


during the walkout, the teachers ended up with a contract that
included no wage increase; only a single $300 cost of living
adjustment (COLA) for most union members; and the loss of 9C
minutes a week in preparation time for some teachers. The Board of
Education agreed to rehire 2400 teachers, but their salaries would be
paid with the wages lost and the Taylor Law penalties to be paid by
the rest of the union members (and the state supreme court Ilater
ruled that the teachers had to pay taxes on the lost wages!). Despite
the meagerness of the contract gains, the pact was rejected outright
by the EFCB because it was said to ‘‘gravely violate’’ the city’s
financial plan with its insufficient stipulations for higher teacher
productivity. In addition, only ten days later, in the midst of the big
October 1975 default scare, the trustees of the teachers union pension
fund were pressured into purchasing $150 million in MAC bonds *‘‘to
help save the city.”’

The investment of pension funds has been one of the key
elements in the offensive against city workers. In the course of the
series of default and bankruptcy scares, the funds were made into the
primary source of money to pay off the city’s debts. The total
investment by the five major funds of more than $3.8 billion (of their
$10.7 billion total assets) has demonstrated how willing the
union leadership has been to ‘‘help solve the crisis.”’” This has turned
city workers into involuntary partners with the banks and
administration in taking responsibility for city finances, thus putting
them in a position in which any further serious struggles could
threaten their retirement money. And this has taken place while the
financial junta has been working vigorously to reduce pension
benefits. In February 1976 the EFCB eliminated the Increased
Take-Home Pay plan, then Beame announced that steps were being
taken so that the city could end its participation in the Social Security
system (thus depriving city workers of federal retirement benefits),
and at the end of June the state legislature voted to reduce pension
benefits for new public workers and increase their required
contribution into the funds. Furthermore, it was revealed that the city
was neglecting to fulfill its full obligations for pension fund
payments. A state commission headed by Otto Kinzel estimated in a
March 1976 report that the city had underfunded the five major
pension systems by $6 billion.10

The first confrontation following the federal ‘‘bail-out’’ of the
city involved the transit workers. Even before negotiations for a new
contract began in 1976, the federal government indicated its intention
of preventing the transit workers from making any advances by
limiting the use of federal transportation funds for operating
expenses (and thus for paying for wage gains). And after the Transit
Workers Union (TWU) and the Transit Authority reached a
last-minute agreement that included no basic wage increase but a 25
percent rise in the COLA, the Treasury Department pressured the
EFCB to reject the pact and impose another which reduced the COLA
increase and made it depend on increases in worker productivity.
(The Treasury Department was obviously well aware of the fact that
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in recent years more than a dozen audits of the Transit Authority by
the state controller had found ‘‘gross examples of overtime abuses,
absenteeism, loafing and poor productivity.”” 11) Acting in what had
become the typical manner of city union leaders, TWU head Matthew
Guinan decided there was no need to submit the revised contract to a
new membership vote.

The EFCB and the Transit Authority also used the situation to
playv off the demands of transit workers against those of transit users.
While the original contract was being negotiated, transit chief David
Yunich repeatedly warned that any wage gain would necessitate
further increases in the fare. At the same time, officials suggested
that one of the reasons wage increases could not be given was the
widespread use of slugs and jumping of turnstiles by riders. In 1975
the TA admitted that about 740,000 people a day were avoiding the
fare, and early in 1976 the head of the transit police proudly

EFCB officials kindly recommended
that 1199 accept a productivity
agreement, adding that wherever
public money was involved, worker
sacrifices would now be necessary.

announced that the figure had been reduced to 28,000 as a result of 2
terror campaign in which people arrested for fare-beating (close tc
20,000 in 1975) were stripped and searched after being caught. There
were even reports that a black man was shot to death by a transit cop
when he tried to enter the subway through an exit gate. 12

The federal role in imposing austerity was intensified after the
transit ‘‘settlement’’ as negotiations were beginning on new
contracts for most of the other city unions. Senate Banking
Committee chairman William Proxmire urged the Treasury
Department to end the federal loan program if the wage freeze were
not strictly enforced and called for $24 million in further reductions of
worker benefits and the elimination of what remained of rent control.
Treasury Secretary William Simon himself warned of dire
consequences for violating the freeze (even with COLAs) and
demanded a revision of the three-year plan and the extension of it
through 1979. Thus the principle inserted in the transit contract --
that any wage gain be limited to COLAs and that these depend
strictly on real increases in productivity -- became the federal
government’s requirement for the continuation of its ‘‘rescue”’
program. The leadership of the city unions accepted this policy with
only a few half-hearted charges of ‘‘fiscal blackmail’’ and proceeded
to join with the EFCB to implement the $24 million reduction in labor
costs through their participation on a newly-formed labor-manage-
ment committee on productivity. Even the labor editor of the usually
reactionary New York Daily News, Michael Patterson, indicated in a
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news analysis that he was surprised at the extent to which the unions
had ‘‘joined the mayor’s management team.’’ 13

The productivity policy even played a role when a group of
private sector workers in the city went on strike to demand wage
improvements in a new contract. During the 11-day walkout of
District 1199 workers at 34 non-minicipal hospitals in July 1976, the
hospital administrators insisted that wage increases were impossible
because the city government had indicated ‘‘it could not afford’’ to
increase Medicaid payments to the hospitals. (The city at that time
was paying about $260 million in Medicaid subsidies.) EFCB officials
kindly recommended that 1199 accept a productivity agreement,
adding that wherever public money was involved, worker sacrifices
would now be necessary. The union, which was seeking a ten percent
wage increase, declined the offer and finally forced the hospitals to
agree to binding arbitration; but the arbitrator’s ruling, handed down
two months later, provided only a 4.5 percent wage increase for the
second half of a year-long contract and made some reductions in
management’s pension costs. Even so, the hospital administrators
were disappointed and warned of the need for layoffs and closings of
facilities.

The fiscal crisis atmosphere proved even more effective for those
in power in August, when 18,000 workers at municipal hospitals went
on strike to protest layoffs. As the walkout entered its second day,
state officials announced an effective reduction in Medicaid
reimbursements to city hospitals of about $22 million a year. The
strike ended after four days when the union agreed to give up $10
million in COLAs for 1976. The 1350 laid off workers were reinstated,
but two days later the Health and Hospitals Corporation (HHC)
announced that as many as 3000 more workers would have to be laid
off uniess the $22 million in Medicaid reimbursements were made up
through productivity increases. The leadership of the union, Local
420 of District Council 37, agreed to join with the HHC on a
productivity task force in order to save jobs.

This is where things stood for city workers in the fall of 1976. The
EFCB, the federal government, and the rest of the financial junta had
managed through outright money manipulation to bring to a virtual
halt the wage gains of city employees and to reimpose the strict
correlation between wages and productivity that had been smashed
by the struggles of the 1960’s. And even then, there was no
guarantee given that increased productivity would fead to increased
wages (actually, only COLAs). Through massive layoffs and attrition,
the junta had also imposed a severe intensification of the work of city
employees and used the huge investments of pension funds in city
notes and bonds to make struggle by those employees a very risky
endeavor. Throughout all of this, the role of the union leadership
became one of helping to implement the austerity, indicating that
those in power had succeeded in one of their major goals in the
intensified counter-offensive: to transform the union leadership from
a lever used by workers to pry loose more money, as Fortune
magazine phrased it back in 1968, to a lever to be used by capital to
pry loose and destroy the power accumulated by city workers.

There were some signs in September 1976 that this
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transformation might be undermined by police officers, who held
numerous militant demonstrations against deferred raises and
changes in their schedules that required an additional ten days of
work a year. There were some tense moments as large groups of
off-duty cops (still carrying their guns) staged noisy protests outside
Police Commissioner Michael Codd’s home, encouraged bands of
youths who were mugging people outside the Muhammed Ali-Ken
Norton heavyweight championship fight at Yankee Stadium, and
blocked traffic on Fifth Avenue outside Jimmy Carter’'s New York
campaign headquarters. In the end, the cops won back their six
percent wage increase for 1975 and got the city to modify the
schedule change, but there was no momentum built up for a general
offensive against the austerity.

THE ATTACK ON EDUCATION, HEALTH, AND WELFARE

The financial junta’s assault on the City University has followed
much the same pattern of seeking higher productivity -- in this case
from students as well as faculty and staff. After the $32 million cut
ordered by the MAC in the summer of 1975, the Board of Higher
Education (BHE) agreed in December to cut its budget for the
upcoming spring term by $55 million, a move that was said to require
a month-long payless ‘‘furlough’’ for CUNY employees. At the same
time, the BHE effectively ended the policy of open enroliment by
instituting a “‘minimum academic standard’’ tor aamission, in addi-
tion to a high school diploma. 14 (This standard later became one of
being in the top three-quarters of one’s graduating class.)’ In the
spring of 1976 CUNY officials made various threats concerning the
closing or merging of a number of colleges, but these plans were
constantly modified and delayed because of militant student protests.
Yet, the BHE did impose a qualifying examination for students to
pass from the sophomore to the junior year, and, after closing down
the entire CUNY system for 12 days, the board ended the
129-year-old tradition of free tuition for undergraduates, instituting
annual charges of $750 for freshmen and sophomores and $900 for
juniors and seniors. Meanwhile, the faculty was forced to forgo wage
increases and to defer until 1978 two weeks’ pay. Then, in order to
implement a $69 million retrenchment program mandated by CUNY
chancellor Robert Kibbee to comply with EFCB demands, the various
colleges began drawing up plans for laying off as much as one-fifth of
their faculties, including, for the first time, tenured professors. All of
this took place under the shadow of the announcement by the city
government that it intended to end its $392 million contribution to the
senior colleges in 1977 and leave the financing to make up only $40
million of this figure, thus setting the stage for further cutbacks and
layoffs, as well as major structural changes in CUNY to make it serve
more effectively the new labor requirements of business in New York.

It has been in the area of welfare and Medicaid that the financial
junta has been most cautious about making wholesale cuts, since they
obviously recognize the extreme volatility of this situation.
Throughout 1975 and 1976 the main attention given to this area was
in a series of studies by various government and business groups --
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including the Temporary State Commission to Revise the Social
Service Laws, the Citizens Budget Commission, and the Regional
Planning Association -- which all reached the conclusion that welfare
payments were too high and that there thus continued to exist
‘‘disincentives’’ to working at (low) waged jobs. The Temporary
Commission even found that despite wage increases in the private
sector, the total of welfare payments and subsidies was still higher
than the average wage, while a RAND Corporation study discovered
that the total value of payments and services received by weilfare
families was often as much as 20 percent higher than both annual pay
at the minimum wage and the federal poverty level.15 This residue of
power from the struggles of the 1960’s clearly had to be attacked.
There was an attempt in the state legislature in 1976 to reduce
welfare payments by ten percent; but the junta decided to move
forward in a manner that was less blunt.

One of the first steps involved the appointment of J. Henry
Smith, retired chairman and chief executive officer of the Equitable
Life Insurance Company, as head of the city’s Human Resources

The clear intention of the campaign to
track down ‘‘runaway’’ fathers was to
undermine the ‘‘fiscal abandonments’’
and reimpose the discipline of the
family on men and women alike.

Administration. Smith, who brought with him a reputation for being a
ruthless administrator, proceeded to shake up the welfare
bureaucracy itself, seeking to solve the problem of low productivity
among social service workers.16 At the same time, the city and state
were proceeding with two quiet but intensive federally sponsored
campaigns: first, a drive to eliminate ‘‘ineligibles’’ from the welfare
rolls, a drive which reportedly lowered ‘‘ineligibility’’ in the city to
10.5 percent in 1975, down from 18.3 percent in 1973. The second,
and more crucial, campaign has consisted of an effort to track down
absentee fathers and force them to assume financial responsibility for
wives and children of welfare. The federal government threatened to
withdraw about $50 million in welfare reimbursements unless the city
recovered that same amount through establishing paternity and
imposing child-support payments on many of the estimated 300,000
runaway fathers in the city.17 The clear intention was to undermine
the ‘‘fiscal abandonments’’ that have worked to the advantage of
both husbands and wives, while simultaneously reimposing the
discipline of the family on men and women alike.

Then, in early 1977, those in power appeared to be moving
forward with a more direct assault on benefits. Governor Carey’s
proposed state budget for the 1977-1978 fiscal year included a $200
million reduction in welfare and Medicaid expenditures. The
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Medicaid cut involved the elimination of a broad range of health
services, while Carey threatened to carry out the slash in welfare
appropriations through the imposition of a 45-day limit on home relief
payments to ‘‘employable’’ people without children. (Home relief -- a
form of welfare not supported by the federal government -- mainly
covers people who have exhausted their unemployment benefits.)
Several days after the presentation of the proposed budget, State
Social Services Commissioner Philip Toia, apparently feeling pleased
with the attack on ‘‘welfare parasites,’’ suggested that the state
return to the ‘‘soup-line concept’’ in dealing with the poor. 18
Nevertheless, the important development that the New York financiai
junta was awaiting was the emergence of the national welfare
strategy of the Carter Administration, especially concerning the
proposed creation of a standardized income maintenance system
under the direct control of the federal government.

This compietes an account of the more important aspects of
capital’s intensified counter-offensive in New York. This long string
of defeats for the working class in the city has dramatized the
determination with which business and government have sought to
undermine the power accumulated in the struggles of the previous 15
years. What has been remarkable -- though perhaps not so
surprising, given the extraordinary measures used -- has been the
relative ease with which those in power have implemented the
conditions of austerity. This is not to say there have been no
resistance and no constraints on the actions of the financial junta; but
the situation has been such that even the strongest cases of resistance
have been transformed into additional instances of defeat. The two
most notable examples of this phenomenon have been the massive
rent strike at Co-Op City and the struggie over the ‘‘People’s
Firehouse.”’

THE LIMITS OF RESISTANCE

Co-Op City is a huge housing project (the largest in the U.S.) of
about 60,000 people in the Bronx that was built as part of the
Mitchell-Lama Program, an arrangement in which the state provided
real estate tax subsidies to promote the construction of middle-
income housing. The residences are not actually cooperatives, and
the State Housing Division is essentially the landlord. In May 1975, in
the midst of the early stages of the ‘‘debt crisis,’’ the state announced
a 33 percent rent increase, which was to be the first in a five-step hike
totaling 100 percent -- said by officials to be necessary to compensate
for sharply rising mortgage and bond-interest costs. The strike began
the following month, and for the next 13 months nearly 90 percent of
the families in the project handed over their monthly checks to a
steering committee. The strike -- undertaken in the midst of capital’s
fiscal assault, including the continuation of the weakening of rent
control -- drew a tough response from the financial junta: rent money
deposited in a bank by the steering committee was impounded, an
injunction and $5 million in contempt-of-court fines were imposed
against the committee, and the state threatened to foreclose on
Co-Op City’s $436 million mortgage. And when the tenants wanted to
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end the strike, the only option open to them was to agree to an
arrangement in which they would be given effective control over the
project for six months in order to determine for themselves whether
the rent increases were ‘‘necessary.’’ In other words, what the
tenants had won was the right of se/f-management of austerity: the
conditions of the intensified counter-offensive had been so effectively
established that -- in this case at least -- the financial junta no longer
needed to exercise direct coercion. The handing over of $20 million
(68 carton boxes full of checks) by the steering committee to the State
Supreme Court after the settlement of the strike symbolized the new
situation in the city: the flow of money (and power) was now from the
working class back to capital, a direct reversal of the movement
generated during the struggles of the 1960's. Perhaps the fullest
impact of the dilemma of the Co-Op City tenants -- the dilemma of
having to impose austerity on themselves -- came two months later,
when the maintenance and security staff at the project went out on
strike for higher wages. The walkout ended after several days, with
the tenant managers agreeing to a moderate pay increase; but the
situation indicated the extent to which the working class of the city
had been reduced to a position in which it was capable of little more
than the redistribution of poverty. 19

A related sort of defeat resulted from the struggle surrounding
the ‘‘People’s Firehouse.”” When the city administration -- in the
midst of closings of numerous hospitals, libraries, and other facilities
-- attempted in November 1975 to eliminate Fire Engine Company
210 in the Northside section of Brooklyn, community residents began
a round-the-clock occupation of the building. After more than a year’s
occupation by the residents -- during which time they renamed the
facility ‘‘People’s Firehouse’’ (though the occupiers never went out to
fight any fires and the engine itself never left the building) -- the city
capitulated. But the terms of the agreement did not include the
reinstatement of Company 210; instead, it involved the transfer of
Rescue Company No. 4 from the Maspeth section of Queens to
Northside. The occupiers declared it a victory nonetheless, while the
residents of Maspeth obtained an injunction in State Supreme Court
against the transfer. As of this writing, the issue had not been
settled; yet what seems clear is that the Northside struggle, like that
at Co-Op City, failed to subvert the conditions of austerity and was
thus reduced to a matter of the allocation of scarcity.

Aside from the difficulties of resisting austerity demonstrated in
these two cases, a major problem in the formulation of a strategy of
resistance is the ambiguous character of many of the services being
cut back. Most everyone is opposed to reductions in fire protection,
public health care (such as it is), and garbage collection -- though
firefighters, hospital employees, and sanitation workers usually are
unwilling to do more work at lower pay to make up for the cutbacks.
Yet, is everyone opposed to police cutbacks that mean reductions in
political surveillance or harassment of prostitutes? Is everyone
opposed to Welfare Department staff cutbacks that (in some cases)
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result in a loosening of eligibility requirements? Is everyone opposed
to CUNY cutbacks that necessitate the cancellation of required,
non-credit ‘‘remedial’’ classes? The probiem is that what are usually
lumped together under the rubric of ‘‘services’’ are actually some
very different sorts of functions, many of which serve business and
government much more than they serve the working class. Most of
the functions of police and social workers, for instance, are outright
forms of social control. ‘‘Services’’ such as the public schools and

In the place of the circulation of victory
exhibited in the interaction of city
workers and city ‘‘clients’’ in the
1960’s we are faced with the circulation
of defeat.

colleges are engaged in the process of socialization as they try to mold
young people to fit the labor requirements of business and
government. Finally, there are mixed cases: the transit system, for
example, is primarily designed to get people to their waged jobs
(which was made quite clear in 1976 when transit officials
investigated the possibility of shutting down the subways on the
weekends), but millions of people depend on it in all of their
activities.

Given these ambiguities, it is perhaps less surprising that there
haven’t been more violent reactions to cutbacks. Young people who
have been tearing up the schools or not showing up at all are not
about to protest when the city decides to shorten the schoolday by 30
minutes or shut down facilities altogether. Ghetto residents trying to
survive by various hustles on the street are not about to protest when
the city reduces police patrols. And, for that matter, it is likely that
none of us is prepared to protest unequivocally when the city closes
hospitals that have reputations for doing more harm than good to
their patients. What all this indicates is that the nature of the
intensified counter-offensive has caused the divisions in the working
class to once again begin to work to the advantage of capital. No
longer do the autonomous struggles of the different sectors of the
class in the city result in more power for each vis-a-vis capital. In the
place of the circulation of victory exhibited in the interaction of city
workers and city ‘‘clients’”’ in the 1960’s we are faced with the
circulation of defeat. No group has been unaffected by the austerity,
S0 controversies over the ‘‘racist’’ or ‘‘sexist’’ nature of the layoffs
and cutbacks miss the whole point of what is happening and only
serve to accelerate that circulation.

THE FUTURE OF AUSTERITY

The above has clearly done a lot more to illustrate what an
effective response to austerity is not than it has done to show what
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one js. The difficulty in doing the latter is that the initiative at this
time is still with capital, so we must devote much of our energy to
reassessing the likely plans of the junta for the future of austerity.
Yet, this too is no simple matter, for the direction of the plans
has not been at all clear. On the one hand, there have been numerous
indications that they may opt- for a prolonged period of
underdevelopment and austerity. Rohatyn, for example, has warned
that ‘‘the pain is just beginning’’ and that in coming years New York
will have to undergo ‘‘the most brutal kind of financial and fiscal
exercise any community will ever have to face.’” 20 Deputy Mayor
John Zuccotti has declared that ‘‘the era of the politics of plenty is
closed, replaced by the politics of scarcity.”” 21 And as this is being
written, the banks are pressuring the city to accept the creation of a
permanent ‘‘watchdog’’ agency for municipal finances after the
authorization for the EFCB expires in 1978. Moreover, there have
been moves by the junta to push its assault on wages to the limit
through the promotion of volunteerism (free work). The New York
Times, in an article entitled ‘‘City Seen Entering A Retrenchment
Era,”’ noted that Rohatyn envisions ‘‘a city with a vast army of
civilian part-time volunteers relieving clerical workers in the Police
and Fire Departments, hospital workers, and all kinds of
administrative workers. ‘The Mayor has got to tell the people we’re at
war,’ he said.‘In a war you have volunteers, you have rationing.’’ 22

Yet, there have also been indications of plans to redevelop the
city (though clearly on capital’s terms). In 1976 Roger Starr, then the
city’s Housing and Development Administrator and now Henry Luce,
Professor of Urban Values at New York University and a member of
the editorial board of the New York Times, put forth the notion
of*‘planned shrinkage’’ of the ghettos, meaning that the administra-
tion would concentrate cutbacks in those areas to hasten their
depopulation and lay the groundwork for their eventual reconstruc-
tion into industrial centers. Starr later also came out in favor of a
revival of the Resettlement Administration of the New Deal era in
order to move (poor) people out of the center-cities and into places
where ‘‘job opportunities’ are greater.23 Rohatyn has essentially
endorsed the same scheme (while avoiding the controversial phrase
‘‘planned shrinkage’’) in his prescription: ‘‘Take a 30-block area,
clear it, blacktop it, and develop an industrial park with the whole
package of tax, employment, financing incentives already in place.”
He also has looked back to the New Deal, as well as to postwar
planning and Kennedy's New Frontier, in his calls for a new
Reconstruction Finance Corporation to carry out a new Marshall Plan
for the ‘‘declining cities’’ and for an ‘‘urban peace corps’’ of young
business executives to help ‘‘save’’ the cities of the northeast. 24
Beyond this, other officials have envisioned the expansion of New
York’s role as the preeminent ‘'knowledge city’’ of the world, while
various government and private committees (including David
Rockefeller’'s Business-Labor Working Group) have been hard at
work drawing up plans for attracting investment back to the city --
plans that will undoubtably include more measures like the
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agreement of the New York construction unions to accept a 25 percent
wage reduction for renovation work.

The ambiguity concerning development and underdevelopment
is largely due to capital’s uncertainty as to how successful it has been
in permanently disciplining the working class in New York, and also
to the tension between capital’s desire to seek that discipline through

The people of the city are in a much
stronger position than people in less
crucial areas for capital, who, when
capital is forced to ‘“‘move out,”’ are
left with nothing but power over their
own poverty.

underdevelopment and the extremely important role New York plays
for world business. The city remains the global headquarters,
financial, and communications center, and it contains enormous fixed
investments in real estate and infrastructure, along with a specialized
(albeit often uncooperative) labor force -- all of which could not be
duplicated elsewhere without many years of upheaval in capitalism as
a whole.

What this means is that as powerful as the New York working
class may have become, capital cannot underdevelop the city much
more. The people of the city are thus in a much stronger position than
people in less crucial areas (for capital), who, when capital is forced to
‘““‘move out,’’ are left with nothing but power over their own poverty.
The working class of the city thus has no choice but to build the
struggle to gain power over the enormous wealth which is managed in
New York. The publisher of the elite journal, New York Affairs, has
candidly indicated the essence of the crisis by writing: ‘‘Whether or
not the promises of social and economic entitiements of the 1960’s
can be rolled back to a lower order of magnitude without social
upheaval is what is being tested in New York City..."”” 25 If nothing
else is certain, it is clear that the final result of this test has not been

determined yet.
February 1977
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