is h e s .^3
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A u le t t a  a rg u e s  t h a t  th e  u n io n s  became b o th  b a n k e r  and em ployee, 

th e re b y  en h an c in g  b a rg a in in g  le v e ra g e  w ith  c i t y  m anagem ent. B ut he 

n e g le c t s  t o  add t h a t  th e s e  u n io n s  w ere , i n  a  v e ry  r e a l  s e n s e ,  n o t 

t r u l y  n e g o t i a t i n g  w ith  c i t y  m an ag ers . N e g o tia t io n s  p ro ced e d  w ith  

ey es  tu r n e d  to w ard s  th e  Em ergency F in a n c ia l  C o n tro l  B oard and 

W ash ing ton , w here th e y  w ere c l o s e l y  fo llo w e d .

The EFCB had th e  f i n a l  a u t h o r i t y  t o  p a s s  on a l l  o f  t h e  c i t y ' s  

m a jo r la b o r  c o n t r a c t s .  The EFCB, one r e c a l l s ,  r e tu r n e d  t h e  1975 

t r a n s i t  s e t t le m e n t  t o  r e n e g o t i a t i o n  b e c a u se  i t  a l l e g e d l y  th r e a te n e d  

th e  c i t y ' s  t h r e e  y e a r  f i n a n c i a l  re c o v e ry  ( a u s t e r i t y )  p la n .  W ith  one 

d e c i s io n  th e  EFCB e s ta b l i s h e d  i t s e l f  a s  t h e  r e a l  n e g o t i a to r  o f  la b o r  

c o n t r a c t s ;  c i t y  management was o n ly  t h e  f i r s t  l e v e l  o f  o p p o s i t io n  

t h a t  t h e  u n io n s  f a c e d .  And c i t y  management had become th e  l e a s t  

im p o r ta n t .  D e fe a t in g  management a t  t h e  n e g o t ia t i n g  t a b l e  became f a r  

l e s s  re w a rd in g  th a n  A u le t t a  makes i t  seem . And, in  f a c t ,  w hat was 

n e g o t ia te d  was th e  d is m a n tl in g  o f  u n io n  in f lu e n c e  and th e  r e o r g a n iz a ­

t i o n  o f  l a b o r  c o n d i t io n s  t h a t  had been  won by th e s e  v e ry  same u n io n s  

in  t h e i r  more m i l i t a n t ,  p o w e rfu l d a y s .

The n e g o t i a t i n g  p ro c e s s  d e m o n s tra te d  t h e  d e c l in e  o f  pow er and 

in f lu e n c e  t h a t  t h e  m u n ic ip a l u n io n s  s u f f e r e d .  And a s  t h e  d a ta  

d e m o n s tra te d , t h e  commitment t o  in v e s t  p e n s io n  fu n d s  was made u n d e r 

c o e rc io n :  th e  c o e rc io n  o f  b a n k ru p tc y , t h e  c o e rc io n  from  t h e  G overnor 

and F e l i x  R o h a ty n , a s  w e l l  a s  t h e  f e d e r a l  governm en t. R a th e r  th a n  

p ro v in g  th e  u n io n s ' pow er, th e s e  p e n s io n  com m itm ents i n d i c a t e  j u s t  

th e  o p p o s i te .  F u rth e rm o re , th e s e  in v e s tm e n ts  t i e  l a b o r 's  h an d s; t o  

th r e a t e n  th e  c i t y  w ith  c o n f l i c t  o r  s t r i k e  was t o  t h r e a t e n  th e  

f i n a n c i a l  f u t u r e  o f  t h e i r  m em bership . They c o u ld  no lo n g e r  oppose
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t h e  ‘b o tto m - lin e  r a t i o n a l i t y  o f  c a p i t a l i s m  b e c a u se  t h a t  w ould now 

t h r e a t e n  t h e i r  in v e s tm e n ts .  T hey had become in t e g r a te d  in t o  th e  

a u s t e r i t y  s t r u c t u r e .

I t  i s  a  c u r io u s  i ro n y  t h a t  t h e  u n io n s  saw t h e i r  in f lu e n c e  fa d e  

w h ile  th e y  w ere becom ing th e  c i t y ' s  m a jo r i n s t i t u t i o n a l  s o u rc e  o f  

f i n d i n g .  As I  have a rg u e d , t h e  o p p o s i te  c a s e  can  b e  made f o r  th e  

c i t y ' s  m a jo r com m ercial and in v e s tm e n t b a n k s . As th e y  d i s in v e s t e d  in  

t h e  c i t y  th e y  saw t h e i r  in f lu e n c e  g r e a t l y  s t r e n g th e n e d .  T hey w ere 

a b le  t o  in d u c e  th e  u n io n s  t o  t a k e  w h a tev e r r i s k  was in v o lv e d  in  

in v e s t in g  in  t h e  c i t y  and th e  M u n ic ip a l A s s is ta n c e  C o rp o ra tio n , even 

a s  th e s e  u n io n s  saw t h e i r  c o n t r a c t s  e ro d e d . As O 'C onnor a rg u e s ,  th e  

fu n c t io n s  o f  t h e  g o v e rn m e n ta l b u d g e ta ry  p ro c e s s e s  depend upon th e  

l e v e l  o f  c l a s s  o r g a n iz a t io n .  I n  t h i s  c a s e ,  we can  s e e  t h a t  th e  

l e g i t i m a t i o n  f u n c t io n s  o f  t h e  s t a t e  s u f f e r e d  a s  t h e  a c c u m u la tio n  

f u n c t io n s  w ere pushed  by a  w e l l  o rg a n iz e d  f i n a n c i a l  s e c t o r .

The e n t i r e  h i s t o r y  o f  t h e  f i s c a l  c r i s i s  t h e r e f o r e  c a l l s  in t o  

q u e s t io n  t h e  v i a b i l i t y  o f  p u b l ic  s e c t o r  u n io n s  a s  t h e  s o le  s o u rc e  o f  

pow er t o  oppose a u s t e r i t y ,  management an d , u l t im a te ly ,  t h e  pow er o f  

p r i v a t e  c a p i t a l  a s  i t  in f lu e n c e s  and im p ac ts  upon th e  fu n c t io n in g  

o f  t h e  c i t y .  In d e e d , t h i s  h i s t o r y  a rg u e s  a g a in s t  t h e  v a l i d i t y  o f  

" i n t e r e s t  g roup" t h e o r i e s  w hich assum e t h a t  u n io n s  and f a c t io n s  o f  

c a p i t a l ,  among o th e r  i n t e r e s t  g ro u p s , can  f a i r l y  com pete w ith in  

l o c a l  g o v ern m e n ts . The d a t a  h e re  sp e a k  t o  th e  in h e r e n t  s t r e n g t h  o f  

c a p i t a l  in  a  c a p i t a l i s t  s o c i a l  sy stem , a s  w e ll  a s  th e  in h e r e n t  pow er­

l e s s n e s s  o f  a  l a b o r  u n io n  d e ta c h e d  from  mass m ovem ents.

What t h i s  c r i s i s  shows i s  t h a t  t h e  p o l i t i c a l  p ro c e s s  o p e ra te d  

o u t s id e  t h e  re a lm  o f  p u b l ic  d is c u s s io n  and in f lu e n c e ;  t h a t  i t
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re sp o n d e d  t o  t h e  n eed s  o f  c a p i t a l ,  and n o t l a b o r ,  d u r in g  c r i s i s ;  and 

t h a t  i t  was te m p o r a r i ly  re o rg a n iz e d  t o  m e d ia te  a  c r i s i s  em erging  

from  c l a s s  s t r u g g l e .  And f i n a l l y ,  t h e  h i s t o r y  o f  t h i s  f i s c a l  c r i s i s  

sp e a k s  t o  th e  w eakness o f  p u b l ic  s e c t o r  u n io n s ,  and u n io n s  in  g e n e ra l  

when th e y  a r e  no lo n g e r  p a r t  o f  a  w id e r  s o c i a l  movement. W ith o u t 

su c h  a  movement -  u n i t i n g  p u b l ic  s e c t o r  w ork ers  w ith  p r i v a t e  s e c to r  

w o rk e rs , p u b l ic  w o rk ers  w ith  w ork ing  c l a s s  co m m u n ities , th o s e  w ith  

jo b s  w ith  th o s e  who do n o t have wage la b o r ,  u n i t i n g  th o s e  who s u f f e r  

from  a u s t e r i t y  -  p u b l ic  em ployee u n io n s  have l i t t l e  p u b l ic  s u p p o r t 

w ith  w hich  to  oppose management and c a p i t a l .  U l t im a te ly ,  management 

and c a p i t a l  w ere a b le  t o  u se  th e  s p l i t  betw een  p u b l ic  and p r i v a t e  

s e c t o r  work t o  p r e s e n t  p u b l i c  s e c t o r  u n io n s  a s  a  s e l f i s h  and g reed y  

i n t e r e s t  g ro u p .

T h is  b r in g s  me t o  my l a s t  s p e c i f i c  p o in t .  D u rin g  M arch I 98I 

th e  f i s c a l  c r i s i s  was o f f i c i a l l y  d e c la r e d  c u re d  -  s i x  y e a r s  a f t e r  i t s  

o f f i c i a l  d e s ig n a t io n  a s  a  c r i s i s .  W hile new spapers  and p u b lic  

o f f i c i a l s  c e l e b r a t e  t h e  c i t y ' s  " c u r e ,"  i t s  w o rk e rs , a lo n g  w ith  

w ork in g  c l a s s  and p o o r  co m m u n itie s , c o n t in u e  t o  f e e l  t h e  lo n g  te rm  

im p ac t o f  a u s t e r i t y .  I n  l i g h t  o f  t h e  im pact t h a t  a u s t e r i t y  h a s  had 

on t h e  s o c i a l ,  p o l i t i c a l  and  econom ic h i s t o r y  o f  t h i s  c i t y ,  one 

p o n d e rs  th e  h id d e n  q u e s t io n  o f  t h i s  r e s e a r c h .  What co n seq u en ces  d id  

t h i s  c r i s i s  have on th e  p o l i t i c a l  v i a b i l i t y  o f  th e  p u b l ic  s e c t o r  

l a b o r  movement?

I  have m a in ta in e d  t h a t  t h e  f i s c a l  c r i s i s  p r e s e n te d  t h e  c i t y ' s  

f i n a n c i a l  and c o r p o r a te  e l i t e  w ith  t h e  o p p o r tu n i ty  t o  r e o r g a n iz e  

c i t y  govern m en t. I n  th e  f a c e  o f  t h e i r  a c t i v i t y ,  t h e s e  f a c t i o n s  o f  

th e  c a p i t a l i s t  c l a s s  met l i t t l e  r e s i s t a n c e  from  th e  c i t y ' s  la b o r
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u n io n s . To be  s u r e ,  th e  c i t y ' s  u n io n s  d id  n o t  j u s t  p a s s iv e ly  a c c e p t  

t h e  b a n k e r s ' p la n s ;  th e y  d id  n o t  r o l l  o v e r  and d i e .  Y e t, th e y  d id  

f a i l  t o  p r e s e n t ,  o rg a n iz e  o r  en co u rag e  a  u n i te d  o p p o s i t io n  f o r c e ;  

in d e e d , t h i s  f a i l u r e  le d  them  to  c o o p e ra te  w ith  a u s t e r i t y  t o  " c u t  

t h e i r  l o s s e s . "

The im pact o f  a u s t e r i t y  i s  f e l t  each  day  a s  p u b l ic  s e c t o r  

w ork ers  la b o r  w ith in  more s t r i c t l y  c o n t r o l l e d  and managed b u re a u c ra ­

c i e s .  T h ese  w o rk e rs  w ere t h e  " sc a p e g o a ts "  o f  t h i s  c r i s i s  a l lo w in g  

c a p i t a l  once a g a in  t o  s h i f t  c r i t i q u e  away from  ev ery d ay  l i f e  in  

c a p i t a l i s m  to w ard s  th e  w ork ing  c l a s s  i t s e l f .  T h is  id e o lo g ic a l  

d e f l e c t i o n  s u i t e d  c a p i t a l  w e l l  and h e lp e d  s t r e n g th e n  m anagem ent. 

T oday, th e  c i t y ' s  w o rk ers

a r e  fa c e d  d a i l y  w ith  th e  a r ro g a n c e  o f  th o s e  who h o ld  pow er in  
th e  b ig  p u b l ic  b u r e a u c ra c ie s  t h a t  su p p o se d ly  s e rv e  th e  p e o p le .  
T rapped  in s id e  w hole sy s te m s , t h e  v a s t  m a jo r i ty  o f  p u b l ic  
w ork ers  f in d  th e m se lv e s  n o t o n ly  blam ed f o r  t h i s  c l u s t e r  o f  
f a i l u r e s ,  b u t ,  th ro u g h  pay  c u t s ,  l a y  o f f s ,  sp eed  ups and , 
c o n t r a c t in g  o u t ,  th e y  a r e  fo r c e d  t o  pay  f o r  them  a s  w e l l .  ^

G iven t h i s ,  one m ust c h a l le n g e  th e  c o n te n t io n  o f  some u n io n

o f f i c i a l s  t h a t  th e y  f a r e d  w e l l  d u r in g  th e  f i s c a l  c r i s i s .  The

s t r a t e g i e s  ad o p ted  by th e s e  u n io n s  a l l  p o in te d  t o  t h e i r  r e l a t i v e  la c k

o f  pow er. T hese s t r a t e g i e s  w ere a l l  fo rm u la te d  t o  a v o id  c o n f l i c t ,

and t h a t  th e y  d id  w e l l .  S o , i n  t h e i r  own narrow  te rm s , th e  u n io n s

d id  s u r v iv e  t h e  c r i s i s  -  b u t  in  t h e  p ro c e s s  o f  s u r v iv in g ,  we f in d

th e  u n io n s  more i s o l a t e d  from  b o th  t h e  c i t y ' s  pow er s t r u c t u r e  and th e

u n io n s ' -own ra n k  and f i l e .  The s e p a r a t io n  o f  u n io n  from  w orker

th e re b y  adds t o  th e  r e l a t i v e  p o w e r le s s n e s s  o f  th e s e  u n io n s .

D u rin g  c r i s i s ,  how ever, c o n f l i c t  i s  u n a v o id a b le  i f  o p p o s i t io n

f o r c e s  a t te m p t t o  c h a l le n g e  t h e  s t a t u s  quo and b o th  t h e  r a t i o n a l i t y

and pow er o f  c a p i t a l .  As P iv e n  and C low ard a rg u e  in  P o o r P e o p le 's
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Movements " th e  m ain f e a t u r e s  o f  co n tem p o ra ry  p o p u la r  s t r u g g le s  a r e

b o th  a  r e f l e c t i o n  o f  an  i n s t i t u t i o n a l l y  d e te rm in e d  lo g i c  and a

15c h a l le n g e  t o  t h a t  l o g i c . "  F o r  o p p o s i t io n  t o  b e  e f f e c t i v e ,  in  te rm s  

o f  b ro ad  c l a s s  n eed s  a s  a g a i n s t  t h e  u n io n s ' narrow  s e l f  i n t e r e s t ,  i t  

m ust r e f u s e  t h e  co n v en ien ce  o f  b e in g  " r e a l i s t i c "  i f  t h a t  r e a l i s m  i s  

fo rm u la te d  t o  i n h i b i t  r e s is ta n c e . '.a n d  s o c i a l  ch an g e . I  a rg u ed  t h a t  

t h i s  was t h e  lo g ic  o f  b e in g  " r e a l i s t i c "  d u r in g  th e  f i s c a l  c r i s i s .  To 

be r e a l i s t i c  m eant t h a t  l a b o r  had t o  a v o id  c o n f l i c t  f o r  f e a r  o f  

b a n k ru p tc y . The l a b o r  u n io n s  b a c k e d -o f f  c h a l le n g in g  t h a t  lo g ic  w hich 

th e re b y  a llo w ed  c a p i t a l  t o  i n s t i t u t e  a u s t e r i t y  t h a t  much more' 

q u ic k ly .

S t i l l ,  we m ust r e c o g n iz e ' t h a t  t h e  u n io n s ' l e a d e r s h ip  w as-n o t

" f r e e  t o  a c t  w ith o u t r e g a r d  t o  t h e  c o n s t r a i n t s  im posed by t h e i r  

16s o c i a l  c o n te x t . "  I  a rg u e d  th ro u g h o u t t h e  p re c e d in g  c h a p te r s  t h a t  

t h e r e  w ere p o w e rfu l c o n s t r a i n t s  p la c e d  upon th e  l a b o r  u n io n s .  N ever­

t h e l e s s ,  t h e s e  c o n s t r a i n t s  w ere c o n s t r u c te d  o v e r  a  p e r io d  o f  one y e a r  

and in d i c a t e  t h e  f a i l u r e  o f  l a b o r  t o  a c t  d e c i s i v e ly  in  o p p o s tio n  t o  

th em . T h is  le a d s  me t o  s u g g e s t  t h a t  t h i s  h e ig h te n e d  t h e  n e c e s s i t y  o f  

lab o r/co m m u n ity  u n i ty ,  o f  j u s t  th e  o p p o s i te  o f  w hat o c c u r r e d .  I n  

a n a ly z in g  t h e  co n seq u en ces  o f  w orker and p o o r  p e o p l e 's  m ovem ents, 

P iv e n  and C low ard f o r c e f u l l y  make th e  p o in t  t h a t  th e s e  g ro u p s  co u ld  

n o t  f u r t h e r  t h e i r  c l a s s  i n t e r e s t s  w ith o u t s e r io u s  c o n f l i c t ,  an d , t h i s  

c o n f l i c t  b r in g s  b a c k la s h .  The b a c k la s h  i t s e l f  i n d i c a t e s  t h e  pow er o f  

t h e  p r o t e s t .

I n  a  s e n s e ,  P iv e n  and C low ard a rg u e  a s  I  d id  h e r e ,  t h a t  c l a s s  

s t r u g g le  ebbs and f lo w s . T hey a rg u e  a g a in s t  c l a s s  c o l l a b o r a t io n  a s  

an  e f f e c t i v e  means f o r  p u sh in g  w ork ing  c l a s s  i n t e r e s t s .  The
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u n w il l in g n e s s  o f  l a b o r  u n io n s  t o  engage in  s o c i a l  c o n f l i c t  s p l i t s  th e  

u n io n  from  t h e  a c t iv is m  o f  i t s  m em bersh ip . P iv e n  and C low ard w r i te  

t h a t

I t  i s  a s  i f  g ro u p  o r  c l a s s  s t r u g g le s  c a n , when c a r e f u l l y  
managed p ro c e e d  w ith o u t e n g e n d e rin g  c o n f l i c t .  O b v io u s ly , th e  
la b o r  s t r u g g le s  o f  t h e  m i d - th i r t e e s  h e lp e d  p ro d u ce  th e  
c o r p o r a t e - l e d  b a c k la s h  t h a t  began  i n  1939 and c u lm in a te d  in  
t h e  " w itc h -h u n ts "  o f  th e  l a t e  f o r t i e s  and e a r l y  f i f t i e s ;  and 
j u s t  a s  o b v io u s ly  t h e  b la c k  s t r u g g le s  o f  th e  f i f t i e s  and 
s i x t i e s  h e lp e d  p ro d u ce  th e  b a c k la s h  o f  t h e  s e v e n t i e s  . . . B ut 
how c o u ld  i t  have  b een  o th e rw is e ?  Im p o r ta n t i n t e r e s t s  w ere a t  
s t a k e ,  and had th o s e  i n t e r e s t s  n o t been  a  p ro fo u n d  s o u rc e  o f  
c o n te n t io n ,  t h e r e  w ould have been  no need  f o r  l a b o r  in s u rg e n c y  
in  th e  one p e r io d  n o r  b la c k  in s u rg e n c y  in  t h e  o th e r .  P u t 
a n o th e r  way, th e  r e l e v a n t  q u e s t io n  t o  a sk  i s  w h e th e r , on 
b a la n c e ,  t h e  movement made g a in s  o r  l o s t  g ro u n d ; w h e th e r i t  
advanced  t h e  i n t e r e s t s  o f  w ork ing  p e o p le  o r  s e t  back  th o s e  
i n t e r e s t s . ^ 7

W hile  t h i s  c a s e  d o es  n o t in v o lv e  h i s t o r i c a l  c o n d i t io n s  e x a c t ly

s i m i l a r  t o  th o s e  s t a t e d  by P iv e n  and  C low ard , th e  q u e s t io n  rem a in s

t h e  sam e. Were t h e r e  p o l i t i c a l  o p t io n s  a v a i l a b l e ,  " su p p re s s e d

h i s t o r i c a l  a l t e r n a t i v e s "  a s  B a r r in g to n  Moore te rm s  them , t h a t  w ere 

18n o t s e iz e d ?  T h is  le a d s  me t o  my f i n a l  p o in t .  The f i s c a l  c r i s i s  

and  i t s  a u s t e r i t y  s o lu t i o n  r e p r e s e n te d  a  s e r io u s  s e tb a c k  t o  th e  

w o rk e rs ' movement b e c a u se  t h e r e  was an  a b se n c e  o f  a  mass movement t o  

p r o t e c t  t h e  p r e v io u s ly  won g a in s  o f  p u b l ic  s e c t o r  w o rk ers  and w ork ing  

c l a s s  c o m m u n itie s . G iven  t h i s ,  we can  a rg u e  t h a t  t h e  u n io n  le a d e r s h ip  

f a i l e d  t o  p rom ote  su ch  a  m ass movement; t h a t  i t  f e a r e d  th e  l o s s  o f  

c o n t r o l  o v e r  i t s  m em bership t h a t  t h e  u n io n s  may have  s u f f e r e d ;  t h a t  

i t  f e a r e d  t h e  co n seq u en c es  o f  c l a s s  c o n f l i c t .  The u n io n  l e a d e r s h ip  

c h o se  t o  p r o t e c t  t h e  u n io n  a s  an  o r g a n iz a t io n  w ith  d e c re a s in g  

p o l i t i c a l  in f lu e n c e  r a t h e r  th a n  p ro m o tin g  th e  c l a s s  need s o f  th e  ra n k  

and  f i l e .  C o n se q u e n tly , t h e r e  was no e f f e c t i v e  n o r  s u s ta in e d  e f f o r t  

t o  p ro d u ce  a  movement a g a i n s t  a u s t e r i t y .
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T h is  th e n  b r in g s  me t o  my c o n c lu d in g  p o in t :  I n  th e  ab sen ce

o f  an  a n t i - a u s t e r i t y  movement, u n i t i n g  la b o r  w ith  community 

r e s i s t a n c e ,  t h i s  f i s c a l  c r i s i s  p ro v id e d  a  s o c i a l  m i l ie u  t h a t  en a b le d  

f in a n c e  c a p i t a l  t o  e x e r c i s e  a  n e a r ly  f r e e  hand t o  r e o r g a n iz e  c i t y  

governm ent t o  m eet c o r p o r a te  n e e d s . I n  t h e  p r o c e s s ,  a u s t e r i t y  became 

th e  b a s i s  o f  a  new c l a s s  p o l i t i c .  I t  became th e  id e o lo g ic a l  and 

p o l i t i c a l  fo rm u la  f o r  t h e  r e a s s e r t i o n  o f  pow er and s o c i a l  c o n t r o l  by 

f a c t i o n s  o f  th e  c a p i t a l i s t  c l a s s ,  a s  w e ll  a s  t h e  b a s i s  f o r  th e  

r e o r g a n iz a t io n  o f  th e  b u d g e ta ry  p r i o r i t i e s  o f  c i t y  govern m en t. I n  

t h e  p ro c e s s ,  how ever, a u s t e r i t y  a l s o  p r e s e n ts  t h e  h i s t o r i c  

o p p o r tu n i ty  f o r  a  reem erg en ce  o f  a  w orker-com m unity  movement w ith  a  

mass b a s e .  A u s t e r i t y  d o es  n o t a l l e v i a t e  th e  c r i s i s ,  r a t h e r ,  i t  

s h i f t s  th e  b u rd en  o f  t h e  c r i s i s  o n to  t h e  ev eryday  l i v e s  o f  w o rk e rs . 

A u s t e r i t y  does i n d i c a t e  t h e  r e a s s e r t i o n  o f  c o n t r o l  by c o r p o r a te  and 

f in a n c e  c a p i t a l  v i s - a - v i s  l a b o r .  S t i l l ,  i t  i s  no more th a n  a  moment 

in  t h e  e v e r  ch an g in g  d i a l e c t i c  o f  c l a s s  s t r u g g l e .
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