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Copyright 1996 The Washington Post 
The Washington Post 

September 26, 1996, Thursday, F i n a l E d i t i o n 

SECTION: WEEKLY - MD; Pg. MOI; MARYLAND POLITICS 

LENGTH: 981 words 

HEADLINE: GOP Lawmakers Under F i r e From Right 

BYLINE: Charles Babington; Manuel Perez-Rivas, Washington Post S t a f f W r i t e r s 

BODY: 

Maryland Republicans, who haven't enjoyed much success i n statewide p o l i t i c s , 
u s u a l l y aim t h e i r sharpest c r i t i c i s m s at Democrats. But a bare-knuckled GOP 
newsletter out of Baltimore has ba t t e r e d some Republican l e g i s l a t o r s so harshly 
t h a t the party's House of Delegates leader i s c a l l i n g f o r a t r u c e . 

The monthly newsletter i s published by the Republican Club of Maryland, a 
staunchly conservative group t h a t has no o f f i c i a l t i e s t o the s t a t e Republican 
Party. The club s t r o n g l y supports 1994 g u b e r n a t o r i a l nominee E l l e n R. Sauerbrey 
but o f t e n c r i t i c i z e s moderate Republicans and the s t a t e p a r t y chairman, Joyce 
Lyons Terhes. 

The group's August newsletter c a r r i e d a l e t t e r t o the e d i t o r from James A l v i n 
Jones J r . , of C a t o n s v i l l e , a gun r i g h t s a c t i v i s t . The l e t t e r attacked s i x 
Republican s t a t e senators and three delegates who had voted f o r a gun c o n t r o l 
measure i n the 1996 General Assembly session. Jones's l e t t e r c a l l e d on GOP 
voters " t o clean out" those lawmakers and labeled them "turncoats." 

That was too much f o r Del. Robert H. Kittleman (R-Howard), House m i n o r i t y 
leader and a close a l l y of Sauerbrey's. 

" I cannot support your club's work as long as such attacks continue," 
Kittleman s a i d i n a l e t t e r published i n the club's September newsletter. 
Kittleman, who d i d not support the gun c o n t r o l measure, said the s t a t e GOP has 
to t o l e r a t e d i f f e r e n t views i f i t i s t o grow. 

"There i s no l i t m u s t e s t f o r membership i n the Republican Party," K i t t l e m a n 
wrote. " I f our p a r t y ' s continued growth i s going t o come i n suburban communities 
l i k e Montgomery County, Republicans elected from those areas are l i k e l y t o 
represent c o n s t i t u e n t s who favor more gun c o n t r o l and are pro-choice." 

Guy Sabatino, president of the club, said i n an i n t e r v i e w t h a t the newsletter 
i s meant as a forum f o r Republican a c t i v i s t s , and the club doesn't n e c e s s a r i l y 
endorse the sentiments expressed i n the published l e t t e r s . 

"We put p o s i t i v e and negative l e t t e r s " i n the p u b l i c a t i o n , he said. 

Mooers v. Morella e t a l . 

With s i x weeks l e f t before E l e c t i o n Day, the campaign i n Maryland's 8th 
Congressional D i s t r i c t i s heating up as Democratic candidate Donald L. Mooers 
steps up atta c k s on Rep. Constance A. Morella (R). 
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But he's s t i l l t r y i n g t o get at Morella v i a other Republicans. 

For most of the campaign, Mooers has t r i e d t o l i n k her t o House Speaker Newt 
Gingrich (R-Ga.), whose conservative views are anathema t o most Montgomery 
County v o t e r s . On Tuesday, Mooers widened h i s a t t a c k by r e l e a s i n g a r e p o r t on 
the p o t e n t i a l economic impact of Republican p r e s i d e n t i a l candidate Robert J. 
Dole's tax c u t t i n g proposal on jobs i n Montgomery, n o t i n g t h a t Morella supports 
Dole f o r p r e s i d e n t . 

The r e p o r t was w r i t t e n by economist George A. A k e r l o f , a senior f e l l o w at the 
Brookings I n s t i t u t i o n , who i s married t o Janet L. Y e l l e n , a C l i n t o n appointee t o 
the Federal Reserve. I t concluded t h a t the Dole plan could cost Montgomery 
70,000 jobs over s i x years. 

"We haven't heard a s i n g l e , s o l i t a r y word of dissent from Mrs. Morella," 
Mooers said at a news conference Tuesday, standing before a huge map of 
Montgomery marked w i t h s i x hatchets. "She e i t h e r doesn't understand the 
i m p l i c a t i o n s of t h i s r a d i c a l plan, or she doesn't care. 

"The budget i s about more than Bob Dole, i t ' s about the Republican Party," 
Mooers said. 

I n a statement released w i t h the r e p o r t , Mooers accused Morella of "working 
t o e l i m i n a t e the jobs t h a t are the l i f e support of Montgomery County f a m i l i e s . 
This would be a t r a g i c v i c t i m i z a t i o n of the hard-working c i t i z e n s of our 
community." 

Morella responded by n o t i n g t h a t she has the endorsement of f e d e r a l employee 
unions and t h a t d u r i n g t h i s session of Congress, she has voted against 
Republican tax cut proposals. She added t h a t she has not endorsed the Dole tax 
cut p lan, saying, "My record s t a t e s my p o s i t i o n . " 

"Who i s he running against?" Morella asked. " I s he running against Newt 
Gingrich? I s he running against Bob Dole? 

" I t h i n k he's searching." 

Glendening on a Mission 

Gov. P a r r i s N. Glendening and a few top aides w i l l t r a v e l t o Asia i n 
mid-November f o r the governor's second overseas e f f o r t t o boost Maryland's 
f o r e i g n t r a d e . 

Glendening (D) w i l l discuss business issues, i n c l u d i n g t r a de through the Port 
of Baltimore, w i t h government and p r i v a t e o f f i c i a l s i n Taiwan and South Korea, 
his aides s a i d . Accompanying him, according t o s t a t e o f f i c i a l s , w i l l be James T. 
Brady, secretary of business and economic development; Jim Hughes, s t a t e 
d i r e c t o r of i n t e r n a t i o n a l business; David L. Winstead, the s t a t e t r a n s p o r t a t i o n 
secretary; Tay Y o s h i t a n i , executive d i r e c t o r of the Maryland Port 
A d m i n i s t r a t i o n ; and at l e a s t one aide from the governor's o f f i c e . 

Glendening i s t o r e t u r n t o Maryland a f t e r the i n i t i a l v i s i t s , but Brady and 
Hughes w i l l t r a v e l t o Japan and China f o r f u r t h e r trade t a l k s . 
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Glendening spent e i g h t days i n May on a trade mission t o Norway, Germany, the 
Netherlands and Great B r i t a i n . Upon r e t u r n i n g , Glendening said h i s next trade 
mission would be t o the Far East, according t o spokesman Ray Feldmann. 

Single-Issue Viewers 

A recent survey of Montgomery County Cable 55 subscribers found t h a t many 
viewers considered r e g u l a r sessions of the f u l l County Council "boring" but t h a t 
they might be more i n c l i n e d t o watch sessions devoted t o s i n g l e issues of 
p a r t i c u l a r i n t e r e s t . 

Now, the c o u n c i l t h i n k s i t has found a possible remedy: t e l e v i s i n g l i v e 
c o u n c i l committee sessions. 

"We are t r y i n g t o respond t o what we learned about viewer preferences," 
County Council President G a i l Ewing (D-At Large) said i n a statement announcing 
the new l i v e t e l e c a s t s . 

Last week, the new program began w i t h a l i v e a i r i n g of a j o i n t Public Safety 
and Health and Human Services meeting. The subject was treatment f o r drunken 
d r i v i n g offenders and a d d i c t i o n treatment at the county j a i l . 

There was no word yet on the r a t i n g s . 

LANGUAGE: ENGLISH 

LOAD-DATE: September 26, 1996 
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Copyright 1996 The F i n a n c i a l Times L i m i t e d 
F i n a n c i a l Times 

September 23, 1996, Monday LONDON EDITION 1 

SECTION: COMMENT & ANALYSIS; Pg. 18 

LENGTH: 918 words 

HEADLINE: Monetary v i g i l : 
Michael Prowse . America: 
Fed chairman Alan Greenspan should ignore the s i r e n voices 
t e l l i n g him t h a t the b a t t l e against i n f l a t i o n i s won 

BODY: 
Tomorrow's meeting of the US Federal Reserve could prove of h i s t o r i c 

importance. I f governors and r e g i o n a l presidents vote t o r a i s e i n t e r e s t r a t e s 
modestly, they w i l l be sending a strong s i g n a l t h a t the US i s committed t o 
maintaining permanently low i n f l a t i o n . I f they do nothing, the safest conclusion 
may be t h a t US i n f l a t i o n w i l l begin t o d r i f t higher i n coming years. Mr Alan 
Greenspan and colleagues w i l l have shown they lack g r i t . They w i l l have bowed t o 
pressure from p o l i t i c i a n s and academics t o pursue a more "expansionary" p o l i c y . 

The case f o r r a i s i n g r a t e s modestly i s p e r f e c t l y c l e a r . Mr Greenspan has 
r i g h t l y argued on numerous occasions t h a t Fed p o l i c y must be designed t o act 
pre-emptively. The c e n t r a l bank must "look beyond cur r e n t data readings and base 
a c t i o n on i t s assessment of where the economy i s headed". The reason i s simple: 
r a t e increases e x e r t a r e s t r a i n i n g i n f l u e n c e only w i t h a considerable l a g , o f t e n 
as long as a year t o 18 months. The f a c t t h a t most measures of i n f l a t i o n are at 
present subdued - the "core" r a t e of consumer p r i c e i n f l a t i o n , f o r example, 
r e c e n t l y dropped t o 2.6 per cent - i s i r r e l e v a n t . What matters i s the f u t u r e 
outlook f o r i n f l a t i o n . 

Since the beginning of t h i s year, the Fed and other f o r e c a s t e r s have been 
p r e d i c t i n g an economic slowdown. There was even t a l k of a recession. Yet instead 
of slowing, growth accelerated t o an average annual r a t e of 3.4 per cent i n the 
f i r s t h a l f . I n the second q u a r t e r , growth increased t o an annual r a t e of 4.8 per 
cent - about t w i c e as f a s t as the economy's long-term p o t e n t i a l . 

Fast growth has caused a r a p i d t i g h t e n i n g of labour markets. Employment i s 
growing about 30 per cent f a s t e r t h i s year than l a s t year. The jo b l e s s r a t e has 
plunged from an average of 5.6 per cent l a s t year t o 5.1 per cent l a s t month. 
This i s f a r below estimates of the l e v e l of unemployment co n s i s t e n t w i t h s t a b l e 
i n f l a t i o n - the s o - c a l l e d Nairu - which i s reckoned t o be about 5.8 per cent. 

The f a l l i n unemployment i s having the expected impact on pay. Growth of 
average earnings has increased s t e a d i l y f o r the past three years. The employment 
cost index (which includes f r i n g e b e n e f i t s ) was up 3.2 per cent i n the most 
recent q u a r t e r , compared w i t h 2.8 per cent l a s t year. Wages w i l l receive a 
f u r t h e r boost t h i s October when the n a t i o n a l minimum wage i s increased. 

Opponents of r a t e increases w i l l p o i n t t o sluggish growth of r e t a i l sales as 
a sign the economy may slow n a t u r a l l y i n the second h a l f . But the r e t a i l sales 
f i g u r e s are n o t o r i o u s l y u n r e l i a b l e . Revisions f r e q u e n t l y exceed the monthly 
changes. I f domestic demand were r e a l l y s o f t , would the US trade d e f i c i t be 
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widening at an alarming rate? The July d e f i c i t of $ 11.7bn (L7.5bn) was one of 
the worst on record, and other figures suggest no loss of economic momentum: 
housing s t a r t s , for example, rose 4.5 per cent las t month to t h e i r highest level 
i n more than two years. Is t h i s a sign of an economy crushed by an excessively 
t i g h t monetary policy? 

The facts are these: wage pressures are mounting, the jobless rate i s i n the 
i n f l a t i o n a r y danger zone, and economic growth i s far above i t s long-term 
pote n t i a l . Growth might slow sharply i n coming months. But given the lags i n 
monetary policy, the question i s whether i t would be prudent for the Fed to rel y 
on t h i s happening. To t h e i r c r e d i t , the majority of the Fed's regional 
presidents apparently think not. A leak last week showed that eight of the 12 
presidents are requesting an increase i n the discount rate - f i v e want a 
quarter-point increase and three a half-point increase. 

The discount rate - now of largely symbolic significance - i s controlled by 
the Fed's seven Washington-based governors. The requests for an increase from 
the regional presidents, however, are a sign that they favour an increase i n the 
federal funds rate, which i s now 5.25 per cent. The federal funds rate i s the 
benchmark for short-term rates throughout the economy and i s under the dir e c t 
control of the Fed's open-market committee, which meets tomorrow. The regional 
presidents command f i v e of the 12 votes on the committee. 

Tomorrow's decision - which everyone agrees i s f i n e l y balanced - w i l l depend 
largely on the stance adopted by Mr Greenspan, who has acquired tremendous 
authority i n his nine years as Fed chairman. President Clinton's appointees on 
the Fed's board - Ms Alice R i v l i n , the vice-chairman, and Ms Janet Yellen and Mr 
Laurence Meyer (both academic economists) - may argue that, with i n f l a t i o n 
subdued, the Fed can afford to wait a l i t t l e longer to see whether the economy 
slows of i t s own accord. Some of the regional presidents w i l l take the opposite 
l i n e . 

To j u s t i f y a modest quarter point increase i n rates, Mr Greenspan does not 
even have to t a l k of tightening policy. He can simply argue that some of the 
recession "insurance" taken out i n the past 18 months (three quarter-point cuts 
i n rates) i s now no longer needed. I f i t was r i g h t to lower rates las t year when 
the economy looked weak, i t i s surely r i g h t to raise them now when i t looks 
strong. I f the economy does subsequently slow down, rates can easily be reduced 
again. 

P o l i t i c a l l y , the easiest option for Mr Greenspan would be to postpone a 
decision on rates u n t i l after the election. But t h i s would not be the most 
economically prudent decision. After nearly 20 years of struggle the US i s on 
the verge of achieving "price s t a b i l i t y " . I t would be tragi c i f the Fed threw i n 
the towel j u s t when success was within reach. 

LANGUAGE: ENGLISH 

LOAD-DATE: September 23, 1996 
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Copyright 1996 I n s t i t u t i o n a l I n v e s t o r , Inc. 

BondWeek 

September 9, 1996 

SECTION: Vol. XVI, No. 36; Pg. 1 

LENGTH: 412 words 

HEADLINE: CLASHING PRESS REPORTS ON FED'S NEXT MOVE CONFUSE ALREADY SKITTISH 
MARKET 

BYLINE: Viken Berberian 

BODY: 

C o n f l i c t i n g press r e p o r t s on the Federal Reserve's next monetary p o l i c y move 
have Wall St r e e t pros wondering who's a c t u a l l y r i g h t . Following a Fed conference 
i n Jackson Hole, Wyoming, a Wall Street Journal s t o r y l a s t week reported t h a t 
the Fed would l i k e l y r a i s e r a t e s a sharper-than-expected 50 basis p o i n t s a t t h i s 
month's Federal Open Market Committee meeting. At about the same time, and based 
on the same conference, the Washington Post reported t h a t although the economy 
doesn't appear t o be slowing as q u i c k l y as the Fed expected, o f f i c i a l s s t i l l 
aren't sure whether t o r a i s e short-term i n t e r e s t r a t e s at a l l t h i s f a l l . And a 
Bloomberg L.P. s t o r y reported t h a t senior Fed o f f i c i a l s continue t o recommend 
e i t h e r a 25 or 50 basis p o i n t t i g h t e n i n g . F i n a l l y , Market News reported t h a t a 
50 basis p o i n t t i g h t e n i n g was f a r f e t c h e d . So who's r i g h t ? 

A l l t h i s confusion has caused e r r a t i c moves i n the long bond's y i e l d since 
the Fed conference. A day before the meeting, the long bond y i e l d stood at 
7.12%. Following Labor Day weekend, the y i e l d dropped t o around 7%. Then by 
Friday morning, p a y r o l l s sent y i e l d s b r i e f l y t o as high as 7.19%, only t o come 
down t o 7.15% an hour l a t e r . 

"From what I'm hearing, the [Wall S t r e e t ] Journal s t o r y was a m i n o r i t y view 
at the Fed," says P a t r i c k Ledford, p o r t f o l i o manager at Ci t i b a n k Global Asset 
Management, w i t h $ 650 m i l l i o n i n fixed-income assets under management. Ledford 
notes t h a t the confusion on the Fed's next move i s not a r e f l e c t i o n of i n t e r n a l 
d i v i s i o n s , but of d i f f e r e n t i n t e r p r e t a t i o n s on the Street and i n the f i n a n c i a l 
press on the economy's s t r e n g t h . But according t o Kevin Flanagan, money market 
economist a t Dean W i t t e r Reynolds, the press r e p o r t s are p a r t l y r e f l e c t i n g the 
Fed's i d e o l o g i c a l d i v i s i o n s . 

Reporters i n t e r v i e w e d d i f f e r e n t Fed o f f i c i a l s w i t h opposing i d e o l o g i c a l 
persuasions a t the Jackson Hole conference, agrees a Treasury salesman at Aubrey 
Lanston. President C l i n t o n ' s appointees, i n c l u d i n g A l i c e R i v l i n , Laurence Meyer 
and Janet Y e l l e n , have adopted a strong growth, but benign i n f l a t i o n approach 
t h a t does not c a l l f o r an immediate r a t e h i k e , says the salesman. He expects no 
change i n Fed p o l i c y t h i s year. The more bearish a r t i c l e s r e f l e c t Alan 
Greenspan's views, he says. And according t o Ed Hyman, c h i e f economist at 
I n t e r n a t i o n a l Strategy & Investment ( I S I ) , the press r e p o r t s are at variance 
because the FOMC hasn't made up i t s mind yet whether t o ease or t i g h t e n . 

LANGUAGE: ENGLISH 
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Copyright 1996 Law & Business, Inc. 
Banking P o l i c y Report 

August 5, 1996 

SECTION: MERGERS & ACQUISITIONS; Volume 15, Number 15; Pg. 7 

LENGTH: 4827 words 

HEADLINE: Second Quarter Actions Feature Global Mix With Some Twists 

BODY: 

For the f i r s t time i n awhile, the mega-mergers shaping the f u t u r e of American 
banking appear t o be absent from Federal Reserve Board bank expansion decisions. 
Instead, second qua r t e r approvals reveal a r a t h e r novel mix of domestic and 
fo r e i g n bank mergers, a c q u i s i t i o n s , and product expansions approvals. 

Banks from Russia and the Czech Republic were among f o r e i g n i n s t i t u t i o n s 
granted Fed permission t o expand banking i n t e r e s t s i n the United States d u r i n g 
the March-to-June p e r i o d . More than one-fourth of the t r a n s a c t i o n s approved by 
the Fed dur i n g the q u a r t e r came from f o r e i g n banks. 

The d e c i s i o n l i s t also included a r a r e d i v i d e d vote by the Fed board 
approving an a c q u i s i t i o n by a Colorado-based bank and a New Jersey t r a n s a c t i o n 
t h a t some considered a p o r t e n t of change i n Fed merger a p p l i c a t i o n procedure. 

Russian, Czech A p p l i c a t i o n s 

The Fed okayed a request by the $ 1 b i l l i o n - a s s e t Promstroybank of Russia, 
Moscow, and the $ 14.6 b i l l i o n - a s s e t Komercni Banka, A.S., Prague, Czech 
Republic, t o set up r e p r e s e n t a t i v e o f f i c e s i n New York. I n approving the 
Russian and Czech bank o f f i c e s , the Fed hi n t e d t h a t i t might have been tougher 
i n judging the two a p p l i c a t i o n s i f they had proposed more f a r - r e a c h i n g bank 
operations. 

The Fed pointed out t h a t under the Foreign Bank Supervision Enhancement Act 
of 1991 (FBSEA), i t must determine t h a t a f o r e i g n bank has "a s i g n i f i c a n t degree 
of s u p e r v i s i o n " by i t s home country r e g u l a t o r before approving i t s request t o 
open f o r business i n the United States. 

"This standard, however, i s not mandated by law," the Fed said i n discussing 
the Russian bank a p p l i c a t i o n . I n f a c t , the Fed said, the standard "may not be 
necessary i n instances i n which the banking a c t i v i t i e s would be l i m i t e d 
g e n e r a l l y t o t r a d i t i o n a l r e p r e s e n t a t i v e o f f i c e a c t i v i t i e s . " I t described these 
as mainly i n f o r m a t i o n - g a t h e r i n g and promotion, i n v o l v i n g a l i m i t e d number of 
employees and other s i m i l a r f a c t o r s " t h a t minimize the p o t e n t i a l of such o f f i c e 
t o a f f e c t adversely U.S. customers or c o u n t e r p a r t i e s . " 

The Fed then added: 

"The Board has determined t h a t , i n appropriate circumstances, an exception 
may be made t o the general r e p r e s e n t a t i v e o f f i c e standard." I t used s i m i l a r 
language i n approving the Czech bank's request t o open a New York o f f i c e . 

Competitive Impact Dispute 
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Two characteristics t y p i f y Fed bank expansion decisions. V i r t u a l l y a l l 
transactions acted on are approved, and almost a l l votes are unanimous. The 
Board departed from the norm during the second quarter when i t s p l i t 3 to 2 to 
allow the Colorado-based Aspen Bancshares, Inc., to acquire the Colorado-based 
Val Cor Bancorporation, Inc., and i n d i r e c t l y acquire Valley National Bank of 
Cortez. 

Voting for the transaction were Fed Chairman Alan Greenspan and Govs. 
Lawrence B. Lindsey and Susan M. P h i l l i p s . Voting against were Govs. Edward W. 
Kelley Jr. and Janet L. Yellen. 

The dispute w i t h i n the Board was on whether the merger would seriously 
r e s t r i c t competition. The majority conceded the transaction would t r i g g e r a 
657-point r i s e i n the Herfindahl-Hirschman Index (HHI) to 2367 — an increase 
that normally would be a red f l a g for the Department of Justice (DOJ). (The HHI 
is a numerical r a t i n g system used by the DOJ to rate market concentration by 
deposits. The agency's guidelines suggest that i t generally w i l l challenge 
mergers that increase the HHI 200 points or more, and compile a post-merger 
score of at least 1800.) 

In t h i s case, however, the Fed majority pointed out that HHI i s only a 
guideline, and that the DOJ cleared the Colorado transaction. The majority 
argued that the HHI "tends to overstate" the concentration that would resu l t 
from t h i s acquisition. For instance, the majority said, seven depository 
i n s t i t u t i o n competitors, including four i n Cortez, would remain the market af t e r 
consummation of the proposal. 

In a dissenting statement, Kelley and Yellen said the proposal combines the 
market's largest and f i f t h largest insured depository i n s t i t u t i o n s , which 
together would control more than 38 percent of market deposits and would be 
twice the size of i t s next largest competitor. "Considerations r e l a t i n g to 
other factors do not lend s u f f i c i e n t weight to warrant approval of t h i s 
proposal," the dissenters said. 

Reverse Merger 

Another second quarter Fed decision raised eyebrows i n some banking c i r c l e s . 
The Fed approved a unique proposal by the Massachusetts-based Fleet Financial 
Group, Inc., to acquire the New Jersey-based NatWest Bank, N.A., a U.S. banking 
a f f i l i a t e of British-based National Westminster Bank. The unusual aspect was 
that Fleet would bring the two organizations together through a transaction 
known as the reverse merger. 

Instead of simply adding NatWest Bank to the Fleet system, a Fleet subsidiary 
in New York would merge with NatWest Bank, temporarily leaving NatWest Bank as 
the surviving i n s t i t u t i o n . NatWest Bank's shares then would be exchanged for 
Fleet shares, and the bank would receive a new name — Fleet Bank, N.A. 

The unusual t w i s t , according to bank lawyers, i s that i n the past the Fed did 
not require a banking organization proposing a reverse merger to seek Fed 
approval. I t was a transaction t y p i c a l l y channelled through the Office of the 
Comptroller of the Currency (OCC). In the view of lawyers, the Fleet decision 
suggests the Fed i n the future w i l l require f i l i n g of a Bank Holding Company Act 
application even i f a bank holding company i s not being acquired or doing the 
acquiring. 
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Though absent the potential policy implications of the Fleet decision, there 
were other unusual transactions okayed by the Fed during the April-to-June 
quarter. 

Multi-State Expansion 

One proposal by the Hawaii-based F i r s t Hawaiian, Inc., involved f i n a n c i a l 
i n s t i t u t i o n s i n four states. The $ 7.4 b i l l i o n - a s s e t F i r s t Hawaiian operates 
two banks and a savings association i n Hawaii. I t i s the second largest insured 
depository organization i n the state. 

Under i t s expansion plan approved by the Fed, F i r s t Hawaiian w i l l establish 
de novo the Oregon-based Pacific One Bank, which would acquire 26 branches i n 
Oregon. I t also would acquire the Idaho-based Idaho F i r s t Bank and, through i t s 
Hawaii-based saving association subsidiary, acquire f i v e branches located i n 
Washington state. 

The Fed said that af t e r consummation of the transaction. F i r s t Hawaiian would 
remain the second largest insured depository organization i n Hawaii, and would 
become the seventh largest i n Oregon, the 15th largest i n Idaho, and would rank 
46th i n Washington. 

Community Development 

Community development also was among the innovations encouraged by the Fed 
during second quarter bank expansion decisions. The agency okayed a plan by the 
Louisiana-based F i r s t Commerce Corporation to become a l i m i t e d partner i n the 
Louisiana-based 150 Baronne Street Limited Partnership. 

The Fed said the purpose of the transaction i s to develop an o f f i c e building 
i n the h i s t o r i c section of the New Orleans, central business d i s t r i c t . The 
nearly vacant building i s located i n a low-and moderate-income area, and also i s 
adjacent to a public housing project. F i r s t Commerce plans to convert the 
building into a hotel complex. 

The Fed said F i r s t Commerce plans to give a majority of the f u l l - t i m e jobs at 
the hotel to low- and moderate-income individuals. Part of the plan includes 
creation of a special program to t r a i n welfare recipients residing i n public 
housing projects for employment i n the hotel complex. A portion of the net 
p r o f i t s earned by the partnership also w i l l be donated to a nonprofit 
corporation that provides low-cost housing, employment, and business 
opportunities to disadvantaged persons, the Fed said. F i r s t Commerce w i l l 
invest $ 4.9 m i l l i o n i n the project and plans to provide $ 7.8 m i l l i o n of the $ 
15 m i l l i o n construction financing, the Fed added. 

Capital Adequacy 

Though the Fed approved a l l transaction voted during the second quarter, i t 
did require one banking organization to revise i t s plan somewhat because of the 
Fed's concern about c a p i t a l i z a t i o n of the proposal. 

This transaction involved a request by the New Jersey-based Bessemer Group, 
Inc., to invest i n a variety of commodities, and exchange-traded and over-the 
counter instruments. Bessmer would do t h i s by creating the do novo New 
York-based Bessemer Asset Management Inc. (BAM), which would serve as the 
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general p a r t n e r of l i m i t e d p a r t n e r s h i p making these investment decisions. 

The Fed said t h a t Bessemer proposed deducting i t s e q u i t y investment i n BAM i n 
c a l c u l a t i n g Bessemer's also argues i t should not be req u i r e d t o consolidate the 
assets and l i a b i l i t i e s of the p a r t n e r s h i p w i t h Bessemer f o r r e g u l a t o r y c a p i t a l 
purposes. 

The Fed challenged t h i s approach. "The Board does not b e l i e v e t h a t deduction 
of the nominal investment t h a t Bessemer proposes t o make i n BAM adequately 
addresses the r i s k of t h i s proposal and the p o t e n t i a l exposure of Bessemer and 
BAM," the Fed sai d . "BAM would serve as the sole general partner of the 
partnerships and would exercise exclusive c o n t r o l over the a c t i v i t i e s of the 
partn e r s h i p s . " 

The Fed then approved Bessemer's plan, "subject t o the c o n d i t i o n t h a t 
Bessemer cons o l i d a t e the assets and l i a b i l i t i e s of the partnerships w i t h the 
f i n a n c i a l statements of Bessemer f o r r e g u l a t o r y c a p i t a l purposes." 

A p p l i c a t i o n Protests 

Bank expansion plans considered by the Fed during the second quarter o f t e n 
s t r u c k a c o n t r o v e r s i a l chord. About t w o - t h i r d s of the a p p l i c a t i o n s were 
contested. Complaints were almost evenly d i v i d e d between those who gr i p e d t h a t 
bank expansion plans ignored the needs of the economically disadvantaged and 
those concerned about other issues such as shareholder r i g h t s and competition. 
Despite the challenges, a l l t r a n s a c t i o n s voted by the Fed during the l a s t 
quarter were approved. 

F i r s t Hawaiian's f o u r - s t a t e expansion plan was among those contested. The 
Fed said one p r o t e s t o r — The Nation of Hawaii — complained t h a t F i r s t 
Hawaiian's lead s u b s i d i a r y bank i n Honolulu f a i l e d t o meet the needs of low- and 
moderate-income r e s i d e n t s . The p r o t e s t o r also said the bank " i l l e g a l l y 
d i s c r i m i n a t e s i n i t s lending p r a c t i c e s against F i l i p i n o s and n a t i v e Hawaiians." 
Complaints were f i l e d under the Community Reinvestment Act (CRA) and the Home 
Mortgage Disclosure Act (HMDA). 

CRA i s a 1977 law t h a t r e q u i r e s banking o r g a n i z a t i o n t o meet the c r e d i t needs 
of the e n t i r e communities i n which they operate. CRA performance must be taken 
i n t o account by r e g u l a t o r y a u t h o r i t i e s i n judging expansion a p p l i c a t i n s by 
banking o r g a n i z a t i o n s . HMDA i s a 197 5 law t h a t requires banks and other 
depository i n s t i t u t i o n s t o compile and make a v a i l a b l e t o the p u b l i c and 
supervisory a u t h o r i t i e s i n f o r m a t i o n about home mortgage and home improvement 
leading p r a c t i c e s . The f a i r lending laws include the Equal C r e d i t Opportunity 
Act (ECOA) and the F a i r Housing Act, two s t a t u t e s t h a t expressly p r o h i b i t 
d i s c r i m i n a t i o n i n lending. 

IN the case of F i r s t Hawaiian, the Fed said t h a t g e n e r a l l y high marks on i t s 
CRA examinations disprove complaints t h a t F i r s t Hawaiian d i s c r i m i n a t e s against 
any group. 

The Fed responded i n k i n d t o s i m i l a r complaints aimed at the a p p l i c a t i o n of 
the Minnesota-based Norwest Corporation t o acquire the Missouri-based P r u d e n t i a l 
Home Mortgage Company, Inc. Protestors contended t h a t P r u d e n t i a l ' s "record of 
making housing-related loans t o m i n o r i t i e s r a i s e s adverse considerations f o r 
t h i s proposal." But the Fed found t h a t " f a i r lending i n i t i a t i v e s extend 
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through the mortgage operations of Norwest and include f a i r lending t r a i n i n g of 
a l l employees." 

I n another case, the Fed conceded t h a t a su b s i d i a r y of a banking o r g a n i z a t i o n 
involved i n an expansion request — the Minnesota-based Farmers State 
c o r p o r a t i o n — received a low grade ("needs t o improve") i n i t s 1994-95 CRA 
examinations from the Federal Deposit Insurance Corporation (FDIC). Farmers 
proposed a c q u i r i n g the Minnesota-based F i r s t S e c u r i t y Bank-Madison. 

The Fed approved the t r a n s a c t i o n a f t e r s t a t i n g t h a t the bank involved "has 
taken a c t i o n s i n response t o the compliance issues i d e n t i f i e d by the FDIC." 

Non-CRA Challenge 

One of the p r o t e s t s d e a l i n g w i t h non-discriminatory issues r a i s e d during the 
second qua r t e r was d i r e c t e d at the a p p l i c a t i o n of Tennessee-based Wilson Bank 
Holding Company, a $ 217 m i l l i o n - a s s e t i n s t i t u t i o n , t o acquire the 
Tennessee-based DeKalb Community Bank. The Fed said the bank had been known as 
the DeKalb Bank & Trust Company, but the name was changed t o Dekalb Community 
Bank during processing of the Fed a p p l i c a t i o n . 

The name change prompted a p r o t e s t from the Tennesse-based Union Planters 
Corporation complaining t h a t the bank's name was " s u b s t a n t i a l l y s i m i l a r " t o the 
previous name of one of i t s s u b s i d i a r y banks — DeKalb County Bank & Trust 
Company. Union Planters argued t h a t the s i m i l a r i t y between these names and 
DeKalb Community Bank's employment of former t r u s t o f f i c e r s from DeKalb County 
Bank & Trust Company "would cause customer confusion and enable the bank t o 
compete u n f a i r l y f o r new customers," the Fed sai d . 

I n approving the Wilson Bank Holding Company expansion proposal, however, the 
Fed said i t lacked the j u r i s d i c t i o n t o s e t t l e disputes about the s i m i l a r i t y of 
banking names. I t said the Bank Holding Company Act does not confer such 
a u t h o r i t y on the Fed. 

Second Quarter Transactions 

Here i s a s t a t e - b y - s t a t e l i s t i n g of banking expansion a p p l i c a t i o n s acted on 
by the Fed dur i n g the second quarter of 1996. 

CALIFORNIA 

Dresdner Bank AG, F r a n k f u r t , Germany (assets $ 338 b i l l i o n ) , t o acquire a l l 
the v o t i n g i n t e r e s t s i n ROM C a p i t a l Management, C a l i f o r n i a L i m i t e d Partnership 
(assets $ 45.1 m i l l i o n ) , and RCM C a p i t a l Trust Company (assets $ 1.8 m i l l i o n ) , 
both of San Francisco, C a l i f . , and thereby enagage i n p r o v i d i n g investment 
advisory, t r u s t , and mutual fund a d m i n i s t r a t i o n services. Approved by the Fed 
May 30, 1996, under Section 4 ( c ) ( 8 ) of the Bank Holding Company Act. 

COLORADO 

Aspen Bancshares, I n c . , Aspen, Colo, (deposits $ 262.8 m i l l i o n ) , t o acquire 
Val Cor Bancorporation, Inc. (deposits $ 59.6 m i l l i o n ) , and thereby i n d i r e c t l y 
acquire V a l l e y N a t i o n a l Bank of Cortez (deposits $ 64.8 m i l l i o n ) , both of 
Cortez, Colo. Approved by the Fed May 31, 1996, under Section 3 ( a ) ( 3 ) of the 
Bank Holding Company Act. 
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National Bank of Canada, Montreal, Canada (assets $ 36 b i l l i o n ) , t o e s t a b l i s h 
r e p r e s e n t a t i v e o f f i c e s i n Denver, Colo.; Boca Raton, F l a . ; Baltimore, Md.; 
Boston, Mass.; S o u t h f i e l d , Mich.; C h a r l o t t e , N.C.; C i n c i n n a t i , Ohio; Cleveland, 
Ohio; P i t t s b u r g h , Pa.; Memphis, Tenn.; and Richmond, Va. Approved by the Fed 
June 10, 1996, under Section 10(a) of the I n t e r n a t i o n a l Banking Act. 

CONNECTICUT 

Cred i t a n s t a l t - B a n k v e r e i n , Vienna, A u s t r i a (assets $ 64 b i l l i o n ) , t o e s t a b l i s h 
a branch i n Greenwich, Conn. Approved by the Fed A p r i l 22, 1996, under Section 
7(d) of the I n t e r n a t i o n a l Banking Act. 

DELAWT^ 

Morgan Guaranty Trust Company of New York, New York, N.Y. (deposits $ 5.4 
b i l l i o n ) , t o merge w i t h J.P. Morgan Delaware, Wilmington, Del. (deposits $ 242.5 
m i l l i o n ) , and t o e s t a b l i s h branch o f f i c e s . Approved by the Fed A p r i l 29, 1996, 
under Section 18(c) of the Federal Deposit Insurance Act. Morgan Guaranty also 
has applied under Section 9 of the Federal Reserve Act t o e s t a b l i s h branches at 
the c u r r e n t l o c a t i o n s of Morgan Delaware's branches, and f i l e d a n o t i c e under 
Section 25 of the Federal Reserve Act and Section 211.3 of Regulation K t o 
acquire the f o r e i g n branch of Morgan Delaware i n the Cayman Isla n d s . 

FLORIDA 

F i r s t Commerce Banks of F l o r i d a , Inc., Winter Haven (deposits $ 103.9 
m i l l i o n ) , t o acquire a l l the v o t i n g shares of Prime Bank of Central F l o r i d a 
(deposits $ 46.4 m i l l i o n ) , T i t u s v i l l e , both i n F l o r i d a . Approved by the Fed 
June 5, 1996, under Section 3 of the Bank Holding Company Act. 

Union Planters Corporation, Memphis, Tenn. (assets $ 11.3 b i l l i o n ) , t o 
acquire Eastern N a t i o n a l Bank, Miami, Fla. (assets $ 266.9 m i l l i o n ) . Approved 
by the Fed June 5, 1996, under Section 3 of the Bank Holding Company Act. 

GEORGIA 

Cardinal Bancshares, I n c . , Lexington, Ken. (assets $ 675 m i l l i o n ) , f o r i t s 
wholly owned t h r i f t s u b s i d i a r y . S e c u r i t y F i r s t Network Bank, P i n e v i l l e , Ken., t o 
acquire Five Paces Software, I n c . , A t l a n t a , Ga., and thereby engage nationwide 
i n data processing a c t i v i t i e s r e l a t e d t o p r o v i d i n g banking and f i n a n c i a l 
services over the I n t e r n e t . Approved by the Fed May 21, 1996, under Section 
4 ( c ) ( 8 ) of the Bank Holding Company Act. 

I n a r e l a t e d a c t i o n , the Fed approved notices f i l e d by Huntington Bancshares 
Incorporated, Columbus, Ohio, Wachovia Corporation, Winston-Salem, N.C., and 
Area Bancshares Corporation, Owensboro, Ken., t o engage i n data processing 
a c t i v i t i e s through Five Paces. 

IDAHO 

West One Bank, Boise, Idaho t o merge w i t h U.S. Bank of Idaho, N a t i o n a l 
Association, Coeur D'Alene, both i n Idaho, and t o e s t a b l i s h branches at the 
current l o c a t i o n s of the U.S. Bank. (West One and U.S. Bank are wholly owned 
s u b s i d i a r i e s of U.S. Bancorp, Portland, Ore. ( t o t a l assets $ 31.9 b i l l i o n ) . 
Approved by the Fed June 17, 1996, under Section 9 of the Federal Reserve Act. 
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IOWA 

Iowa State Bank, H u l l , Iowa (assets $ 33.9 m i l l i o n ) , t o e s t a b l i s h a branch 
o f f i c e a t 1101 Main S t r e e t , H u l l , Iowa. Approved by the Fed June 25, 1996, 
under Section 9 of the Federal Reserve Act. 

KANSAS 

Community Bancshares of M a r y s v i l l e , I n c . , M a r y s v i l l e , Kan. (deposits $ 101.1 
m i l l i o n ) , t o acquire Community State Bank, Hanover, Kan. (deposits $ 21.3 
m i l l i o n . Approved by the Fed June 17, 1996, under Section 3 of the Bank Holding 
Company Act. 

LOUISIANA 

F i r s t Commerce Corporation, New Orleans, La. (assets $ 8.5 b i l l i o n ) , t o 
acquire a l i m i t e d p a r t n e r s h i p i n t e r e s t i n 150 Baronne St r e e t L i m i t e d 
Partnership, New Orleans, La., and thereby engage i n community development 
a c t i v i t i e s . Approved by the Fed May 29, 1996, under Section 4 ( c ) ( 8 ) of the Bank 
Holding Company Act. 

MASSACHUSETTS 

Bank of Boston Corporation (assets $ 47.4 b i l l i o n ) t o acquire The Boston 
Bancorp (deposits $ 1.4 b i l l i o n ) and thereby i n d i r e c t l y acquire i t s wholly owned 
subsi d i a r y bank. South Boston Savings Bank (deposits $ 1.4 b i l l i o n ) , a l l i n 
Boston, Mass. Approved by the Fed June 3, 1996, under Section 3 of the Bank 
Holding Company Act. 

MINNESOTA 

Farmers State Corporation, Mountain Lake, and i t s s u b s i d i a r y . Bank Southwest 
Corporation, Worthington (deposits $ 152 m i l l i o n ) , t o acquire a l l the v o t i n g 
shares of F i r s t S e c u r i t y Bank-Madison (deposits $ 25 m i l l i o n ) , Madison, a l l i n 
Minnesota. Approved by the Fed A p r i l 8, 1996, under Section 3 of the Bank 
Holding Company Act. 

Norwest Corporation, Minneapolis (assets $ 72.1 b i l l i o n ) , t o acquire a l l the 
v o t i n g shares of AmeriGroup, Incorporated, Minnetonka (assets $ 160.4 m i l l i o n ) , 
and thereby i n d i r e c t l y acquire i t s wholly owned s u b s i d i a r y , AmeriBank, 
Bloomington, a l l of Minnesota. Approved by the Fed A p r i l 29, 1996, under 
Section 3 of the Bank Holding Company Act. The Board also announced i t s 
approval, under Section 4 ( c ) ( 8 ) of the Banking Holding Company, of the n o t i c e of 
Norwest Investment Services, I n c . , Minneapolis, Minn., t o acquire c e r t a i n 
nonbanking assets of AmeriBank. 

BNCCORP, INC., Bismarck, N.D. (assets $ 240.4 m i l l i o n ) , t o acquire 
s u b s t a n t i a l l y a l l the assets of Cambridge Bank Professionals, LLC, St. Cloud, 
Minn., and thereby t o provide management c o n s u l t i n g services t o n o n a f f i l i a t e d 
f i n a n c i a l i n s t i t u t i o n s and t o engage i n c e r t a i n commercial finance a c t i v i t i e s , 
i n c l u d i n g a c q u i r i n g debt i n d e f a u l t . Approved by the Fed May 1, 1996, under 
Section 4 ( c ) ( 8 ) of the Bank Holding Company Act. 
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First a r Corporation, Milwaukee, Wis., and i t s wholly owned subsidiary, 
Firstar Corporation of Minnesota, Bloomington, Minn, (assets $ 19.2 b i l l i o n ) , to 
acquire a l l the voting stock of Jacob Schmidt Company, and i t s subsidiary, 
American Bancorporation, Inc. (deposits $ 953 m i l l i o n ) , both of St. Paul, Minn., 
and thereby i n d i r e c t l y acquire a l l American's banking and nonbanking 
subsidiaries. Approved by the Fed June 24, 1996, under Section 3 of the Bank 
Holding Company Act. 

MISSOURI 

Norwest Corporation, Minneapolis, Minn, (assets $ 72.1 b i l l i o n ) , to acquire 
i n d i r e c t l y through i t s wholly owned subsidiaries, substantially a l l the assets 
of The Prudential Home Mortgage Company, Inc., Clayton, Mo., that are related to 
originating and servicing re s i d e n t i a l mortgage loans. Approved by the Fed May 
6, 1996, under Section 4(c)(8) of the Bank Holding Company Act. 

MONTANA 

Butte Bank Shares, Inc., to become a bank holding company by acquiring at 
least 80 percent of the voting shares of F i r s t Citizens Bank of Butte (deposits 
$ 28.2 m i l l i o n ) , both of Butte, Montana. Approved by the Fed A p r i l 1, 1996, 
under Section 3 of the Bank Holding Company Act. 

Flathead Holding Company of Bigfork, Bigfork, Mont, (deposits $ 108 m i l l i o n ) , 
to acquire up to 23.4 percent of the voting shares of Bank West, N.A., 
Kal i s p e l l , Mont, (assets S 40.9 m i l l i o n ) . Approved by the Fed June 24, 1996, 
under Section 3 of the Bank Holding Company Act. 

NEW JERSEY 

Fleet Financial Group, Inc., Boston, Mass. (assets $ 85 b i l l i o n ) , to acquire 
a l l of the voting shares of NatWest Bank National Association, Jersey City, N.J. 
(deposits $ 11.2 b i l l i o n ) . Approved by the Fed A p r i l 15, 1996, under Section 3 
of the Bank Holding Company Act. 

NEW YORK 

Emigrant Bancorp, Inc., New York, N.Y. (assets $ 6 b i l l i o n ) , to acquire, 
i n d i r e c t l y through i t s subsidiary. Emigrant Savings Bank, New York, N.Y., up to 
9.9 percent of the outstanding common stock of Queens County Bancorp, Inc. 
(assets $ 1.2 b i l l i o n ) , and thereby i n d i r e c t l y acquire an interest i n Queens 
County Savings Bank, both of Flushing, N.Y. Approved by the Fed A p r i l 1, 1996, 
under Section 3 of the Bank Holding Company Act. 

Promstroybank of Russia, Moscow, Russian Federation (assets $ 1 b i l l i o n ) , to 
establish a representative o f f i c e i n New York, N.Y. Approved by the Fed A p r i l 8, 
1996, under Section 10(a) of the International Banking Act. 

Komercni Banka, a.s., Prague, Czech Republic, to establish a representative 
o f f i c e i n New York, N.Y. Approved by the Fed A p r i l 22, 1996, under Section 10(a) 
of the International Banking Act. 

Commercial Bank "Ion T i r i a c , " S.A., Bucharest, Romania (assets $ 291 
m i l l i o n ) , t o establish a representative o f f i c e i n New York, N.Y. Approved by the 
Fed A p r i l 22, 1996, under Section 10(a) of the International Banking Act. 



PAGE 24 
Banking P o l i c y Report, August 5, 1996 

The Bessemer Group, Incorporated, Woodbridge, N.J. (assets $ 468 m i l l i o n ) , t o 
engage de novo through a wholly owned s u b s i d i a r y , Bessemer Asset Management, 
Inc., New York, N.Y., i n e s t a b l i s h i n g and serving as the general partner of 
l i m i t e d p a r t n e r s h i p s t h a t would i n v e s t i n a wide v a r i e t y of commodities and 
exchange-traded and over-the-counter instruments. C o n d i t i o n a l l y approved by the 
Fed A p r i l 24, 1996, under Section 4 ( c ) ( 8 ) of the Bank Holding Company Act. 

Cedel Bank, S.A., Luxembourg (assets $ 2.5 m i l l i o n ) , t o e s t a b l i s h a 
r e p r e s e n t a t i v e o f f i c e i n New York, N.Y. Approved by the Fed A p r i l 24, 1996, 
under Section 10(a) of the I n t e r n a t i o n a l Banking Act. 

Swiss Bank Corporation, Basel, Switzerland (assets $ 162.1 b i l l i o n ) , t o 
r e t a i n c o n t r o l of a l l the v o t i n g shares of c e r t a i n United States s u b s i d i a r i e s of 
S.G. Warburg Overseas L t d . , London, England, and the assets and l i a b i l i t i e s of 
the branch of S.G. Warburg Forex L t d . , London, England, t h a t i s located i n New 
York, N.Y., and thereby t o engage i n a wide range of s e c u r i t i e s - and 
d e r i v a t i v e s - r e l a t e d a c t i v i t i e s , i n c l u d i n g u n d e r w r i t i n g and d e a l i n g i n a l l types 
of debt and e q u i t y s e c u r i t i e s on a l i m i t e d basis. Approved by the Fed May 13, 
1996, under Section 4 ( c ) ( 8 ) of the Bank Holding Company Act. 

Caisse Nationale de C r e d i t A g r i c o l e , S.A., Pa r i s , France (assets $ 334.2 
b i l l i o n ) , t o engage through CAL FP (US), Inc., New York, N.Y., a j o i n t venture, 
i n c e r t a i n nonbanking a c t i v i t i e s . Approved by the Fed June 10, 1996, under 
Section 4 ( c ) ( 8 ) of the Bank Holding Company Act. 

The Bank of New York Company, Inc. (assets $ 54 b i l l i o n ) , t o engage de novo 
through i t s i n d i r e c t s u b s i d i a r y , BNY C a p i t a l Markets, I n c . , both of New York, 
N.Y., i n various nonbanking a c t i v i t i e s , i n c l u d i n g u n d e r w r i t i n g and d e a l i n g i n , 
t o a l i m i t e d e x t e n t , c e r t a i n b a n k - i n e l i g i b l e s e c u r i t i e s and buying and s e l l i n g 
a l l types of s e c u r i t i e s on the order of customers as a " r i s k l e s s p r i n c i p a l . " 
Approved by the Fed June 11, 1996, under Section 4 ( c ) ( 8 ) of the Bank Holding 
Company Act. 

The Bank of New York Company, Inc. (assets $ 54 b i l l i o n ) , t o engage de novo 
through i t s i n d i r e c t s u b s i d i a r y , BNY C a p i t a l Markets, I n c . , both of New York, 
N.Y., i n various nonbanking a c t i v i t i e s , i n c l u d i n g u n d e r w r i t i n g and d e a l i n g i n , 
t o a l i m i t e d e x t e n t , c e r t a i n b a n k - i n e l i g i b l e s e c u r i t i e s and buying and s e l l i n g 
a l l types of s e c u r i t i e s on the order of customers as a " r i s k l e s s p r i n c i p a l . " 
Approved by the Fed June 11, 1996, under Section 4 ( c ) ( 8 ) of the Bank Holding 
Company Act. 

Korea Long Term C r e d i t Bank, Seoul, Korea (assets 27.5 b i l l i o n ) , t o e s t a b l i s h 
a s t a t e - l i c e n s e d branch i n New York, N.Y. Approved by the Fed June 24, 1996, 
under Section 7(d) of the I n t e r n a t i o n a l Banking Act. 

R&G F i n a n c i a l Corporation t o become a bank holding company by the a c q u i s i t i o n 
of R-G Premier Bank of Puerto Rico (deposits $ 479.6 m i l l i o n ) and t o acquire R&G 
Mortgage Corporation, a l l of Hato Rey, Puerto Rico. Approved by the Fed June 
17, 1996, under Section 3 of the Bank Holding Company Act. The Applicant also 
requested the Board's consent under Section 4(c)(13) of the Bank Holding Company 
Act and Section 211.5(c) t o acquire a l l the v o t i n g shares of R&G Mortgage 
Corporation, Hato Rey, Puerto Rico, and thereby engage i n home mortgage lending 
and s e r v i c i n g a c t i v i t i e s i n Puerto Rico. 

OHIO 



PAGE 2 5 
Banking P o l i c y Report, August 5, 1996 

Croghan Bancshares, I n c . , Fremont, Ohio (deposits $ 205.9 m i l l i o n ) , t o 
accjuire Union Bancshares Corp. (deposits $ 81.9 m i l l i o n ) , and thereby i n d i r e c t l y 
acquire i t s wholly owned s u b s i d i a r y bank. Union Bank and Savings Company, both 
i n Bellevue, Ohio. Approved by the Fed June 10, 1996, under Section 3 of the 
Bank Holding Company Act. The Board also announced i t s approval (under Section 
18(c) of the Federal Deposit Insurance Act and Section 9 of the Federal Reserve 
Act) of the a p p l i c a t i o n s of Croghan's s u b s i d i a r y bank. The Croghan C o l o n i a l 
Bank, Fremont, Ohio, t o merge w i t h Union Bank and e s t a b l i s h branches at the 
current l o c a t i o n s of Union Bank's branches. 

OREGON 

F i r s t Hawaiian, I n c . , Honolulu, Hawaii (assets $ 7.4 b i l l i o n ) , t o e s t a b l i s h 
de novo P a c i f i c One Bank, Port l a n d , Oregon, which would acquire 26 branches i n 
Oregon; acquire Idaho F i r s t Bank, Boise, Idaho, which would acquire one branch 
i n Idaho; and through i t s savings a s s o c i a t i o n s u b s i d i a r y . Pioneer Federal 
Savings Bank, Honolulu, Hawaii, acquire f i v e branches i n Washington. Approved 
by the Fed A p r i l 8, 1996, under Section 3 of the Bank Holding Company Act. 

TENNESSEE 

Wilson Bank Holding Company, Lebanon, Tenn. (assets $ 217.4 m i l l i o n ) , t o 
acquire DeKalb Community Bank, S m i t h v i l l e , Tenn. Approved by the Fed A p r i l 1, 
1996, under Section 3 of the Bank Holding Company Act. 

Union Planters Corporation, Memphis, Tenn. (assets $ 11.3 b i l l i o n ) , t o 
acquire F r a n k l i n F i n a n c i a l Group, I n c . , and thereby acquire F r a n k l i n Federal 
Savings Bank, (assets $ 125 m i l l i o n ) both of Morristown, Tenn. Approved by the 
Fed June 10, 1996, under Section 4 ( c ) ( 8 ) of the Bank Holding Company Act. 

TEXAS 

Woodforest Bancshares, Inc., Houston, Tex. (assets $ 271 m i l l i o n ) , t o acquire 
up t o 80 percent of the v o t i n g shares of Mutual Money Investments, I n c . , (dba 
T r i - S t a r F i n a n c i a l ) , Houston, Tex., and thereby engage i n c e r t a i n nonbanking 
a c t i v i t i e s . Approved by the Fed A p r i l 8, 1996, under Section 4 ( c ) ( 8 ) of the 
Bank Holding Company Act. 

National Bancshares Corporation of Texas, Laredo, Tex. (assets $ 265.6 
m i l l i o n ) , t o acquire up t o 24.9 percent of the v o t i n g shares of Corpus C h r i s t i 
Bancshares, Corpus C h r i s t i , Tex. (assets $ 223.9 m i l l i o n ) . Approved by the Fed 
A p r i l 29, 1996, under Section 3 of the Bank Holding Company Act. 

Swiss Bank Corporation, Basle, Switzerland (assets $ 191.0 b i l l i o n ) , t o 
e s t a b l i s h a r e p r e s e n t a t i v e o f f i c e i n Houston, Tex. Approved by the Fed May 13, 
1996, under Section 10(a) of the I n t e r n a t i o n a l Banking Act. 

Norwest Corporation, Minneapolis, Minn, (assets $ 72.1 b i l l i o n ) , t o acquire 
Union Texas Bancorporation, Inc. ($ 238 m i l l i o n ) , and i t s wholly owned 
subsi d i a r y . Union Nati o n a l Bank of Texas, both of Laredo, Tex. Approved by the 
Fed May 30, 1996, under Section 3 of the Bank Holding Company Act. 

VIRGINIA 
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Signet Bank, Richmond, Va., to merge with Signet Bank, N.A., Falls Church, 
Va. ( t o t a l deposits $ 4.8 b i l l i o n ) , and to establish branches at the 16 branches 
of Signet Bank, N.A., i n the D i s t r i c t of Columbia. Approved by the Fed A p r i l 
29, 1996, under Section 18(c) of the Federal deposit Insurance Act. 
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FOR ALAN GREENSPAN, IT SHOULD BE the best of times. His Federal Reserve Board 
has done the a l l - b u t - i m p o s s i b l e , squeezing i n f l a t i o n w h i l e b r i n g i n g unemployment 
near rock bottom. B i l l C l i n t o n has tapped him f o r four more years as Fed 
chairman, and h i s major challenger, former v i c e chairman Alan B l i n d e r , has 
departed. Even l a s t week's General Accounting O f f i c e r e p o r t knocking the Fed's 
i n t e r n a l management d i d n ' t dent h i s armor. The Fed, he t o l d a Senate committee 
considering h i s renomination l a s t Tuesday, i s "an e x t r a o r d i n a r i l y w e l l - r u n 
o r g a n i z a t i o n . " 

But even as he g l o r i e s i n v i c t o r y , Greenspan's championship team i s s t a r t i n g 
t o look a b i t ragged. L e g i s l a t i o n t o change the way the Fed does business has 
exposed a s p l i t running c l e a r through the c e n t r a l bank. The issue: should the 
Fed focus s o l e l y on ho l d i n g down p r i c e s , or should i t worry about jobs and 
growth as well? Greenspan and a n t i - i n f l a t i o n h a r d - l i n e r s are on one side; 
Clinton's appointees dominate the other. Their debate has f i n a l l y gone p u b l i c , 
p r o v i d i n g a ra r e glimpse of the Fed's p h i l o s o p h i c a l d i v i d e . I t i s , says 
economist A l b e r t Wojnilower of New York's Clipper Group, "a l i t t l e Kulturkampf 
w i t h i n the Fed." 

Obscure, you say? Perhaps-but v i t a l l y important. Since 1978, when Congress 
passed the Humphrey-Hawkins Act, the Fed has been charged w i t h two c o n f l i c t i n g 
goals. I t ' s supposed t o keep both the i n f l a t i o n r a t e and the a d u l t j o b l e s s r a t e 
at 8 percent. Talk about a l i b e r a l fantasy. Unemployment hasn't been t h a t low 
since the Vietnam boom of the l a t e 1960s-precisely the time i n f l a t i o n began t o 
rage. Enter Sen. Connie Mack, a F l o r i d a Republican. Mack would scrap 
Humphrey-Hawkins and make " p r i c e s t a b i l i t y " the p r i o r i t y . The Fed would have t o 
set a tar g e t - s a y , a 1 percent r i s e i n consumer prices-and manage monetary p o l i c y 
t o h i t i t . 

T argeting i n f l a t i o n doesn't sound so r a d i c a l . " I n my view, t h a t ' s what 
they're doing r i g h t now," says Donald Fine of Chase Asset Management. But what 
about the next time there's a recession? Should the Fed ignore r i s i n g 
unemployment, as Germany's Bundesbank does, and t h i n k only about i n f l a t i o n ? 
Here's where the c e n t r a l bankers are at odds. Fed governor Janet Y e l l e n , a 
Cl i n t o n appointee, argued l a s t month f o r weighing employment as w e l l as p r i c e s . 
A week l a t e r W i l l i a m McDonough, president of the Federal Reserve Bank of New 
York, supported a s t r i c t i n f l a t i o n focus. Gary Stern of the Minneapolis Fed 
jumped i n on Yellen's side. So d i d C l i n t o n ' s two new Fed nominees, A l i c e 



PAGE 40 
Newsweek, A p r i l 8, 1996 

Ri v l i n and Laurence Meyer. Other Fed o f f i c i a l s haven't spoken out, but most are 
thought t o agree with McDonough. 

The c o n f l i c t i s n ' t a f f e c t i n g Fed policy for now. The central bankers agree 
that unemployment can't go much lower without threatening i n f l a t i o n . In the 
future, though. Mack's b i l l would l e t Greenspan i n s i s t that Congress judge him 
as an i n f l a t i o n f i g h t e r , not as a job creator. "This would allow us to subtly 
s h i f t the public discussion," says Richmond Fed economist Marvin Goodfriend. And 
what about jobs? Low i n f l a t i o n . Mack i n s i s t s , i s the key to higher incomes and 
higher l i v i n g standards. But on that point, w e l l , economists disagree . . . 

GRAPHIC: Picture, The best of times? Federal Reserve chief Alan Greenspan, 
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The i d e n t i t y of the person who w i l l hold what i s arguably the most powerful 
post i n the United States w i l l s h o r t l y be known. I f the present incumbent, a 
major f i g u r e i n domestic p o l i t i c s , survives the p e c u l i a r l y American r i t u a l of 
nomination then a l a n d s l i d e v i c t o r y can be a l l but assured. U n f o r t u n a t e l y f o r 
President C l i n t o n , whose p r a c t i c a l a u t h o r i t y and command depends so much on the 
co-operation, o f t e n not forthcoming, of others, the p o s i t i o n concerned i s 
chairman of the Federal Reserve Board and the person i s Mr Alan Greenspan. 

The chairman's present term expires on March 2 and he has i n d i c a t e d a 
w i l l i n g n e s s t o accept a t h i r d p e r i o d as the world's most important c e n t r a l bank 
c h i e f . Since h i s i n i t i a l appointment by President Reagan i n 1987, Mr Greenspan 
has b u i l t a formidable r e p u t a t i o n f o r himself. He has managed t o combine a 
r e p u t a t i o n f o r vigorous economic orthodoxy w i t h Wall Street and world markets 
w h i l s t i n p r a c t i c e proving r a t h e r more f l e x i b l e than t h a t image would suggest. 
He has mastered the a r t of being a p o l i t i c a l f i g u r e w h i l s t not l o o k i n g one. His 
genuine i n t e r n a t i o n a l i s m , and capacity t o innovate, have earned high p r a i s e 
w i t h i n the G7 and beyond. 

L i t t l e o p t i o n 

I t i s not s u r p r i s i n g then t h a t the president not only should renominate him 
but almost c e r t a i n l y w i l l . Given a Republican Senate, Mr C l i n t o n has precious 
l i t t l e o p t i o n but t o back the c u r r e n t chairman. This i s compounded by the 
f a i l u r e of previous White House e f f o r t s t o acquire i n f l u e n c e on the Fed through 
more aggressive nominations. 

The f i r s t C l i n t o n appointment, Ms Janet Y e l l e n , was perceived as 
i n s u f f i c i e n t l y orthodox and has been a marginalised f i g u r e throughout her 
tenure. Mr Alan B l i n d e r , elevated t o vice-chairman, and widely t o u t e d as the 
favoured candidate f o r chairman, never recovered from a speech t h a t questioned 
the m i n i m i s a t i o n of i n f l a t i o n as the board's e x c l u s i v e mission. He announced h i s 
r e t u r n t o academia t h i s month. The president has s t i l l t o f i n d a replacement f o r 
Mr John LaWare, who q u i t l a s t year, t h a t the Senate w i l l accept. The 
a d m i n i s t r a t i o n w i l l be p l a y i n g w i t h congressional f i r e again i f , as suggested, 
i t o f f e r s Mr F e l i x Rohatyn as Mr Bli n d e r ' s replacement. 

Good f o r t u n e 

Whether Mr Greenspan i s wise t o court f u r t h e r o f f i c e i s another matter. 
Central bank governors r e q u i r e luck as w e l l as judgment and he has had an 
unusually l a r g e share of good f o r t u n e over the past nine years. To s t r e t c h t h a t 
record f o r another f o u r years i s s u r e l y tempting f a t e . 
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Yet he must consider the short-term signs to be encouraging. Given l a s t 
week's agreement, the federal government - and hence his o f f i c e - w i l l at least 
be open on March 2. I t took the merest hint of a credit downgrading from Moody's 
for previously gung-ho congressional Republicans to make assuring noises on the 
debt c e i l i n g . 

In the medium term, i f any multi-year bargain on the federal budget d e f i c i t 
i s reached, deliberately r e s t r i c t i n g f i s c a l options, then monetary policy and 
the control of i t w i l l become even more s i g n i f i c a n t . Were t h i s f i s c a l s h i f t 
enshrined i n a balanced budget amendment to the American Constitution, that 
enhanced significance would become permanent. The Federal Reserve Board i s 
l i k e l y t o be an increasingly important body i n the 21st century. 

In such circumstances, the prospective renomination of Mr Greenspan i s 
especially appropriate. The president would be well advised to announce his 
intentions immediately. 
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Federal Reserve Vice Chairman Alan S. Bl i n d e r has resigned h i s c e n t r a l bank 
post t o r e t u r n t o teaching at Princeton U n i v e r s i t y , White House sources sa i d 
l a s t n i g h t . 

B l i n d e r , whose term as a member of the Federal Reserve Board expires at the 
end of t h i s month, n o t i f i e d President C l i n t o n of h i s i n t e n t i o n i n a 
hand-delivered l e t t e r , a White House o f f i c i a l s a i d . Under the law, he could 
remain i n the post u n t i l the Senate confirms a successor. 

The Fed vi c e chairman declined comment l a s t n i g h t but said he would make an 
announcement about h i s f u t u r e plans today. He has been m u l l i n g f o r several 
months whether he would p r e f e r t o stay i n Washington or r e t u r n t o the Princeton 
professorship he held before becoming a member of Cl i n t o n ' s Council of Economic 
Advisers i n 1993. Senior White House o f f i c i a l s have said they hoped the 
prominent l i b e r a l economist would remain at the Fed. 

Bli n d e r , 50, was appointed by C l i n t o n i n A p r i l 1994 t o a four-year term as 
vice chairman, but only t o the unexpired p o r t i o n of the 14-year term of h i s 
predecessor, David M u l l i n s , who resigned i n February 1994 t o j o i n a p r i v a t e 
investment f i r m . 

While C l i n t o n has made no dec i s i o n on the matter, some of h i s aides had 
in d i c a t e d they would l i k e t o see the president couple the reappointment of 
Blinder w i t h t h a t of Fed Chairman Alan Greenspan, whose four-year chairmanship 
expires i n March, and the s e l e c t i o n of a nominee f o r a cu r r e n t vacancy on the 
seven-member Federal Reserve Board. The vacancy was created l a s t s p r i n g by the 
r e s i g n a t i o n o f Fed governor John P. LaWare, a former Boston banker. 

Aides had viewed such a package as a way t o at t a c h the reappointment of 
Blinder and the replacement of LaWare t o the c o a t t a i l s of Greenspan, a 
conservative Republican popular w i t h the Senate Banking Committee. 

B l i n d e r , who f r e q u e n t l y has been outspoken i n h i s concerns about keeping 
unemployment as low as po s s i b l e , has been viewed s k e p t i c a l l y by Wall St r e e t 
analysts used t o having Fed o f f i c i a l s focus t h e i r p u b l i c remarks p r i m a r i l y on 
the need t o keep i n f l a t i o n low. 

However, the v i c e chairman also has emphasized t h a t the c e n t r a l bank's 
e s s e n t i a l long-term goal must be f i g h t i n g i n f l a t i o n . And on the s i x occasions i n 
1994 and 1995 t h a t Fed policymakers decided they needed t o r a i s e short-term 
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interest rates to keep the economy from overheating and avoid an i n f l a t i o n a r y 
surge. Blinder never dissented. 

Several other Fed o f f i c i a l s , including some far more conservative than the 
vice chairman, have credited him and another Clinton appointee, Janet L. 
Yellen, with r a i s i n g the quali t y of the discussions about the economy during 
policymaking sessions. 

White House o f f i c i a l s seeking to f i n d a candidate for the LaWare vacancy have 
found some possible nominees reluctant to make themselves available for that 
slot since the more prestigious vice chairmanship might soon be open. 

Two names mentioned as possible Fed members have been international economist 
Peter Kenen, also on the Princeton faculty, and Benjamin Friedman, a Harvard 
University economist. White House sources declined to comment on either 
p o s s i b i l i t y . 
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Janet Yellen was on vacation i n Hawaii when the White House called. 

President Clinton wanted the University of California at Berkeley professor 
to take a seat on the Federal Reserve Board. 

I t meant leaving a chaired professorship, moving across the country and 
l i v i n g apart from her husband. Yet i t took her, she says, about "two seconds to 
say 'yes.' " 

The Fed, next to the presidency, may well be the most powerful i n s t i t u t i o n i n 
the country. For an economist, the status of the job i s second only to winning a 
Nobel Prize and Yellen set her sights on the job 30 years ago as a Brown 
undergraduate. 

Since graduating from Brown i n 1967, she's had quite a career. She got her 
doctorate from Yale i n 1971; taught at Harvard and the London School of 
Economics i n the '70s and moved to Berkeley i n 1980. 

On Aug. 12, 1994, she gave up her teaching job and took a seat on the board 
of governors of the Federal Reserve System. 

A week and a half ago, Yellen, 48, returned to Brown to deliver the Bernard 
I . Fain Lecture on economics. Two of her former professors were s i t t i n g i n 
Wilson Hall to hear her. 

Former Fed governor Wayne Angell gave last year's lecture. Yellen was 
dif f e r e n t - she was c r i t i c a l . 

But i t wasn't the kind of c r i t i c i s m anyone expected. I t had l i t t l e to do with 
economics. 

Going i n , the national press had pegged Yellen as a "demand-side economist" 
and figured she would be more concerned about the unemployment rate than meeting 
i n f l a t i o n targets. 

The Fed, you remember, increased the discount rate seven times i n 1994 and 
1995 to the consternation of the Democrats and most other "demand-side 
economists." 

The tightening, the c r i t i c s charged, squeezed hundreds of thousands of jobs 
out of the economy - for no good reason. 
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Nevertheless, Yellen says she voted to increase rates and t o l d her Providence 
audience she concurred with the Fed's focus on i n f l a t i o n . 

The big issue for Yellen i s not so much what the Fed does, but how i t does 
i t . 

The Fed, she says, i s formal to a f a u l t . I t s meetings are so r i g i d they can 
be s t i f l i n g . 

When there i s an issue to be decided, the chairman goes around the room 
giving each governor a chance to speak, b r i e f l y . There's l i t t l e discussion and 
no real debate. 

"No one in t e r r u p t s , " Yellen says. 

That's bad enough, but Yellen says there are times when she i s called on to 
take a position on an issue on which she i s not an expert. (Her specialty i s 
trade and international economics.) 

Well, she says, the next governor makes a more convincing argument and she 
decides she got i t wrong. Too bad. At the Fed, you don't change your mind. " I t ' s 
nothing l i k e a faculty meeting," she says. 

The governors, although they meet i n secret, are careful about what they say 
because transcripts are made public i n f i v e years. 

They often have even less freedom to speak t h e i r minds i n public. 

When she makes a speech, Yellen says, she has to bring a bodyguard along with 
her to keep the f i n a n c i a l press at bay (although she didn't need one for her 
informal t a l k at Brown). 

The paparazzi of the f i n a n c i a l markets cover her speeches with c e l l u l a r 
phones glued to t h e i r ears. 

They s t a r t d i c t a t i n g t h e i r stories on her position on, say, interest rates 
before she's hardly begun to t a l k . 

So Yellen and the other governors work very hard to make sure they don't say 
anything important. 

" I come back to my o f f i c e and h i t the 'B" key on my computer and hope nothing 
happened to the bond market," she says. 

Some job. 

The pay's not even that great. Yellen gets $ 123,100 a year. 

Then there are the questions about the value of having the Fed at a l l . 

No less an authority than Nobel laureate Milton Friedman says the Fed does as 
much bad as good and suggests that a computer program could do a better job 
regulating monetary policy. 
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No wonder the Fed's vice chairman, Alan Blinder, i s thinking about going back 
to Princeton i n January. 

When President Clinton named him, i t was thought he was i n l i n e t o be 
chairman. But the word now i s that President Clinton w i l l reappoint Chairman 
Alan Greenspan. At the Fed, Blinder seems to be thinking, there's only one job 
worth having. 

Not Yellen. She's got 13 years to go on her term. Maybe she can change things 
before she leaves the job every economist wants. 

Peter Phipps i s the business editor of the Journal-Bulletin. You can reach 
him at 277-7330 or by e-mail at pphipps@@projo.com. 
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I t a l l s t a r t e d so w e l l . At president B i l l C l i n t o n ' s January 1993 inaugural 
address. Federal Reserve chairman Alan Greenspan was given a place of honour 
next t o H i l l a r y C l i n t o n . The new a d m i n i s t r a t i o n continued i n the s p i r i t t h i s 
gesture was meant t o imply, t r y i n g t o prove i t was a f r i e n d of the f i n a n c i a l 
markets by t a r g e t i n g d e f i c i t r e d u c t i o n on Greenspan's advice. 

But C l i n t o n never got the payback he was undoubtedly hoping f o r . Almost as 
soon as h i s budget went i n t o e f f e c t , beginning t o make the biggest dent i n the 
d e f i c i t since the Johnson era, the Fe began a round of i n t e r e s t r a t e hikes. 
Instead of these b r i n g i n g down long-term r a t e s , as both the president and 
Greenspan hoped they would, market r a t e s jumped, t a k i n g the i n t e r e s t payments of 
the US government w i t h them. 

I f the a d m i n i s t r a t i o n was displeased, and i t must have been, i t d i d n ' t g r i p e 
about i t i n p u b l i c . "One of the many t h i n g s the C l i n t o n a d m i n i s t r a t i o n has done 
r i g h t has been t o respect the independence of the Fed and avoid jawboning about 
Fed measures," says t r e a s u r y deputy secretary Lawrence Summers. 

Nor i s C l i n t o n ' s d i s s a t i s f a c t i o n l i k e l y t o lead him t o appoint a new Fed 
chairman next year, when Greenspan's term expires. I f the economy doesn't s l i p 
i n t o recession over the next year, C l i n t o n i s expected t o reappoint Greenspan, 
who i s s t i l l Wall S t r e e t ' s choice t o remain i n the post t h a t has seen him dubbed 
the second-most powerful person i n the world. For h i s p a r t , the president i s 
u n l i k e l y t o r i s k o f f e n d i n g the f i n a n c i a l community. "Clinton's biggest concern 
i s r e - e l e c t i o n , " says a Democrat s t a f f e r on C a p i t o l h i l l . "He's not going t o 
make waves. He's not going t o do anything t o h u r t t h a t . " 

That should g i v e the Fed, and Greenspan, less t o worry about. The Federal 
Reserve's s t a t u s as an independent agency of Congress has meant t h a t "the r e a l 
t h r e a t t o p o l i c y independence has always come from the White House," says David 
Jones, a long-time Fed watcher at s e c u r i t i e s f i r m Aubrey G Lanston. Congress 
makes noises from time t o time—hundreds of Federal Reserve reform b i l l s have 
been introduced i n the l a s t decade and a h a l f but none has been passed. On the 
other and the White House "can attempt t o t w i s t the Fed's arm q u i e t l y " , says 
Jones, most notably through the t r e a s u r y secretary, who has in f o r m a l meetings 
w i t h the Fed chairman. The White House's other card i s i t s power t o nominate the 
chairman. 

Recession fears 
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Early t h i s summer, as US recession threatened, administration o f f i c i a l s began 
to speak out. Labour secretary Robert Reich noted that industries affected most 
d i r e c t l y by the rate rises, such as housing, were suffering. "You don't have to 
be a rocket s c i e n t i s t to see there i s a relationship between interest rates and 
where jobs were l o s t , " he was quoted as saying. Even closer to Clinton, White 
House chief of s t a f f Leon Panetta made a guarded appeal to the Fed i n July, 
saying the administration would "welcome" lower r a t e s — i t happened to be a few 
days before the Fed made i t s quarter percentage point cut. (After Panetta made 
his comments, on a TV t a l k show, treasury secretary Robert Rubin, the former 
Goldman Sachs co-chairman, quickly downplayed Panetta's appeal. Rubin, the 
driving force behind the administration's hands-off approach to the Fed, had 
been touted as a possible Clinton nominee as Fed chairman.) 

A recession i s the l a s t thing Clinton needs before next year's election i f he 
i s to avoid ending up as a one-term president. In fact what appears to be a 
revival of tepid growth, and the Fed's rate cut, are giving him some breathing 
space. Even the most l i b e r a l economists now rate the chances for a recession 
next year as 40% or less. This has brought the administration's c r i t i c i s m of the 
Fed to a h a l t . That said, the odds that Greenspan w i l l be reappointed are 
inversely high. 

Clinton may not have much of a choice i n the matter. Senator Alfonse D'Amato, 
the New York Republican who heads the Senate banking committee, would probably 
not approve a nominee other than Greenspan, say Democrats. There are several 
other open positions, one at the Fed and three at the Securities & Exchange 
Commission, that are s t i l l u n f i l l e d and l i k e l y to stay that way. Clinton had one 
of the worst records i n getting nominations approved even before Republicans 
took control of both houses of Congress. By s t a l l i n g , the Republicans hope to 
f i l l the slots with t h e i r own appointees after the 1996 presidential election, 
which they expect to win. 

Congressional sources say that Clinton "can't be e n t i r e l y happy with 
Greenspan", claiming that the administration may have supported raisi n g rates up 
to 4.75%, but "never to 5.5% or 6%", the la s t two upward moves. The o f f i c i a l 
l i n e i s that the administration wants to respect the Fed's independence. But 
Democrats say i t ' s more complex than that. International investors that "don't 
understand our democracy", they say, would view any dissension as "disarray" 
within the government. In addition, the Clinton administration believes that 
President George Bush's public c r i t i c i s m s of the Fed during the recession 
plagued the 1992 Bush campaign, and led the central bank to keep rates higher 
longer jus t to prove i t couldn't be influenced. 

Playing a Blinder? 

Some even argue that the Clinton administration wanted to stay quiet u n t i l i t 
could s h i f t the balance of the Fed board i n a more l i b e r a l d i r e c t i o n , appointing 
more academic economists such as Princeton University's Alan Blinder and Janet 
Yellen, a former University of California at Berkeley professor. Now that looks 
an unlikely outcome. Yellen i s rumoured to be d i s s a t i s f i e d with the Fed, while 
Blinder's term as vice-chairman i s up next January, as i s his leave of absence 
from Princeton. Blinder, whose name was often floated as a possible replacement 
for Greenspan as chairman, declined to comment on recent rumours that he would 
be leaving the Fed to return to a career i n academia. 
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Finally, the Federal Reserve Board has reversed course and eased up a b i t on 
interest rates. 

I t ' s about time. Nearly a l l the indicators point to the beginning of a 
serious recession. 

The move i n i t s e l f wasn't any big deal. The Fed announced i t was reducing i t s 
target for the federal funds rate from 6 percent to 5.75 percent. A l l that means 
is the Fed enters the Treasury bond market and buys more bonds than i t otherwise 
would. 

The checks the Fed writes to do t h i s end up as deposits i n commercial banks. 
That means the banks have more cash on hand, so they have less need to borrow to 
meet t h e i r legal reserve requirements. That, i n turn, means the interest rate 
banks charge when they borrow from each other (which i s called the federal funds 
rate) declines a b i t . 

Because banks have more money and can borrow for less, they reduce the rate 
they charge t h e i r most creditworthy customers, which i s called the prime rate. 
This encourages those most creditworthy customers, along with everyone else 
whose interest rate i s pegged to the prime, to borrow more money. They then 
spend the additional money they have borrowed, which eventually creates more 
jobs. 

More jobs mean people have more money to spend. That additional spending 
causes the economy to pick up, which was the point of the whole thing i n the 
f i r s t place. 

The big question now i s whether they waited too long. The answer: Maybe. 

There are plenty of signs that the economy i s already i n trouble. The most 
important one i s that the government's Index of Leading Indicators, which does a 
pretty good job of predicting what the economy w i l l be doing six months from 
now, has been f a l l i n g for four months i n a row. Other key indicators, such as 
the Purchasing Manager's Index, also are down dramatically. Given that, an 
attempt to stimulate the economy by reducing interest rates seemed quite i n 
order. 

But i t ' s j u s t as l i k e l y that there are p o l i t i c a l issues involved. President 
Clinton i s up for re-election soon and hardly wants to run i n the midst of a 
recession, even though he could blame i t on the Fed. Fed chairman Alan 
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Greenspan i s also up for re-election, so to speak. His four-year term ends next 
March and he would very much l i k e to be reappointed. Thus i t may not be t o t a l 
coincidence that he and Clinton now seem to agree that the economy could use a 
boost. 

However, i t ' s j u s t as l i k e l y that the Open Market Committee - the Fed 
policy-making board - has taken a more l i b e r a l stance because i t has two new 
members, appointed by Clinton. Alan Blinder, now board vice chairman, i s a 
long-time i n f l a t i o n dove and champion of low interest rates. Janet Yellen, a 
UC-Berkeley economist, shares his views. They are far from a majority on the 
board, which i s composed of the seven Fed governors and f i v e regional Fed bank 
presidents, but i t ' s l i k e l y t h e i r voices are being heard. 

The remaining question i s whether the Fed move w i l l work, g l i d i n g the economy 
into a soft landing. The problem i s that i t takes at least 18 months for 
interest rate changes to affect the economy. What the Fed i s doing today i s 
designed to influence what i t expects to be happening at the beginning of 1997. 

The only recent precedent we have i s the experience of 1989 when, under 
similar circumstances, the Fed began loosening i n June and continued for three 
years. But i t was much too l a t e . By 1990, the economy was i n a serious 
recession. 

W i l l history repeat i t s e l f ? Probably. 

Ross M. LaRoe and John Charles Pool are economists who write for The 
Dispatch. 
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Even as f i g u r e s i n d i c a t i n g p o ssible economic t r o u b l e ahead have p i l e d up i n 
recent weeks. Federal Reserve p o l i c y makers have shed t h e i r usual gloom and 
Cl i n t o n A d m i n i s t r a t i o n o f f i c i a l s have been s t e a d f a s t l y o p t i m i s t i c . 

Their m o t i v a t i o n i s c l e a r : The d i f f e r e n c e i n the months ahead between a 
" s o f t landing" and a recession may w e l l l i e i n preventing a sudden drop of 
business and consumer confidence. 

I f m i l l i o n s of Americans s t a r t worrying about the next paycheck or p r o f i t 
and stop spending money, both i n s t i t u t i o n s face a problem. Federal Reserve 
o f f i c i a l s would face the embarrassing task of lowering short-term i n t e r e s t r a t e s 
j u s t a few months a f t e r r a i s i n g them. President C l i n t o n could face an even 
tougher r e - e l e c t i o n f i g h t next year. 

The soothing comments from the Fed come as a growing number of economists 
now b e l i e v e t h a t the Federal Reserve may have r a i s e d i n t e r e s t r a t e s too high 
over the l a s t year t o f i g h t a t h r e a t of i n f l a t i o n t h a t has scarcely 
m a t e r i a l i z e d . " I t h i n k the Fed has overdone i t , " s aid Preston M a r t i n , a former 
v i c e chairman of the Federal Reserve Board. "The l a s t one or two increases were 
not necessary." 

Fed o f f i c i a l s acknowledge t h a t t h e i r upbeat comments are p a r t l y aimed at 
soothing consumers and business executives, but emphasize t h a t the statements 
are based on a f i r m b e l i e f t h a t the economy w i l l continue growing. "There i s 
t r u t h t o t h a t , but there's t r u t h t h a t we genuinely b e l i e v e t h i s i s a l i k e l y 
scenario," s a i d Alan S. B l i n d e r , the c u r r e n t v i c e chairman of the Federal 
Reserve Board. "The l i k e l y scenario i s a perio d o f , I would guess, a couple of 
quarters t h a t look k i n d of rocky and then a r e s t o r a t i o n of something t h a t looks 
l i k e sustainable growth, say 2 1/2 percent." 

Janet L. Y e l l e n , a Federal Reserve governor, was also o p t i m i s t i c today, but 
cau t i o u s l y so. "I'm not going t o say I'm unconcerned w i t h the r i s k s — only 
h i s t o r y w i l l t e l l us f o r sure whether the Fed has overdone i t , " she said. 

These and other comments by top Fed o f f i c i a l s suggest t h a t the c e n t r a l bank 
w i l l be r e l u c t a n t t o cut i n t e r e s t r a t e s unless f u r t h e r economic i n d i c a t o r s i n 
the coming weeks and months show a s i m i l a r l y gloomy p i c t u r e . Although Fed 
o f f i c i a l s d e c l ined t o discuss s p e c i f i c i n d i c a t o r s t h a t might be important, the 
June unemployment r e p o r t scheduled f o r p u b l i c release on Ju l y 7 seems l i k e l y 
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to be one of them. 

The Fed's top interest-rate committee i s scheduled to meet again on July 5 
and 6, and to receive a private copy of the June unemployment report on the 
afternoon of July 6. 

I f the Fed does decide to go beyond jawboning to an actual cut i n short-term 
interest rates, i t has one big advantage: I n f l a t i o n has barely risen t h i s year, 
either because the Federal Reserve has been successful i n i t s pre-emptive s t r i k e 
on i n f l a t i o n with higher interest rates last year or because the threat of 
i n f l a t i o n was never serious to begin with. 

Investors i n f i n a n c i a l markets have shown l i t t l e concern about i n f l a t i o n and 
have driven down interest rates for three-month notes to five-year bonds below 
the level of the overnight rates that the Federal Reserve controls. That gives 
the Fed some freedom to cut rates soon. 

Yet any sharp reduction i n interest rates could also hurt the value of the 
dollar i n international currency markets. Just two days ago, the Federal Reserve 
joined with other central banks to buy dollars i n these markets to support the 
dollar . 

Any interest rate reduction now would also put Alan Greenspan, the Federal 
Reserve chairman, i n the position of pursuing the same stop-and-go monetary 
policy that he has t r i e d to avoid. Indeed, the point of raising interest rates 
last year before i n f l a t i o n became a v i s i b l e threat was to break with the Federal 
Reserve's past pattern of raising rates too lat e to stop i n f l a t i o n and then 
lowering rates too lat e to stop a recession. 

In interviews today, top Fed o f f i c i a l s offered several reasons for t h e i r 
b e l i e f that while the economy might slow sharply t h i s summer, i t would not f a l l 
into a recession. They pointed to the f a l l i n long-term interest rates, which i s 
making mortgages cheaper for would-be home buyers; the r i s e u n t i l today of stock 
prices, which has l e f t many households with p r o f i t s to spend, and the l i k e l y 
recovery of American exports t h i s summer after a dip t h i s spring because of 
finan c i a l troubles i n Mexico. 

But the same o f f i c i a l s also mentioned several concerns: a possible f a l t e r i n g 
i n consumer confidence, a possible weakening of business investment and the 
large inventories that many companies have accumulated. 

Ms. Yellen said that she honestly f e l t that the disappearing jobs and 
f a l l i n g earnings described by the Labor Department today would not disrupt 
consumer confidence, although she acknowledged that a loss of confidence could 
send the economy i n t o recession. 

"A loss of consumer confidence i s a mechanism by which that could occur, but 
I don't believe there i s a reason for a loss of consumer confidence," she said. 
"The fundamentals i n the household sector are excellent — we probably w i l l have 
a slow quarter or two, but the ingredients for strong consumer spending are i n 
place." 

But i f Ms. Yellen and her colleagues are wrong, the Clinton Administration 
made clear today that i t s response would be to blame the Federal Reserve for the 
economy's problems. Labor Secretary Robert B. Reich emphasized i n an interview 
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today that many of the jobs los t were i n manufacturing industries that are 
sensitive t o short-term interest rates. And i n a departure from recent practice, 
the Council of Economic Advisers included an indi r e c t c r i t i c i s m of interest-rate 
policy i n an otherwise upbeat statement today. 

"The current slowing of the economy," the statement said, " i s i n part the 
result of the r i s e i n interest rates i n 1994, which affected the 
interest-sensitive sectors such as durable goods and housing." 

GRAPHIC; Graph showing y e i l d on 30-year treasury bonds - plotted d a i l y . (Source: 
Datastream) 
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Rep. Henry B. Gonzalez, the House Banking Committee's senior Democrat, 
blasted the Federal Reserve f o r keeping short-term i n t e r e s t high and sai d i t 
should lower r a t e s immediately. 

"Surprise, s u r p r i s e , " the Texas Democrat sa i d . "Doubling short-term 
i n t e r e s t r a t e s i n 12 months d i d not produce the b r i g h t , sunny days the Fed saw 
i n i t s c r y s t a l b a l l . The Fed should not w a i t u n t i l i t s J u l y meeting t o reduce 
short-term r a t e s . They can and should act now." 

However, r e c e n t l y released minutes from the March meeting of the Federal Open 
Market Committee - the c e n t r a l bank's c h i e f policymaking body - show t h a t the 
Fed i s s t i l l w o r r i e d about i n f l a t i o n , economists s a i d . 

" I am very encouraged t h a t the Fed i s s u s t a i n i n g i t s long-term p o l i c y of 
r e s i s t i n g i n f l a t i o n over time," said Eugene Sherman, an analyst w i t h M.A. 
Schapiro & Co. "That's why i t i s more i n t e r e s t i n g then your t y p i c a l FOMC 
meetings." 

The March minutes, which were released Friday afternoon a f t e r l a s t week's 
meeting, i n d i c a t e t h a t the Fed knew the economy was weaker than most r e a l i z e d . 
S t i l l , the Fed decided t o maintain i t s a n t i - i n f l a t i o n a r y stance. 

Mr. Sherman noted t h a t President C l i n t o n ' s two appointees - Alan B l i n d e r and 
Janet Y e l l e n - both voted w i t h the r e s t of the open market committee t o keep the 
i n f l a t i o n b a t t l e going. That should resolve fears t h a t the two are doves on the 
i n f l a t i o n f r o n t , he s a i d . 

Rep. Gonzalez, however, sa i d the Fed "should stop t a k i n g i t s cues from the 
long-term bond market" and begin worrying about the p o s s i b i l i t y of a recession. 

"An economic downturn w i l l be devastating t o the nation's workers, who have 
seen t h e i r r e a l earnings f a l l , " he said. 
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You might t h i n k these would be tense times f o r c e n t r a l bankers. But there 

are few signs t h a t the d o l l a r ' s p r e c i p i t o u s d e c l i n e i s j a n g l i n g nerves a t the US 
Federal Reserve. 

Ms Janet Y e l l e n , one of two C l i n t o n appointees on the Fed's seven-member 
board, refuses t o comment p u b l i c l y on the d o l l a r . But she concedes she i s 
g r a t e f u l f o r her academic t r a i n i n g . Before j o i n i n g the Fed she was an economics 
professor at the U n i v e r s i t y of C a l i f o r n i a at Berkeley. 

Gesturing toward her computer t e r m i n a l , which beeps when the d o l l a r moves 
sharply, she says she might have become q u i t e alarmed i n past weeks had she not 
studied past episodes of f i n a n c i a l turbulence. 

She d i d not e l a b o r a t e , but was probably r e f e r r i n g t o the 'bubbles' caused by 
the exaggerated short-term r e a c t i o n s of f i n a n c i a l markets. The tendency of 
exchanges r a t e s t o overshoot has been exhaustively studied and i s o f t e n invoked 
t o help e x p l a i n the d o l l a r ' s e x t r a o r d i n a r y s t r e n g t h i n the mid-1980s. 

On domestic issues, Ms Yel l e n i s more forthcoming. She says the Fed was 
already aware of u n c e r t a i n t i e s i n the economic outlook when i t r a i s e d short-term 
i n t e r e s t r a t e s t o 6 per cent i n February. More r e c e n t l y , nearly every economic 
s t a t i s t i c , from employment and i n d u s t r i a l production t o housing s t a r t s , has 
begun t o f l a s h red. 

She i s not s u r p r i s e d by these 'pervasive signs of slowdown' because she 
never expected l a s t year's r a p i d growth t o l a s t . That b u r s t of growth followed a 
long p e r i o d of e x c e p t i o n a l l y low i n t e r e s t r a t e s ; once the Fed began t i g h t e n i n g 
monetary p o l i c y , growth was bound t o decelerate. None of the components of 
demand - w i t h the p o s s i b l e exception of exports - seems l i k e l y t o grow as f a s t 
as l a s t year. 

But i s t h i s a pause or a permanent downward s h i f t ? Could a recession be i n 
the o f f i n g ? Ms Ye l l e n concedes t h a t the recent data are 'a l i t t l e s o f t e r than I 
expected.' The weakness i n sales has spread t o manufacturing. Unsold i n v e n t o r i e s 
have p i l e d up, e s p e c i a l l y a t the b i g car companies. 

Yet, l o o k i n g forward, ' I don't see anything t h a t i s a t r u e negative.' She 
means there are few signs yet of the serious imbalances - such as balance sheet 
s t r a i n s - t h a t u s u a l l y precede a recession. Any downward pressure on demand, 
moreover, i s being cushioned by the f a l l i n the d o l l a r and i n long bond 
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yields. Taking t h i s i n t o account ' i t i s questionable i f there has been any 
monetary tightening i n recent months.' 

Ms Yellen says she s t i l l feels reasonably confident that the economy i s 
heading for a 'soft landing' - growth at a sustainable rate of about 2.5 per 
cent against 4 per cent las t year. But the balance of risks i s moving toward a 
weaker rather than a stronger outcome. 

Ms Yellen and her fellow Clinton appointee Mr Alan Blinder, the Fed's vice 
chairman, are often described as 'doves' on i n f l a t i o n . 

Ms Yellen says t h i s i s not f a i r . As a professional economist, she accepts 
the so-called 'natural rate' hypothesis. This says that attempts to push the 
jobless rate below a certain level (believed to be about 6 per cent i n the US) 
w i l l lead to accelerating i n f l a t i o n . To get i n f l a t i o n down again would require a 
costly period of unemployment i n excess of the natural rate. Nobody who accepts 
t h i s framework, she says, i s a 'dove'. 

She i s f i r m l y committed to the goal of 'price s t a b i l i t y ' ( i n f l a t i o n so low 
i t does not influence business decisions) and believes the US i s 'not quite 
there.' But having t h i s medium-term goal does not mean i n f l a t i o n must f a l l 
'every quarter.' I t would not be wise to t r y to prevent a small c y c l i c a l 
increase i n i n f l a t i o n t h i s year. And she does not believe central banks should 
single-mindedly pursue an i n f l a t i o n goal: a commitment to growth i s also 
important. ' I t i s possible to do two things at once.' 

She says that the hallmark of the Fed's approach i s close analysis of the 
empirical data. Interest rate decisions are based on economic projections 
prepared by the Fed's technical s t a f f . In 1989, for ex-ample, the Fed began 
cutting rates even though i n f l a t i o n was above target because the forecast 
pointed to s i g n i f i c a n t l y weaker growth. 

Could the Scime happen t h i s year? She w i l l not be drawn but concedes there 
are 'many p a r a l l e l s ' between t h i s year and 1989. 
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Three s p l i t decisions h i g h l i g h t e d Federal Reserve Board actions on bank 
mergers and a c q u i s i t i o n s and other banking expansion a p p l i c a t i o n s d u r i n g the 
f i r s t q uarter of 1995, according t o a Banking P o l i c y Report survey. 

A l l t h r e e o f the a p p l i c a t i o n s were approved by the Board, but one or more Fed 
governors dissented on substantive grounds i n each instance. One of these 
decisions concerned Board a c t i o n on an a p p l i c a t i o n w h i l e a Department of J u s t i c e 
(DOJ) f a i r lending enforcement i n v e s t i g a t i o n was pending. Another concerned 
Board r e a c t i o n t o an u n f u l f i l l e d previous commitment by an ap p l i c a n t on 
community reinvestment matters. The t h i r d concerned the c r i t e r i a f o r the Board 
weighing p u b l i c b e n e f i t s and a n t i c o m p e t i t i v e e f f e c t s of a nonbanking expansion 
proposal. 

During January, February and March, about o n e - t h i r d of the a p p l i c a t i o n s 
considered by the Board, a t y p i c a l volume, a t t r a c t e d p r o t e s t s by neighborhood 
a c t i v i s t groups a l l e g i n g v i o l a t i o n s of the Community Reinvestment Act (CRA) or 
the nation's f a i r l e n d i n g laws. I n each instance, the Board c i t e d grounds f o r 
approval of the a p p l i c a t i o n s despite the p r o t e s t s . 

The l a r g e s t number of p r o t e s t s during the f i r s t q uarter were f i l e d under CRA 
and the Home Mortgage Disclosure Act (HMDA). CRA i s a 1977 law t h a t r e q u i r e s 
banking o r g a n i z a t i o n s t o meet the c r e d i t needs of the e n t i r e communities i n 
which they operate, i n c l u d i n g low-and moderate-income neighborhoods. CRA 
performance must be taken i n t o account by r e g u l a t o r y a u t h o r i t i e s i n judging 
expansion a p p l i c a t i o n s by banking o r g a n i z a t i o n s , HMDA i s a 1975 law t h a t 
requires banks and other depository i n s t i t u t i o n s t o compile and make a v a i l a b l e 
t o the p u b l i c and supervisory a u t h o r i t i e s i n f o r m a t i o n about home mortgage and 
home improvement lending p r a c t i c e s . 

Other p r o t e s t s t o a p p l i c a t i o n s considered by the Board during the f i r s t 
quarter of 1995 i n v o l v e d complaints from bank shareholders, customers and others 
concerned about a v a r i e t y of issues ranging from stockholder e q u i t y t o the 
competitive i m p l i c a t i o n s of t r a n s a c t i o n s . 

A s i g n i f i c a n t number of t r a n s a c t i o n s approved by the Board du r i n g the f i r s t 
cjuarter i n v olved a p p l i c a t i o n s by f o r e i g n banking organizations proposing new 
services or branches, or both, i n the United States. 

I n t h r e e instances — i n v o l v i n g expansion a p p l i c a t i o n s by the North 
Carolina-based Southern Natio n a l Corporation, Ohio-based KeyCorp, and the 
Missouri-based Boatmen's Bancshares Inc. — the Fed was concerned enough about 
competition t o r e q u i r e the banking organizations t o d i v e s t some of t h e i r 
f a c i l i t i e s i n order t o win approval. Southern National agreed t o d i v e s t 
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branches i n f i v e markets i n order t o win t o acquire a bank. Boatmen's agreed t o 
d i v e s t two branches i n markets t h a t the agency decided would be h i g h l y 
concentrated a f t e r a proposed a c q u i s i t i o n i s consummated. 

There were no Board d e n i a l s of a p p l i c a t i o n s during the f i r s t q u a r t e r , which 
i s not unusual. Many banking organizations opt t o withdraw a c o n t r o v e r s i a l 
a p p l i c a t i o n i f they l e a r n i t i s l i k e l y t o be voted down by the Board. 

DOJ I n v e s t i g a t i o n 

One of the t h r e e f i r s t q uarter a p p l i c a t i o n approvals on which the Board was 
d i v i d e d d e a l t w i t h a proposal by I l l i n o i s - b a s e d Northern Trust Corporation and 
Northern Trust of F l o r i d a Corporation. Their a p p l i c a t i o n s t o acquire 
Florida-based Beach One F i n a n c i a l Services, Inc., was approved 5 t o 2 by the 
Board despite an ongoing DOJ i n v e s t i g a t i o n of Northern Trust's compliance w i t h 
f e d e r a l f a i r lending s t a t u t e s . 

According t o the Fed, the DOJ i n v e s t i g a t i o n i s focusing on Northern Trust's 
I l l i n o i s banking s u b s i d i a r i e s , i n c l u d i n g i t s lead s u b s i d i a r y bank, the Northern 
Trust Company of Chicago, p r i m a r i l y d uring a p e r i o d from 1992 u n t i l e a r l y 1994. 

The Board c h a r a c t e r i z e d the DOJ probe t h i s way: "Northern Trust has addressed 
concerns expressed by DOJ regarding the documentation and o v e r s i g h t of i t s loan 
u n d e r w r i t i n g process d u r i n g the time p e r i o d covered, but has denied t h a t i t s 
I l l i n o i s banking s u b s i d i a r i e s v i o l a t e d the substantive p r o v i s i o n s of the f e d e r a l 
f a i r lending laws i n processing loan a p p l i c a t i o n s from African-Americans, or 
other m i n o r i t i e s . 

"Northern Trust also has submitted extensive i n f o r m a t i o n t o the Board on 
steps taken and t o be taken, p a r t i c u l a r l y at the Chicago bank, t o improve i t s 
u n d e r w r i t i n g p r a c t i c e s and i t s f a i r lending compliance programs. The DOJ and 
Northern Trust are discussing the issued r a i s e d by t h i s i n v e s t i g a t i o n , but there 
has been no j u d i c i a l or other f i n a l r e s o l u t i o n of t h i s matter." 

I n approving the Northern Trust a p p l i c a t i o n , the Board m a j o r i t y said t h a t a l l 
of the banking s u b s i d i a r i e s of Northern Trust "subject t o DOJ i n v e s t i g a t i o n 
received e i t h e r 'outstanding' or ' s a t i s f a c t o r y ' r a t i n g s f o r CRA performance from 
t h e i r primary f e d e r a l supervisors i n recent examinations t h a t covered the p e r i o d 
a f t e r the p e r i o d under review by the DOJ." I n a d d i t i o n , the m a j o r i t y s a i d , 
"examiners d i d not f i n d any p a t t e r n or p r a c t i c e of i l l e g a l d i s c r i m i n a t i o n or 
other i l l e g a l p r a c t i c e s intended t o discourage a p p l i c a t i o n s f o r c r e d i t d uring 
the time periods covered by these examinations." 

However, Fed Vice Chairman Alan S. B l i n d e r and Fed Gov. Janet L. Y e l l e n voted 
t o w i t h h o l d approval of the Northern Trust a p p l i c a t i o n pending completion of the 
DOJ i n v e s t i g a t i o n . 

"We d i s s e n t , " they s a i d , "not because we t h i n k the a p p l i c a t i o n should be 
denied, but because we b e l i e v e i t wise t o w a i t a short w h i l e f o r more p e r t i n e n t 
i n f o r m a t i o n . " They c i t e d two examples of s i g n i f i c a n t i n f o r m a t i o n about t o 
m a t e r i a l i z e . 

" F i r s t , " B l i n d e r and Y e l l e n s a i d , "we note t h a t Northern Trust and DOJ are 
discussing the issues r a i s e d by the DOJ i n v e s t i g a t i o n , and these discussions 
could be completed i n the near f u t u r e . . . Second, the Chicago bank's f i r s t 
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quarterly status report to the Reserve Bank on the bank's progress i n addressing 
problems i n the f a i r lending area i s due by A p r i l 30. These two pieces of 
information, we believe, would put the Board i n a much better position to make a 
determination." 

U n f u l f i l l e d Commitment 

Two related applications approved on a s p l i t vote involved a condition 
imposed by the Board majority for Louisiana-based F i r s t Commerce Corporation to 
submit an additional CRA plan to the Fed on fin a n c i a l counseling and home buyer 
education programs i n a pa r t i c u l a r community. The F i r s t Commerce applications 
proposed the acquisitions of two Louisiana-based bank holding companies. City 
Bancorp, Inc. and F i r s t Bancshares, Inc. 

These applications were protested by the Plaisance Development Corporation, 
which accused F i r s t Commerce of f a i l i n g to comply with a CRA-related commitment 
made i n connection with a previous application approval. In approving the 
pending applications, the Board majority said a Fed investigation revealed that 
F i r s t Commerce "has not f u l f i l l e d the terms of i t s commitment to the Board 
regarding these programs." 

As a re s u l t , the Board majority said, "the Board's action i n t h i s case i s 
expressly conditioned on F i r s t Commerce submitting, p r i o r to consummation of 
t h i s proposal, a w r i t t e n plan satisfactory to the Federal Reserve System to 
i n i t i a t e f i n a n c i a l counseling and home buyer education programs to the Plaisance 
community." 

Fed Gov. John P. LaWare voted against the Board action, maintaining that the 
condition was inappropriate. " I do not believe i t i s appropriate for the Board 
to condition i t s action regarding these applications on the submission of an 
additional CRA plan," LaWare said. "Applicant has an overall satisfactory CRA 
performance record and has implemented numerous progreims throughout i t s many 
communities to comply with the CRA. In t h i s s i t u a t i o n , I believe that i t i s 
more appropriate for the Board to investigate and resolve any question about 
applicant's compliance with the single commitment under the Board's general 
supervisory authority and not i n the course of processing these applications." 

LaWare said the Board should have approved these applications 
unconditionally. The vote was 5 to 1, with Fed Gov. Susan M. P h i l l i p s absent 
and not voting. 

ATM Competition 

Another application approval that drew a dissenting vote involved a proposal 
by a j o i n t venture of four major banking organizations to acquire a data 
processing operation, including s i g n i f i c a n t automated t e l l e r machine (ATM) 
assets and point-of-sale (POS) assets. The four banking organizations were 
Ohio-based Banc One Corporation, Pennsylvania-based CoreStates Financial Corp 
and PNC Bank Corp., and Ohio-based KeyCorp. The proposal was for t h e i r j o i n t 
venture subsidiary. Electronic Payment Services, Inc., to acquire ATM and POS 
assets of a data processing company owned by Ohio-based National City 
Corporation and to admit National City to the j o i n t venture. 

In some c i r c l e s , t h i s j o i n t venture r u l i n g was considered a landmark Fed 
decision i n terms of standards for future expansion among banking 
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organizations i n e l e c t r o n i c services. One of the issues r a i s e d by the 
a p p l i c a t i o n was whether markets f o r ATM network access, ATM network services and 
ATM processing should be defined on a c i t y - b y - c i t y basis or some l a r g e r 
geographic basis. 

The Fed c i t e d a recent survey of the 50 l a r g e s t r e g i o n a l , shared e l e c t r o n i c 
funds t r a n s f e r (EFT) networks showing t h a t 17 of them have markets encompassing 
two t o f i v e s t a t e s and f o u r have markets of more than 15 s t a t e s . I t also c i t e d 
a Fed s t a f f study suggesting " t h a t the geographic market f o r network access i s 
an area s i g n i f i c a n t l y l a r g e r than l o c a l markets." 

Consequently, the Board concluded t h a t the markets f o r network services and 
ATM processing are "at l e a s t r e g i o n a l . " I n approving the a p p l i c a t i o n , the Board 
also r e j e c t e d a p r o t e s t t h a t the a c q u i s i t i o n would have s i g n i f i c a n t 
a n t i c o m p e t i t i v e e f f e c t s i n the market f o r ATM services i n the 
Ohio-Kentucky-Pennsylvania reg i o n , and p a r t i c u l a r l y i n Ohio. 

The a p p l i c a t i o n was approved by the Board on a 5 t o 1 vote, w i t h Yellen 
absent and not v o t i n g . The d i s s e n t i n g vote came from B l i n d e r , who s a i d he d i d 
not question approval of the a p p l i c a t i o n , but argued t h a t approval should have 
included c o n d i t i o n s aimed at preserving competition i n the market. 

"My dissent i s based on a matter of law, not economics," B l i n d e r s a i d . "The 
r e d u c t i o n of competition t h a t w i l l r e s u l t from the proposed a c q u i s i t i o n i s 
modest and thus not very t r o u b l i n g on s t r i c t l y economic grounds. But, Section 
4 ( c ) ( 8 ) of the Bank Holding Company Act imposes a sterner t e s t : i t r e q u i r e s the 
Board t o determine t h a t the a c q u i s i t i o n 'can reasonably be expected t o produce 
b e n e f i t s t o the p u b l i c . . . t h a t outweigh possible adverse e f f e c t s , such as . . 
. decreased or u n f a i r competition." 

I n t h i s case, he s a i d , i t seems t o be "undeniable" t h a t a l l o w i n g N a t i o n a l 
C i t y ' s ATM network t o be merged i n t o the s o - c a l l e d MAC network would r e s u l t i n 
"some" adverse e f f e c t on competition demanding under Section 4 ( c ) ( 8 ) the 
demonstration of o v e r r i d i n g p u b l i c b e n e f i t s . 

The Fed g e n e r a l l y recognizes t h a t ATM network operating r u l e s are an 
important c o n s i d e r a t i o n i n assessing such competition, he s a i d . Therefore, he 
added, " i f , as a c o n d i t i o n f o r approving t h i s a p p l i c a t i o n , the Board were t o 
r e q u i r e a few p rocompetitive changes i n MAC'S operating r u l e s (such as 
e l i m i n a t i n g the h o l d i n g company r u l e t h a t g e n e r a l l y r e q u i r e s a l l a f f i l i a t e d 
banks of a h o l d i n g company t o be members of the network i f one bank j o i n s ) , the 
net p u b l i c b e n e f i t s t e s t of Section 4 ( c ) ( 8 ) would be met." But, absent such 
c o n d i t i o n s , he s a i d , " I do not see how the standard i s met." 

F a i r Lending Challenge 

An a p p l i c a t i o n challenged on f a i r lending grounds involved the b i d of New 
York-based Chase Manhattan Corporation f o r the Fed's okay on a de novo s t a t e 
savings bank ch a r t e r t o be the v e h i c l e f o r i n t e r s t a t e branching i n New York and 
Connecticut. 

According t o the Fed, Chase Savings Bank would be chartered as i n New York as 
a non-operating i n s t i t u t i o n i n connection w i t h a m u l t i - s t e p corporate 
r e o r g a n i z a t i o n t h a t u l t i m a t e l y would r e s u l t i n the merger of Chase Manhattan 
Bank of Connecticut, N.A., Bridgeport, w i t h Chase's lead bank i n Manhattan, 
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w i t h the Manhattan bank being the s u r v i v i n g i n s t i t u t i o n o perating the branches 
of the Connecticut bank i n Connecticut. 

A p r o t e s t accused Chase and i t s mortgage s u b s i d i a r i e s of v i o l a t i n g the Equal 
Opportunity Act and the F a i r Housing Act, the basic f e d e r a l f a i r lending laws. 
The p r o t e s t charged the bank ho l d i n g company w i t h s t e e r i n g housing-related loan 
a p p l i c a t i o n s from low-and moderate-income areas and m i n o r i t y mortgage loan 
a p p l i c a n t s t o i t s Manhattan bank i n order t o improve the bank's CRA performance 
record, w h i l e p o i n t i n g a f f l u e n t nonminority mortgage loan a p p l i c a n t s t o i t s 
mortgage s u b s i d i a r i e s , which are not subject t o CRA performance e v a l u a t i o n . 

I n approving the a p p l i c a t i o n , the Board noted t h a t a s i m i l a r , r e l a t e d p r o t e s t 
on Chase's lending and c r e d i t p r a c t i c e s had been r e g i s t e r e d w i t h the O f f i c e of 
the Comptroller of the Currency (OCC). "On the basis of a l l the f a c t s of 
record, the OCC concluded t h a t n e i t h e r the banks nor the mortgage s u b s i d i a r i e s 
had engaged i n i l l e g a l d i s c r i m i n a t o r y lending or c r e d i t p r a c t i c e s as alleged by 
p r o t e s t a n t , " the Fed sai d . 

CRA Challenges 

A number of CRA challenges were r e j e c t e d by the Board du r i n g the f i r s t 
quarter of 1995. Among them were a p p l i c a t i o n s f i l e d by I l l i n o i s - b a s e d Coal C i t y 
Corporation and the Manufacturers Nati o n a l Corporation; Missouri-based Boatmen's 
Bancshares, In c . ; Louisiana-based Whitney Holding Corporation; New York-based 
Marine Midland Bank N.Y. and Manufacturers and Traders Trust Co.; Michigan-based 
Comerica Incorporated and Comerica C a l i f o r n i a Incorporated; and I l l i n o i s 
F i n a n c i a l Services, Inc. 

Foreign Bank A p p l i c a t i o n s 

One of the noteworthy f o r e i g n bank a p p l i c a t i o n considered by the Board during 
the f i r s t q u a r t e r of 1995 was f i l e d by Banque Nationale de Pa r i s , P a r i s , 
requesting permission t o engage i n f u t u r e s commission merchant, commodity 
t r a d i n g advisor, f o r e i g n exchange, s e c u r i t i e s and data processing a c t i v i t i e s . 
The French banking o r g a n i z a t i o n proposed doing t h i s through i t s s u b s i d i a r y , the 
Pennsylvania-based BNP/Cooper Neff, Inc. 

The company agreed t o several Fed requests i n order t o get the proposal 
approved. One was t h a t the BNP/Cooper Neff, Inc. and i t s a f f i l i a t e s not share 
any c o n f i d e n t i a l i n f o r m a t i o n concerning t h e i r r e s p e c t i v e customers w i t h o u t the 
consent of the customers. Another was t h a t the su b s i d i a r y exercise i t s 
d i s c r e t i o n a r y management a u t h o r i t y only i n purchasing and s e l l i n g 
exchange-traded instruments. "Therefore," the Fed said , "concerns surrounding 
over-the-counter instruments, such as the p o t e n t i a l f o r abuses due t o the lack 
of p r i c e transparency, are not present i n the proposal. 

Mutual Fund Advisory Services 

Among the nonbanking expansion a p p l i c a t i o n s approved by the Fed during the 
f i r s t q uarter of 1995 was a plan by the Colorado-based Carbon County Holding 
Company t o provide investment advisory and a d m i n i s t r a t i v e services t o a mutual 
fund. 

Carbon County, the parent of Wyoming-based Rawlings Natio n a l Bank, an 
i n s t i t u t i o n w i t h only $ 89.8 m i l l i o n i n assets, would do t h i s by a c q u i r i n g the 
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Hanifen, Imhoff Management Co., which now provides such services to the fund 
involved. When the transaction i s consummated, Hanifen, Imhoff Management would 
change i t s name to Freedom Funds Management Company, and the mutual fund would 
be named Freedom Fund. 

In approving the transaction, the Fed said that a bank holding company may 
serve as an investment advisor to a mutual fund without c o n t r o l l i n g i t , which 
would be a v i o l a t i o n of the Glass-Steagall Act. 

The Fed also ruled that Carbon County would not engage i n the d i s t r i b u t i o n of 
mutual fund shares. "In p a r t i c u l a r , " the Fed said, "the company would not be 
involved i n the promotion or sale of the fund's shares. Carbon County has 
committed that the company would not engage i n marketing, sales or advertising 
a c t i v i t i e s r e l a t i v e to any mutual fund." 

F i r s t Quarter Applications 

Here i s a state-by-state l i s t i n g of banking expansion applications acted upon 
by the Fed during the f i r s t quarter of 1994. 

ALABAMA 

Whitney Holding Corporation, New Orleans, La., (deposits $ 2.4 b i l l i o n ) to 
acquire a l l the voting shares of Whitney Bank of Alabama, Mobile, Ala., a de 
novo bank. Approved by the Fed January 24, 1995, under Section 3(a)(3) of the 
Bank Holding Company Act. Following consummation of t h i s transaction, Whitney 
Bank of Alabama would acquire substantially a l l the assets and assume 
substantially a l l the l i a b i l i t i e s of f i v e of the nine branches of Peoples Bank, 
Elba, Ala. (deposits $ 174.3 m i l l i o n ) . 

ARKANSAS 

Boatmen's Bancshares, Inc., St. Louis, Mo., (assets $ 28.6 b i l l i o n ) to 
acquire Worthen Banking Corporation, L i t t l e Rock, Ark., (assets $ 3.5 b i l l i o n ) 
and thereby acquire i t s banking and nonbanking subsidiaries. Approved by the 
Fed January 18, 1995, under Section 3 of the Bank Holding Company Act. 

CALIFORNIA 

Cho Hung Bank, Seoul, Korea, (assets $ 35.1 b i l l i o n ) to acquire Seoul Bank of 
California, Los Angeles, C a l i f , (deposits $ 21.3 m i l l i o n ) . Approved by the Fed 
March 1, 1995, under Section 3 of the Bank Holding Company Act. 

Comerica Incorporated, Detroit, Mich., and Comerica California Incorporated, 
San Jose, C a l i f . , (assets $ b i l l i o n ) to acquire a l l the voting shares of 
University Bank & Trust Company, Palo Alto, C a l i f , (deposits $ 383.4 m i l l i o n ) . 
Approved by the Fed March 1, 1995, under Section 3 of the Bank Holding Company 
Act. 

F i r s t Interstate Bank of California, Los Angeles, C a l i f . , to acquire certain 
assets and assume the l i a b i l i t i e s of F i r s t Trust Bank, Ontario, C a l i f . Approved 
by the Fed March 6, 1995, under the Bank Merger Act. 

Investors Banking Corporation, Salem, Oregon, (deposits $ 58.8 m i l l i o n ) to 
acquire up to 88 percent of the voting shares of BKLA Bancorp, (deposits $ 
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79.1 m i l l i o n ) and thereby i n d i r e c t l y acquire up t o 88 percent of the v o t i n g 
shares of Bank of Los Angeles, both of West Hollywood, C a l i f . Approved by the 
Fed March 6, 1995, under Section 3 ( a ) ( 3 ) of the Bank Holding Company Act. 

Banque Nationale de P a r i s , P a r i s , France, (assets $ 272 b i l l i o n ) t o e s t a b l i s h 
branch o f f i c e s i n Los Angeles and San Francisco, C a l i f . Approved by the Fed 
March 27, 1995, under Section 7(d) of the I n t e r n a t i o n a l Banking Act. 

COLORADO 

Peak Banks of Colorado, I n c . , Nederland, Colo., t o become a bank ho l d i n g 
company by a c q u i r i n g Peak Natio n a l Bank, Nederland, Colo, (deposits $ 40 
m i l l i o n ) . Approved by the Fed January 30, 1995, under Section 3 ( a ) ( 1 ) of the 
Bank Holding Company Act. 

Carbon County Holding Company, Englewood, Colo., t o acquire Hanifen, Imhoff 
Management Co., I n c . , Denver, Colo., and thereby engage i n p r o v i d i n g investment 
advisory and a d m i n i s t r a t i v e services t o one open-end investment company. 
Approved by the Fed March 6, 1995, under Section 4 ( c ) ( 8 ) of the Bank Holding 
Company Act and Section 225.23 of the Board's Regulation Y. 

FLORIDA 

Northern Trust Corporation, Chicago, 111., (assets $ 18.4 b i l l i o n ) and 
Northern Trust of F l o r i d a Corporation, Miami, Fla., t o acquire Beach One 
Fin a n c i a l Services, I n c . , (deposits $ 184 m i l l i o n ) and thereby i n d i r e c t l y 
acquire i t s wholly owned s u b s i d i a r y . The Beach Bank of Vero Beach, both of Vero 
Beach, Fla. Approved by the Fed March 1, 1995, under Section 3 of the Bank 
Holding Company Act. 

ILLINOIS 

Coal C i t y Corporation, Coal C i t y , 111., and Manufacturers National 
Corporation, Chicago, 111., (together deposits $ 286.5 m i l l i o n ) t o acquire at 
lea s t 82.35 percent of v o t i n g shares of Peterson Bank, Chicago, 111. (deposits $ 
153.4 m i l l i o n ) . Approved by the Fed January 17, 1995, under Section 3 of the 
Bank Holding Company Act. 

The Bank of Tokyo, L t d . , (assets $ 271.9 b i l l i o n ) Tokyo, Japan, t o acquire 
The Chicago-Tokyo Bank, Chicago, 111. Approved by the Fed January 30, 1995, 
under Section 3 ( a ) ( 3 ) of the Bank Holding Company Act. 

I l l i n o i s F i n a n c i a l Services, I n c . , (deposits $ 331.8 m i l l i o n ) t o acquire 
i n d i r e c t l y 80 percent of Alpha F i n a n c i a l Corporation, (deposits $ 176.7 m i l l i o n ) 
and thereby i n d i r e c t l y acquire Alpha F i n a n c i a l Corporation's s u b s i d i a r y banks. 
Archer N a t i o n a l Bank and Chicago Nati o n a l Bank, a l l of Chicago, 111. To e f f e c t 
t h i s proposal, I l l i n o i s F i n a n c i a l Services, Inc. also has app l i e d t o form a new 
intermediary h o l d i n g company. Alpha Bancorp, Chicago, 111., and t o acquire at 
le a s t 80 percent of i t s shares. Approved by the Fed March 13, 1995, under 
Section 3 of the Bank Holding Company Act. 

LOUISIANA 

F i r s t Commerce Corporation, New Orleans, La., (deposits $ 5.2 b i l l i o n ) t o 
merge w i t h C i t y Bancorp, I n c . , New I b e r i a , La., (assets $ 85.9 m i l l i o n ) and 
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F i r s t Bancshares, I n c . , S l i d e l l , La., (assets $ 242.1 m i l l i o n ) and thereby 
i n d i r e c t l y acquire t h e i r r e s p e c t i v e banking s u b s i d i a r i e s . C i t y Bank and Trust 
Company, New I b e r i a , La., and F i r s t Bank, S l i d e l l , La. Approved by the Fed 
February 2, 1995, under Section 3 ( a ) ( 5 ) of the Bank Holding Company Act. 

MAINE 

KeyCorp, Cleveland, Ohio, (deposits $ 2 b i l l i o n ) and Key Bancshares of Maine, 
Inc., P o r t l a n d , Maine, t o acquire Casco Northern Bank, N.A., $ 895.5 m i l l i o n 
Portland, Maine. Approved by the Fed January 17, 1995, under Section 3 of the 
Bank Holding Company Act. 

MISSOURI 

State S t r e e t Boston Corporation, Boston, Mass., (assets $ 22.4 b i l l i o n ) t o 
acquire IFTC Holdings, I n c . , and i t s wholly owned su b s i d i a r y . I n v e s t o r s 
Fiduciary Trust Company, both of Kansas C i t y , Mo., and thereby engage i n t r u s t 
and t r u s t - r e l a t e d a c t i v i t i e s . Approved by the Fed January 30, 1995, under 
Section 4 ( c ) ( 8 ) of the Bank Holding Company Act. 

NEBRASKA 

B a t t l e Creek State Company, B a t t l e Creek, Neb., t o acquire 80.7 percent of 
the v o t i n g shares of B a t t l e Creek State Bank, B a t t l e Creek, Neb., (deposits $ 
11.9 m i l l i o n ) and thereby become a bank ho l d i n g company. Approved by the Fed 
January 30, 1995, under Section 3 of the Bank Holding Company Act. 

NEW HAMPSHIRE 

Bank of I r e l a n d , Dublin, I r e l a n d , (assets $ 28.3 b i l l i o n ) and i t s s u b s i d i a r y . 
Bank of I r e l a n d F i r s t Holdings, I n c . , Manchester, N.H., t o acquire i n d i r e c t l y 
a l l the v o t i n g shares of Great Bay Bancshares, Inc., (deposits $ 260.1 m i l l i o n ) 
and thereby i n d i r e c t l y acquire Southeast Bank f o r Savings and C o n s t i t u t i o n Trust 
Company, a l l of Dover, N.H. Approved by the Fed March 6, 1995, under Section 3 
of the Bank Holding Company Act. 

NEW YORK 

Turkiye V a k i f l a r Bankasi, T.A.O., Ankara, Turkey, (assets $ 2.7 b i l l i o n ) t o 
e s t a b l i s h a branch o f f i c e i n New York, N.Y. Approved by the Fed January 4, 
1995, under Section 7(d) of the I n t e r n a t i o n a l Banking Act. 

Marine Midland Bank, B u f f a l o , N.Y., (deposits $ 12.4 b i l l i o n ) t o e s t a b l i s h a 
brach o f f i c e a t P&C Store # 139,3577 West Genesee S t r e e t , Syracuse, N.Y., and an 
ATM i n Wilson Commons B u i l d i n g , U n i v e r s i t y of Rochester, Rochester, N.Y. 
Approved by the Fed January 25, 1995, under Section 9 of the Federal Reserve 
Act. 

Union Bank of Switzerland, Zurich, Switzerland, (assets $ 209 b i l l i o n ) t o 
engage de novo through i t s wholly owned s u b s i d i a r y , UBS Community Development 
Corporation, New York, N.Y., i n making e q u i t y investments i n , and loans and 
grants t o , community development corporations t h a t are designed t o promote 
community welfare pursuant t o Section 225.25(b)(6) of the Board's Regulation Y. 
Approved by the Fed February 13, 1995, under Section 4 ( c ) ( 8 ) of the Bank Holding 
Company Act. 
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Cre d i t Commercial de France S.A., Pa r i s , France, (assets $ 53.9 b i l l i o n ) and 
Be r l i n e r Handels-und F r a n k f u r t e r Bank, F r a n k f u r t am Main, Germany, (assets $ 
32.3 b i l l i o n ) t o r e t a i n c o n t r o l of a l l the v o t i n g shares of Charterhouse North 
America I n c . , New York, N.Y., and i t s s u b s i d i a r i e s , and thereby engage i n 
c e r t a i n p r i v a t e placement and investment advisory a c t i v i t i e s . Approved by the 
Fed February 21, 1995, under Section 4 ( c ) ( 8 ) of the Bank Holding Company Act and 
Section 225.23(a) of the Board's Regulation Y. 

Manufacturers and Traders Trust Company, B u f f a l o , N.Y., (deposits $ 6 
b i l l i o n ) t o e s t a b l i s h branches i n seven Tops Markets i n Rochester, N.Y. Approved 
by the Fed February 27, 1995, under Section 9 of the Federal Reserve Act. 

Chase Manhattan Corporation, New York, N.Y., (assets $ 114 b i l l i o n ) t o 
acquire a l l the v o t i n g shares of Chase Savings Bank, New York, N.Y., a de novo 
st a t e - c h a r t e r e d savings bank. Approved by the Fed March 13, 1995, under Section 
3 of the Bank Holding Company Act. 

The Standard Bank of South A f r i c a , Johannesburg, S. A f r i c a , (assets 20.2 
b i l l i o n ) t o e s t a b l i s h a r e p r e s e n t a t i v e o f f i c e New York, N.Y., Approved by the 
Fed March 22, 1995, under Section 10(a) of the I n t e r n a t i o n a l Banking Act. 

Banco Santander, S.A., Madrid, Spain, (assets $ 73.1 b i l l i o n ) t o engage de 
novo, through Santander Investment S e c u r i t i e s I n c . , New York, N.Y., i n 
und e r w r i t i n g and de a l i n g i n a l l types of debt and e q u i t y s e c u r i t i e s on a l i m i t e d 
basis and other nonbanking a c t i v i t i e s . Approved by the Fed March 27, 1995, 
Section 4 ( c ) ( 8 ) of the Bank Holding Company and Section 225.23 of the Board's 
Regulation Y. 

North Fork Bancorporation, I n c . , M a t t i t u c k , N.Y., (deposits $ 2.3 b i l l i o n ) t o 
acquire up t o 9.9 percent of the v o t i n g shares of Sunrise Bancorp, I n c . , 
(deposits $ 439 m i l l i o n ) and thereby i n d i r e c t l y acquire an i n t e r e s t i n Sunrise 
Federal Savings Bank and Paumanok Service Corp., a l l of Farmingdale, N.Y. 
Approved by the Fed March 29, 1995, under Section 4 ( c ) ( 8 ) of the Bank Holding 
Company Act and Section 225.23(a) of the Board's Regulation Y. 

NORTH CAROLINA 

Southern N a t i o n a l Corporation, Lumberton, N.C., (deposits $ 4 b i l l i o n ) t o 
acquire BB&T F i n a n c i a l Corporation, Wilson, N.C., (deposits $ 6.2 b i l l i o n ) and 
thereby i n d i r e c t l y acquire Branch Bank and Trust Company, Wilson, N.C., 
(deposits $ 6.2 b i l l i o n ) and thereby i n d i r e c t l y acquire Branch Bank and Trust 
Company of South Carolina, G r e e n v i l l e , S.C.; Lexington State Bank, Lexington, 
S.C.; and Community Bank of South Carolina, V a r n v i l l e , S.C. under Section 3 of 
the Bank Holding Company Act. The Board also approved Southem's a p p l i c a t i o n t o 
acquire 15 percent of the v o t i n g shares of Southeast Switch, I n c . , Maitland, 
Fla., under Section 4 ( c ) ( 8 ) of the Banking Holding Company Act and the Board's 
Regulation Y and thereby engage i n p r o v i d i n g data processing services and 
management c o n s u l t i n g advice, and t o engage i n community development a c t i v i t i e s . 

NORTH DAKOTA 

BNCCORP, INC., Bismarck, N.D., (assets $ 144.4 m i l l i o n ) t o acquire a l l of the 
v o t i n g shares of JMS Systems, Inc., Bismarck, N.D., and thereby engage i n 
various data processing a c t i v i t i e s . Approved by the Fed January 9, 1995, under 
Section 4 ( c ) ( 8 ) of the Bank Holding Company Act and Section 225.23(a) of the 
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Board's Regulation Y. 

F i r s t Bancshares of Va l l e y C i t y , I n c . , V a l l e y C i t y , N.D., (deposits $ 57.1 
m i l l i o n ) t o acquire a l l of the v o t i n g shares of Insurance by Strehlow, I n c . , 
(deposits $ 26.9 m i l l i o n ) and thereby i n d i r e c t l y acquire i t s s u b s i d i a r y . The 
F i r s t State Bank of Casselton, both of Casselton, N.D. Approved by the Fed 
January 11, 1995, under Section 3 of the Bank Holding Company. 

OHIO 

Bank Holding Company. 

OHIO 

Banc One Corporation, Columbus, Ohio; CoreStates F i n a n c i a l Corp, 
P h i l a d e l p h i a , Pa.; PNC Bank Corp., P i t t s b u r g h , Pa.; and KeyCorp, (KeyCorp) 
Cleveland, Ohio, through t h e i r j o i n t venture s u b s i d i a r y E l e c t r o n i c Payment 
Services, I n c . , (EPS) Wilmington, Dela., t o acquire c e r t a i n data processing 
assets of Na t i o n a l C i t y Corporation, Cleveland, Ohio; f o r Nati o n a l C i t y t o 
become an e q u i t y owner of EPS; and f o r KeyCorp t o increase i t s e q u i t y ownership 
i n EPS. Approved by the Fed March 1, 1995, under Section 4 ( c ) ( 8 ) of the Bank 
Holding Company Act and Section 225.23(a) of the Board's Regulation Y. 

OKLAHOMA 

Cheyenne Banking Corporation t o become a bank ho l d i n g company by a c q u i r i n g 
100 percent of the v o t i n g shares of Secu r i t y State Bank, (deposits $ 59.8 
m i l l i o n ) both of Cheyenne, Okla. Approved by the Fed February 15, 1995, under 
Section 3 ( a ) ( 1 ) of the Bank Holding Company Act. 

OREGON 

Commercial Bancorp, Salem, Ore., (deposits $ 254.9 m i l l i o n ) t o merge w i t h 
West Coast Bancorp, (deposits $ 134.9 m i l l i o n ) and thereby i n d i r e c t l y acquire 
Bank of Newport, both of Newport, Ore. Approved by the Fed February 13, 1995, 
under Section 3 of the Bank Holding Company Act. 

PENNSYLVANIA 

Banque Nationale de P a r i s , P a r i s , France, (assets $ 244 b i l l i o n ) t o engage, 
through BNP/Cooper Neff, I n c . , Radnor, Pa., i n c e r t a i n f u t u r e s commission 
merchant, commodity t r a d i n g , f o r e i g n exchange, s e c u r i t i e s and data processing 
a c t i v i t i e s . Approved by the Fed February 9, 1995, under Section 4 ( c ) ( 8 ) of the 
Bank Holding Company Act. 

TEXAS 

South Texas C a p i t a l Group, I n c . , San Antonio, Tex., t o become a bank ho l d i n g 
company by a c q u i r i n g 100 percent of the v o t i n g shares of Plaza Bank, N.A., San 
Antonio, Tex. (deposits $ 21 m i l l i o n ) . Approved by the Fed February 8, 1995, 
under Section 3 ( a ) ( 1 ) of the Bank Holding Company Act. 

Woodforest Bancshares, I n c . , Houston, Tex., (deposits $ 117 m i l l i o n ) t o 
acquire 100 percent of Sun B e l t Bancshares Corporation, Conroe, Tex., (deposits 
$ 110 m i l l i o n ) and thereby i n d i r e c t l y acquire i t s bank s u b s i d i a r y N a t i o n a l 
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Bank of Conroe, Tex. Approved by the Fed February 15, 1995, under Section 3 of 
the Bank Holding Company Act. 

I r v i n g N a t i o n a l Bancshares, Inc., Dallas, Tex., t o acquire a l l the v o t i n g 
shares of I r v i n g N a t i o n a l Bank, I r v i n g , Tex., (deposits $ 23.5 m i l l i o n ) and 
F i r s t C o n tinental Bank of Grand P r a i r i e , N.A., (deposits $ 18.8 m i l l i o n ) Grand 
P r a i r i e , Tex., and thereby become a bank ho l d i n g company. Approved by the Fed 
March 13, 1995, under Section 3 ( a ) ( 1 ) of the Bank Holding Company Act. 

WISCONSIN 

Johnson I n t e r n a t i o n a l , I n c . , Racine, Wis., applied f o r the Board's approval 
under Section 4 ( c ) ( 8 ) of the Bank Holding Company Act and Section 225.23 of the 
Board's Regulation Y t o acquire 100 percent of the outstanding v o t i n g shares of 
Seaboard Savings Bank, FSB, S t u a r t , Fla., and thereby engage i n the o p e r a t i o n of 
a savings a s s o c i a t i o n . The request was denied by the Fed on March 27, 1995. 
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Mr. Blinder'8 impact on the Federal Reserve's a c t u a l decisions — as the 
f i r s t v i c e chairman appointed by a Democratic President since the 1970's — i s 
harder t o measure. While h i s predecessors as v i c e chairman, David W. M u l l i n s J r . 
and Manuel H. Johnson J r . , were mainly i n f l a t i o n f i g h t e r s l i k e Mr. Greenspan, 
Mr. Bli n d e r provides a d i f f e r e n t c ounterpoint. For him, unemployment and 
i n f l a t i o n should be of equal concern. 

Most of the Fed's p o l i c y makers — i t s governors and the presidents of i t s 
r e g i o n a l banks — endorse at t h e i r p e r i o d i c gatherings the decisions on i n t e r e s t 
rates t h e i r chairman fa v o r s . But one or two are beginning t o acknowledge the 
in f l u e n c e of Mr. B l i n d e r and of another C l i n t o n appointee, Janet L. Y e l l e n , an 
economist at the U n i v e r s i t y of C a l i f o r n i a at Berkeley who also became a Fed 
governor l a s t year. 

"Hopefully, when the time comes t o move i n the other d i r e c t i o n and ease 
i n t e r e s t r a t e s t o avoid a recession, we w i l l be able t o move sooner than we 
otherwise might have," sa i d a t o p Fed o f f i c i a l who declined t o be i d e n t i f i e d . 
"The B l i n d e r - Y e l l e n a n a l y s i s may be p a r t of t h a t change." 

But not y e t . Mr. B l i n d e r ' s f i r s t two attempts t o buck r a t e increases f e l l 
s h ort. Fed o f f i c i a l s say. Last November, four months a f t e r j o i n i n g the Fed, he 
argued unsuccessfully against Mr. Greenspan's proposal t o r a i s e short-term 
i n t e r e s t r a t e s by th r e e - q u a r t e r s of a percentage p o i n t . Mr. B l i n d e r and Ms. 
Yellen instead favored an increase of h a l f a percentage p o i n t . Fed o f f i c i a l s 
said. Two meetings l a t e r , they r e p o r t e d l y argued against the h a l f - p o i n t increase 
t h a t the Fed's p o l i c y makers approved on Feb. 1. 

" I b e l i e v e the c l a s s i c mistake of Fed p o l i c y i s t o not look f a r enough ahead 
and t o overreact," Ms. Ye l l e n said. "You have t o guard against a p o s s i b i l i t y 
t h a t we could say, 'Let's clobber the economy because i t has not slowed down 
enough y e t . ' " 

For a l l t h e i r r e s i s t a n c e t o higher r a t e s , however, Mr. Bli n d e r and Ms. 
Yellen voted w i t h the m a j o r i t y i n November and i n February. "Dissent around 
here, any d i s s e n t i n g vote, i s a b i g deal," Mr. Bli n d e r s a i d . "This i s not l i k e 
the Supreme Court, where you r e g u l a r l y get 6-3 or 5-4 votes. So you hold your 
f i r e u n t i l you f e e l you must shoot." 

That d i s s e n t i n g vote almost c e r t a i n l y w i l l not come at the next meeting, on 
March 28. Evidence i n recent weeks of a slowing economy seems l i k e l y t o keep the 
p o l i c y makers from making any changes i n r a t e s . 

What's more, the t a l k a t i v e Mr. B l i n d e r , who i s 49, shares w i t h the more 
solemn Mr. Greenspan, who i s 69, a basic view t h a t softens t h e i r d i f f e r e n c e s . 
Rate increases are indeed necessary, Mr. B l i n d e r says, when f u t u r e i n f l a t i o n 
threatens. He had no problem, he says, w i t h the Fed's r a t e increases through 
most of l a s t year. And these increases should curb r i s i n g p r i c e s over the long 
run. 

Where Mr. B l i n d e r ' s d i f f e r e n c e s w i t h Mr. Greenspan show up i s i n the short 
run, the two or three years of hardship t h a t r i s i n g i n t e r e s t r a t e s o f t e n b r i n g . 
Mr. Bli n d e r argues t h a t unemployment might r i s e t o unnecessarily p a i n f u l l e v e l s 
s t a r t i n g next year i f he and h i s colleagues go too f a r now i n t h e i r e f f o r t t o 
slow the economy w i t h r a t e increases. 



PAGE 83 
86TH STORY of Level 1 p r i n t e d i n FULL format. 

Copyright 1995 The New York Times Company 
The New York Times 

March 18, 1995, Saturday, Late E d i t i o n - F i n a l 

NAME: Alan S. Bl i n d e r 

SECTION; Section 1; Page 37; Column 2; Business/Financial Desk 

LENGTH: 1480 words 

HEADLINE; Opening the Fed's Doors From I n s i d e ; 

Alan B l i n d e r Preaches Communication at Tight-Lipped Central Bank 

BYLINE: By LOUIS UCHITELLE 

DATELINE: WASHINGTON 

BODY: 

What i s most s t r i k i n g about Alan S. Blinder's l a r g e , sunny o f f i c e a t the 
Federal Reserve i s how q u i e t i t i s . That's p a r t l y t r a d i t i o n . The men and women 
who set the nation's i n t e r e s t r a t e s don't drop i n on one another very o f t e n . But 
f o r Mr. B l i n d e r , who came aboard l a s t summer as the Fed's v i c e chairman, hoping 
t o make h i s voice heard, the i s o l a t i o n was a b i g obstacle. 

" I thought t h e r e would be more governor-to-governor c h i t c h a t , " Mr. Bli n d e r 
said i n an i n t e r v i e w . " I thought the s t a f f would be walking i n t o my o f f i c e 
more, t e l l i n g me, 'You ought t o know about t h i s ; you ought t o know about t h a t . ' 
That happens t o some e x t e n t , but not nearly as much as I had imagined i t would." 

Mr. B l i n d e r found h i s impact i n s i d e the Fed l a r g e l y l i m i t e d t o what he had 
t o say at meetings of the c e n t r a l bank's p o l i c y makers — meetings dominated by 
the chairman, Alan Greenspan. But he also took h i s case t o the p u b l i c , r e v e a l i n g 
i n speeches and i n t e r v i e w s the dynamics of the Fed's p r i v a t e p o l i c y debates. And 
gradua l l y Mr. B l i n d e r ' s i n f l u e n c e i s s t a r t i n g t o be f e l t . 

"My biggest disagreement w i t h my colleagues a t the Fed i s over openness," Mr. 
Blinder s a i d . " I b e l i e v e we should t a l k t o s o c i e t y more and say what we are 
doing and why we t h i n k i t i s r i g h t . But the p o s i t i o n of t h i s i n s t i t u t i o n has 
always been t o be extremely t i g h t - l i p p e d . " 

I n breaking w i t h t h a t t r a d i t i o n , he has emerged as the highest o f f i c i a l i n 
Washington t o p u b l i c l y c a u t i o n the Federal Reserve — h i s colleagues — against 
r a i s i n g i n t e r e s t r a t e s too much before i t i s c l e a r t o what extent e a r l i e r 
increases w i l l brake the economy. I n the past, the White House and Congress 
played t h i s r o l e . Mr. Bl i n d e r ' s e f f o r t s are aimed p a r t l y t o o f f s e t pressure from 
bond t r a d e r s who want more r a t e r i s e s t o f i g h t i n f l a t i o n . 

"Someone asked me dur i n g a recent speech, do I t h i n k we can ever achieve zero 
i n f l a t i o n , " Mr. Bl i n d e r s a i d . " I s a i d , 'Absolutely, yes.' We can get there i n 
only a couple of years i f we are w i l l i n g t o pay the p r i c e . But I t h i n k i f you 
put the question t o o r d i n a r y people — 'Would you l i k e r i g h t now t o have a 
recession l i k e the one i n the e a r l y 1990's t o get i n f l a t i o n t o zero by 1997?' — 
you would be hard put t o f i n d a s i n g l e vote. You can have a more moderate 
st r a t e g y , a r r i v i n g more slowly w i t h less pain." 
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Mr. Greenspan, as Fed chairman, has argued that whatever t h i s r i s k , f i g h t i n g 
i n f l a t i o n should be the primary goal — a view he repeated i n Congressional 
testimony t h i s month. 

There are other differences, which seem to work against Mr. Blinder's being 
considered for Fed chairman when Mr. Greenspan's term expires next year. While 
Mr. Blinder argues that reversing an increase i n i n f l a t i o n i s no more d i f f i c u l t 
than reversing d i s i n f l a t i o n and a declining economy, Mr. Greenspan says an 
uptick i n i n f l a t i o n i s the greater danger and the more d i f f i c u l t to reverse. 

Mr. Blinder, the theoretician, r e l i e s heavily on computer models that 
demonstrate the long lags between changes i n interest rates and t h e i r effects on 
the economy. Pay less attention to what i s happening today, he says. The real 
impact on employment and i n f l a t i o n from the rate increases of the las t year w i l l 
not begin u n t i l months from now. 

Mr. Greenspan, on the other hand, puts more f a i t h i n projections based on 
what he sees happening now i n various crucial sectors of the economy, which i s 
how he b u i l t his reputation as a private economist. 

Finally, Mr. Blinder, an economics professor at Princeton University before 
he joined President Clinton's Council of Economic Advisers i n 1993, has not yet 
b u i l t the alliances with i n the i n s t i t u t i o n that some of his predecessors had. 
Mr. Blinder's sway with his Fed colleagues i s concentrated i n the appeals he 
makes at the Fed's periodic meetings. They rely heavily on his s k i l l as a 
theoretician, laced with what Edward W. Kelley Jr., a Fed governor, called Mr. 
Blinder'8 "wry sense of humor and a way of expressing himself that i s r e a l l y 
nice." 

But Mr. Greenspan i s the more s k i l l e d and experienced p o l i t i c i a n , having 
developed close t i e s over the years to the Fed's other leaders — t i e s that Mr. 
Blinder lacks. 

Mr. Blinder has instead taken his views much more to the public, o f f e r i n g to 
outsiders an insider's glimpse of the debate that takes place when the policy 
makers gather around the huge oak table i n the closed-off board room at the 
Fed's headquarters. Although the Fed has gradually become more open i n the last 
year — announcing i t s decisions on interest rates, for example, on the day they 
are made — there i s resistance among the policy makers to going further. 

Mr. Blinder has argued for an essay-style communique to accompany 
announcements of rate changes, instead of the two-sentence releases that are now 
the standard. Under current practice, the heavily edited minutes are only issued 
six weeks aft e r each meeting. 

But don't look for more detailed explanations on the day of decision anytime 
soon. Too much of each meeting, Mr. Greenspan has argued, would have to be 
devoted to w r i t i n g c a r e f u l l y worded releases rather than to debating policy. 

S t i l l , Mr. Blinder plans to keep plugging away. " I f the central bank makes 
good decisions," he said, "we should not have any trouble explaining them." 

ALAN S. BLINDER 

BORN — Oct. 14, 1945, Brooklyn 
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POSITION — Vice chairman. Federal Reserve Board 

RESIDENCE — Princeton, N.J. 

EDUCATION — B.A., Princeton University; M.S. London School of Economics; Ph.D., 
Massachusettes I n s t i t u t e of Technology . 

CAREER HIGHLIGHTS — 1971-93, economics professor, Princeton; 1993-94, member of 
President Clinton's Council of Economic Advisers; June 1994, joined Federal 
Reserve Board as vice chairman. 

GRAPHIC; Photo; The silence of his o f f i c e i s deafening, Alan S. Blinder says, as 
the Clinton appointee struggles t o make his own voice heard as vice chairman of 
the Federal Reserve. (Lisa Berg for The New York Times) 

LANGUAGE; ENGLISH 

LOAD-DATE; March 18, 1995 



PAGE 91 
95TH STORY of Level 1 printed i n FULL format. 

Copyright 1994 McGraw-Hill, Inc. 
Business Week 

December 12, 1994 

SECTION; WASHINGTON OUTLOOK; CAPITAL WRAPUP; Number 3403; Pg. 53 

LENGTH: 119 words 

HEADLINE: YELLEN SPEAKS 

BYLINE; EDITED BY OWEN ULLMANN 

BODY: 
— During her f i r s t four months on the Federal Reserve Board, Janet L. 

Yellen has been the i n v i s i b l e central banker, avoiding public appearances and 
press interviews. But Yellen at last i s emerging to position herself as an 
i n f l a t i o n hawk. She may have learned from the debut of another new Clinton 
appointee to the Fed, Vice-chairman Alan S. Blinder, who got into trouble with 
remarks that made him look soft on i n f l a t i o n to Wall Street. Yellen, also 
suspected of being an i n f l a t i o n dove, isn ' t taking any chances with the Street. 
In an interview with BUSINESS WEEK, the former University of California-Berkeley 
economist says: ' ' I don't want the i n f l a t i o n rate higher when I leave here than 
i t i s now.'' 
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Federal Reserve policy-makers voted 11-1 against r a i s i n g i n t e r e s t r a t e s at 
t h e i r Sept. 27 meeting, even as they saw signs i n f l a t i o n may accelerate next 
year, according t o minutes of the meeting. ''The ongoing i n f l o w of i n f o r m a t i o n 
on the performance of the economy continued t o i n d i c a t e a s i g n i f i c a n t p o t e n t i a l 
f o r higher i n f l a t i o n down the road,'' the minutes s a i d . FOMC Cited Slow Growth 
I n Money As Key Factor The c e n t r a l bankers concluded at the meeting t h a t the 
slow growth of the nation's money supply meant i n f l a t i o n was u n l i k e l y t o 
accelerate immediately. While policy-makers on the Fed's Open Market Committee 
d i d n ' t r a i s e r a t e s , they took the t e c h n i c a l step of v o t i n g f o r a s h i f t toward 
f a v o r i n g higher r a t e s . That was a s i g n a l they were more l i k e l y t o r a i s e r a t e s , 
departing from t h e i r e a r l i e r p o l i c y of holding r a t e s s t a b l e . C l i n t o n Appointees 
Voted I n Line With GreenspanFed Vice Chairman Alan B l i n d e r and Gov. Janet 
Yellen, who were appointed t o the board by President C l i n t o n , supported Chairman 
Alan Greenspan i n t h i s September change. The only d i s s e n t i n g vote was cast by 
Richmond Federal Reserve Bank President J. A l f r e d Broaddus J r . , who urged an 
immediate r a t e increase t h a t would respond t o ''signs of inc r e a s i n g p r i c e 
pressures and r i s i n g i n f l a t i o n a r y expectations,'' the minutes s a i d . But other 
FOMC members were unsure whether e a r l i e r Fed r a t e increases were already c o o l i n g 
the economy enough t o keep i n f l a t i o n from a c c e l e r a t i n g . Employment Laws Hurt 
U.S.' Competitiveness Current f e d e r a l employment laws w i l l prevent American 
workers from competing e f f e c t i v e l y i n the g l o b a l marketplace i n the 21st 
century, an expert on labor law warned. Ed Po t t e r , president of the Employment 
Pol i c y Foundation i n Washington, D.C, also said i f the laws don't thwart 
America's g l o b a l competitiveness, they w i l l create ' ' s u f f i c i e n t d i s i n c e n t i v e s ' ' 
f o r employers t o remain c o m p e t i t i v e . Recent Labor Changes Are Worst, Report 
SaysPotter's messages were emphasized i n ''Keeping America Competitive: 
Employment P o l i c y f o r the 21st Century,'' a book w r i t t e n by Potte r and p o l i t i c a l 
s c i e n t i s t Judy Youngman of the U.S. Coast Guard Academy. The study s a i d labor 
p o l i c i e s are ''antique, d y s f u n c t i o n a l and sometimes c o n f l i c t w i t h one another.'' 
I t c i t e d the p r o l i f e r a t i o n of labor laws i n the l a s t quarter century as the 
problem's r o o t . Between 1970 and 1993, 72 employment laws were enacted, 150% of 
the number passed i n the 20th century's f i r s t 70 years, they s a i d . White House 
W i l l Seek To L i f t Home OwnershipHousing and Urban Development Secretary Henry 
Cisneros s p e l l e d out several options under c o n s i d e r a t i o n t o make i t easier f o r 
Americans t o buy a home, aiming t o boost home ownership t o an a l l - time high by 
the year 2000. A plan i s expected w i t h i n s i x months t o h i t t h a t goal. I n 
general, o f f i c i a l s want t o lower the u p - f r o n t costs of buying a home, cut 
government red tape and fees and e l i m i n a t e r a c i a l b a r r i e r s t o home purchases. 
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Alan S. Blinder, the vice chairman of the Federal Reserve, publicly broke 

ranks with most of his colleagues today, saying he believed that the nation's 
central bank should seek to hold down unemployment i n setting interest rates. 

Speaking at the Federal Reserve's annual conference here, Mr. Blinder said 
that while c o n t r o l l i n g i n f l a t i o n was important, the Federal Reserve could l i m i t 
unemployment for a few years at a time through low interest rates. He strongly 
c r i t i c i z e d the idea, widely held among his colleagues and many economists, that 
a central bank would be more ef f e c t i v e i n f i g h t i n g i n f l a t i o n i f i t focused 
solely on maintaining stable prices. 

Mr. Blinder's comments revealed an i n t e l l e c t u a l s p l i t within the Federal 
Reserve, but seemed unl i k e l y t o produce a s p l i t over policy for the time being. 
Mr. Blinder said he thought unemployment i n the United States, which stood at 
6.1 percent i n July, was now roughly as low as i t could go without feeding 
i n f l a t i o n . 

The clear implication of his comment, though not e x p l i c i t l y stated, was that 
the Federal Reserve could continue to raise short-term interest rates to f i g h t 
any threat of i n f l a t i o n as long as unemployment stayed low. 

Fi r s t Clinton Appointee 

But Mr. Blinder's comments did suggest that i f unemployment and i n f l a t i o n 
rose simultaneously again, as occurred i n the 1970's, he would be much more 
reluctant than his colleagues to raise interest rates further. 

Mr. Blinder i s President Clinton's f i r s t appointee to the central bank, and 
his comments today were especially s i g n i f i c a n t because he i s a leading candidate 
to head the central bank when Mr. Greenspan's term expires early i n 1996. 
President Reagan f i r s t appointed Mr. Greenspan i n 1987, and President Bush 
appointed him to a second term i n 1992. 

In contrast to Mr. Blinder's statements today, Alan Greenspan, the chairman 
of the Federal Reserve, has t r i e d for years i n testimony before Congress to 
distance the central bank from r e s p o n s i b i l i t y for unemployment. Mr. Greenspan 
t o l d a House panel on Aug. 10 that maintaining stable prices was the primary 
goal of the Federal Reserve. 
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He reminded Representatives that he had previously t e s t i f i e d i n favor of a 
b i l l that would require the Federal Reserve to pursue zero i n f l a t i o n above a l l 
other goals, including the reduction of unemployment. 

He has said he does not believe sustained reductions i n unemployment can be 
achieved by permitting low interest rates and r i s i n g i n f l a t i o n . 

Long-Term Approach 

While Mr. Greenspan has never publicly defined the duration of a sustained 
reduction, none of his comments have suggested that the Federal Reserve might be 
able to hold down unemployment for a few years, as Mr. Blinder suggested today. 
Mr. Greenspan said on Aug. 10 that any unemployment gain was "ephemeral" and 
"very quickly dissipates." 

Mr. Blinder did say he did not believe that interest rates could be used to 
hold down unemployment over the long term — which he defined as 5 to 10 years. 

He said he believed the economy was now roughly at the maximum level of 
employment possible without feeding i n f l a t i o n . He had t e s t i f i e d at his Senate 
confirmation hearing las t spring that he supported the Federal Reserve's f i r s t 
three interest-rate increases. 

He i s widely rumored to have supported the Fed's decision to raise short-term 
interest rates by another half a percentage point on Aug. 16, although Fed 
o f f i c i a l s have refused to confirm or deny t h i s . Mr. Blinder has never publicly 
expressed a view on the Fed's fourth interest-rate increase, which took place i n 
May, after his confirmation hearing but before he joined the Fed. 

Mr. Greenspan made an oblique reference here on Friday to his distaste for 
using low interest rates and higher i n f l a t i o n to hold down unemployment, a 
t a c t i c known i n economic policy c i r c l e s as using monetary policy to seek 
macroeconomic gain. 

"Any tendency to seek a b i t of macro policy r e l i e f by pushing on the outer 
l i m i t s of monetary policy risks longer-term f i n a n c i a l i n s t a b i l i t y , " Mr. 
Greenspan said. 

Endorsing a Fed Goal 

Congressional Democrats amended the Federal Reserve Act i n 1978 to require 
the central bank to seek f u l l employment as well as price s t a b i l i t y . I t i s t h i s 
amendment that the b i l l supported by Mr. Greenspan would change. 

But i n an interview a f t e r his speech today, Mr. Blinder endorsed the 
full-employment goal. "A central bank should have an employment objective," he 
said. "The evidence i s overwhelming." 

Janet Yellen, who i s President Clinton's other appointee to the Federal 
Reserve Board t h i s year, also endorsed the use of monetary policy to hold down 
unemployment at her confirmation hearing i n July. But she was not as emphatic as 
Mr. Blinder was today, nor did she actually c r i t i c i z e the idea that central 
banks can control i n f l a t i o n better i f they do not look at unemployment. 
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The Senate la t e Thursday overwhelmingly approved President Clinton's 

nomination of Janet Yellen to j o i n the Federal Reserve Board as a governor. The 
approval, i n a 94-to-6 vote, makes Yellen e l i g i b l e to participate i n tomorrow's 
Federal Open Market Committee meeting. She w i l l assume the seat formerly held by 
Wayne Angell who l e f t the board i n February. 
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Japan's current-account surplus rose 4.7% i n June and 2.2% i n the f i r s t h a l f 
t o a record $ 68.78 b i l l i o n , the Finance M i n i s t r y says. The broadest measure of 
trade performance rose t o $ 11.11 b i l l i o n from June a year ago. The cur r e n t 
account measures t r a d e i n merchandise plus t r a n s a c t i o n s i n investments and other 
services. I n June, the merchandise-trade surplus widened 14.2% t o $ 13.11 
b i l l i o n from June a year ago. Exports rose 9.4% t o $ 32.58 b i l l i o n w h i l e imports 
increased 6.5% t o $ 19.48 b i l l i o n . The two surpluses have been a source of 
tension f o r more than a decade w i t h the U.S. and other t r a d i n g p a r t n e r s . 

CYSTIC FIBROSIS TEST; Two m u l t i n a t i o n a l companies said Monday they are 
launching the world's f i r s t d i a g n o s t i c t e s t t o screen people t o determine 
whether they are c a r r i e r s of a gene which may lead t o c y s t i c f i b r o s i s i n t h e i r 
c h i l d r e n . B r i t a i n ' s Zeneca Group and U.S.-based Eastman Kodak said t h e i r 
d i agnostics u n i t s would work together t o make and market the t e s t s , which w i l l 
be launched i n Europe next month. 

FED GOVERNOR: The U.S. Senate Banking Committee voted 18-1 t o recommend t h a t 
the f u l l Senate confirm Janet Yellen f o r a 14-year term on the Federal Reserve 
Board. Y e l l e n , 47, an economist at the U n i v e r s i t y of C a l i f o r n i a at Berkeley, i s 
expected t o win approval by the Senate. The only senator t o oppose Ye l l e n i n 
committee was North Carolina Republican Lauch F a i r c l o t h . During c o n f i r m a t i o n 
hearings, Y e l l e n pledged t o work w i t h Fed board members t o c r a f t a monetary 
p o l i c y geared t o "maximum employment, s t a b l e p r i c e s and moderate long-term 
i n t e r e s t r a t e s . " But she l e f t i t unclear whether she believes the Fed should 
lean toward s t i m u l a t i n g jobs by leav i n g i n t e r e s t r ates alone or co n t i n u i n g t o 
r a i s e r a t e s . 

GM PARTS UNIT: General Motors has formed a new South American u n i t t h a t w i l l 
oversee i t s parts-making ope r a t i o n . Jabes da Costa Cabral w i l l serve as 
executive d i r e c t o r of the r e g i o n a l s u b s i d i a r y of Automotive Components Group 
Worldwide. ACG South America w i l l be headquartered i n Sao Paulo, B r a z i l , and 
f u n c t i o n i n the same way as other r e g i o n a l u n i t s . 

WINE DEAL: Canandaigua Wine Co. completed the purchase of several wine brands 
from Heublein I n c . , the U.S. u n i t of B r i t a i n ' s Grand 
Me t r o p o l i t a n . Cost: $ 130.5 m i l l i o n i n cash. The deal makes 

Canandaigua the USA's second-largest wine producer, f o u r t h - l a r g e s t marketer of 
imported beers and e i g h t h - l a r g e s t producer and marketer of d i s t i l l e d s p i r i t s . 
Main brands include Corona beer and Paul Masson wines. Canandaigua also assumed 
about $ 4.8 m i l l i o n of opera t i n g l i a b i l i t i e s . 
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CATERPILLAR WORKER WOES; The 2,800 workers at Caterpillar's Brazilian 
subsidiary may s t r i k e l a t e r t h i s month unless the company gives into t h e i r 
demands for higher wages, union o f f i c i a l s say. A Brazilian walkout would 
compound the labor s t r i f e at Cate r p i l l a r , which i s engaged i n a b i t t e r contract 
dispute with unionized U.S. workers. The United Auto Workers union has been on 
st r i k e at three of the company's U.S. plants employing about 13,300 workers 
since June 20, but i t ' s unclear how many are honoring picket l i n e s . 

ZAIRE DIAMONDS; Zaire's new government has announced a crackdown on diamond 
and gold smuggling, saying i t i s time the country benefited from i t s huge 
mineral resources. The measures include a ban on the subleasing of operating 
licences and enforcement of a legal requirement on counters to declare at least 
$ 1.5 m i l l i o n a month i n exports. But industry c r i t i c s say the measures w i l l be 
inef f e c t i v e and too weak to halt the rampant fraud that each year robs the state 
of hundreds of mi l l i o n s of dollars. 

TRADE PACT: The Mercosur trade bloc - which embraces Argentina, B r a z i l , 
Paraguay and Uruguay - has opened the group to Chile. The bloc encompasses 
nearly 200 m i l l i o n people and has a combined gross 
national product of almost $ 800 b i l l i o n . Chile and Bolivia have expressed 
interest i n jo i n i n g . 

BUSINESS HOLIDAYS: Banking and government offic e s may be affected by holidays 
Monday i n Grenada, Iraq; Tuesday i n Grenada, Singapore; Wednesday in Ecuador, 
Nicaragua; Thursday i n Chad, Jordan, Zimbabwe; Friday i n Cuba, Thailand, 
Zimbabwe. 
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BODY: 
For the past t h r e e years, and even longer f o r some currency f o r e c a s t e r s , the 

r e f r a i n has been the same: This w i l l be the Year of the D o l l a r . 

Having declined i n value since e a r l y 1985, and having stayed weak du r i n g 
America's recession of 1989-92, the d o l l a r looked sure t o climb. 

Forecasters reasoned t h a t America's economy would be growing w h i l e other r i c h 
c o untries were i n recession, and t h a t U.S. i n t e r e s t r a t e s would be on the r i s e 
r e l a t i v e t o those elsewhere. 

Both assumptions have proved t o be c o r r e c t . But s t i l l the d o l l a r refused t o 
budge. And l a s t week i t f e l l b r i e f l y below 100 yen, i t s lowest value against 
the yen f o r h a l f a century, c o n t r i b u t i n g t o a f u r t h e r s e l l - o f f i n bond and share 
markets around the world. 

To many, t h i s i s a mystery — and a deeply worrying one. Might mayhem i n the 
markets mean t h a t economic recovery i n America and elsewhere i s ephemeral at 
best, a mirage at worst? 

The f i r s t answer i s t h a t the d o l l a r ' s d e c l i n e i s i t s e l f something of an 
i l l u s i o n . 

The r a t e against the Japanese currency has grabbed the headlines. "Yen I s 
Worth 1 Penny I n New Low f o r D o l l a r , " c r i e d the I n t e r n a t i o n a l Herald Tribune. 
But l o o k i n g a t a s i n g l e exchange r a t e i s misleading. 

The d o l l a r ' s value i s b e t t e r measured by i t s trade-weighted exchange r a t e , or 
i t s r a t e against currencies weighted according t o t h e i r importance i n America's 
trade. On t h a t measure the p i c t u r e i s less dramatic. 

The d o l l a r d i d f a l l by 1.4 percent i n the week t o June 21, but i t s c u r r e n t 
trade-weighted r a t e remains almost 10 percent higher than i n 1992's t h i r d 
q uarter, which was r e a l l y the d o l l a r ' s weakest period. 

Recently, the American buck has been weak against the yen and the deutsche 
mark, but has r i s e n against the Canadian d o l l a r and L a t i n American currencies. 

Which leads t o the second answer. Part of most f o r e c a s t e r s ' reasoning f o r 
why the d o l l a r was bound t o r i s e i s no longer v a l i d . 
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America's economy i s indeed growing, but recovery has now also begun i n 
Western Europe and, t e n t a t i v e l y , i n Japan. 

The i n d u s t r i a l world's recession i s over, reducing the r e l a t i v e 
attractiveness of American assets and making i t unlikely that o f f i c i a l interest 
rates i n Europe or Japan w i l l f a l l any further. In B r i t a i n , they might even 
r i s e . 

I t can no longer be assumed that every move by America's Federal Reserve or 
Germany's Bundesbank w i l l make the dollar a higher-yielding currency and the 
D-mark a lower-yielding one — or that f r a i l t y i n Japanese f i n a n c i a l markets 
might lead to the desertion of the yen. 

Nevertheless, behind those two answers l i e s a t h i r d conclusion. 

This i s that although the real story i s not a decline i n the d o l l a r , i t i s 
nevertheless s i g n i f i c a n t that the American currency has not appreciated strongly 
i n the past year or so, an appreciation that might now merely be f i z z l i n g out. 

The l i k e l i e s t reason for that f a i l u r e to r i s e i s American monetary policy. 
Although the economy has been growing since early 1992, and strongly so since 
early 1993, monetary policy was not tightened u n t i l February t h i s year, when the 
Fed began to raise interest rates. 

Widely c r i t i c i z e d as premature, that rais i n g of interest rates was i n fact 
pretty l a t e , and although rates have since been raised further, they are s t i l l 
r e l a t i v e l y low. 

This did not matter to the markets as long as they thought American growth 
might s t i l l be f r a g i l e . But now that they know i t to be vigorous, a policy of 
low interest rates has become a serious worry. 

I n f l a t i o n i s now subdued, but i n 1995 and 1996 i t i s l i k e l y to revive unless 
interest rates are raised sharply. 

O i l and other commodity prices are climbing. The price of gold, singled out 
i n February by Fed Chairman Alan Greenspan as a warning sign for i n f l a t i o n , i s 
on i t s way up. 

And the Fed's resolve i s i n doubt because the p o l i t i c a l demands of the 
presidential election cycle w i l l increasingly make themselves f e l t , because two 
new Fed governors appointed by President Clinton — Alan Blinder and Janet 
Yellen — seem soft on i n f l a t i o n , because Greenspan himself has to be 
reconfirmed or replaced with i n two years, and because the Clinton 
administration's trade policy toward Japan appears to favor a weaker dollar 
against the yen, which can be achieved only by the Fed dragging i t s feet on 
interest rates. 

Although economies (especially mature r i c h ones) always move i n cycles of 
growth and recession, i t i s best to have moderation i n both. That i s why 
powerful American growth has been a bad sign. 

As there has been no apparent change i n America's long-term productive 
po t e n t i a l , rapid growth i s not sustainable and w i l l be sure, eventually, to 
boost i n f l a t i o n and to bring on the next powerful recession. 
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A f a r b e t t e r sign would be a t i g h t monetary p o l i c y and more modest growth, 
f o r i t would stand a chance of l a s t i n g much longer. 

Market panics of the s o r t seen i n the past week are not nece s s a r i l y harmful; 
they are messengers r a t h e r than murderers. 

The best outcome, however, and one t h a t would help Japan as w e l l as America, 
would be i f these market panics forced Greenspan and h i s p o l i t i c a l patrons i n 
the White House t o f o r g e t about Japanese t r a d e , t o become sanguine about growth, 
and t o clamp down hard on i n f l a t i o n . 

WHEN THE DOLLAR'S DEPRESSED 

Main e f f e c t s of a weak d o l l a r on U.S. consumers and businesses: 

What happens 

Raises p r i c e s of imports and items bought i n Eastern Europe and Japan f o r 
U.S. consumers 

Prompts f o r e i g n i n v e s t o r s t o s e l l U.S. bonds, stocks, other dollar-based 
investments 

What could be done 

Treasury Department could buy d o l l a r s t o prop up currency 

Federal Reserve could r a i s e i n t e r e s t r a t e s t o make dollar-denominated stocks, 
bonds and other investments more a t t r a c t i v e t o f o r e i g n i n v e s t o r s 

GRAPHIC: 1 CHART; WHEN THE DOLLAR'S DEPRESSED Main e f f e c t s of a weak d o l l a r on 
U.S. consumers and businesses (1-2) 

LANGUAGE; ENGLISH 

LOAD-DATE: June 26, 1994 
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Buy y o u r s e l f some popcorn. There w i l l soon be some i n t e r e s t i n g p o l i t i c a l 
t h eater t o watch. 

Here's the setup: 

The Commerce Department announced t h a t the nation's gross domestic product 
f o r the f i r s t q u a r t e r dropped sharply from the unsustainable, weather-boosted 
7.5 percent recorded i n the l a s t four months of 1993. 

While most of the d e c l i n e was p r e d i c t a b l e , the White House i s l i k e l y t o 
complain t h a t the slowdown was the r e s u l t of the Federal Reserve Board's 
decision t o r a i s e i n t e r e s t r a t e s . 

Depending on how the f i n a n c i a l markets react t o t h i s weakening. President 
C l i n t o n and Treasury Secretary Lloyd Bentsen w i l l e i t h e r be p o l i t e i n t h e i r 
c r i t i c i s m of the Fed or p u b l i c l y h o s t i l e . 

I n the face of White House c r i t i c i s m , the Fed w i l l argue — probably through 
anonymous quotes t o the Washington Post — t h a t i t was r e a l l y the i l l - a d v i s e d 
tax increase imposed l a s t summer by the Democrat-controlled Congress and White 
House t h a t was responsible f o r the f a l l o f f i n output. 

And t h e r e w i l l be h e l l t o pay i n the C l i n t o n a d m i n i s t r a t i o n . Older, wiser 
minds i n s i d e the White House, such as Bentsen, w i l l wonder why i t took u n t i l 
A p r i l 22 t o make nominations f o r two vacancies on the Federal Reserve Board. 

Alan B l i n d e r , a member of the President's Council of Economic Advisers, 
should s a i l through the c o n f i r m a t i o n hearings f o r Fed v i c e chairman because he 
already has undergone congressional s c r u t i n y . But t h e r e ' l l be questions as t o 
why unknown Janet Y e l l e n was picked f o r the second Fed vacancy. 

Yellen i s a 47-year-old macro-economist at the U n i v e r s i t y of C a l i f o r n i a at 
Berkeley, who u n t i l her nomination was known mainly as a tough grader. Now 
s h e ' l l have t o undergo the same rig o r o u s c o n f i r m a t i o n process t h a t has sunk 
other C l i n t o n nominees. 

Even i f Y e l l e n does pass muster, the p o s i t i o n t o which she was nominated w i l l 
remain vacant longer than necessary. C l i n t o n could have picked several 
candidates — some of them women — whose backgrounds already have undergone 
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government scrutiny. They could have assumed the Fed post sooner than Yellen 
w i l l . 

And time i s of the essence. The Federal Reserve has raised interest rates 
unnecessarily three times since the beginning of the year. 

Publicly, the Fed says i t i s f i g h t i n g i n f l a t i o n that might happen someday. 
But my readers know that the central bank started i t s crusade to raise rates 
because i t believed the stock and bond markets had created a dangerous bubble. 

The Fed's actions w i l l put i t i n a very vulnerable position. Those three rate 
increases are going to look extremely i l l - a d v i s e d . 

In the weeks ahead, the Fed i s going to look downright f o o l i s h , and the 
administration i s going to be l i v i d at the central bank and at i t s e l f . 

Depending on the size of the U.S. trade d e f i c i t i n March (a figure not yet 
reported), the economy could have been growing at less than a 2 percent rate i n 
the f i r s t quarter. I f the GDP figure eventually i s revised down to that l e v e l , 
the Fed w i l l come under unprecedented attack. 

The t o t a l trade d e f i c i t , when you count goods and services, rose to $ 9.7 
b i l l i o n i n February from only $ 6.6 b i l l i o n i n January. Part of that r i s e 
occurred because the U.S. economy i s growing s l i g h t l y faster than the economies 
of our trading partners. 

But there also may have been a c l e r i c a l problem with the low January d e f i c i t , 
caused by implementation of the North American Free Trade Agreement. 

I f the d e f i c i t continues at the $ 9.7 b i l l i o n l e v e l , says Lacy Hunt, an 
economist and expert i n predicting GDP figures, the nation's economy would be 
growing at less than 2 percent. 

Worse, Walter J. Williams, an economist who accurately predicted that the 
February d e f i c i t would balloon, says the March figure — when i t i s f i n a l l y 
reported i n l a t e May — w i l l show that the trade imbalance worsened from 
February levels. 

I f that happens, i t could cause a major downward revision i n the GDP figures 
in late May. 

Get your popcorn. Washington i s going to be putting on quite a show. 

But you can also make some money. I f things work out t h i s way, bonds should 
r a l l y and stocks could temporarily go along for the ride. But only temporarily. 

John Crudele i s a f i n a n c i a l columnist with the New York Post. His mailing 
address i s P.O. Box 610, L i n c r o f t , N.J. 07738. 
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BODY: 
The theme of e q u i t y , or f a i r n e s s , of compensation i n the 20th century United 

States has been one of continuous controversy and dynamic e v o l u t i o n . ( 1 ) We have 
progressed through the eras of workers c o l l e c t i v e l y bargaining over the 
p r i n c i p l e of "a f a i r day's work f o r a f a i r day's pay," a n t i d i s c r i m i n a t i o n 
l e g i s l a t i o n and comparable worth. Now we f i n d ourselves i n a g l o b a l economy w i t h 
competitive pressures t h a t , coupled w i t h underlying demographic changes of the 
American workforce, r e q u i r e t h a t employers explore m o d i f i c a t i o n s of or options 
t o t r a d i t i o n a l compensation schemes. A small but important p a r t of t h i s ongoing 
drama may be the i n c l u s i o n of a formal e q u i t y component i n the design of modern 
compensation systems. 

This a r t i c l e i s an abbreviated review of e q u i t y mechanisms i n d i r e c t 
compensation and b e n e f i t s from two p e r s p e c t i v e s — r e c e n t academic research and 
ap p l i c a t i o n s from the p r a c t i t i o n e r ' s domain. The academic dimension i s 
shortchanged t o the extent t h a t p h i l o s o p h i c a l r o o t s and problems of measurement 
are not covered.(2) The focus i s kept on work t h a t shows d i r e c t linkage t o 
p r a c t i c e today. 

To f u r t h e r d e f i n e and explore t h i s compensation niche, l e g i s l a t e d 
requirements are excluded. Nor w i l l comparable worth be reviewed since i t has 
become almost e x c l u s i v e l y l i n k e d t o gender e q u i t y , which, though arguably the 
common theme of compensation e q u i t y i n t h i s century, s u f f e r s from not being 
r e h a b i l i t a t e d i n t o a more "generic" view of e q u i t y . ( 3 ) The primary focus i s on 
the v o l u n t a r y n o t i o n of administered, and t o a lesser extent negotiated, e q u i t y . 

RECENT RESEARCH 

Though n e i t h e r d e f i n i t i v e nor i n c l u s i v e , the f o l l o w i n g perspectives are 
repr e s e n t a t i v e of the recent scope and nature of research. Powerful i n s i g h t s are 
presented f o r those o r g a n i z a t i o n s r e t h i n k i n g the nature of t h e i r compensation 
systems. 

The Psychology of Equity: S u b s t i t u t i o n and Framing E f f e c t s 

Though psychologists i n i t i a l l y researched the i n f l u e n c e of s p e c i f i c v a r i a b l e s 
on employees' f e e l i n g s about pay eq u i t y (Belcher 1979; Tombari 1979), the more 
recent research has r e l a t e d workers' psychological views of the t i m i n g and 
s t r u c t u r e of compensation t o economic an a l y s i s of outcomes. Kahneman and 
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Thaler (1991) approach the problem of whether worker s a t i s f a c t i o n can be 
increased by changing the compensation mix w i t h o u t i n c r e a s i n g the compensation 
cost. I n essence, t h i s approach conceives of the s u b s t i t u t i o n of a l t e r n a t i v e 
economic or noneconomic outcomes t o achieve an equivalent or higher perception 
of e q u i t y by the employee. For example, these authors concluded t h a t workers 
p r e f e r a r i s i n g t o a f l a t wage p r o f i l e through time ( c o n t r o l l i n g f o r equivalent 
present values) and t h a t p r o f i t - s h a r i n g plans can f o s t e r group i d e n t i t y , 
cooperation and improved worker performance, even i n the presence of the " f r e e 
r i d e r " problem. 

The balance of the important f i n d i n g s of Kahneman and Thaler i s r e l a t e d t o 
bonuses. Here, pay s t r u c t u r e s and f a i r n e s s are perhaps i n sharpest focus i n the 
authors' three conclusions: (1) Pay cuts by p r o f i t a b l e f i r m s are perceived as 
u n f a i r ; (2) pay cuts by economically stressed f i r m s are acceptable; and (3) 
e l i m i n a t i o n of bonuses i s considered more f a i r than reducing the base pay r a t e . 

Equity research has also been advanced by surveys. I n one study (Kahneman et 
a l . 1986) community standards of f a i r n e s s w i t h respect t o compensation were 
i n f e r r e d . Not s u r p r i s i n g , one f i n d i n g was t h a t past h i s t o r y of compensation 
changes weighed h e a v i l y on respondents' perceptions of e q u i t a b l e adjustments. 
More r e v e a l i n g were what the authors describe as framing e f f e c t s , i . e . , the 
respondents' v a r y i n g judgments based on perceptions of how the outcomes are 
defined. For example, t h e r e was a much greater s e n s i t i v i t y t o out-of-pocket 
costs vs. o p p o r t u n i t y costs and t o losses vs. forgone gains. This phenomenon i s 
described as a "naive accounting" t h a t i s c o n t r a r y t o the r a t i o n a l i t y assumed i n 
economic a n a l y s i s . Kahneman e t a l . also make the p o i n t t h a t employees can be 
manipulated through these framing e f f e c t s by i n s i g n i f i c a n t changes i n the ways 
compensation choices or changes are presented. 

The Sociology of Equity and the Referent Context 

E l l i o t t Jacques(1970) suggested t h a t an e x p l i c i t c o n s i d e r a t i o n of pay e q u i t y 
promotes a " s o c i a l l y cohesive sense of economic f a i r n e s s " t h a t can be b e n e f i c i a l 
t o a f i r m . S o c i o l o g i s t s have also i n v e s t i g a t e d the r e f e r e n t i a l context of 
comparison and power r e l a t i o n s h i p s . For exaimple, one notable perspective i s t h a t 
the weight of the s t a t u s quo anchors t r a d i t i o n a l pay methods i n a system of 
e q u i t y t h a t i s attacked by those on the outside who promote f a i r n e s s based on 
t h e i r v i s i o n of more " o b j e c t i v e " premises. I n the case of comparable worth the 
o b j e c t i v e premise i s job e v a l u a t i o n . I n t e l l e c t u a l honesty demands t h a t we 
recognize t h a t v i s i o n s of e q u i t y are predicated l a r g e l y on s e l f - i n t e r e s t 
(Hegtvedt 1989). 

I n t h i s context e q u i t y perceptions and behavior are bound together, he 
i n t e r e s t i n g k i n s h i p here i s w i t h the e a r l i e r explored psychological views t h a t 
e q u i t y perceptions and u t i l i t y were entwined. To complete the 
u t i l i t y - b e h a v i o r - p r o d u c t i o n linkage of e q u i t y , the economist's perspective i s 
introduced. 

The Economics of Equity and the Work E f f o r t 

The e f f i c i e n c y wage hypothesis emerged i n the 1980s t o e x p l a i n why some 
employers were w i l l i n g t o pay higher wages t o employ fewer, but more pr o d u c t i v e , 
workers (Ake r l o f and Y e l l e n 1986). This theory c o n s i s t e n t l y f i t s one dimension 
of e q u i t y , the p r i n c i p l e t h a t pay d i f f e r e n t i a l s are considered e q u i t a b l e i f they 
are i n f a c t based on p r o d u c t i v i t y d i f f e r e n c e s . Controversies a r i s e when t h i s 
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p r i n c i p l e i s be l i e v e d by employees t o have more r h e t o r i c than substance. 

A k e r l o f and Y e l l e n (1988) pose an even more i n t e r e s t i n g research hypothesis 
w i t h respect t o e q u i t y theory. I n essence, they p o s t u l a t e t h a t work e f f o r t i s a 
f u n c t i o n of the variance of wages. They p o i n t out t h a t short-term experiments 
have tended t o support t h i s hypothesis, but s i m i l a r long-term behavior cannot be 
i n f e r r e d . 

To summarize t h i s b r i e f overview of academic i n q u i r y i n t o e q u i t y 
compensation, the basic t h r u s t s have been i n three areas. The f i r s t i s 
conceptual i n the sense of f o r m u l a t i n g f u n c t i o n a l r e l a t i o n s h i p s among measures 
of e q u i t y and other v a r i a b l e s such as e f f o r t . The second, which i s experimental, 
has attempted t o i s o l a t e and measure the f u n c t i o n a l r e l a t i o n s h i p s . The t h i r d i s 
surveys, or attempts t o d e f i n e e q u i t y standards. These approaches have i n common 
a m u l t i d i s c i p l i n a r y q u a l i t y and a f a i l u r e t o evaluate r e a l - w o r l d e q u i t y 
compensation mechanisms. Given the dearth of i n f o r m a t i o n a v a i l a b l e , the l a t t e r 
i s understandable. Even a p r e s t i g i o u s panel convened by the Na t i o n a l Research 
Council t o review pay e q u i t y research concluded t h a t the l a r g e s t gap i n 
knowledge was not theory or p o l i c y , but a f a i l u r e t o understand how f i r m s 
operate w i t h respect t o compensation decisions (Michael e t a l . 1989). But as we 
s h a l l see i n the next s e c t i o n , t h e r e i s some i n s i g h t f u l evidence. 

PRACTICAL APPLICATIONS 

The i n f o r m a t i o n presented i n t h i s s e c t i o n i s drawn from survey data and case 
studies t h a t r e f l e c t or i l l u m i n a t e the p r a c t i c e of e q u i t y adjustments as a 
component of t o t a l compensation. Again, the niche w i t h i n which we are working 
excludes l e g i s l a t e d or r e g u l a t o r y requirements.(4) The p r a c t i c e referenced here 
may be described as u n i l a t e r a l l y v o l u n t a r y or negotiated w i t h a union.(5) 

Role of Unions 

As democratic i n s t i t u t i o n s t h a t have been permanently entrenched i n the 
f u n c t i o n of labor markets and a d m i n i s t r a t i o n of compensation, unions must 
maintain at t h e i r core an advocacy f o r f a i r n e s s . Extensive volumes have been 
w r i t t e n about unions' views of f a i r n e s s , and no pretense w i l l be made here t o 
summarize them. With respect t o e q u i t y i n compensation, t h r e e broad observations 
can be made. Unions have h i s t o r i c a l l y considered f l a t t e r pay s t r u c t u r e s as more 
equ i t a b l e pay s t r u c t u r e s . Given t h i s context, unions have focused on procedural 
j u s t i c e r e l a t i v e t o other aspects of the employment r e l a t i o n s h i p s w i t h i n the 
c o l l e c t i v e b argaining context. Union c o n t r a c t s are not given t o negotiated 
language t h a t i d e n t i f i e s e q u i t y compensation as a separate c o n s i d e r a t i o n . 

One t r e n d t h a t has generated considerable angst i n the union r o l e as a r b i t e r 
of f a i r n e s s i n the c o l l e c t i v e bargaining arena has been concession bargaining. 
These "givebacks" or "takeaways" as referenced by union members come i n the form 
of absolute wage decreases, t w o - t i e r wage s t r u c t u r e s , r e l a x a t i o n or e l i m i n a t i o n 
of work r u l e s , and decreases i n retirement and h e a l t h care b e n e f i t s ( B e l l 1989). 

Extent of Reporting of Equity Compensation 

Though u s u a l l y s p e c i f i c t o narrowly defined categories or l i m i t e d i n d u s t r y 
surveys, l i m i t e d data are beginning t o emerge about e q u i t y compensation as an 
e x p l i c i t component of the t o t a l compensation system. For example, w h i l e the U.S. 
Department of Labor's 1989 study. Human Resource P o l i c i e s and Practices i n 
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American Firms, does not include a response category f o r e q u i t y compensation, 
the subject was reported i n d i r e c t l y w i t h respect t o e x t e r n a l market i n f l u e n c e s 
w i t h i n f o r m a t i o n about matching pay o f f e r s extended t o employees by other f i r m s . 
The only two outstanding groups r e c e i v i n g t h i s c o n s i d e r a t i o n were managers, w i t h 
9.6% of businesses r e p o r t i n g t h a t they matched pay o f f e r s , and nonunion 
p r o f e s s i o n a l s , a t 8.6%. 

A more r e v e a l i n g survey of higher education s t a f f compensation a d m i n i s t r a t i o n 
was conducted by the College and U n i v e r s i t y Personnel Assoc i a t i o n (CUPA 1987). 
As reported i n t h i s study, about one-half of the respondents r e l y upon i n t e r n a l 
e q u i t y systems as a primary determinant of sal a r y l e v e l s . An a d d i t i o n a l 
o n e - t h i r d of respondents use a mixture of i n t e r n a l and e x t e r n a l i n f o r m a t i o n . 
This i n f o r m a t i o n must be tempered somewhat by observing t h a t most estimates 
i n d i c a t e t h a t one-half t o t w o - t h i r d s of TVmerican workers are covered by some 
form of job e v a l u a t i o n system (England 1992). Some CUPA respondents may have 
based t h e i r answer on the presumption t h a t job e v a l u a t i o n i m p l i e d e q u i t y 
compensation. While the two are compatible, they are not n e c e s s a r i l y 
administered w i t h t h i s o b j e c t i v e . 

V i r t u a l l y no p u b l i c a t i o n s have been dedicated t o analyzing the i n t e r a c t i o n of 
the d i f f e r e n t components ( i n c l u d i n g e q u i t y ) of compensation systems w i t h i n 
f i r m s . This i s c l e a r l y a weakness i n research not l i k e l y t o be remedied soon 
since, even i n p r a c t i c e , employer records r a r e l y contain automated employment 
h i s t o r i e s necessary f o r extensive a n a l y s i s . Furthermore, there i s understandable 
reluctance t o make such records a v a i l a b l e t o outside researchers. 

Some f i r m s may be b u i l d i n g e q u i t y (or f a i r n e s s ) i n t o the t r a d i t i o n a l 
compensation progrcuns. This approach encompasses f a i r , understandable c r i t e r i a 
f o r measuring performance, honest feedback, f l e x i b i l i t y and simple, e a s i l y 
comprehended mechanisms f o r payouts and nonpayouts. The other side of t h i s c o i n 
i s the i n e q u i t y of the lack of a r e l a t i o n s h i p between pay and performance 
(Mil k o v i c h 1991). Furthermore, pay p o l i c y has been h i s t o r i c a l l y i s o l a t e d from 
o v e r a l l o r g a n i z a t i o n a l management. This p r a c t i c e o f t e n makes pay systems 
haphazard and s e c r e t i v e (Thakur et a l . 1988). Therein l i e s the d i f f i c u l t y of 
conducting f i e l d research i n t o r e a l - w o r l d operations of compensation systems. 
The interdependence of m u l t i p l e components of compensation i n p r a c t i c e i s o f t e n 
obscure even t o the p r a c t i t i o n e r s . 

The scant r e p o r t i n g of the impacts of e q u i t y adjustments i n p r a c t i c e should 
not l u l l us i n t o t h i n k i n g the p r a c t i c e i s not there and consequently dismiss the 
question of how employers make decisions i n t h i s area. The f o l l o w i n g review of 
two a c t u a l cases should i l l u m i n a t e the imperfect d e c i s i o n making environments i n 
which e q u i t y compensation occurs. 

Two Case Studies 

The f i r s t case i s a midsized p u b l i c u n i v e r s i t y f o r which an e q u i t y study of 
660 f a c u l t y and exempt s t a f f employees was commissioned and completed by an 
ext e r n a l c o n s u l t a n t . (This author had a minor r o l e i n a d v i s i n g and was given 
permission t o review the completed study.) For f a c u l t y , pay ranges were 
developed, and an incumbent's p e n e t r a t i o n i n t o the r e l e v a n t range was p r o j e c t e d 
based on weighted f a c t o r s . E x t e r n a l market data were used f o r both classes of 
employees. A p o l i c y d e c i s i o n was t h a t no incumbent's pay would be reduced. The 
o v e r a l l o b j e c t i v e was t o r a i s e each undercompensated employee's pay l e v e l t o the 
estimated e q u i t a b l e p e n e t r a t i o n w i t h i n the a p p l i c a b l e range. Though analyzed 
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as a separate group, the 13 executive t i t l e s were p r i c e d i n a manner s i m i l a r t o 
the s t a f f employees, who had 61 job t i t l e s market p r i c e d and 101 t i t l e s 
nonmarket p r i c e d . 

The c a l c u l a t e d cost t o achieve e q u i t a b l e p e n e t r a t i o n i n t o the ranges f o r a l l 
undercompensated employees was $ 3,425,474. The i n s t i t u t i o n funded 18% of the 
increases i n the f i r s t year of the plan and expects t o proceed w i t h annual 
increments u n t i l f u l l adjustments are made. 

Several p o i n t s are of i n t e r e s t i n t h i s case. 

F i r s t , m e r i t was excluded from the analysis because "there were no uniform 
e x i s t i n g performance review systems i n which the u n i v e r s i t y had confidence 
r e l a t i v e t o r e l i a b i l i t y and v a l i d i t y . " This i s not s u r p r i s i n g given the 
r e p u t a t i o n f o r haphazard a d m i n i s t r a t i o n of m e r i t systems i n general, but the 
admission was nonetheless ominous and signaled implementation d i f f i c u l t i e s f o r 
eq u i t y adjustments. Such was the o r i g i n of a major disagreement among f a c u l t y 
members since some peers who were perceived as poor performers received 
s i g n i f i c a n t pay adjustments. 

Second, the study pointed out t h a t a c r i t i c a l problem i n maint a i n i n g the 
i n t e g r i t y of the system was hol d i n g the new h i r e s t o the allowable range 
penet r a t i o n s , w i t h variances of more than 2% r e q u i r i n g the approval of the 
president. 

T h i r d , t h ere remains some dispute about the i n i t i a l p a r t i c i p a t i o n i n the 
design of the study by employees, e s p e c i a l l y f a c u l t y . The o r i g i n of t h i s 
c o n f l i c t appears t o l i e i n the confusion surrounding the urgency t o implement 
the program, since f i r s t year a l l o c a t i o n s were t o come from surplus funds t h a t 
could not be c a r r i e d over i n t o the next f i s c a l year. 

Fourth, regardless of the flaws, r e a l or perceived, t h i s e q u i t y plan i s 
i n t e r e s t i n g because, at a minimum, e q u i t y was openly formalized as a component 
of the t o t a l compensation mechanism. 

F i f t h , the impacts of these adjustments upon re t i r e m e n t b e n e f i t s could be 
very s i g n i f i c a n t f o r some employees through e i t h e r the defined b e n e f i t or 
defined c o n t r i b u t i o n plan. (Employees choose the plan i n which they wish t o 
p a r t i c i p a t e . ) 

A second case i s another, but smaller, p u b l i c u n i v e r s i t y f o r which e q u i t y 
compensation had been w r i t t e n i n t o p o l i c y f o r approximately t e n years, but i n 
very ambiguous language. This author was given permission t o research the 
h i s t o r i c a l a d m i n i s t r a t i o n of t h i s mechanism. The basic f i n d i n g s were t h a t e q u i t y 
adjustments were given t o i n d i v i d u a l employees throughout t h i s p e r i o d , but w i t h 
widely divergent r a t i o n a l e s ranging from exclusive e x t e r n a l market comparisons 
t o e x c l u s i v e i n t e r n a l comparisons t h a t included several l e v e l s of screening. 

There are two other important observations. The f i r s t i s t h a t t h e re had been 
no systematic e v a l u a t i o n of how the many d i f f e r e n t components of compensation 
i n t e r a c t e d . Besides e q u i t y , there were compensatory adjustments f o r promotions, 
a c q u i s i t i o n of higher education degrees and s p e c i a l c e r t i f i c a t i o n s , annual lump 
sums based on l e n g t h of service and m e r i t . I n other words, no one r e a l l y knew 
why some i n d i v i d u a l s appeared u n f a i r l y overpaid or underpaid. As p r e v i o u s l y 
suggested, t h i s s t a t e of a f f a i r s i s probably not unusual f o r most 
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organizations. 

The l a s t observation i s t h a t i n recent years there had been a concerted 
e f f o r t t o r e l y upon e q u i t y adjustments t o r e a l i g n the pay of those employees f o r 
whose comparatively depressed wages no explanation could be found. I n t h i s sense 
equ i t y adjustments became a r e s i d u a l mechanism t o be r e l i e d upon a f t e r the 
determination t h a t the other components of the compensation system had f a i l e d t o 
produce r e s u l t s t h a t are considered e q u i t a b l e . 

Guidelines f o r D i r e c t Compensation 

With respect t o d i r e c t compensation, from a p r a c t i t i o n e r ' s perspective a few 
simple p o i n t s can be summarized. F i r s t , s u b j e c t i v e decisions i n a l l o c a t i o n of 
eq u i t y adjustments are accepted w i t h i n c e r t a i n b o u n d a r i e s — i . e . , not 
d i s c r i m i n a t o r y , a r b i t r a r y or c a p r i c i o u s as con t r a r y t o laws or c o l l e c t i v e 
bargaining agreements. C o n f l i c t s a r i s e between employees and employers when 
eq u i t y adjustments are made on the basis of such " u n f a i r " r u l e s as "the squeaky 
wheel gets the grease." Few managers or a d m i n i s t r a t o r s would deny t h a t the power 
t o a l l o c a t e pay adjustments i s a very convenient way e i t h e r t o e l i m i n a t e t h i s 
noise or reduce t h e i r own discomfort of w i t h h o l d i n g pay from employees. 

Second i s the problem of r e t r o a c t i v i t y ( o r , conversely, d e f e r r a l ) . How much 
h i s t o r y one considers i n the a n a l y s i s and at what c h r o n o l o g i c a l p o i n t pay 
adjustments are made e f f e c t i v e o f t e n depend on such f a c t o r s as a v a i l a b i l i t y of 
resources, synchronization w i t h other employment events and the nature of the 
i n t e r n a l review process. 

T h i r d , proposed e q u i t y adjustments (or pay reductions) should be s e n s i t i v e t o 
changes i n the rankings of employees by pay l e v e l . Quite o f t e n the q u a l i t y of 
the pay r e l a t i o n s h i p (more or less than) can s t i r more resentment than the 
q u a n t i t y ( d i f f e r e n c e ) . 

F i n a l l y , the pay e q u i t y issue reaches t o the top of the o r g a n i z a t i o n . Data do 
tend t o demonstrate a sustained, s u b s t a n t i a l d i f f e r e n c e i n earnings growth 
between executives and hourly workers i n the same or g a n i z a t i o n s . One study c i t e d 
11% earnings growth f o r the former and 6% f o r the l a t t e r between 1972 and 1990 
(Kesner 1992). S t i l l , t h e r e appears t o be very l i t t l e i n t e r e s t w i t h i n 
o r g a n i z a t i o n a l governance t o l i n k executive compensation t o other employees i n 
an e q u i t y context. Even i n academic and popular l i t e r a t u r e very few a r t i c l e s 
r e f l e c t c o n s i d e r a t i o n of t h i s prospect. For example, an o n - l i n e l i b r a r y search 
by t h i s author of over 500 ab s t r a c t s r e f e r e n c i n g executive compensation 
uncovered only t h r e e a r t i c l e s r e l a t e d t o e q u i t y (Kesner 1992; Wilhelm 1993; Cook 
1991). The overwhelming i n t e r e s t i s i n the s t r u c t u r e and l e v e l of compensation 
among executives, r a t h e r than the r e l a t i o n s h i p t o subordinates. Only one author 
(Cook 1991) presented a p o l i c y a l t e r n a t i v e . He advocated executive pay linkages 
t o i n t e r n a l compensation and b e n e f i t s f o r the f i r m as a whole. 

A Special Note on Employee Ben e f i t s 

From an employer d e c i s i o n making perspective there are a large number of 
equi t y issues r e l a t e d t o employee b e n e f i t s . One of the more recent examples i s 
deferred (or a t - r i s k ) compensation r e l a t e d t o stock values i n the t o t a l 
compensation package f o r executives. Valuing these b e n e f i t s plays no small r o l e 
i n determining the new deduction l i m i t on executive compensation, a f e d e r a l t ax 
c o n s t r a i n t introduced i n the name of f a i r n e s s . A more longstanding conundrum 
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is the fairness of valuation of accrued sick leave to employees. Clearly, the 
"abuser" often appears to apply sound economic r a t i o n a l i t y by r e a l i z i n g the f u l l 
cash value of sick leave, compared to the "hoarder" who may either f o r f e i t 
excess accrued days or receive a diminished present value i f those days are 
converted to retirement service. 

Obviously, cost, regulatory constraints and business relationships with 
insurance providers and pension fund managers a l l contribute to the design and 
administration of an employee benefits package. However, the shaping of benefits 
within these constraints c l e a r l y must r e l y on some judgment of equity or i t s 
more technical dimension of benefits valuation. Specific examples include 
e l i g i b i l i t y , vesting, accrual rates, withdrawals, cash-ability, r e t r o a c t i v i t y , 
cross subsidization through pooling income maintenance and income replacement 
r a t i o s . 

As the academic l i t e r a t u r e reviewed e a r l i e r has suggested, s i g n i f i c a n t 
substitution and framing effects can be achieved by bringing benefits tradeoffs 
into the employee's choice picture. Also, when equity considerations w i t h i n the 
t o t a l compensation context are superimposed with respect to the comparative 
problem of valuing benefits to employees vs. cost to employers, much greater 
complexity i s created. 

CONCLUSION 

The vast majority of employees are not compensated i n an environment where a 
sense of c o l l e c t i v e fairness i s implied i n a negotiated contract. Though 
fairness may also be implied i n individual exchanges, the subsequent 
administration of pay equity leaves considerable discretion i n the hands, or 
head(s), of someone or some group within an organization. The tenor of t h i s 
assertion i s very d i f f e r e n t from t r a d i t i o n a l topics thus far addressed i n 
the o r e t i c a l , experimental or f i e l d research on equity i n compensation. Where 
these have focused on subjective equity valuation from the employee's, the 
union's or society's perspective, the suggestion here adds the subjective 
valuation by the executives, managers or administrators who, by design or 
default, make decisions with respect to formal compensation design, informal 
adjustments and exceptions, and resource allocations within these frameworks. 

The dyneunically changing character of U.S. labor markets and the philosophies 
and practices of human resource management require a continuous probing and 
reevaluation of the mix of compensation mechanisms and the manner i n which they 
are administered. The objective of t h i s a r t i c l e has been to provide more context 
for the equity compensation niche as evolved beyond legislated requirements or 
comparable worth implementation. Admittedly, the background i s d i s j o i n t e d , as 
has been the history of the range of (especially f i e l d ) research i n t h i s area 
(Dornstein 1991). But there are points of substance for organizations to 
consider i n rethinking the t o t a l i t y of t h e i r compensation systems with an eye on 
the future. 

The evidence does not as yet signal a bellwether status for formal equity 
mechanisms i n t o t a l compensation systems. As conceived i n t h i s a r t i c l e , equity 
may never achieve more than a niche status but, once formalized, t h i s may be 
enough to project employer c r e d i b i l i t y and managerial accountability far beyond 
the l i m i t e d framework of an additional t o o l of compensation. This would appear 
to be well worth exploration by organizations squeezed between competition and 
demographic change. 
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Endnotes 

1. For exeunple, the idea of "equal pay for equal work" was f i r s t introduced 
by the Knights of Labor i n the l a t e 1800s. The idea reemerged i n the 
administrative controls of the National War Labor Boards of both World Wars. The 
World War I I board was p a r t i c u l a r l y p r o l i f i c i n administering wages and benefits 
from a formal and deliberative equity framework. 

2. These omissions include the equality-equity relationship and the biases 
introduced by choice of the mathematical method (Allison 1978), extensive 
psychological interpretations of the relationship of equity and well-being 
(Curtain 1977), philosophical inquiries of equity that are traceable to 
A r i s t o t l e (Georgiadis 1987), and eth i c a l considerations (Rawls 1971). 

3. Actually, the technical application of comparable worth had i t s roots i n 
the formative stages of co l l e c t i v e bargaining when employers had to f i n d ways to 
group and compare jobs for negotiation and consequent wage setting purposes 
(England 1992). The idea became strongly attached to pay equity for women i n a 
few National War Labor Board cases i n WW I I and especially during the debate of 
language to be included i n the Equal Pay Act of 1963. 

4. While the practices of individual organizations, public or private, are 
r e l a t i v e l y unexplored, the w r i t t e n regulations and decisions of the two National 
War Labor Boards and the governing apparatus of Phase I I of the Nixon 
administration's wage and price controls are the most e x p l i c i t and i n s t r u c t i v e 
source r e f l e c t i n g a systemic consciousness toward equity i n compensation. 

5. An excellent survey comparing d i f f e r e n t academic concepts of equity and 
what practitioners believe to be mechanical means of measuring equity can be 
found i n Wallace and Fay (1988). 
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