




CONTENTS

THURSDAY , JULY 7 , 1988

Page
Opening remarks of Senator Proxmire ....
Opening statement of Senator Kennedy

Complete prepared statement of Senator Kennedy
Opening statement of Senator Kerry .
Opening statementof Senator Garn

Completepreparedstatementof Senator Garn.......
Opening remarks of Senator Shelby

Complete prepared statement of Senator Shelby .
Openingstatementof SenatorDixon ....
Openingstatementof Senator Chafee
Openingstatementof Senator Karnes

1
2
3
4
4

orcr
er
er

A W
O
N

14

WITNESS

John P. LaWare , nominated to be a member of the Board of Governors ,
FederalReserveSystem......
Viewson the risk-basedcapital plan .
Difficulttolegislatelevelsofreserves
Third World debt and the policy of the Fed
It's not the size of thebank ,but itscompetence .
CommunityReinvestmentAct ..............
The Coke formula ....
Laborunions in banks..
Continental stockholders took a bath ...
Should offshore deposits be insured ?
Banks lending to foreign countries are alerted to pitfalls
No insurancebut,notes were given
Paying interest onreserves
The Baker Plan ....
Merger mania.
Suit against Shawmut regarding ATM's

ADDITIONAL MATERIAL SUPPLIED FOR THE RECORD

Biographical sketch of the nominee ..
Letter from the Federal Reserve General Counsel to the Office of Government
Ethicsconcerningnominee

Responseto writtenquestionsof :

9
9
11
16
17
18
19
20
22
23
25
27
28
30
32
33

34

52

Senator D'Amato .
SenatorKarnes..

68
73

( III )





NOMINATION OF JOHN P. LaWARE , TO BE A
MEMBER , BOARD OF GOVERNORS , FEDERAL
RESERVE SYSTEM

THURSDAY , JULY 7 , 1988

U.S.SENATE,
COMMITTEEON BANKING, HOUSING, AND URBAN AFFAIRS,

Washington, DC.
The committee met at 10:40a.m., in room SD- 538, Dirksen

SenateOfficeBuilding, Senator WilliamProxmire(chairmanofthe
committee)presiding.
Present : Senators Proxmire , Dixon , Shelby , Graham , Garn ,

D'Amato , Chafee , and Karnes .

OPENING REMARKS OF CHAIRMAN PROXMIRE

The CHAIRMAN . The committee will come to order .
We are delighted to have our two distinguished Senators from

Massachusetts here to introduce Mr. LaWare , who's been nominat
ed as a Governor of the Federal Reserve to serve until the year
2002 .
Mr.LAWARE .Sounds like a longway away .
The CHAIRMAN . Well , I'll be out in the cemetery for about 5 of

those years . [ Laughter . ]
SenatorCHAFEE .Running, notresting .[Laughter . ]
The CHAIRMAN.It's good to see you.
Senator SHELBY . Mr. Chairman , if you would yield , I would hope

you all both aren't in the cemetery , because otherwise he wouldn't
make the term. [Laughter. ]
The CHAIRMAN . Well , I'm sure Mr. LaWare looks in fine shape

and he's a much younger man and there's something about Massa
chusettsthat makes people live a long time .
I'm going to ask before we have statements from the members of

the committee , because of the pressure of time and because the
Senators from Massachusetts have already been over here , I'm
going to ask Senator Kennedy and Senator Kerry to make what
ever statement they would like to make in connection with the
nominee .

>

STATEMENT OF EDWARD M. KENNEDY , U.S. SENATOR FROM THE
STATE OF MASSACHUSETTS

Senator KENNEDY . Thank you very much . Mr. Chairman and
members of the committee , I want to say that today Massachusetts
claims a special relationship with the nominee but we also know
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that's shared with Wisconsin because Mr. La Ware was born in Wis
consin and spent his early years in that State .
I'm delighted to have the opportunity to present him to the com

mittee . Mr. LaWare has been a distinguished successful business
man in the banking industry of Massachusetts involved in the
Shawmut Bank and brought it to one of the most prestigious posi
tions within the national banking system dealing with the new
challenges that deregulation has brought . He's been very success
ful .
I thinkmany of usin our State realizethat withhis successful

votein the U.S.Senate we'regoing to lose a personwho's been
enormouslyinvolved andactive withinthe communityof Boston as
well asthe Commonwealth. He has demonstrateda really unique
involvementin boththe great medicalinstitutionsand educational
institutions. Much morethan justa letterhead in anypublication,
he hasbeen very , verymuch involvedandhas made an extremely
importantcontributionto many of these institutionsandthe gain
to the FederalReserve will be the loss to thoseinstitutions.

At a time when we are facing extraordinary challenges in terms
of the international banking system , Third World debt , and other
financial international challenges , I think the Federal Reserve
Board will be well served by Mr. LaWare . I have great confidence
in his judgment , although that confidence was really questioned
when I found out that Mr. La Ware made a contribution of $ 500 to
Ray Shamee in Massachusetts , but my confidence was restored
when I found out that it wasn't when Mr. Shamee was running
against me , but my colleague , John Kerry . [ Laughter . ]
So throughout his record hehas hadanimpeccable sense of se

lectionandgoodsuccess.
Mr. Chairman , I appreciate the chance to be here and present

him and I'd like to file my complete statement .
[ Committee insert of Senator Kennedy's statement follows : ]

PREPARED STATEMENT OF SENATOR KENNEDY

Mr. Chairman , members of the Banking Committee , I am delighted to be here this
morning with John LaWare and to unreservedly commend him to you . In nominat
ing Mr. LaWare to the Board of Governors of the Federal Reserve , the President
has made a wise choice . I should note , Mr. Chairman , that I had intended to extol
the virtues of this son of Massachusetts , but , in fact , he was born and raised in Co
lumbus , WI . I guess we will have to share him with you .
John came to Boston over 10 years ago and during the ensuing decade has left a

large imprint on our community . During his tenure , the Shawmut Corp. has grown
and prospered . Today it is among the largest and soundest bank holding companies
in the Nation and it played a major role in financing the economic recovery of Mas
sachusettsand theregion.

I am sure that his professional accomplishments are well known to the members
of this committee and require no celebration from me , but I would like to take a
minute of your time to note that is more than a wise and successful banker
who will make a fine Governor of the Federal Reserve Board .
In addition to leading Shawmut into a new world of deregulated regional banking ,

he has also led the institution into active involvement with the civil life of Boston .
That involvement has gone well beyond the usual name on a letterhead and from
Children's Hospital to Roxbury Community College , our city's life is much richer
because of John LaWare . I must say that my one regret concerning this nomination
is that so many of the most important educational institutions and hospitals that
grace my home State will lose his wise counsel and energetic support .
The Federal Reserve Board faces daunting challenges as we enter the last decade

of the century . Deregulated and internationalized financial markets , seemingly in
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tractable debt burdens in the Third World , and an even worsening crisis in our
thrift industry head a long list . As the Board confronts these and other questions in
the years ahead , I am sure that his colleagues will learn , as I have , to turn to John
for wise counsel and advice .
Once again Mr. Chairman I congratulate the President on this nomination and

commendJohnLaWaretoyou.
I must excuse myself in order to chair another hearing but if I can be of any help

as you proceed I am at your disposal . Thank you .

The CHAIRMAN . Senator Kerry , it's your turn to discuss the man
whocontributed$ 500 toyour opponent. [Laughter. ]

STATEMENT OF JOHN F. KERRY , U.S. SENATOR FROM THE STATE
OF MASSACHUSETTS

Senator KERRY . Well , obviously , Mr. Chairman , that contribution
raises more questions about my judgment in being here than his ,
but notwithstanding my obvious bad judgment I am delighted to be
able to be here and join my senior colleague in introducing a good
friend .
I did think about the $ 500 and I came to the conclusion that

since themaximum was $ 1,000 and he only gave $ 500 , heobviously
was just doing it because he felt compelled to keep the democratic
process moving forward and it was mitigated by the other $ 500
that didn'tgothere. [Laughter. ]
Mr. Chairman , I think that my senior colleague has obviously in

troduced the qualifications and the extraordinary background that
John LaWare bringstothisjobprospectively.
He really has been one of the most important cogs in the Massa

chusetts economic wheel , if you will . He's been chairman of the As
sociationof BankHolding Companies. He hasplayed obviouslya
key role as chairman of one of our most important banking institu
tions . But beyond that , he has really contributed significantly to
the entire community , not just in his contributions to the impor
tant debate which has gone on as we have come into increasingly
difficult questions about the flow of capital in the new global mar
ketplace , about regulatory reforms and issues about the structure
of financial institutions as we move into the future , and I think he
will clearly be able toaddressthose kinds ofconcernshere , as
members of the committee have already heard him to in the past .
But in addition to that , I think that he has deep understanding

about the competitive needs of this country and the ways in which
theFederal Reserve Boardacts to be both aprotectoras well as a
catalyst in that process of guaranteeing the economic security of
the country and I'm quite confident that his service on that board ,
if it is the fullserviceinto the 5 years of yourpresencein the cem
etery , Mr. Chairman , will at least guarantee the security of that
plot .
TheCHAIRMAN .How reassuring can you get ?(Laughter . ]
Senator KERRY . Though obviously none of us believe that that is

true , Mr. Chairman . You will outlive all of us as chairman in some
respect , emeritus .
Mr. Chairman , I really think that John . LaWare is one of the

most capable people who could be nominated for this job and while
I know the chair hasexpressed concerns abouttheoverlappingand
the question of the number of nominees the incumbent President
might have appointed versus whoever might be the future Presi
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dent , I'm quite confident that any President of the United States
would have seen fit to nominate Mr. La Ware because of his capac
ity , his fairness , his decency , and his very deep understanding of
the issues that we face .
And I'm delighted to be here to join in introducing him .
The CHAIRMAN . Thank you very much , Senator Kerry .
I'm going to yield to other members of the committee and then I

will swear Mr. LaWare in . Senator Garn .

OPENING STATEMENT OF SENATOR GARN

Senator GARN . Thank you , Mr. Chairman .
John , I'd like to welcome you back to the Banking Committee .

This is not your first appearance before the committee . I congratu
late you on your nomination to be a Member of the Board of Gover
nors of the Federal Reserve System .
I believe the President has made an excellent choice . You have

hands - on experience in the day - to - day operations of a commercial
bank and you will be a great asset to a great Federal Reserve
Board ofGovernors.

John La Ware , in my opinion , will bring to the Board an impres
sive record of hands - on experience . Altogether , he has over 35
years of experience in commercial banking with two of the most re
spected commercial banks in the country . As I've already suggest
ed , Mr. LaWare is no stranger to Washington . Many of the mem
bers of this committee got to know him when he served as chair
man of the Association of Bank Holding Companies in 1986 and
1987. In that role , Mr. LaWare was a thoughtful and persuasive
voice advocating expanded products and services for financial serv
icesholdingcompanies.
As everyonehere knows, I join Mr. LaWareina convictionthat

suchan expansionof productand serviceofferingswill leadto sig
nificantbenefitsfor consumersoffinancial servicesand also will
leadto a strengtheningof the competitivenessof Americanfinan
cial institutionsand the Americanfinancialmarkets.
Mr. LaWare , I hope that one of the first experiences you have as

a Member of the Board of Governors will be to see the President
sign the kind of progressive financial restructuring bill that you've
worked so long and hard to bring to fruition - and I'm particularly
referring to the Proxmire bill .
We're happy to have you before the committee today .
[ The complete prepared statement of Senator Garn follows :

PREPARED STATEMENT OF SENATOR GARN

Today we hear from each of our past three Bank Board Chairmen . Yesterday's
witnesses from the thrift industry pointed fingers at just about everyone in spread
ing the blame for the FSLIC problem - except themselves — but they reserved their
special venom for the policies of each of you . Now is your chance to respond . How
much of the problem was caused by Bank Board policies ? What is the situation
now ? Is the Bank Board regulatory system up to the task of handling the problems
before it in both the short term and the long term ? These are questions you should
address .
It is also your chance to tell us where you think Congress should go from here ,

both in the short term and the long term . I will be particularly interested to hear
your views on the establishment of a bipartisan commission to make recommenda
tions about the problem in the next 6 months .
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The CHAIRMAN .Senator Shelby .

OPENING REMARKS OF SENATOR SHELBY

Senator SHELBY . Mr. Chairman , I have a written statement for
the record that I'd like to submit for the record and ask unanimous
consent to do that .

The CHAIRMAN . Without objection , it will be printed in full ,
along with Senator Dixon's prepared statement .
[ Committee insert of Senator Shelby's and Senator Dixon's pre

pared statements follow :)

STATEMENT OF SENATOR RICHARD SHELBY

Mr. Chairman , I'd first like to commend you for holding this hearing today . I am
glad that this committee has this opportunity to meet Mr.LaWare and discuss some
of the issues that he would address in his capacity of a Federal Reserve Governor .
Mr. LaWare would bring to the Federal Reserve 34 years of banking experience .

He worked his way up the ladder , starting in a bank training program , and ending
as a chairman and CEO . During his tenure , it is fair to assume that Mr. LaWare
has developed a great wealth of expertise .
Traditionally , Mr. Chairman , I believe we appoint economists to the Federal Re

serve Board . I have nothing against economists , indeed I have a great respect for
their particular sort of esoteric wisdom , but I believe that Federal banking regula
tion could not help but benefit from the experience of a successful , lifelong banker .
Once again , I appreciate your scheduling this hearing . I look forward to hearing

from Mr.LaWare .

STATEMENT OF SENATOR ALAN DIXON

Mr. Chairman , I am pleased to be here this morning as the Banking Committee
meets to consider the nomination of John LaWare to be a Member of the Board of
Governors of the Federal Reserve System . I look forward to hearing the views of the
nominee on the many difficult economic issues currently facing the United States
and our banking system.
This is a time of major change for our financial services industry . Our financial

markets have fundamentally changed , and our laws and our regulatory systems
must recognize that change . Further , with the United States facing record trade and
budget deficits , the conduct of monetary policy is probably also more difficult now
than it has ever been in the past . This is a time , therefore , of real challenge for the
Congress and for the Federal Reserve Board . It is absolutely imperative to have
Governors that can meet these challenges .

SenatorSHELBY. Mr. La Ware , I , too , wanttowelcome you to the
committee . I am impressedwith your longbankingexperience, the
fact that youhave a goodeducational background, butmore than
that , the30 - somethingyearsyou spent inbanking, and I believe
that would adda lot to theFederal ReserveBoardand I believe, as
SenatorKennedyand SenatorKerryboth have said, that youwill
bring some otherdimensionsthere .
I look forward to the hearing and look forward to supporting

you .
Mr.LAWARE .Thank you ,Senator .
The CHAIR MAN . Senator Chafee.

OPENING STATEMENT OF SENATOR CHAFEE

Senator CHAFEE . Thank you , Mr. Chairman .
I , too , want to welcome Mr. La Ware here . He has a connection

with our State since his bank has a banking subsidiary in Rhode
Island . So we're experienced with Mr. LaWare and have great re
spect and admiration for him .
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He has this vast experience as has been mentioned . He served as
a Member of the Federal Reserve Advisory Board and also of the
Board of Directors of the Boston Fed . So he doesn't come to this
without knowing a good deal about the Federal Reserve .
I think it's splendid that the Federal Government has been able

to entice a person of Mr. LaWare's abilities into the Federal Gov
ernment . That's what we want . And I think we're facing tremen
dous challenges in the whole banking system , particularly with the
competition from abroad . And Mr. LaWare , as the chairman and
chief executive officer of a major regional bank , can make a tre
mendous contribution .
It seems to me in this year we ought to select somebody from

Massachusetts to go into Federal service and I think Mr. LaWare is
the man . And also , I think one is enough . [ Laughter . ]
I also looked over the list of Mr. LaWare's political contributions

and , Mr. Chairman , I can assure you that he's been consistently a
Democratic contributor , which I'm not sure what it shows . He did
give some dollars to Margaret Heckler , so it shows that every con
tribution he's made has not been to a winner , but despite the fact
that he's had a predilection for the other side , I think he'll make a
wonderful Member of the Federal Reserveand we'revery , very
glad you're taking it on .
Mr. Chairman , I hope this committee can move right forward

today and get himconfirmedas soon aspossible.
The CHAIRMAN .SenatorD'Amato .

OPENING REMARKS OF SENATOR D'AMATO

Senator D'AMATO . Mr. Chairman , I have a number of questions
I'd like tosubmitfor therecordand ask that they berespondedto
inwriting.
The CHAIRMAN . Without objection , so ordered .
Senator D'AMATO . Thank you , Mr. Chairman .
The CHAIRMAN . Mr. LaWare , will you raise your right hand ?
[ Whereupon , the witness was duly sworn . ]
The CHAIRMAN . Mr. LaWare , I'm entering into the record at this

point a copy of a July 6 letter from the Federal Reserve general
counsel to the Director of the Office of Government Ethics concern
ing your nomination .
That letter refers to various commitments you made to dispose of

your stock and to recuse yourself from voting or participating in
certain matters.

Will you commit to this committee to observe all of the agree
ments referred to in the general counsel's letter of July 6 ?
Mr.LAWARE. Yes, sir , I will .
TheCHAIRMAN.Thank you.
Mr. LaWare , on February 23 of this year you negotiated a rather

lucrative golden parachute agreement with the Shawmut National
Corp. Under that agreement you will receive 5 years ' salary plus
increases , whether or not your employment termination was invol
untary .
One of the provisions of that agreement required the Shawmut

National Corp.toreimburse you for anyexcess parachutepay
ments under section 280 ( g ) of the Internal Revenue Code .
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As you know , that's the excise tax . In other words , if you have to
pay an excise tax on it , which the Congress decided should be done
in golden parachute cases , it wouldn't adversely affect you , it
wouldadverselyaffect your formercompany..
As you know, the Congresstookaction in thetax lawto reduce

the excessivegoldenparachutepayments . Youragreementseems
to bean attemptto getaroundthat public policy.
How much of your golden parachute payments will be subject to

an excise tax under the Tax Code ?
Mr.LAWARE. I don'thave thatfigure in my head ,Senator .
The CHAIRMAN . I understand that your pay is about $ 500,000 a

year and so the golden parachute at 5 years would be $ 2.5 million ,
and as I understand it , the law provides that 3 years is the maxi
mum that would not be subject to the tax . Therefore , it would be
about $ 1 million that would not be taxed by you but would be
taxed to the Shawmut Corp. so you would be saved approximately
$200,000.
How can you justify this attempt to dodge the provisions of the

Tax Code ?
Mr. LAWARE . Well , I'm not quite sure I think it's dodging it , sir .

The contract was negotiated on this basis as part of their merger of
the twoorganizations. The foursenior officersof thecompanyhad
essentiallythe same kinds ofcontracts.Becauseof my age — my ad
vanced age , being 10 or 11 years older than the other three mem
bers of the senior management group - I was given the privilege of
leaving at any time but still having that stream of income secure
to age 65 .
The feeling was that if there was a violation of the intent of the

law with respect to excess parachute payments and if this was re
garded as a parachute , then the company would undertake to gross
up the amount paid to me to cover that tax . So the tax is getting
paid regardless . So I'm not sure that there's a tax dodge involved
since the Federal Government is getting the same amount of
money they would have received otherwise .
The CHAIRMAN . Well , the Federal Government is , but the idea ,

as I understand it , was to discourage excessive payments which di
rectors and officers in a sense voted themselves at the expense of
the corporation and of the stockholders .
As you may know , the Senate voted on a golden parachute

amendment offered by the distinguished Senator from Colorado ,
Senator Armstrong , who's a member of this committee , and that
was a measure that would have prohibited golden parachutes
flatly . It passed the Senate 98 to 1 a short time ago . My staff re
minds me it would have prohibited the excess payments unless ap
proved by the stockholders .
Was your settlement approved by the stockholders ?
Mr. LAWARE . Specifically , it was not voted on by the sharehold

ers , but the shareholders , in approving the merger , had approved
the principle of having the senior officers covered by employment
contracts which you would call , or you would classify , as a para
chute . So thatshareholder approval, inprinciple,withoutregard to
the specific amounts and specific terms , is in the record .
The CHAIRMAN . The specific amounts of course is the whole crux
of it . Obviously , if there is a provision for a relatively modest set

.
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tlement for an executive leaving a corporation , that's one thing .
But 3 years was the definition of what might be considered by Con
gress to be in excess and yours was 5 , and obviously a $ 2.5 million
settlementisgoldenin animportantsense .
Mr. LAWARE . Yes . I think that the directors who approved

unanimously the structure and the specifics of those contracts felt
that they were acting for the shareholders and on the sharehold
ers ' authority as granted in the approval of the merger .
The CHAIRMAN . Mr. LaWare , let me now get into something else .

I'm concerned , and I'm sure you may well be concerned , with the
enormous debt in this country and the huge increase in debt in
recent years . The Federal debt is what we've been concerned with
and are responsible for in the Congress . It's enormous , $ 2.5 trillion .
Business debt , as I understand it , is much bigger than that and

household debt is over $ 3 trillion and business debt , if you include
not only corporate debt but farm debt , unincorporated debt , includ
ing proprietorships and individual partnerships and so forth , is
over $ 4 trillion , according to what I got from the Federal Reserve
just a few days ago .
This adds up to about $ 10 trillion in debt . As you know , it's in

creased enormously in recent years . One reason why it's increased
it seems to me is that the regulator of debt , which is really interest
payments , has been somewhat encouraging to people to get into
debt anddiscouragingpeopletosave money.
The household debt has increased at a time when savings have

dropped lower than they've been historically throughout most of
our history and it seems to me on that basis , if we're going to do
something direct and explicit about encouraging saving and dis
couraging debt , one way would be to follow monetary policies that
would tend to increase interest rates . I realize that has other im
portant ramifications , but what's your reaction to that notion ?
Mr. LAWARE . Household debt , to the extent that it constitutes

mortgage debt or credit card debt or installment debt is generally
at pretty high levels of interest rates now . And in spite of the fact
that our savings rates — that is , rates of interest on savings kinds of
instruments have risen since deregulation in 1982 , people still have
a propensity to borrow for household purposes and they did so even
when rates were at 20 or 21 percent . Credit cards were used exten
sively .
I'm not sure that raising rates is necessarily going to discourage

people , households and the consumers in particular , from borrow
ing . I think we have seen some leveling off in our consumer spend
ing and to some extent the growth in some consumer debt is a
result , I'm persuaded , of the 1986 tax revision which removed the
deductibility of interest on normal installment debt .
The worrisome consequence of that is that a lot of borrowing has

shifted into equity borrowing against people's homes , and while
that in itself is not an evil thing , it's a question of how it's adminis
tered . If the amounts of debt are too high in relationship to the
value of the home or if they are difficult for borrowers to service
given any kind of a downturn in the economy , then I think that
could be a bad development . But we don't see any signs of that at
thisstageof thegame.
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The CHAIRMAN . Mr. LaWare , my time is up . I'm not going to ask
you to answer this or we'd go on and on , but I might point out that
I think everybody agrees that borrowing to buy homes is enormous
ly sensitive to interest rates . If you raise interest rates , you just see
a very sharp prompt falloff in housing starts because of the sensi
tivity of it and because people look at the monthly payments they
have to make .
The same thing is true , toa lesser extent, but it's stilltrue of

autoloans . So theenormousamount of borrowinggoesinto buying
homesand buyingcars would beobviouslydirectlyaffected bythe
level of interestrates . My time is up . I'llbe back.
Senator Garn .
Senator GARN . Thank you , Mr. Chairman .
Mr. LaWare , before I ask any questions , did you desire to make

an opening statement ?
Mr. LAWARE . Well , I have about six lines here that I would like

to read

STATEMENT OF JOHN P. LaWARE , NOMINATED TO BE A MEMBER
OF THE BOARD OF GOVERNORS , FEDERAL RESERVE SYSTEM

Mr. LAWARE . Mr. Chairman and other distinguished members of
this committee , I am highly honored to have been nominated by
the President to the Board of Governors of the Federal Reserve
System .
I want to thank you , Mr. Chairman , and the committee for hear

ing me today and thank Senators Kennedy , Kerry , and Chafee for
their very generous remarks as well as yours , Senator Garn .
I am a banker , not an economist . I am a pragmatist , not an ideo

logue . I believe that my 35 years of experience in banking will
enable me to make a significant contribution to the work of the
Board in the years to come . I'll be happy to answer any questions .
The CHAIRMAN .SenatorGarn ,I wantto thank you very much

for doingthat . I should have done that and Iapologizeto you , sir .
It was a fineopening statement .
Mr. LAWARE . I suspect you like it because it was brief , Senator .

[Laughter. ]
Senator GARN . That reminds me of a story that I might as well

tell you . When I was chairman of the committee , the former Chair
man of the Federal Reserve Board , Paul Volcker , came in to testi
fy . I asked him one day if he would please summarize his state
ment when he was making his semiannual report , and he did . Six
months later when he came back , I asked him if he would please
read the entire statement so that it would take less time . [ Laugh
ter . ]
Mr. LaWare , what are your views on the risk - based capital plan

that has been proposed by the bank regulators ?

VIEWS ON THE RISK - BASED CAPITAL PLAN

Mr. LAWARE . I think it's a great step in the right direction . I
think that view is shared in principle by most leaders in the bank
ing business . There has been some concern that some of the meas
urements are too restrictive , but I think that on balance it's a very
fair approach . The banks in some of our competing countries , nota
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bly Japan , have had to make sacrifices in terms of the way they
count capital that have probably been more severe than those im
posed on U.S. banks . I think we've struck a very good balance , and
I think it tends to level the playing field . I'm sure that the U.S.
banks will be in a more evenly and competitive environment .
Senator GARN . What about its effect on safety and soundness

regulation ?
Mr. LAWARE . Well , I think it should help safety and soundness

because it is risk - related in terms of the amount of capital required
to carry certain kinds of assets , and therefore it will encourage
banks to be more careful about how they allocate their funds .
While the net effect is not to bring about a significant increase in
basic capital in the system , it will tend to bring up some of the
banks that are the skinniest in terms of capital over a period of
timeto a level where they were several years ago.
Senator GARN . So you would feel that on a net basis it's a net
plus both for safety and soundness and a net plus on competitive
ness ?
Mr. LAWARE .Yes, sir .
Senator GARN . In the past you have been a champion for the fi

nancial services holding company approach to restructuring the fi
nancial services industry . In that light , what is your view on S.
1886 , which is the Proxmire or Senate - passed banking bill ?
Mr. LAWARE . I think it's an enormous step in the right direction .

I support it generally and specifically . I'm delighted that the banks
will now have the congressionally approved ability to participate in
the securities markets and certainly that guarantees a big step for
ward in enabling U.S. banks to be more competitive with their
brethren around the world who already have access to the securi
ties markets .

SenatorGARN . Well , Imight say atthis pointI'm verydisap
pointedthat after allthe work the chairman and otherson this

committeeputin onthat billand passedso overwhelminglyon the
Senatefloorseveralmonths ago , that theHouseofRepresentatives
has stillnot seen fitto acton anything. And I'madvisedthey are
talking aboutdoingittoday , but thisis Julyand we're probably
going toend upby September30.So this isn'ta messagefor you,
Mr. LaWare. This isa messageforthe Houseof Representatives,
thatit's abouttime theydid something. They'vebeen treading
waterforthe 14years that I'vebeen hereand unwillingto address
therealities of thefinancialservicesmarketplacechanges . SoI
wouldhope theywouldtake someaction todayand get it tothe
floor assoon as possiblesothat the chairmanandI can goto con
ference withthe Houseand hopefullywork out a bill that will
becomelaw thisyear.
Mr.LAWARE. I hopethey'relistening.
Senator GARN . While problems remain with the budget deficit

and the trade deficit , the U.S.economyin recent years has been
the envy of the world . Our economy is in the longest peacetime ex
pansion in the postwar era . We have created 12 million new jobs
over the last 5 years , while Western European economies have not
on balance created any new jobs .

a
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What role do you see for monetary policy in maintaining such a
healthy economic growth as we continue to work on the budget and
trade deficits ?
Mr. LAWARE. Well,Ithink monetary policycanattempt to pro

vide stabilityin value of the currency,a lowrate of inflation, and
both of thoseelements Ithink are veryimportant increating an
environment in which the growth in theeconomy can continue
without recession. And I think that is essential as we begin to work
down these other deficits .
The danger at the moment would seem to me to be to prevent

the economy from overheating and when we're running at 80 or 83
percent of capacity , we've got to make sure that we stay on the
ball.
Senator GARN . The General Accounting Office recently released

a study suggesting that the Federal Reserve does not require suffi
cient reserves against potential losses from Third World debt .
Do youagreewiththeGAO'sstudy?

DIFFICULT TO LEGISLATE LEVELS OF RESERVES

Mr. LAWARE . No , I don't , because I think that it's very difficult
to legislate levels of reserves on net debts . We have reserve levels
typically among the banks who are heavy lenders to the lesser de
veloped countries ranging anywhere from 25 to 30 percent up to 75
percent . I think that is less reflective of valuation of the loans than
it is of thestrategiesof thoseindividualbankmanagements. The
people who are reserving the 25 to 30 percent level I think are stra
tegizing that they're going to hold onto that debt and that eventu
ally it will be substantially paid off . They're in for the long pull .
The banks that have reserved at the 60 or 75 percent level essen
tially are getting their reserves up to the point where virtually all
of those loans are in the marketable category without taking any
further hit to earnings . Those banks I would submit are probably
managing those portfolios down , getting them out through swaps ,
or what have you.
So it's very difficult to arbitrarily set levels of reserves on any of

those debts because in the long run - and I do mean long run - I
think they're going to be paid off in full .
Senator GARN . Thank you , Mr. LaWare .
The CHAIRMAN . Senator Chafee .
Senator CHAFEE.Thankyou , Mr.Chairman.
Mr. LaWare , you've touched a bit on the international competi

tive situation of U.S. banks . In 1970 , which is only 18 years ago , of
the 10 biggest banks in the world I believe 9 were American . In
1988 , 9 out of the top 10 aren't American and 1 of the 10 is . And as
I understand it , the next ranking U.S. bank is 24th . We don't have
a stack right behind just below the 10 margin .
Now my question is twofold . One , what difference does it make

as far as U.S. jobs , the U.S. economy , if we don't have banks in the
top 10 ?That'sthe firstquestion.
Mr. LAWARE . I don't think it makes much difference . I have

never felt that the relative worth or strength or position of banks
in terms of bottom line on their balance sheet was the real answer .
It's how well managed they are and how profitable they are that I
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think really is the performance measurement of banks , and I
would submit that U.S. banks are competitive in terms of profit
ability and certainly competitive in management with any banking
system in the world .

Senator CHAFEE . So we shouldn't get distressed if the highest
U.S. bank were the 25th biggest in the world . Is that right ?
Mr. LAWARE . I don't think that's a matter of concern . Now I'm a

little bit of a maverick on that because many of my colleagues are
very concerned about the balance sheet size . I'm more concerned
with the profit and loss statement .
Senator CHAFEE . All right . Let's say 9 of the 10 biggest banks are

Japanese or 8 of the 10 - let's say 5 of the biggest 10. Does that give
them the opportunity to come over here and compete to a greater
extent than if they weren't as strong as they are ?
Mr.LAWARE. Well, that's kindof achickenandegg typeof prop

osition . I think thatsome of theirgrowth is because theyhave been
here andcompeting. As youknow , they all havesubstantialstakes
on the westcoast now, having either boughtbanks orestablished
branches orsubsidiaries that are doing quite well. They arevery
competitiveand theyare verywell managed .
One ofthethingsthatthis risk- basedcapitalagreementamong

the 12 nationswillaccomplish I thinkis that sinceyou're goingto
requireessentiallythe same kind of capital basefor allthese
banks, that will be reflectedin the rationalizationof thepricing
mechanismforthese banksand will helpto makeour banksmore
competitivebecausebanks thatwere originallythinlycapitalized ,
atleast nominally, couldprice at lowermarginsand still getgood
returns on theirstated capital .
Now since the capital will be all the same , the same kind of pric

ing pressures are going to be there for foreign banks as are there
for U.S. banks .
Senator CHAFEE . Mr. Chairman , I've got another question . What

are all these bells for ?

The CHAIRMAN . There's going to be a vote in a few minutes .a
Senator CHAFEE . Well , Mr. La Ware , I have kind of a gut feeling

that when you see U.S. banks fall from the 9 out of the 10 biggest
to 1 out of the 10 biggest , it makes me nervous and just like I like
to see General Motors or a U.S. automobile manufacturer the larg
est in the world , it means we're selling cars in Australia and Eng
land and West Germany and France and all over . And I can only
assume that when our banks are knocked out of the top spot that
somebody else is getting the business somewhere . But you don't
share thatconcern.

Mr. LAWARE . Well , no , I'm not saying that they aren't getting
the business ; but I'm saying that given competitive equality and
the same opportunities , American banks can be competitive . And if
that means growing in size , they will grow in size . I think that the
chairman's bill will be a good step in the right direction to give
U.S. banks a more competitive position , not only in domestic mar
kets but in world markets . Maybe some of those positions will shift
back again as we get that more competitive stance .
Senator CHAFEE . Well , I certainly hope so . I share your enthusi

asm for the chairman's bill and share Senator Garn's concern that
nothing is happening or nothing has happened in the House on it .
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Thank you , Mr.Chairman.
The CHAIRMAN. Thank you. I promised SenatorGarnI would recI

ognizehim for a unanimous consentrequest.
Senator GARN . Senator Karnes was here and had to leave . I'd

like to ask unanimous consent that his statement be placed in the
record . In addition , there are some questions that he would like to
have Mr. LaWare respond to in writing .
The CHAIRMAN . Without objection , so ordered .
[ Committee insert of Senator Karnes ' statement . ]

88-455 - 88 - 2- -
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Dave Kames

JULY 7 , 1988

STATEMENT IN SUPPORT OF THE NOMINATION OF
JOHN P. LA WARE TO BE A MEMBER OF THE

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

Mr. Chairman , I am pleased to be here today to join in

supporting President Reagan's nomination of John P. Ware to be a

member of the Board of Governors of the Federal Reserve system .

John La Ware has had a distinguished career in the

operational aspects of commercial banking , and he would bring a

wealth of experience and talent to the Federal Reserve Board . He

has been Chairman of the Board of Directors of the Shaumut

National Corporation since 1978 . Shaumut is one of the 25

largest bank holding companies in the United States and is the

product of a merger with the Hartford National Corporation .

Prior to joining Shaumut , Mr. La Ware was with the chemical

Bank in New York for a period of 25 years where he worked his way

through the organization to the position as a senior officer of

the institution .
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He was awarded a Bachelor of Arts degree from Harvard

University in 1950 and a Master of Arts degree from the

University of Pennsylvania in 1951 . John and his wife are

residents of Massachusetts and have two children .

Mr. Chairman , I have had the opportunity to meet with Mr. La

Ware and he has impressed me . He currently serves as a director

of the Federal Reserve Bank of Boston , and he has served as a

director and the chairman of the Association of Bank Holding

Companies. His philosophy favors principles of financial

deregulation and relianceon the marketplace to drivethe outcome

of important issues.

In short , I believe that , with 35 years of hands - on

experience in commercial banking , John La Ware is just the type

of person who will serve his country well in this appointment . I

therefore believe that the Committee should report this

nomination with a recommendation of approval and I trust that the

Senate will act swiftly to confirm the President's nomination of

Mr. La Ware to be a member of the Board of Governors of the

federal Reser ve System .

Thank you Mr. Chairman. I ask that my formal written

statement be entered in the record.
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The CHAIRMAN . Senator Graham .
Senator GRAHAM . Thank you , Mr. Chairman .
Mr. LaWare , I'm very pleased to have this opportunity to talk

with you . While I was a resident of your city , I was a small client
of your bank and I appreciate the excellent service that we re
ceived .

I am interested in the issue of Third World debt and the policy of
the Federal Reserve Board relative to that . We've discussed briefly
the question of risk - based capital and the effort being made among
the major industrial nations ' central banks to regularize that proc
ess .

There's concern that the adoption of the risk - based capital will
make it more difficult to get the new start capital into countries in
Latin America and elsewhere in the world and will necessitate a
revisitation of our policy relative to Third World debt . I wonder if
you could comment .
The CHAIRMAN . Mr. LaWare , before you respond , I'm going to go

to the floor to vote and I'm going to ask Senator Graham to preside
for a fewminutes. He'll have to leave , too ,shortly, but that way
we'll save a little time in the hearing .
Mr.LAWARE. I'mnot surethat I follow yourquestion. Areyou

saying thatbecauseof the disallowanceofthe reservesagainst
lesserdevelopedcountrydebt as partof primarycapital that
Senator GRAHAM . The thesis is that in order for these countries

to have any chance of paying their existing debt that they've got to
reenergize their economies . To do that they have to have some
fresh capital , that the risk - based capital system is going to make it
more difficult for them to attract the new capital which their
economies require . That's the essential thesis . Do you agree with
that ? If not , why not ? And if so , what are the implications ?
Mr. LAWARE . I'm not sure that I do agree with it . I think that

there is some misinterpretation that the reserve requirement
would be a disincentive for making any additional advances .
On the other hand , I think there is a strong understanding in

the banking system - and I'm talking now about the major banks
who have major commitments in Latin America particularly — that
those economies are going to need capital inflows , that there has to
be a restoration of interbank deposits into those countries , and thata

thatcantake placeonlyif thereis a perceptionthattheyhavethe
breathingroomnecessarytorevitalizetheireconomies.
I think thatthe kind ofrestructuring , the mostrecent example

ofwhich we've seenin Brazil, tends tocreate an environment
where they do have breathingroom. There's freshmoneygoing in
and most ofthat willbe usedto servicethe existingdebt . Atthe
sametime , theyare lifting someof thepressure forthis constant
restructuringtogive themsome breathingroom .
I think more of that kind of approach to the solution with regard

to Mexico and Argentina can be a very constructive thing . We've
come a long way in the last 4 or 5 years in dealing with this prob
lem . The amount of these loans in relationship to the capital of the
banks that are involved has gone down from about 190 percent to
less than 100 percent of the capital . That's still too high , but we
are working it down and we are getting some intelligent , long - term
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restructuring. I thinkin thefinal analysisthat's what'sneeded in
orderto give themsomebreathingroom .
Senator GRAHAM . Mr. LaWare , I apologize , but we have a vote

underway . We will recess at this point and reconvene as soon as
possible .
Mr. LAWARE . Fine.
[ Recess . ]
The CHAIRMAN. Mr.LaWare, onJune 22 , 1986 , youwrote an op

ed piece forthe New York Times . You made a goodcase for our
bill in thatpiece , althoughit precededof coursethe bill, but you
madea good casefor the billthat wouldrepeal Glass - Steagallin
effectand permitbanks to competein underwriting.

ITS NOT THE SIZE OF THE BANK , BUT ITS COMPETENCE

And I was glad to hear your answer to Senator Chafee's question
on the size of banks and how it's not the size , it's the competence ,
and our banks are big enough to do the job . As a matter of fact , as
I understand it , the economy of scale stops with a relatively small
bank and we don't have to have a colossal size .a

ButI wanttoaskyouaboutthat letterbecausein thatletteryou
make a statement which concernsthisSenator and I thinkwould
concernthe Congressconsiderably. You saywithrespecttotheat
titudeofconsumergroupsthathavebeencriticalof banking, you
say:

Regrettably , consumer groups see in the emergency atmosphere an excellent op
portunity to advance their agenda . They are urging Congress to tighten further the
regulatory noose that for more than half a century has constrained the ability of
banks to compete . Specifically , they are pushing for a test that interstate acquisi
tions would not dilute local competition , for public disclosure of the acquiring bank's
community reinvestment record , and for disclosure of the geographic placement of
loans by the acquired bank .

Now part of thatwas certainlyas faras thecommunity reinvest
ment recordis concerned— I was the authorof that I believeand it
went throughthiscommittee and it went throughtheCongress
with considerableenthusiasmand it seemsto me that the logic
behindthat CommunityReinvestmentActmakes allthe sense in
the world .
What we're simply saying is that if a bank is located in a par

ticular community and takes deposits in that community , that
there at least ought to be some kind of a record of that fact made
public , made available to the public , and that the Federal Reserve
Board , the regulators , should take into consideration whether or
not the bank reinvested in the community from which the deposits
came .

As you know , we've had a problem over the years with red
lining . We've had hearings before this committee this year which
have indicated significant red lining . We've had great leadership
from banks in Philadelphia and elsewhere whichhave said they
will make a loan to any ethnic group in any area , black , white , his
panic , whatever it is , depending on the credit record of the borrow
er and the soundness of the structure in which they are making
the loan .
They've done that and they've done that profitably and they've

found there's been no significant loss in that kind of an operation .
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In fact , its been profitable to proceed that way . But somehow we
have a record of regulators being very weak in enforcing the Com
munity Reinvestment Act . It's like a professor who gives everybody
in the class an A even if they don't come to class and it's been a
situation where the only real enforcement of CRA is by the com
munities themselves when they have activist people come in and
insist on getting the records and then publicizing the records .

COMMUNITY REINVESTMENT ACT

That was true in Chicago and it was true in some other places .
So I'm concerned with you as a regulator and because you have
perhaps more experience than anybody else on the Federal Reserve
Board as a governor they will look to you for advice and for leader
ship - I'm concerned that the Community Reinvestment Act and
other consumer protection legislation , like the Truth - in - Lending
Act and so forth , may not be in warm , friendly hands with you as
the leader on the board .

Mr. LAWARE . I think perhaps you're misinterpreting what I said
in that quotation . I have no quarrel at all with the Community Re
investment Act nor with its enforcement .
The CHAIRMAN . Well , let me just say , we have a quarrel with the

enforcement. We think it's been very weak and veryinadequate
and not at allvigorous.
Mr. LAWARE . I mean with the principle of enforcement .
The CHAIRMAN.OK .
Mr. LAWARE . We have an excellent record in my institution in

CRA and I think that you will find that the Federal Reserve's ap
proval of applications has been quite forceful in obtaining satisfac
tion for community groups who have objected to a particular appli
cation on the basis that the banks involved have not been living up
to the spirit of the Community Reinvestment Act .
There is no stipulation that they have to actually turn one down ,

but I think that the moral pressure that has been exerted in sever
al instances has resulted in very constructive application of the
Community Reinvestment Act .
I couldn't agree with you more that a bank that operates in any

community has a responsibility in that community to all the people
in the community and we have a very good record in that respect
in Boston .

What I was objecting to in the piece in the New York Times was
the proposal that there be some sort of score attached to the per
formance of individual institutions .
The CHAIRMAN . What's wrong with that ?
Mr. LAWARE . And then put that up in public . Well , in the first

place , it's a very subjective kind of a judgment as to whether
there's beencompliance.
The CHAIRMAN . Well , let me give you an example . Supposing the

regulators find that a bank has taken its deposits overwhelmingly
from the community , 80 percent , and only reinvested 40 percent or
20 percent in the community . Why shouldn't the public know that ?
Mr. LAWARE . Well , what's the standard against which that's

being measured ? Let me just digress for just a second . The Federal
funds market
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The CHAIRMAN . Well , if you can justify it , fine . I'm not saying
that 40 percent or 20 percent may be justifiable , but justify it . Why
not let the public know what your arguments are for doing that ?
Mr. LAWARE . Yes , but the proposal was that you have a score of

some kind .
The CHAIRMAN . Well , that's what the score would be based on , as

I understand it .
Mr. LAWARE . If you've got a score , an absolute measurement of

some kind , and you're going to apply that to every community , how
then can you justify it ? You say , well , you get a C - minus because
you're only 40 percent reinvested in the community and yet that
may be justifiable in that community , but how do you defend your
self against the C - minus which is being handed out to you .
The CHAIRMAN . Well , I wouldn't necessarily argue for the C

minus , but I would argue for disclosing the proportion that goes
back into the community compared to the deposits that come from
the community . Again , it may be wise for the community in the
long run to have a bank have a relatively low score , but then they
should defend that and there's no reason why the public shouldn't
know it .
Mr. LAWARE . I don't have any problem with that , Senator , but

what I do have a problem with was some sort of a rigid scoring
system that can't be applied to anything that's subjected to
The CHAIRMAN . Well , I think rigidity in the sense that you give

the facts , you let people know ( a ) what the deposits are ; and ( b )
where that money has gone.
Mr. LAWARE . I don't have any problem with that .
The CHAIRMAN . Then you have an interesting sentence in your

statement.You say:
The same holds true for disclosing a geographic placement of loans . For a bank to

reveal this sort of information is like Coke revealing its formula . Such a require
ment would discourage many banks from engaging in rescue operations .

THE COKE FORMULA

Just2 days agothe WallStreet Journaldiscussedthe Coke for
mula andsaid that Cokeisn't namedCoke byany accident , thatit
containscocoa beans , thesame thingthat cocainecomes from , and
some of thereasons why people geta habit from drinkingCoke,
which I know you and I don't drink, is because theyget thesame
thing thatthey getif they snortedcoke - cocaine I mean.
Mr. LAWARE . I hope you're not making any analogies to the

banking business . We don't snort . [ Laughter . ]
The CHAIRMAN. Well , yourstatementwas that it shouldn'tbere

vealed. It seemsto me itwas goodto reveal— I can't understand
why the Coca - Colaformulais so precious, why itshouldn'tbe re
vealed to thepublic . At the sametime , I can't understandwhythe
geographicplacementof loansshouldbe sacred. You say , “ The
sameholds truefor disclosingthe geographicplacementof loans.It'slike revealingthe Cokeformula .
Why shouldn't it be desirable for the public to know ? What's

wrong with a bank being required to say , “ We invest so much in
the community and so much goes to Central America and so much
goes to California , to Wisconsin , to Columbus , " whatever ?
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Mr. LAWARE . I guess that may be an industry attitude . We think
that we give pretty full disclosure of what we do . Our 10 ( k ) s and
our annual reports probably give more disclosure than almost any
other industry . And it's probably a sort of defensive reaction
toward the encroachment of even more disclosure without anybody
really caring . Who cares where a bank has its loans ?
The CHAIRMAN .Well, I'll tell you .
Mr. LAWARE . To say , well , we have $ 50 million of loans in Arizo

na , and we have $ 100 million of loans in Wisconsin , and we have
$ 5 billion of loans in Massachusetts-
The CHAIRMAN. I wouldcare if a bankwereputtingitsmoney

rightnow intoTexas or intoSouth America . I'dbe concernedabout
that.

Mr. LAWARE . Well , it isn't so much putting it in there now . It's
trying to get it out .
The CHAIRMAN . Well , that's right . But I don't know why disclo

sure , which of course is the essence of Truth - in - Lending and so
much else that we've been able to progress with over the last 20
years , shouldn't be useful for the consumer and for the bank . They
can compete more effectively if people know .
Mr. LAWARE . In principle , I have no problem with disclosure if

there's some good reason for disclosing and if the public or the Con
gress in its wisdom decides that kind of disclosure is appropriate ,
I'm sure the banking industry would cooperate .

LABOR UNIONS IN BANKS

The CHAIRMAN . Mr. LaWare , Shawmut is not represented by any
labor unions . During the last decade two unions were organized but
later disbanded .
Why do you believe that labor unions haven't succeeded at Shaw

mut ?

Mr.LAWARE. Well,frankly , we have a prettygoodcompensation
program, excellentworking conditions, oursalariesand wages are
more than competitivein the marketplace. Unionshavea great
difficulty inconvincingour employeesthat theywould bebetter off
ina union . Witnessthe factthat oneof the unions thatwas formed
subsequentlythemembersvoted to ask fordissolution.
The CHAIRMAN . In Boston , is it uncommon for a bank to have a

union representtheemployees?
Mr.LAWARE.Yes,it's veryuncommon.
The CHAIRMAN . I think that's probably true . I think it's unfortu

nate because my experience as an employer and previously as a
union member were that if you have a union shop you can hire
anybody you want and the union can negotiate on a more or less
equal basis with the employer for wages and working conditions
and I think it's a healthy situation . But I understand if you have a
situation where none of your competitors have it , it's expecting a
lot to set thepaceinthat particulararea .
Let me ask you this . On May 8 , 1987 , Shawmut paid $ 295,000 in

civil penalties in connection with infractions of antimoney launder
ing law between 1980 and 1985. Shawmut was credited with volun
teering its guilt and with instituting corrective measures .
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Can you tell me the history of Shawmut's infractions and those
corrective actions ?
Mr. LAWARE . Yes , sir . In 1980 , the cash disclosure or cash trans

action reporting requirements were changed . Where previously a
bank could exempt certain customers from the requirements of
that reporting mechanism to the Treasury Department , the new re
quirement was that you could have names of customers on the
exempt list only after they had been specifically approved by the
Comptroller's office .
We picked up the changes that had been published , but we failed

apparently to flag them sufficiently so that our branches left cus
tomers on the exempt list and failed to report subsequent cash
transactions really without any intent to violate the law but simply
because they had not picked up the changes .
The CHAIRMAN . How long did it take you to make that correc

tion ?

Mr. LAWARE . Well , we did not pick it up and the examinations
did not pick it up and when one of our sister institutions in Boston
was getting a lot of unfavorable publicity for failure to file these
reports , we instituted our own investigation of our own bank and
discovered these names on the exempt list that had not been au
thorized to be there .

So we went immediately to the Comptroller and to the Treasury
and reported the fact that we were delinquent and had not been in
compliance , and we made all those past due filings and brought the
recordup to date .
We were then investigated by the U.S. attorney in Boston to see

if there were any criminal involvement . They found that there was
none . So we paid the statutory fine for the failure to file those ap
plications . But it was a civil fine , not a criminal fine .
The CHAIRMAN . Now a recent article in the Washington Post

stated:

America'stotalforeign debt climbedto $ 368.2 billionlast year, a 36.8 percent in
creaseover the 1986total , as theUnited Statessolidified its positionas the world's
largestdebtor nation .

Now in a press briefingon thismatter the CommerceUnderSec
retary, Robert Ortner , theadministration'sspokesman, argued that
these figures shouldnot bea cause for concern. He said:
Foreigners are voluntarily participating in our economy because they find it at

tractive . I think this is a much fairer description than America as a debtor nation .

So let me ask you , does America's increasing debtor status cause
you concern and , if so , why ?
Mr. LAWARE . Yes , I don't like the trend . I would like to see a

somewhat more favorable one . Unfortunately , the numbers that
we're dealing with here are not a terribly accurate appraisal of
what the situationis .

If you remember , the great burst of American investment
abroad , which is our side of that balance sheet , was made any
where from 30 to 40 years ago right after the war and during the
1950's and 1960's . Those items are carried in this report at book
value , which is the original investment value at the time those in
vestments were made .
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On the other side , the investment in the United States , much of
which has taken place in the last 5 to 10 years , is also carried at
book value , but those values are higher .
The CHAIRMAN . Let me interrupt . That's a very interesting com

parison , but were these debts really 40 - year debts ? That's unusual .
Mr. LAWARE . Well , it isn't debt . It's investment . We call it debt ,

but it's foreign investment in this country . It's not that we are nec
essarily borrowing from abroad .
The CHAIRMAN . You mean the investment that we made abroad

that you say is 40 years old or 30 or 40 years old , that a great pro
portion of it has never been turned over , there's never been any
transactions that would bring it up so that it doesn't reflect infla
tion , it doesn't reflect-
Mr. LAWARE . It's never been marked to market , if you will , Mr.

Chairman . If you marked it to market , it would be substantially
higher .
The CHAIRMAN . I'd like to see an analysis of that . Maybe the

Federal Reserve has something . That's a very interesting qualifica
tion in our net debt .

Mr. LAWARE . It doesn't change the worrisome nature of the cur
rent trend , but I think it may change that balance number in the
finalanalysis.
I am inclined to think that the investment in this country is a

relatively healthy thing if it doesn't get so large — that is , the bal
ance doesn't get so large that we would have difficulty servicing it .
The CHAIRMAN . Well , I agree with that . It's the onesidedness

that is of concern . The mobility of capital is fine .
Mr. LAWARE . Being a debtor nation - after all , we were a debtor

nation up until the beginning of World War I and it was that for
eign investment that built our railroads and most of our industry .
The CHAIRMAN . Well , that's right , but we certainly don't have

that kind of a situation now or anything like what it was when we
were building our industry in the 19th century .
The Federal Deposit Insurance Corporation is required to insure

deposits up to a value of $ 100,000 in the event of a failure of an
insured institution . In practice , all deposits , including those over
and above $ 100,000 have been insured . There haven't been any real
lossesindepositors.
Is this policy of insuring all deposits a wise one ? Can you discuss

the ramifications of limiting the guarantee to the $ 100,000 limit ?
Shouldwe make theguaranteeto alldepositors explicit?
Mr. LAWARE . Well , many of us were opposed to raising the de

posit coverage from $ 40,000 to $ 100,000 which was done several
years ago , feeling that you can never reverse that kind of a trend .
Therefore , the higher the ceilings were , the more we were building
expectations that there was some sort of a safety net that was
going to cover all depositors .

CONTINENTAL STOCKHOLDERS TOOK A BATH

Unfortunately , the realities of some of these large troubled bank
operations and Continental is perhaps the best example - are that
you could not stabilize the situation and stop the run because it's
largely a corporate run by depositors who held more than $ 100,000 .
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You couldn't stabilize the situation without in effect implying or
stating a guarantee for all the depositors . And that , of course ,
brings up the ethical question of whether big banks are too big to
fail and whether that isn't unfair to the small banks that in fact
are allowed to fail ?
I would submit to you that in the case of the small banks , it's

tragic because it is a disruption in that community when a bank
fails , but for the most part the depositors have not been damaged
when thathappens. It's theshareholdersand themanagementwho
are washed out .

The CHAIRMAN . That's true with the big banks , too , isn't it ?
Mr. LAWARE . Sure .
The CHAIRMAN. When Continental , forinstance , themanage

ment was in effect kicked out , the stockholderstook a bath . That
was exactly thesame as a failure wouldbe of a manufacturing
company,exceptthe depositorswho had a commitment weresaved .
That's all.
Mr.LAWARE. The rescueoperation was, I feel , justified by the

factthat the rippleeffect ofthe failureof that bank wouldhave
created a majorfinancial crisis, not justin thiscountry butabroad
as well. So we are faced withthat veryunpleasant choice that says
thereare somebanks thatare so largeand thefailure of which
would beso damagingto confidenceinthe bankingsystem that
youcan't letit happen .

SHOULD OFFSHORE DEPOSITSBE INSURED ?

TheCHAIRMAN . BeforeI yield toSenatorGraham , letme askyou
oneother questionalong thisline . Shouldthe offshoredepositsof
U.S. headquarteredbanksbe insuredand should the FDIC assess
theinsurance premiumsonthose deposits?
Mr.LAWARE. Theoffshore deposits of U.S. banks?
The CHAIRMAN . Yes , sir. TheoffshoredepositsofU.S.headquar

tered banks.
Mr.LAWARE .No , Idon'tthinkso .
The CHAIRMAN.Thankyou,sir.
Senator Graham .
SenatorGRAHAM .Thankyou , Mr. Chairman .
I would like to return to the question that I was asking before

relativeto the effect of risk - based capitalstandardson developing
nations .

As Iunderstand , the risk- basedcapitalwillrequire apercentage
ofreserves basedon theriskinessof the loansand thatfor lesser
developed nationloansthat thatreserve fora scheduledlist of
countries orcharacteristics ofcountries is 100percent reserve re
quirement.
If that is an accuratestatement of whattheproposal is , it seems

tome thatthat wouldbe a significantdisincentivefor commercial
institutionsmakingthe freshmoney lendingwhichis a predicate
torestarting theeconomiesand placingthese countriesina posi
tionto meet theirdomestic andforeignfinancialobligations .
Mr. LAWARE . Senator , I think there's a little bit of misunder

standing there . I don't think that the regulators are saying that all
of these lesser developed country loans require 100 percent re

a



24

serves . What they are saying is that reserves that are specifically
allocated to a specific country debt or a specific group of countries '
debt cannot be counted as primary capital . And that's what I was
getting at before you left to go vote in saying that some of my col
leagues interpret that as a disincentive for reserving against those
loans at all since you move it out of that calculation of primary
capital .
On the other hand , there is no requirement that that reserving

go to 100 percent of the value of the loan . It's just that portion of
the reserve that is specifically allocated for a specific loan cannot
be counted as part of the primary capital .
So I don't think that is a sufficient disincentive at this stage of

the game to slow down the process of trying to do something about
restructuring these debts and getting some fresh capital into those
countries .
Senator GRAHAM . Would it be fair to conclude from that state

ment that you do not feel that any change in policy of the Treas
ury or the Federal Reserve relative to the economic circumstances
of these debtornationsisrequiredas aconsequenceof theadoption
ofthe risk-based capital system?
Mr. LAWARE . There have been several proposals . There have

been proposals for forgiveness of some portion of those debts . There
have been proposals for some sort of facility to be established with
public funds to buy up some of that debt . I am very violently op
posed to a taxpayer bailout , and when you start using public funds
for that purpose , that's what you've got .
I am confident that based on the progress that we've made over

the last 4 or 5 years that if we can continue along this line , we can
get this situation under control using the private sector and negoti
ation and get those capital flows going again and those interbank
deposits being made again so that these countries can service their
debt .

But some alleviation of terms is going to be implicit in that solu
tion , probably with regard to interest rates and probably with
regard to maturities of principal , so that they have some breathing
roomand can get theignition going.
SenatorGRAHAM . Basedon theexperience thatwe arenow

living throughwithloans that werelargelymade in the1970's and
early 1980'swhere I gathertheposition ofthe FederalReservewas
essentiallya hands - off position, doyou believethat thereare any
additionalFederal Reserveinitiatedlendingstandardsthat should
be appliedto U.S.commercialbanksbased on thisexperiencewith
thegoal of notrepeating it ?
And I would give as a specific example the difference between

Argentina and Brazil where in Brazil there appears to have been a
high percentage of lending that went to tangible projects that had
an economically advantageous relationship to the country and the
ability of the country to repay the loan , whereas in Argentina
much of the money allegedly went into noneconomically productive
purposes.
Using those two countries as an example , do they indicate the

need for any Federal Reserve regulatory policy relative to foreign
lending so as to mitigate the prospects of a recurrence of what
we're now living through?



25

Mr. LAWARE . Well , for the Federal Reserve or any other regula
tor to try to establish credit standards for banks in their lending
policies would be a complete departure from any historic precedent
that I'm awareof .
There are to my knowledgeno lendingstandardsthatare im

posed by regulatorsand I think it wouldbe a mistaketo dothat .
BANKS LENDING TO FOREIGN COUNTRIES ARE ALERTED TO PITFALLS

I would submit that if you have touched the stove and gotten
burned that you stay very far away from the stove for a while , and
I would guess that banks entering into foreign lending have been
alerted to some of the pitfalls and are going to be a lot more cau
tious in the future on just where the money goes and whether the
proper sequence for proper repayment and service of that debt is
there .

Just as a digression if I can take a couple minutes , the history of
our lending in Latin America particularly , but to all the developing
countries , is a very interesting one . It arose as a result of the huge
pool of what we called at the time petrodollars that came out of the
repricing of petroleum in 1973 , and this money was growing in the
hands of the OPEC countries , huge pools of it , all in dollars be
cause the oil sales were all denominated in dollars . It even got to
the point where the Swiss were charging a negative rate of interest
to keep the money for the petroleum countries and they had to do
something with it and everybody said , well , the private banking
system ought to help in recirculating or reallocating those funds .
So the banks said , OK , we think that's a great idea , and the de

posits began to come into the United States , French , British , Japa
nese banks , for the purpose of being recycled .
Now they came in on 90 and 180 day certificates of deposits . So

they turned around and said , well , where are we going to lend this
money ? Well , we're going to lend it to Mexico and Argentina and
Brazil and various countries in Africa and what is the purpose
going to be ? Well , it's going to be project planning . We're going to
build a subway in Mexico City and steel mills in Brazil and so
forth .
Now that's the kind of lending that you would ordinarily do on

25 or 30 year terms , but if your source of funding for those loans is
90 days , you're really stretching it to put it on 3 year terms and
the project wouldn't be even finished before it would be maturing .
Well , for a number of years those were just rolled over . When

the maturities came , the terms were reset and the loan was rolled
over .

When politicalproblems arosein Mexicoin1982 and thebanks
beganto loseconfidence inthe politicalsituationthere andwith
drewinterbank deposits, theMexicansdidn't have thedollarsto
servicethe debt, and it had a dominoeffect. They said , OK , if that
canhappen inMexico , canit happenin Brazil andArgentina? So
the wholething collapsed. So therewere lotsof mistakesmade .
We were forced to lend short because our supplies of money were

short , and we probably didn't exercise the diligence over where the
money went that we should have . I don't think those mistakes can
be made again.
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Senator GRAHAM . I basically agreewith thepremise of your
answerthat lendingpracticesshould bea marketplacejudgment
made by the lendinginstitutions, in thiscase commercialbanks . I
do believethat when you startto workacross nationalboundaries
that someof Adam Smith's economicshaveto take on a different
flavor forsome of theexact examplesthatyou just citedin what
happens, and I wouldsuggest thatthe risk- based capitalproposalis
itself a statementthatthere needsto be somestandardsin lending
intheinternationalcommunity.
The consequencesofsome ofthe activitiesthat youdescribed are

notjust beingfelt by thecommercialbanks . Our trade deficitisto
a substantialdegree , maybeas muchas 30percent , a functionof
the falloffofour abilityto exportintothese countries, particularly
inLatin Americawhichused tobe someof our majortradingpart
ners and theirinabilityto purchaseour goodsas a functionof their
internaleconomic problemswhichare significantlya functionof
their externaldebt .
So it is not across national borders just a matter of marketplace

economics and I think that it would be in the national interest if
the Federal Reserve Board were to give some thought to what its
role should be based on recent experience looking to the future
where global economics are likely to be a greater not a lesser part
of our total national economic well - being .
Mr.LAWARE. I'msure we willbelooking at that verycarefully .
SenatorGRAHAM . Thank you, Mr. Chairman.
TheChairman . Mr.LaWare , I'd liketo take youback toyour be

ginningin Columbus, WI . When you came out of Columbus, WI,
youwent to HarvardUniversity. That'svery unusual. We've gota
gooduniversity inWisconsin, as you know, but I madethe same
mistake .
Mr. LAWARE . My wife went to the University of Wisconsin .
The CHAIRMAN . Well , that's great . And the fact that you were

born in Columbus , of course , is very - I had a business in Waterloo ,
WI ,which isn'tvery faraway, as youknow.
The reason I'm getting on this beat is because you finished your

educationand then you had 2 years in which you were a pilot - or
you were in the Air Force in the Korean war .
Mr. LAWARE . They wouldn't let me near an airplane with my

eyes .

The CHAIRMAN . But you were in the Air Force . You served your
country in the Air Force . Then you went to work at the Chemical
Bank in New York , one of the great money center banks in the
country , and you rose very rapidly and you became a top official in
that bank . I guess an executive vice president or something like
that .

Mr.LAWARE .Seniorvicepresident .
The CHAIRMAN. Before you went to Shawmut .
Mr. LAWARE .Yes,sir .
The CHAIRMAN . Now I hope that as a Governor of the Federal

ReserveBoard you will not lose your veryimportant underpinnings
in Columbus , WI . I say that because I had an experience - I had a
business in Waterloo and we had a local banker there who was ter
rific . He made all the difference . We were a profitable business . We
grew . We did very well . He helped us with our cost accounting
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system . He helped us with our purchasing . He gave us excellent
advice - not credit — that was important , but more important was
theadvicehe gaveus .
And I think this is one of the reasons why you have a situation

where in the last 10 years we had an increase of about 10 million
in jobs , all of which has occurred in small business . Big businesses ,
the Fortune 500 , have actually reduced their employment . So the
great growth in this country and so much of the innovation and so
forth has come from small business and small banks that not only
provide credit but provide something more important , which is ex
cellent financial advice and makes a big difference .
The reason I go into that is because I notice in your letter in the

New York Times and of course in your associations there may be
tendency for you , as the guru of the Federal Reserve Board in the
future on banking , to favor bank concentration , banks moving in
and growing through huge branches , and neglect of community
banking . And I think the great genius of our economic system to a
considerable extent is the fact that we have 14,000 independent
banks and no other country has anything like it . Our biggest banks
only do about 30 percent of the business . It's big , and as you have
already said , they compete effectively abroad , but I just don't want
to see that marvelous base of community banks in places like Co
lumbus , Waterloo and thousands of other small towns in our coun
try eroded by banks moving in because once a bank becomes part
of a big holding company , there may be some kinds of efficiencies ,
but there are great losses because you just don't have the same
kind of commitment to the local community that you have if you
have abankerwho lives there , who's part of thecommunity.
That Waterloo bank , for instance , is owned by 103 people , all of

which live in the Waterloo area , none of whom live more than 20
miles away . How about that ?
Mr. LAWARE . I couldn't agree with you more . As a matter of fact ,

I'm not so concerned about the danger of big banks as I am delight
ed with the fact that we are chartering more new banks all the
time .

The CHAIRMAN . Well , that's very important , keeping up that
charter business .

Mr. LAWARE . Absolutely . If I can take a moment to reminisce a
little bit . When the bank holiday came in 1933 , one of the two
banks in Columbus reopened almost immediately because their
loan portfolio was mostly government bonds and things backed by
excellent collateral .

NO INSURANCE

The other bank , which was very much dedicated to the communi
ty and had the bulk of the loans to the farmers and the local busi
nessmen , didn't reopen . And a group of local businessmen who had
not lost everything in the crash stepped forward and said , we will
recapitalize the bank and get it reopened and we will pay off the
depositors who lost in this process because there was no deposit in
surance in those days ; over time we will give you all notes for
whatever . My father had a balance of perhaps $ 200 or $ 300 in that
bank that failed and he got the final check from that group who
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tookit over in 1946, 13 years later. But that's thekind of communi
ty identificationanddedication thatyou're talkingabout and I
think it'swonderful .
In Massachusetts where we have had a lot of consolidation re

cently , I think we have chartered over the past 18 months about 12
new banks , and it is the perception that from a competitive point
of view that the small , dedicated , locally identified , high quality
service bank can compete with the big guy and run circles around
him . The highest performing bank we have in Massachusetts is one
down on the Cape that's a couple hundred million dollars in size
and just does a super job and they earn almost 2 percent return on
assets , which is phenomenal .
The CHAIRMAN.That'svery reassuring .
Mr. LAWARE . I'mwith you ,Mr. Chairman.
The CHAIRMAN . What are your views on the question of the de

sirability of separation of banking and commerce ? They're moving ,
as you know , very much in the direction of - especially big aggres
sive corporations have been trying to get into S & L's and trying to
get into banking .
Mr. LAWARE . That worries me . I don't think we understand yet

well enough what the implications of that would be to move in that
direction at this point . I would be in favor of keeping the barriers
between banking and commerce until we know more about it . I
thinkit'sgoingto beoneofthe issues, Iagree.

PAYING INTEREST ON RESERVES

The CHAIRMAN . Former FDIC Chairman Isaacs has proposed a
restructuring of the Federal Deposit Insurance System which
would use funds from the Federal Reserve's interest earnings on its
open market portfolio to pay for the recapitalization of the Savings
and Loan Insurance Fund , provided the banks at a later date
would receive intereston reserves.
Do you believe it is advisable to pay back interest on their re

serves ?

Mr. LAWARE . Well , the lack of payment of interest on reserves is
reallyahiddentax on thebanking system.
The CHAIRMAN . Well , they ought to pay some tax . They don't pay

very much really .
Mr. LAWARE . We pay ourtax .
You know that the banks in Massachusetts are the highest taxed

by the State of any State in the United States ? And it's a-
The CHAIRMAN . Well , you don't pay very much really in Federal

income taxes . They pay about as much as they feel they should
from a PR standpoint.
Mr. LAWARE . I won't accept that for my bank . If you'll look at

the record , I think you will find we pay our taxes , our fair share .
The CHAIRMAN . So does your answer mean that you think that it

would be advisable to pay banks interest on their reserves ?
Mr. LAWARE . No , I didn't mean to make a blanket statement

like that either . It is a question of where you want to allocate the
tax burden . If you pay banks interest on their reserves , then
there's going to be less money turned over the Treasury by the
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Federal Reserve System , and they'll have to pick up that shortfall
in revenue someplace .
The CHAIRMAN . Well , do you favor using the resources of the

Federal Reserve System to bail out the savings and loan industry ?
Mr. LAWA RE . No , sir .
The CHAIRMAN. You're opposedtothat ?
Mr. LAWARE .Yes, sir .
The CHAIRMAN . Wh y ?
Mr. LAWARE . Well , the Federal Reserve has to lend against ac

ceptable collateral , and the standards for that collateral are well
spelled out , and I'm not sure there's that kind of collateral avail
ablein the S & L industry.
The CHAIRMAN . Yes , but we have a terrific problem . We had

hearings before this committee , and the latest estimates , even after
the hearings , were that the bailout is going to have to come , it's
inevitable , and that it will be between $ 25 billion and $ 75 billion .
Whereshould themoney come from?
Mr.LAWARE. I wish I had a quickanswerto thatone .
The CHAIRMAN . You'resayingit should not comefrom theFeder

alReserve, however .
Mr. LAWARE . That's correct .

The CHAIRMAN . Well , if it doesn't come from there , do we appro
priate $ 25 billion to $ 75 billion and then just run up the debt that
much or increase taxes ?

Mr. LAWARE . Either that or provide some other way that the
FSLIC can fund itself . That is , either perhaps guarantees the bor
rowing
The CHAIRMAN . We've gone awfully far down that road already ,

as you know .
Mr. LAWA RE . Iunderstand , sir .
The CHAIRMAN . Would we impose now a premium of one - eighth

on top of the one - twelfth - in addition to the one - twelfth that they
have to pay on their deposits , terrifically burdensome for the
S & L's , the healthy S & L's ?
Mr. LAWARE . There is a variety of solutions or partial solutions

that have been proposed like risk - related premiums , but that's
almost counterproductive because the ones that are in trouble are
the ones least able to pay more . So that doesn't sound right .
The CHAIRMAN . Well , shouldn't we promptly insist that any new

insurance of deposits can only go to an institution which complies
with Federal restrictions on investment ? You see , we have a situa
tion where California and Texas , particularly , have very loose re
strictions . In Texas , I understand , the S & L's can even get into equi
ties . They can get into all kinds of real estate ventures , and so forth .
And the risks are very high . And at the same time , 95 percent of
their liabilities are insured .
Mr. LAWARE . One of the fallouts of the dual banking system is

that you have these banks that are chartered by and operate in in
dividual States and the States feel that they have the right to regu
late to some extent what the banks in that State can do .
The CHAIRMAN . Well , let the State insure them .
Mr. LAWARE . I think that we may be headed toward the point

that in order to be eligible for Federal insurance , that you have to
have some level of compliance with Federal standards .

-88-455 - 88 - 3
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The CHAIRMAN . And hadn't we better very rapidly , because this
is getting worse by the moment ?
Mr. LAWARE . I would not be in favor of the dissolution of the

dualbanking system.
The CHAIRMAN . Well , neither would I , but it would just seem to

me that if we are going to provide deposit insurance , we ought to
just insist on investment standards that otherwise we are just
going to be constantly bled . The estimate now is we are losing $ 13
billion a year , based on the losses in the first quarter for S & L's .
That is $ 1 billion a month .
Mr. LAWARE . As Senator Dirksen said , that begins to sound like

realmoney .
TheCHAIRMAN .Right.
United States current account deficits for 1988 are likely to be

well over $ 130billion. At the same time , many expertsaresuggest
ing we stabilize the dollar at current levels . The dollar has even
risen inrecentdays.
How will the United States and the rest of the world adjust to

eliminate or at least drastically reduce the U.S. trade imbalance , if
thedollardoes notdeclineanyfurther?
Mr. LAWARE . Well , the other part of that , of course , is the infla

tionary pressure . If the dollar goes down significantly more and
that creates a further demand on our ability to produce when we're
already operating at 83 percent of capacity , I think you'd have
severeinflationary pressures.
The CHAIRMAN . Yes , but that wasn't my question . The question

is ,whatifthe dollar goes backupagain?
Mr. LAWARE . I think that we have to be alert to not having it go

up so high that it reverses the favorable trend in our trade balance
that has come about , at least partially , because of the decline .
The CHAIRMAN . So we have to proceed on kind of a knife's edge

there.

Mr. LAWARE . Yes , sir . And the stability of the dollar is probably
the bestanswer.

THE BAKER PLAN

TheCHAIRMAN . Now theBaker plan fordevelopingcountry debt
hasthree parts. First , the adjustmentin the debtorcountries.
Second, injections ofmultilateralfinancialcapital , and third , and
this is whatI want toask you about, new lendingby banks . And
thatthird partdoesn't appeartohave beenforthcoming .
You've had very impressive experience as a banker . Would you

please explain why banks have been reluctant to adhere to their
portion of the Baker plan ?
Mr. LAWARE . I think the big banks have generally gone along

with it . They have the biggest stake , obviously , and they have the
most sophisticated understanding of the problem and the realiza
tion that fresh money inevitably has to go in there . The smaller
participants , some of the regional banks and some of the local
banks who got in through participations and syndications , are be
wildered by the fact that they are being compelled to throw what
they consider good money after bad .
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So there has been a considerable amount of resistance from
smaller banks and regional banks to those calls for additional
funds . Those are the banks that tend to be , as I outlined in answer
to an earlier question , the ones who are trying to get out of those
loans now , and they are the ones that have taken the big reserve
hits , and they are trying to manage those portfolios down .
The bigger fellows believe that this money will all be collected in

the final analysis , and they have been more willing to make the
additional investment to give these countries the turning around
time that they need .
It is hard to fault either strategy , and I think it is just going to

beinevitable that everybody isn't goinginlockstep.
The CHAIRMAN . Mr.La are, you are a very, veryimpressive

candidate for the Federal Reserve Board. You are the firstperson
I've seen in the 30 years I have been on thiscommittee who has
made more than , as I count them ,at least 75 separate contribu
tions to politicalcandidatesforoffice . Imade my first contribution
to a candidate for officejust this last week,the first one I've made
in 30 years — it wasn'tmade to myself.
Maybeyou cangive us somehelp . Youare obviouslya fine citi

zen and a veryhonest person. Do youthink that oursystem of rais
ing thousandsof dollars frompeople who havesome interestin leg
islationneeds to bereformedeffectively, and doyou have anyrec
ommendationsonhow we should do it ?
Mr. LAWARE . I think it is very unfortunate , Senator .
The CHAIRMAN . You think it is very unfortunate . Coming from

you , that's very interesting , because you are a realist , and you rec
ognize that'stheway thegame isplayed.
Mr. LAWARE . That is why you read 75 or 80 different contribu

tions there over a period of 8 or 9 years . That's the way the system
works . Those contributions , by the way , are not made in connection
with specific pieces of legislation but rather with concern for
having qualified people in office , and you will note that they are
not all for onepartyorthe other.
The CHAIRMAN . Well , they're mostly Democrats , which speaks

well for your judgment . ( Laughter . ]
Mr.LAWARE .And my registration,sir .
The CHAIRMAN . But you think that is the motivation of most con

tributors?
Mr. LAWARE . No. No , I really don't . Obviously , political action

committees and organizations like that distribute campaign funds
in their own self - interest . That is the way the system has evolved
and that seems to be the way it works . That doesn't mean any of
us have to like it , and least of all , probably the candidates who
have to raise the money to run these expensive campaigns .
You are a notable exception to that at any level of government

that I am aware of and to be congratulated , but most candidates
don't have the impeccable record that you have that enables you to
getreelected without spending money.
The CHAIRMAN . Well , you know , I am absolutely convinced that

at least two - thirds of the Members of the Senate could run for re
election without spending a nickel , and they would win . The advan
tages of incumbency are colossal . You have a million a year for
your staff ; you have another million bucks to send out newsletters
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to your constituents . You have almost unlimited access to the
media , which your opponent doesn't have . You have a record of
having run . People , once they vote for you , they're likely to do it
again , just out of habit , if nothing else . You have colossal advan
tages.
And then in addition to that , you come up with twice — as most

incumbents do , twice as much money as your opponent . It is almost
having the tenure of a college professor . You're in for good .
Let me just ask two more questions , sir . I know I've kept you a

long time , but these are , I think , important .
Mr.LAWARE .I'mhaving fun.[Laughter . ]

MERGER MANIA

The CHAIRMAN . First , the merger mania . Merger mania is
swamping America , an unprecedented debt . Most of this debt is in
the form of immediate and long - term debt . Hostile takeover financ
ing begins with short - term bank loans .
What is your view of this debt problem ? What can the Fed do to

address it , and do you favor more activist enforcement of the
margin rules ?
Mr. LAWARE . Well , I'm worried about a lot of the huge debts

that are taken on by these companies , in terms of takeovers and in
terms of some of the leveraged buyouts . I don't think that you can
condemn takeoversor you cancondemn leveraged buyouts simply
because some of them are extreme . What happens , typically , in one
of these high - cost debt - financed takeovers of one firm by another is
the debt level resulting after the consolidation is so heavy that
they start dismembering the company that they fought to buy in
order to pay it down .
The CHAIRMAN .That's exactlywhatconcerns me .
Mr. LAWARE. And what worriesme is that
The CHAIRMAN. Win or lose. Even when people go inand they

lose it , thepeople who prevail, the managementthat prevailshas
gotten in debtto do it . They borrowmoney , buy thecorporate
stock , bid upthe priceof the stock andwin thatway .
Mr. LAWARE . Or the company that defended has to justify to its

shareholdersthereasonforturning down ordefending againstan
offer which may have sounded pretty good to the shareholders , and
so they have to go out and create a special dividend or a liquida
tion of something to give the shareholders some advantage . So I am
not sure that in the long run whether that serves management
goals very well . But the thing that worries me as a banker is that
if they are very thinly structured , in other words , the leverage is
too high , and if we go into a period where we have a downturn ,
then the ability to service that debt may not be there .
The CHAIRMAN . Extremely vulnerable , not only that , but they

have a mandate to put that money into paying interest instead of
research and development , instead of manpower training , instead
of all the things that will make them more competitive . Investment
in better equipment and so forth .
Mr.LAWARE. It iscertainlynotproductive.

(

)
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SUIT AGAINST SHAWMUT REGARDING ATM's

The CHAIRMAN. One other question . In December 1986 Bay
Banks charged Shawmut and four other New England banks with
an antitrustcomplaintregardingautomaticteller machines.
In its suit Bay Banks charged that its competitors sought to re

strain trade , to monopolize the market for automated teller sery
ices in Massachusetts and to employ unfair methods of competition ,
unquote.
As one example Bay Banks pointed to a fee that Shawmut was

planning to charge its customers when they used other ATM's . The
fee was going to be a hefty 8 percent of the transaction fee . This
plan has been dropped and the suit has been settled .
Nevertheless , Mr. LaWare , these proposals suggest exactly what

Bay Banks charged.
Can you expandonShawmut's defenseinthis suit ?
Mr. LAWARE . We thought the suit had no merit . What we had

done in conjunction with banks in Connecticut and other banks in
Massachusetts and New Hampshire was to form an ATM network
where the cardholders from any of the banks that were members of
the association could use the ATM's of any other member . Bay
Banks was invited to join this process , but they felt that they were
at a disadvantage , if they joined , that they would be giving up
more than they would be getting from membership , because they
had the largest proprietary array of ATM's in New England , and
that the holders of other banks would be using their ATM's , and
theywouldn'tbegetting properly compensatedfor it .
They tried to , in our opinion , sir , slow down the process of the

formation of this new network by bringing this suit . The suit was
settled , they withdrew the complaint , and I think that's all ancient
history . I don't think that - certainly , our lawyers felt there was no
merit in the antitrust accusations.

The CHAIRMAN . If there was no merit , why did they drop the
suit ?

Mr. LAWARE . Probably they realized there wasn't any merit to it
either .

The CHAIRMAN . Why did they drop the fee ? Why did Shawmut
drop the fee ?
Mr.LAWARE. We decidedthatif the feecreated such a problem

that othersmight stayout of thenetwork as well, then it wascoun
terproductive, becausethe wholeidea is to create thesame kindof
environment that we have now forcredit cards. You canuse your
creditcard anywherewith any bank's merchant, and we wanted
our cardholderswith debitcards to be ableto use an ATM thatbe
longed to anybank , so thatthey couldprovide theconsumer with
the convenienceof that kindof service . And if the fee wasgoing to
becounterproductivetothat andkeep banksfrom joining and
making their ATM'savailable,then giveit up .
The CHAIRMAN . Thank you , sir . Thank you very much .
Mr. LAWARE . Thank you , Mr. Chairman .
The CHAIRMAN . The committee will stand in recess .
[ Whereupon at 12:30 p.m. , the hearing was adjourned . ]
[ Additional material supplied for the record follows :)
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civic,charitable andotherorganizations .

Organization
Omce held
(ifany) Dates

SEE ATTA CHED LIST

Employment record : List below all positions held since college , including the title or description of job , name of
employment , location of work , and dates of inclusive employment .

1 . U.S. Air Force, July , 1951 - August, 1953 , 2nd Lt.

2 . Chemical Bank , New York, October, 1953 -October , 1978

Started in training program ; became Loan Officer ;

rose to Senior Vice President in charge of Holding

Company operations ,

3 . Shawmut Corporation , Boston , MA ( Bank Holding Company)

Joined in 1978 as PresidentandDirector .

Chairman and C.E.O. 1980 -Present ,

4 . Shawmut National Corporation , Boston, MA and

Hartford, CT ( Bank Holding Company )

Chairman since February 1988 ( date that operations
commenced)

N

2



36

MEMBERSHIPS AND_OFFICES HELD

Shawmut National Corporation , Boston , MA and Hartford , CT
Bank Holding Co. Chairma n 2/1988 to present

Shawmut Corporation, Boston, MA
Bank Holding Co. President 10/1978 to 6/1980

Chairman 6/1980 to present
ShawrautBank , N.A. , Boston , MA

Commercial Bank President 10/1978 to 6/1980
Chairman 6/1980 to present

Shawmut CreditCorporation, Boston, MA
Commercial Finance Director 10/1978 to present

Shawmut SecuritiesClearanceCorporation (activities
transferred to Hartford Trust Company , New York )
Trust Company Activities ( inactive )

Director 10/1978 to present
Chairma n 6/1980 to present

ShawrautFinancial Corporation, Boston , MA
Sale of CommercialPaper ( inactive)

Director 10/1978 to present
Securities Compudata, Inc. , Boston, MA

Inactive Company Director 1/1979 to present
Chairman 6/1980 to present

ShawmutAssociationIncorporated ( NewPar) , Boston, MA
Inactive Director 10/197 8 to present

President 10/1978 to 1980
Chairman 6/1980 to present

ShawmutBoston International BankingCorporation( formerly
Shawmut International Corporation ) , Miami , Florida
Edge Act Corporation Director 11/1978 to present

Chai rman 6/1980 to present
AmericanAgCredit Corporation, FortWorth, Texas

Agricultural Finance( inactive)
Directo r 3/1980 to 11/1985

Atlantic International Bank Limited , London , England
England Offshore Bank Alternate Director 11/1978 to 11/1980

Director 11/1980 to pres ent
Deputy Chairman 6/1983 to 9/1985

Devonshire FinancialServiceCorporation, Boston, MA
Special- purpose Financial Company( inactive)

Director 11/1978 to present
President 11/197 8 to present
C.E.O. 11/1978 to present
Chai rman 6/1984 to presen t

Atlantic Capital Limited, Hong Kong
OffshoreDeposit-takingCompany

Director 8/1980 to present
Liberty Mutual InsuranceCo., Boston, MA

Casualty Insurance Director 5/1980 to present
Liberty Mutual Fire Insurance Co. , Boston , MA

Casualty Insurance Direct or 5/1982 to present
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Memberships and offices Held (continued )

Travele rs Real Estate Inve stment Trust , Boston , MA
Real Estate Investm ent Trust

T rustee 2/1984 to 1986
Travelers Realty Income Investors, Boston , MA

Real Esta te Inves tment Trus t
Truste e 6/1985 to 1986

The Equitable Life Mortgage and Realty Investors , Boston , MA
Real Estate Investm ent Trust

Trus tee 1980-1 982
Association of Bank Holding Companies, Washington,D.C.

Trade Assn . Chairman 5 /1986-to 5/1987
Direct or 1984 to present

United Way Of Massachusetts Bay, Boston, MA
Charitable Chairm an 1/1985 to 1/1 987

Direct or 1984 to present
Jobs for Massachusetts, Boston, MA

Public Service Direct or 1980 to present
Massachusetts Business Roundtable , Boston, MA

Public Service Chairman 5/1985 to 9/1986
Director 1980 to present

Boston Aquarium , Boston, MA
Aquarium Trustee 4/1981 to present

Boston Children's Hospital, Boston , MA
Hospital Vice Chair man 12/1983 to present

Trustee 1980 to presentNortheastern University , Boston , MA
Education Vic e Cha irman 5/1985 to present

Member, Finance
Committee 11/1981 to 11/1985
Chairman , Finance
Committee 11/1985 to present

Mount Holyoke College, South Hadley , MA
Education Trus tee 11/1983 to present

Harva rd Club of Boston , Boston , MA
Soc ial Club Governor 3/1986 to 3/1987

Interbank Card Association , New York City
Credit Card Assn . Director 1968-1972

Eastern States Bankcard Association, New York City
Credit Card Service Organization

Director 1968-1 972
AmericanBankersAssociation, Washington , D.C.

Trade Associat ion Commit tee Memb er 1960 to present
Association of Reserve City Bankers , Washington, D.C.

Trade Asso ciatio n Commit tee Member 1979 to present
Bank Marketing Association , Washington, D.C.

Professional Assn. Member 1965-1 978
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Memberships and offices Held ( continued )

1

Massachusetts Bankers Association , Boston , MA
Trade Association Pa st Chai rman 1978 to present

Coordinating Committee, Boston, MA
Public Service Past Chai rman 1980 to present

Massachusetts Business Roundtable, Boston , MA
Publi c Servi ce Past Chairman 1980 to present

Boston Museum of Science, Boston, MA
Museum Corpor ator 1980 to present

Boston Symphony Orchestra , Boston, MA
Orche stra Overse er 1980 to present

Harvard Business School, Alston , MA
Educatio n Board of Associate s 1984 to presen t

International Financial Conference, Washington , D.C.
Public Policy Discussion Forum

Member 1982 to present
Special Commissionon Bird IslandFlats, Boston, MA

Public Usage Committee Member 1981
Master Tax Commission for Commonwealth of Massachusetts

Study of Tax Policy and Structure
Committee Member 1983 to present

Massachusetts Taxpayers Foundation , Boston , MA
Nonprofit Watchdog Agency for State and Local Government

Director 1979 to 1982

Scarsdale Roundtable, Scarsdale, New York
Discussion Group Member 1945-1946

Federal Advisory Council of the Federal Reserve System ,
Washington , D.C. Member 12/1986 to 12/1987

Federal Reserve Bank of Boston , Boston , MA
Director 1/1988 to present

Algonquin Club of Boston , Boston, MA
Social Club None 1979 to present

Somerset Club , Boston, MA
Social Club None 1984 to present

The Country Club, Brookline, MA
Golf Club None 1979 to present

Sea Island Golf Club , St. Simons Island, Georgia
Golf Club None 1987 to present

St. SimonsIsland Club, St. Simons Island, Georgia
Golf Club None 1987 to present

Scarsdale Golf Club , Scarsdale, New York
Golf Club N one 1963 to present

Fox Meadow Tennis Club , Scarsdale, New York
Racquet Club None 1962 to present

Union Club, Cleveland, Ohio
Social Clu b Member 1976-1978
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Government
experience : List anyexperiencein or directassociation withFederal , State , or localgovernments , in .

cludingany advisory , consultative, honorary or other part - time serviceor positions .

Federal Advisory Council of the Federal Reserve System ( member )

Federal Reserve Bank of Boston (director ) .

Bird Island Flats Commissi on Boston , MA (member) .

Special Commission on Determination of Need Massachusetts ( menbei

Master Tax Commission for Commonwealth of Massachusetts ( member

Published
writings : List the titles , publishers and dates of books , articles , reports or other published materials

youhavewritten.

A ViableAlternative forfailingBanks

0.P.ED. Page, New York Times, 22 June 1986

Political
affiliations
and activities : List all memberships and offices held in and services rendered to all political parties or

electioncommittees during the last10 years .

Registered Democrat ,

No offices held no election activities.
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Political
contributions: Itemize all political contributions of $ 500 or more to any individual , campaign organiza .

tion , political party , political action committee or similar entity during the last eight
years and identify the specific amounts , dates , and names of the recipients .

See List Attac hed .

Qualifications: Statefully your qualificationsto serve in the positionto which you have beennamed .
( attach sheet )

See Attached Sheet .

Futureemployment
relationships : 1. Indicate whether you will sever all connections with your present employer , business

firm , association or organization if you are confirmed by the Senate .

Ye s

2. As far as can be foreseen , state whether you have any plans after completing govern .
ment service to resume employment , affiliation or practice with your previous em .
ployer , business firm , association or organization .

None

3. Has anybody made you a commitment to a job after you leave government ?

No

4. Do you expect to serve the full term for which you have been appointed ?
Ye s
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POLITICAL CONTRIBUTIONS :

1

07/18/79 $ 500.00

07/07/80
12/01/80

150.00
250.00

06/01/81 100.00

07/29/81 50.00

09/25/81 500.00

09/25/81 100.00

09/29/81 100.0 0

10/26/81 400.00

04/14/82 100.00

05/06/82 200.00

05/06/82 300.0 0

06/30/82 300.00

10/13/82

Citizens Committee to Elect Finnegan
( Mayoral Candidate )
Massachusetts Bankers Association PAC
The Bulger Committee
( Massachusetts Senate President )
Friends of Larry DiCara
( Candidate in Mayoral Primary 1979 )
Committee to Elect Barney Frank
(Candidate for Congress)
Committee to Elect Ed King
( Governor Candidate )
Committee to Elect John Brennan
( State Senate Candidate )
The Bulger Committee ( State Senate
President )
Heckler Congressional Committee
(Candidate for Congress)
Committee to Re - elect Timothy Basset
( Candidate , State Legislature )
Committee to Retain William Q. MacLean
( State Legislature )
Friends of Ed King
( Candidate for Governor )
Heckler Committee

(Candidate for Congress)
Barney Frank for Congress
( Fund - raiser Dinner )
Sears for Governor Committee
( Candidate for Governor , Massachusetts )
Committee to Re - elect Thomas P. O'Neill
( Candidate for Congress )
Committee to Re - elect George Keverian
( Candidate for State House of Representa
tives )
The Bulger Committee
( Massachusetts Senate President )
The Bulger Committee
Barney Frank for Congress Committee
( U. S. Congressman , Massachusetts )
Tsongas for the Senate
( U. S. Senator from Massachusetts )
Terry McDermott Committee
( State Legislator )
Markey for Congress Committee
( U. S. Congressman , Massachusetts )
Committee to Re - elect Kevin Fitzgerald
( State Legislator , Massachusetts )
Friends of od Government

( Boston Coordinating Committee PAC )
Committee to Elect Ray Flynn Mayor
( Candidate for Mayor of Boston )

500.00

10/15/82 500.00

10/21/82 150.00

10/21/82 100.00

01/07/83 200.00

02/01/83
05/02/83

200.00
250.00

.05 / 17 / 83 500.0 0

05/18/83 150.00

06/15/83 200.00

08/16/83 100.0 0
.

11/10/83 500.00

12/26/83 100.00
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POLITICAL CONTRIBUTIONS ( Continued )
Page Two

03/06/84

03/07/84

04/19/84

04/20/84
05/24/84

07/02/84

07/02/84

07/11/84

07/27/84
08/08/84

09/18/84
10/12/84

10/18/84

11/15/84

Committee to Elect Mel King $ 200.00
(Candidate for Mayor pay off debt )
The Larry DiCara Committee 200.00
( Former MayoralCandidate)
D'Amours for Senate Committee 250.0 0

( Candidate for Senate, New Hampshire)
Massachusetts Bankers Assn . PAC 100.00
Committee to Re - elect Thomas W. McGee 100.00

( Massachusetts Legislator)
Wick for Govern or 100.0 0
( Candidate for Governor of Vermont )
Barney Frank for Congress 100.00

( Candidate for Relect n )
Atkins for Congress Committee 500.00

(Candidate for Congress)
Massachusetts Bankers Assn . PAC 150.00
Tsongas Committee 500.00
( Senator )
Committee to Elect Andrew J. Rogers 100.0 0
Re - elect Nancy Johnson 150.00

( Connecticut Candidate for Congress )
Ray Shamie for U. S. Senate 500.00
( Candidate for U. S. Senate )
Friend s of Pau l Ki rk 1,000.00
(Chairman of Democratic Party. Not

sure it constitutes political contri
bution )
The Governor's Inaugural 150.00
( Sununu , New Hampshire )
Contribution to David Dinkins 250.00

( Candidate for Manhattan Borough
Presidency )
The Bulger Committee 100.00
( State Senate President )
Rep . Thomas Finneran Committee 100.00

( State Legislator )
Committee for State Senator John W. Olver 100.00
( State Senator )
Senator Slade Gorton Campaign 500.00

( U. S. Senator , State of Washington )
Shawmut Citizens Action Group PAC 500.00
Re - elect Nancy Johnson to Congress 200.0 0

( Connecticut Congresswoman)
Committee to Elect Raymond L. Flynn 200.00
( Mayor of Boston )
Friends of Good Government 1,000.00

( Boston Coordinating Committee PAC )

Associationof Bank Holding Companies
PAC 1,000.00

12/28/84

Fall / 85

03/01/85

03/27/85

05/03/85

06/03/85

06/20/85
08/13/85

09./11/85

10/31/85

03/18/85
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POLITICAL CONTRIBUTIONS ( Continued )
Page Three

01/24/86

01/30/86

01/31/86
03/11/86

04/04/86

04/15/86

05/12/86

05/16/86

06/13/86

07/18/86

08/21/86

08/25/86

08/27/86

The Bulger Committee $ 250.00
( Massachusetts State Senate President)
Association of Bank Holding Companies
PAC 1,500.00
The Sununu Committee 150.00

BarneyFrank for Congress 500.00

( Candidatefor Congress )
Represenatative Thomas Finneran Committee 100.00
( StateLegislator)
Committee to Retain William 0. MacLean Jr. 100.00
( StateLegislator)
Raymond L. Flynn Committee 100.00

( Mayor of Boston )
Fund for America's Future 250.00
( George Bush )
Rudman for the Senate Committee 150.00

( Senator , New Hampshire )
The Doug Barnard Campaign 500.0 0

( U. S. Congressman, Georgia)
The D' Amico Co mmitt ee 200.00
( State Legislator , Massachusetts )
Re - elect Congresswoman Nancy Johnson 100.00

( Connecticut Congresswoman )
Friends of Good Government 250.00

( Boston Coordinating Committee PAC )
The Olver Committee 100.00
( Massachusetts State Senator )
Jim Shannon State Committee 200.00

( Candidate for Attorney General )
Committee to Re - elect Governor Sununu 250.00

( Governor of New Hampshire )
The Bulger Committee 100.00
( MassachusettsSenate Presidency)
Association of Bank Holding Companies
PA C 1,500.00
The Thomas Finneran Committee 100.00

( Massachusetts State Legislator )
Dukakis for President Committee 1,000.00

The Blanchette Campaign Committee 100.00

( Massachusetts State Legislator )
Raymond L. Flynn Committee 100.00
(Boston Mayor)
Joh n Bur ke Co mm itt ee 100.00

( State Legislator)
Ed Markey for Congress 125.00
( U. S. Congressman , Massachusetts )
The Sununu Committee 150.00

( Governor of New Hampshire )
Committee to Re - elect Robert Q. Crane 125.0 0

( Massachusetts State Treasurer )

10/14/86

10/16/86

10/22/86

01/12/87

02/17/87

03/06/87

04/03/87
04/09/87

05/15/87

06/10/87

06/23/87

10/21/87

03/08/88
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1
QUALIFICATIONS

I have been a banker for thirty - four years , with

extensive experience in consumer , commercial , real estate

and international lending , asset and liability management ,

mergers and acquisitions , consumer affairs , and community ,

government and regulatory relations . During a significant

portion of my career, I have had senior executive

responsibility for bank and bank holding company

operations , including subsidiary management , general

managementat the chief operatingofficerlevel, and

strategic planning and development .

During the period from 1980 to 1988 , I served as

chairman and chief executive officer of a major regional

financial institution and have been actively involved from

a private perspective in the public policy issues affecting

banks and bank holding companies . As a member of the

Federal Advisory Council of the Federal Reserve System

( since 1986 ) and the Board of Directors of the Federal

Reserve Bank of Boston ( since January of 1988 ) . I have had

the opportunity to consider these same public policy issues

from the perspective of the Federal Reserve System .

I believe all of this experience is relevant to

the various roles of the Board of Governors of the Federal

1

1
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Reserve System in its activities relating to monetary

policy and regulation . An intimate understanding of the

structure and operation of the banking system should be a

valuable contribution to the Board in the years ahead , at a

time when the banking system may be under significant

pressure .
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Potential conflicts
ofinterest: 1. Describeany financialarrangements or deferredcompensationagreementsor other

continuing dealings with business associates , clients or customers who will be af .
focted by policies which you will influence in the position to which you have been
nominated.

No ne

2. List any investments , obligations , liabilities , or other relationships which might involve
potential conflicts of interest with the position to which you have been nominated .

Shawmut Stock

Chemical Stock ( held by Wife )

Chittenden Bank Stock

3. Describe any business relationship . dealing or financial transaction ( other than tax .
paying ) which you have had during the last 10 years with the Federal Government ,
whether for yourself , on behalf of a client , or acting as an agent , that might in any
way constitute or result in a possible conflict of interest with the position to which you
have been nominated .

Because of my present position as Chairman of Shawmut

National Corporation , a bank holding company that is

regulated by the Federal Reserve Board , a question might

arise regardinga conflict of interestdue to my financial

interest in Shawmut National Corporation or an appearance

of conflict due to my past association with Shawmut .
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4. List any lobbying activity during the past 10 years in which you have engaged for the
purpose of directly or indirectly influencing the passage , defeat or modification of
any legislation at the national level of government or affecting the administration and
execution of national law or public policy .

See Attached List

5. Explain how you will resolve any potential conflict of interest that may be disclosed by
yourresponsestotheaboveitems.

Se e Attac hed Sheet

Civil,criminaland
investigatory
actions: 1. Give the full dciails of any civil or criminal proceeding in which you were a defendant

or any inquiry or investigation by a Federal , State , or local agency in which you were
the subject of the inquiry orinvestigation.

None . Information regarding investigationsof Shawmut .

Bank, N.A. and Chemical Bank, but in which I was neither

a defendant nor a subject is attachedfor the information

of the Committee .

2. Give the full details of any proceeding , inquiry or investigation by any professional
association including any bar association in which you were the subject of the pro
ceeding , inquiry or investigation .

None
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TESTIMONY

In 1970 , I appeared before the House Post Office

Committee on behalf of the American Bankers Association

regarding credit card legislation .

In 1986 , I appeared before the House Banking

Committee on behalf of the Association of Bank Holding

Companies regarding the financial services holding company

concept .

In 1986 , I appeared before the Subcommittee on

Commerce , Consumer and Monetary Affairs of the House

Committee on Government Operations on behalf of the

Association of Bank Holding Companies regarding proposals

for restructuring the financial services industry .

In 1987 , I appeared before the Senate Banking

Committee on behalf of the Association of Bank Holding

Companies regardingproposals for restructuringthe

financial services industry .

In 1987 , I appeared before the Subcommittee on

International Economic Policy , Trade , Oceans & Environment

of the Senate Committee on Foreign Affairs . I appeared at

the request of the Subcommittee Chairman to present my
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views as the Chairmanof ShawmutCorporation on general

issues relating to trade legislation .

During the past 10 years , in my capacity as a

senior officer of Shawmut Corporation and Shawmut National

Corporation , I have had periodic contacts with Senators ,

Congressmen and their staffs with respect to legislation

affecting or potentially affecting the banking industry .
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RESOLUTION OF POTENTIAL CONFLICTS OF INTEREST

Item 1

If
HIN

I will terminate all financial relationships with
Shawmut National Corporation prior to assuming office .
permitted , I will retain supplemental health coverage
available to retired Chemical Banking Corporation
employees under a plan administered by Metropolitan Life
Insurance Company .

ME

Item 2

I will dispose of all stock listed under Item # 2
prior to assuming office .

23

Item 3 SO

64

To eliminate any potential conflicts of interest
arising from my financial interests in Shawmut National
Corporation , I will terminate all such interests prior to
assuming office . To eliminate any potential appearanceof
conflict , I will recuse myself from any matter involving
Shawmut for one year after taking office .

Item 4

I will terminate membership in organizations
under Item # 4 prior to assuming office .
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CIVIL , CRIMINAL AND INVESTIGATORY ACTIONS

Chemical Bank , in about 1977 , pled guilty to

several misdemeanor charges in connection with a money

laundering investigation of several branches . I had no

responsibility for Chemical's branch operations during my

employment with Chemical.

As a result of Shawmut Corporation'svoluntary

disclosure of failure to report certain cash transactions

in excess of $ 10,000 , Shawmut Bank , N.A. paid a civil

settlement of approximately $ 295,000 . Following the

voluntary disclosure , the U.s. Attorney in Boston

initiated a criminal investigation , but no charges were

brought .
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COA
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BOARD OF GOVERNORS
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FEDERAL RESERVE SYSTEM
WASHINGTON , D. C. 20551
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GENE RAL COU NSEL
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July 6 , 1988

13

ifThe Honorable Frank Q. Nebeker
Director
Office of Government Ethics
P.O. Box 14108
Washington , D.C. 20044

Re : John Patric k Lawa re

Dear Judge Nebeker :

In view of President Reagan's nomination of John
Patrick LaWare to be a member of the Board of Governors of the
Federal Reserve System and the requirements of 5 C.F.R.
$ 734.604 ( c ) ( 2 ) ( iii ) , I have reviewed the finances , investments ,
and liabilities of Mr. LaWare and his wife , Margery LaWare , and
the business and other affiliations of Mr. LaWare as reported
in his official filing with this agency , in order to ascertain
whether any facts or circumstances exist that could present a
conflict of interest with the execution of Mr. LaWare's
prospective official responsibilities as a Board member .

In conducting this inquiry , I have had discussions
with Mr. LaWare , the Counsel to the President , staff members of
the Senate Committee on Banking , Housing and Urban Affairs ,
your staff , and others . I have examined various documents
required to be prepared and submitted by Mr. LaWare , all of
which he has now submitted , including his SF 278 Financial
Disclosure Report , filed with the Board and with your office
pursuant to Title II of the Ethics in Government Act . This

report sets forth Mr. LaWare's and his wife's investments ,
income , liabilities , outside affiliations and activities and
other required information . A copy of Mr. LaWare's SF 278
financial disclosure report , certified by the Board's Ethics
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- 2

Official , is enclosed with this letter ( Enclosure No. 1 ) . I
have also reviewed materials submitted by counsel for

Mr. LaWare regarding the proposed resolution of compensation
and benefits due Mr. LaWare under his employment agreement with
Shawmut National Corporation , Boston , Massachusetts ( " SNC " ) ;
his current employer , and under various benefit plans of SNC
and its subsidiary . Shawmut Corporation ( " Shawmut " ) , and
Mr. LaWare's former employer , Chemical Banking Corporation , New
York , New York ( " Chemical " ) , as well as other memoranda and
documents submitted to this office by Mr. LaWare's counsel and
the General Counsel and Secretary of SNC regarding these
matters .

.

Mr. LaWare has also advised me by letter of certain
actions that he has taken or will take in connection with his
nomination , including the divestiture of all bank and bank
holding company stock and certain other assets presently owned
by Mr. LaWare .and his wife , Mr. LaWare's resignation from
positions with banking organizations , businesses and other
organizations , recusals from certain matters that may come
before the Board , and other arrangements . A copy of

Mr. LaWare's letter is enclosed ( Enclosure No. 2 ) . Mr. LaWare
has taken or will take all these actions to comply with the
requirements of the Federal Reserve Act and other applicable
authorities , including 12 U.S.C. SS241 , 244 and 260 , 18 U.S.C.
S9208 ( a ) and 209 ( a ) , and the voluntary Guide to Conduct for
Senior Officials of the Federal Reserve System .

Based upon the foregoing review , I have reached the
following conclusions :

1 . Ownership of Bank Stock

The Federal Reserve Act prohibits Board members from
owning stock in a bank , banking institution , trust company
( 12 U.S.C. $ 244 ) or Edge corporation ( 12 U.S.C. $ 620 ) . The

Voluntary Guide to Conduct for Senior Officials of the Federal
Reserve System extends this prohibition to any affiliate of a
bank and to spouses and dependent children of Board members .

Mr. LaWare has advised me that, before he takes the
- oath of office , he and his wife will divest all shares of stock
they own in any such institutions, includingSNC, Chittenden
Corporation , Burlington, Vermont , and Chemical, each of which
is a bank holding company .

Mr. and Mrs. LaWare will divest these bank holding
company shares by sale , gift to charity and to their adult
children , or by both sale and gift. If Mr. and Mrs. LaWare
elect to divest these shares by gift , they may decide to do so
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1

by transfer to an irrevocabletrust that will be administered
by an independenttrustee, probably a financialinstitution.
Whether divestiture of these shares is by sale or gift or by
both sale and gift , it will be an irrevocable and complete
transferof Mr. and Mrs. LaWare'sinterestin these shares . In
the case of dispositionby irrevocable trust, the trust
instrumentwillgrant authorityto the trustee to administer
the trust in the trustee's absolute discretion.

If Mr. and Mrs. LaWare elect to establish an
irrevocable trust as described above , I will review the

proposed trust instrument prior to its execution and before
Mr. LaWare takes the oath of office as a Board member for
compliance with the above requirements. I will also submit the
trust instrument to your Office for review .

Neither Mr. nor Mrs. LaWare has any equity interest in
an Edge Act corporation .

2 . Marketable United States Government Securities

The Voluntary Guide to conduct prohibits Board members
from owning any marketable United States government
securities . Mr. LaWare dnes not own any Treasury bills , notes
or bonds . He does own less than $ 5,000 in U.s. Savings Bonds ,
which mature in September , 1988 . Mr. LaWare plans to hold
these savings bonds until maturity . I do not view this holding
as inconsistent with the Voluntary Guide .

3 . Stock in u.s. Government Securities Dealers

The Voluntary Guide to Conduct also prohibits Board
members from owning stock in any U.S. government securities
dealers . As shown by his SF 278 financial disclosure report ,
Mr. LaWare does not own any such stock .

4 . Directorships

a s a a
The Federal Reserve Act prohibits Board members from

serving officer or director of bank , banking
institution , trust company , Federal Reserve bank ( 12 U.S.C.
$ 244 ) or an Edge Act corporation ( 12 U.S.C. $ 620 ) . The Federal

Reserve Act also requires Board members to " devote their entire
time to the business of the Board " ( 12 U.S.C. § 241 ) .

Mr. LaWare is presently serving as a director of the

Federal Reserve Bank of Boston and of SNC and several companies
affiliated with SNC , including an Edge Act corporation . He has
informed me that before he takes the oath of office as a Board
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member , he will resign his position as a member of the boards
of directors of these companies. Following these resignations,
Mr. LaWare will no longer serve as an officer or director of a
bank , banking institution, trust company, Federal Reserve bank ,
or Edge corporation , or holding company for any such
institution .

a

aMr. LaWare is presently serving as membe r of the
boards of directors of a number of other organizations , as
detailed in his SF 278 report. He has advised me that , prior
to taking the oath of office, he will resign from all positions
with these institutions, except as discussed below.

5 . Continuation as Trustee and Prospective Chairman of Boston
Children's Hospital

Mr. LaWare has decided to retain, in his private
capacity, his trusteeshipofthe BostonChildren's Hospital,
Boston, Massachusetts, and its affiliate , The Children's
Medical Center Corporation, and to assume the Office of
Chairman of the board of trustees this fall . He would receive
no compensation for these services. I have advised Mr. LaWare

that he may retain and assume these duties in his private
capacity without use of his official title or any official

working time or Board resources. Mr. LaWare understands and

agrees to these restrictions.

a

The board of trustees of Boston Children's Hospital , a
nonprofit organization , meets once a month to consult with the
president of the hospital who is responsible for its management
and operations . The Chairman sets the agenda for these
meetings and serves as the presiding officer . When a vacancy
occurs in the office of president of the hospital , the board
also selects new president . The responsibility of the

Chairman , and of the board as a whole , is policy making and
consultative in nature , with occasional responsibility for
selecting the president of the hospital .

Mr. LaWare has advised this Office that he would not
permit his service on the hospital's board of trustees to
interfere in any with the discharge of his
responsibilitiesas a member of the Board of Governors . He

expectsthat his serviceto the hospitalwill requireonly a
limitedamount of time, typicallyno more than one meeting of
the board of trusteesper month, during which time Mr. Laware
would be accessibleby telephone. Based upon these assurances ,
I do not believe Mr. LaWare's service on the board of trustees
of the hospital would be inconsistent with the requirement of
the Federal Reserve Act that Board members " devote their entire
time to the businessof the Board ..." ( 12 U.S.C. $ 241 ) .

manner
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In addition to its buildings , furnishings , and

equipment , the hospital's assets consist of various parcels of
real estate and securities . The securities portfolio is
managed , including all buy - sell decisions , by an outside
investment adviser . This outside company reports both to the
Investments Committee , a subcommittee of the hospital's Finance
Committee , and also directly to the Finance Committee .

11The board of trustees of the hospital does not approve
hospital investments and is not involvedwith fund - raising.
The outside investment adviser has full management of the
hospital's securities, subject only to the guidance of the
Finance Committee and the hospital's chief financial officer.

id

1

The Finance Committee consists of hospital officials ,
three or four hospital " overseers , persons chosen for their
financial expertise , and some of the trustees of the hospital .
The chief function of the Committee is to review the
performance of the investment adviser . The chief financial

officer of the hospital reports on budgets and investments to
both the Finance Committee and the board of trustees .

as aMr. LaWare has stated that , during his tenure
member of the Board of Governors , he will not serve on the

finance committee of the hospital or its affiliate . In order

to avoid having any connection with hospital investments , Mr.
LaWare has agreed not to offer any investment advice to the
hospital president , not to participate in discussions or votes
about investment policy or fund raising , and not to review , or
receive any information about , hospital investments , including
the monthly report of the chief financial officer to the board
of trustees .

Under the facts and circumstances presented here and
subject to Mr. LaWare's commitment to isolate himself from
knowledge , of or participation in the management of the
hospital's investments , I do not believe that Mr. LaWare's
uncompensated services as a trustee of the hospital and his
prospective service as Chairman of the board of trustees would
present a disqualifying financial interest under 18 U.S.C.
$ 208 ( a ) .

Bas ed upon the foregoing, and after Mr. LaWare

completes the divestitures of bank stock and resignations
described above, it is my opinion that Mr. LaWare will have
complied with the requirements of the Federal Reserve Act, 12
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U.S.C. SS 241 , 244 and 620 ; the Voluntary Guide to Conduct for
Senior Officials of the Federal Reserve System ; and 18 U.S.C.
S 208 ( a ) .

6 . Salary Retirement , Pension and Other Interests

As noted in Mr. LaWare's SF 278 report , Mr. LaWare
currently has certain rights under an employment agreement with
SNC and under various retirement and other benefit plans from
SNC , Shawmut , and Chemical . Counsel for Mr. Laware has

submitted a memorandum to this Office describing these various
benefit plans and the actions that Mr. LaWare proposes before
taking the oath of office as a Board member to terminate his

employment agreement with SNC and his interest in these plans .
Mr. LaWare's interests under the agreement and benefit plans
and the actions he proposes to take to terminate these
interests are discussed below .

A. Lump - Sum Payment of Salary Under 5 - Year Employment
Agreement

On February 23 , 1988 , SNC entered into an employment
agreement with Mr. LaWare as Chairman of the institution . The

agreement is for a term af five years and provides that upon
Mr. LaWare's termination from SNC's employment , he would be
entitled to the continuation of his salary for the remainder of
the term of the five - year agreement , including annual increases
of not less than the percentage increase approved for SNC's
salary structure for that year .

Counsel for Mr. LaWare has advised that Mr. LaWare
will relinquish his rights under the employment agreement and
other SNC and Shawmut benefit plans and arrangements in
exchange for lump sum payments representing the balance due him
for salary and for pension rights and other benefits under the
SNC employment agreement and benefit plans . In making the
calculations regarding the lump - sum payments for salary and
supplemental retirement benefits , SNC has assumed annual
increases in salary over the remaining term of the agreement
equivalent to the average of salary increases for Shawmut and
Hartford over the past five years . These payments will be made
to Mr. Laware upon his termination from SNC's employment . The
General Counsel of SNC has advised this Office by letter that
the manner of resolving specific benefits due to Mr. LaWare
from SNC is the same as or comparable to the manner in which
SNC , Shawmut Corporation , Hartford National Corporation , or
their affiliates have resolved benefits due to other officers
upon their voluntary terminations .
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w asMr. LaWare's employment agreement with SNC
negotiated in connection with the February 29 , 1988 ,
consolidation of Shawmut Corporation and Hartford National
Corporation to form SNC, the 22nd largest bank holding company
in the United States with assets of approximately $ 26 billion.
In connection with that merger , Mr. LaWare, then the Chairman
and Chief Executive Officer of Shawmut , and Mr. Alvord , then
the President and Chief Executive Officer of Hartford, and the
two next most senior officers of Shawmut and Hartford ( Mr.
Hamill of Shawmut and Mr. Overstrom of Hartford) agreed to
waive certain rights and employment arrangements they had with
Shawmut and Hartford . The Proxy Statement for the merger ,
published in October 1987 , states that it was anticipated SNC
would enter into new employment agreements with these four
indi vidua ls .

o n

At their February 23 , 1988 meetings , the Hum an
Resou rces Commi ttee of the SNC boar d of dir ector s and the SNC
board of directors considered and approved the employment
agreement for Mr. LaWare as Chairman of SNC, which he executed

the same day . Counsel for Mr. LaWar e states that the
employment agreement for Mr. LaWare is, in general, identical
to those of Mr. Alvord , President and Chief Executive Officer
of SNC , and Messrs . Hami ! ' and Overstrom, each a Vice-Chairman
of SNC . The agreements with these individuals were al so

approved by the SNC Human ResourcesCommittee and board of
directors on February 23 , 1988 , and executed on that day .
Counsel states that the termination provisions of Mr. LaWare's
agreement differ from the comparable provisions of the other
three senior SNC officers in recognition of the fact that
Mr. LaWare would not be serving as chief executive officer of
SNC and his age.

areas .

The General Counsel and Secretary of . SNC has advised
this Office by letter that he has reviewed the agreements of
the four senior SNC officers and that they are substantially
identical , except in the following four Under the
agreement , Mr. LaWare is entitled to salary continuation upon
his voluntary termination from SNC for any reason . The other

three senior SNC officers are entitled to salary continuation
only if their employment termination is for cause , for example ,
where the individual is not reelected to the board or his
duties are materially diminished . In addition , the employment
agreements for these individuals provide that the salary
payments they receive from SNC subsequent to their employment
termination will be reduced by any salary received upon
reemployment . Mr. LaWare's agreement provides that his salary
from SNC will be not be reduced unless he is reemployed at a
higher base salary . Mr. LaWare's employment agreement also
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provides that SNC will pay to Mr. LaWare the amount of any
excise tax he would be required to pay if payments due him
under the agreement are determined to be subject to federal
excise tax under section 280G of the Internal Revenue Code
( generally related to so - called " excess parachute “ payments ) .

Finally , SNC's General Counsel has advised that there
were differences in the augmented retirement benefits awarded
Mr. LaWare and the other three individuals under their
employment agreements . Mr. LaWare's increased benefitswere
determined by a formula tied to his current salary as increased
from time to time as described above , whereas the other three
individuals were credited with additional years of service .
The General Counsel advises that this was done because of Mr.
LaWare's seniority and closeness to retirement relative to the
other three individuals. He states that the different
treatment was accorded in order to achieve approximate equity
among the four given the difference in age between Mr. Laware
and the other three individuals at the time the agreement was
entered into .

The SNC General Counsel has advised that the above
differences in the employment termination provisions of Mr.
LaWare's agreement and that of the other three senior SNC
officers were in recognition of Mr. LaWare's age ( 60 ) relative
to the others and the fact that he would not be chief executive
officer of the combined organization . The absenceof a salary
mitigation provision was to negate any implication that Mr.
LaWare would , in the event of his employment termination , have
an obligation to seek re - employment .

Counsel for Mr. LaWare and the SNC General Counsel
have further advised this Office that the terms of these four
employment agreements were developed in the last quarter of
1987 and in early 1988 in consultation with outside counsel for
SNC and a compensation and benefits consulting firm ( Towers ,
Perrin , Forster and Crosby ) , which Hartford had used for ten
years prior to the merger to make recommendations regarding
executive compensation based on an analysis of peer group
compensation arrangements and other factors . We are advised

that SNC followed this same general approach with respect to
the compensation of the four SNC senior officers , including Mr.
LaWare , utilizing largely Hartford personnel . The General
Counsel of SNC states that outside counsel advised SNC that the
four employment agreements , including that of Mr. LaWare , were
within the norms of corporate practice with respect to such
agreements and that Towers , Perrin advised SNC that the
package of compensation and benefits available to these
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individuals and the levels of compensation and benefits were
within the range of compensationand benefitsprovidedby SNC'S
peers within the banking industry .

2

IL

The SNC General Counsel has also advised that the .
basic reason for the employment agreements w a s the
consolidation of Hartford and Shawmut and that the agreements
were authorized by the SNC board of directors and intended to
allow the four senior SNC officers to devote their full
attention to the operations of the newly consolidated
organization without any concern as to how they could be
affected personally by the merger.

The precise level of salary to be paid these
individuals under their employment agreements approved and
executed on February 23 , 1988 , was not fixed in the agreements ,
but was established at the March 22 , 1988 meetings of SNC's
Human Resources Committee and board of directors . In addition,
at those meetings the Committee and board of directors approved
compensation packages , including stock options and restricted
stock awards , for these four individuals . Counsel has advised

that at that meeting Mr. LaWare and Mr. Alvord were recommended
for identical levels of compensation and that these

compensation recommendations were essentially the same as those
considered by the Human Rvsources Committee at the February 23 ,
1988 meeting . The minut es of the March 22 Commit tee and board
of directors meetings indicate that Mr. LaWare and Mr. Alvord
received identical salaries, grants of stock options and
restricted stock awards . Tho se minu tes fur ther show that

Mr. LaWare's salary and that of the other three senior
officials was raised by varying amounts with Mr. LaWare's
representing the smallest increase in absolute dollar terms
over 1987 .

2

If

2

a

Materials submitted by counsel for Mr. LaWare to this
Office also indicate that Mr. LaWare's employment agreement was
negotiated before Mr. LaWare was contacted by the White House
Personnel Office regarding his consideration for service as
member of the Board of Governors . Counsel for Mr. LaWare has
indicated that Mr. Laware was first contacted by the White
House Personnel Office regarding the possibility of his
appointment to the Board of Governors by telephone on April 1 ,
1988 ; that he received a written request for information
subsequently , dated April 2 , 1988 ; and that he met with various
officials in Washington , D.C. on April 19 and 27 , 1988 ,
regarding the appointment . 1

Counsel for Mr. LaWare has also advised that it was
not until mid - March 1988 that Mr. LaWare became aware that
there was not an active candidate under consideration for the
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existing vacancy on the Board of Governors . At that time ,
counsel states that Mr. LaWare informally considered various
issues that might be involved in connection with an appointment
to the Board of Governors , including the possible financial
impact . Counsel has advised that while Mr. LaWare discussed
the matter with various individuals at SNC , no outside director
and no member of the Human Resources Committee of SNC was
informed of the possibility that Mr. LaWare might be considered
for appointment to the Board or that he might have an interest
in such an appointment , prior to the publication of an article
to that effect in the Wall Street Journal on April 22 , 1988 .

Mr. Laware has confirmed these statements and has
advised this Office that he was first contacted by a member of
the federal government regarding the possibility of the .
appointment to the Board on April 1 , 1988 . He has further
advised that the benefits he is due under his employment
agreement with SNC and SNC's retirement and other benefit plans
were negotiated before he was contacted by the White House
regarding appointment to the Board or considered such
appointment , and that they are not intended to supplement his
salary as a federal official .

an

The SNC General Counsel has advised that he was
directly involved on a day - to - day basis in the negotiation ,
drafting and execution of Mr. LaWare's employment agreement and
those of the other three senior SNC officers , and that he
attended all meetings of SNC's Human Resources Committee and
board of directors at which the agreements were acted upon . He

states that he was unaware Mr. Laware was under consideration
for appointment to the Board until the middle of April 1988 or
of any indication on the part of members of the Human Resources
Committee that they were aware of such a possibility prior to
April 1 , 1988 .

B. Lump_Sum Paymentof RetirementBenefits

Counsel for Mr. LaWare has also advised that

Mr. LaWare will receive , prior to taking the oath of office ,
lump - sum payments representing an amount calculated to produce
the discounted equivalent after - tax economic benefit he or his
survivor would be due under Shawmut's Supplementary Executive
Retirement Plan , dated January 1 , 1985 , as modified by
Mr. Laware's February 23 , 1988 employment agreement with SNC ,
from the date of his employment termination until age 65 in the
case of the early retirement benefit . under the plan ; and
continuing thereafter for an assumed life of 20.3 years ( based
upon 1983 Group Annuity Mortality Table , single life ) in the

case of the supplemental normal retirement benefit under the
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plan ; and for an assumed 8.7 additional years (based upon 1983
Group Annuity Mortality Table , joint and survivor ) in the case
of the supplementary survivor benefit under the plan .

C. Prorated Bonus

Pursuant to SNC's Annual Incentive Plan , members of
SNC senior managementare awarded annual cash bonuses . An

annual bonus for Mr. LaWare is set by SNC's Human Resources
Committee on the basis of his performance during the preceding
year . Mr. LaWare will forfeit any entitlement for 1988 under
this Plan .

D. Lump. Sum Payments For SNC Stock Option and
Restricted Stock Award Plan

SNC'S Stock Option and Restricted Stock Award Plan,
the successor to the Shawmut Performance Share Plan , was

approvedby the Shawmutand Hartfordshareholdersin connection
with the merger of Shawmut and Hartfordinto SNC . The Plan is
availableto senior SNC executive officers. On March 22 , 1988 ,

Mr. Lawarewas granted30,000options withstock appreciation
rights under the Stock Option Plan . The exerciseprice of each
option is $ 23.875. The closing price for SNC on July 1 , 1988 ,
was $ 25.875 . Because of the one- year minimumwaitingperiod
prior to exercise of the options , it is doubtful whether
Mr. LaWare will exercisethese options upon terminationof his
employment with SNC. If he does not exercise the options

before terminating his employmentwith SNC, he will surrender
them to SNC at that time .

Pursuant to this plan and subsequent action taken by
SNC's board of directors on March 22 , 1988 , Mr. LaWare also
received an award of 27,000 shares of restricted SNC stock .
Under the Employment Agreement , SNC's Human Resources Committee
is required to take all actions necessary to provide for the
full vesting of the restricted stock awards upon Mr. LaWare's
termination of employment with SNC . The SNC General Counsel

has advised that in recognition of this contractual provision ,
the distribution of 27,000 shares of SNC will be made to
Mr. LaWare upon his termination from SNC's employ . Mr. LaWare
has stated that , immediately after receiving this stock and
before he takes the oath of office as a Board member , he will
divest these shares by sale , or by gift to charity or to his
adult children .
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E. Lump . Sum Payments For Insurance

( i ) Split dollar life insurance . Under Mr. LaWare's
employment agreement with SNC , and pursuant to a plan available
to the senior officersof SNC and its subsidiaries, SNC is
required to maintain split - dollar life insurance coveragefor
Mr. Laware through February 22 , 1993 . The policy provides for
life insurance for Mr. LaWare until he reaches the age of 65 in
the amount of at least four times Mr. LaWare's annual

compensation . After age 65 , Mr. LaWare has a choice of either
( I ) receiving retirement paymentsfrom SNC under the policy, or
( II ) continuing insurance coverage. SNC owns the cash value of
the policy and is a beneficiary under the policy to the extent
of premium amounts paid by SNC .

At the time that Mr. LaWare resigns from the company ,
SNC will make a lump sum payment to the insurance carrier of
its portion of the premium on the split-dollar life insurance
for coverage through February 22 , 1993 . At the same time ,
Mr. LaWare will pay the carrier his share of the premium for
insurance coverage until age 65 . Mr. LaW are will also waive
his right to elect continued insurance coverage beyond age 65 .

In addition, SN will make a lump sum payment to
Mr. LaWare in an amount that representsthe discountedpresent
value of the retirementpayments SNC would have made to
Mr. LaWare , upon his electionof retirementbenefitsunder the
insurancepolicy beginningat age 65 .

Upon Mr. LaWare's death , SNC is entitled to receive
from the death benefit proceeds of the policy the lump sum
payments paid to the insurance carrier and to Mr. LaWare at the
time of Mr. Laware's resignation from the company .

I believe that the above arrangement satisfies the
requirement of 18 U.S.C. S 209 ( b ) in that it appears to be a
bona fide benefit plan from a former employer . The plan is
available to senior SNC executive officers , one of whom is Mr.
LaWare . Mr. LaWare is entitled to receive the life insurance
pursuant to his employment agreement , whether he remains in the
employ of SNC or resigns , and the continuing insurance is not
linked to his prospective federal appointment . Because SNC
will provide the insurance carrier with a lump sum payment in
full for its obligations through February 22 , 1993 , thereby
severing its relationship with Mr. LaWare , the insurance will
not be a " financial interest " in SNC for Mr. Laware that would
bar his official participation in SNC matters under 18 U.S.C. S
208 ( a ) .
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(ii ) Medica l Health Insura nce . Pursuan t to the SNC
employment agreement, Mr. La Ware is entitled to various
medical and health insura nce benefi ts , which , up on his

resignation from the company, he will waive to theextent that
similar coverage is provided by the Board of Governors .

To compensate for medica l and healt h ben efits

Mr. LaWare presently has from SNC that would not be available
from the Board of Governors , if any , SNC will either give
Mr. LaWare an equivalent lump sum cash payment for these
benefi ts , or make an alternative arrangement for benefits

acceptable to Mr. LaWare and the Board of Governors . We wou ld

apprise your office of any such arrangements.

F. Payment of Excise Tax Under $ 2806_of the Internal
Revenue Code

Mr. LaWare's employment agreement with SNC provides
that , in the event that payments and benefits provided to Mr.
LaWare under the agreement are deemed to be covered by the
so - called " excess parachute payments " in section 280G of the
Internal Revenue Code so that an excise tax must be paid , SNC
is obligated to reimburse Mr. LaWare for the amount of any
excise tax incurred . SN and Mr. LaWare have consulted an
independent public accounting firm to determine the amount , if
any , that may be payable as excise tax pursuant to section 280G
of the Internal Revenue Code . Before Mr. LaWare takes the oath
of office , SNC will pay him a lump sum for the amount of excise
tax so determined, if any, or will place such amount in an
escrow account with any overpayment to be remitted to SNC .

7 . Benefits Deriving From Employment by Shawmut Corporation .

A. Lump Sum Payment for Benefits Under Shawmut
Corporation Employees ' Retirement Plan . The

Shawmut Employees ' Retirement Plan is a qualified pension plan
that covers all Shawmut employees who have at least one year of
service and who meet other plan requirements . Benefits are

subject to forfeiture upon termination of employment before age
65 with less than 10 credited years of service . It is not

likely that Mr. LaWare will satisfy the 10 - year service credit
requirement ( employment until October 31 , 1988 , would be
required ) to qualify for regular retirement benefits under this
plan . Instead , these payments will be covered by the Shawmut
Supplementary Executive Retirement Plan ( " SSERP " ) , as amended
by Mr. LaWare's employment agreement with SNC , as described
above . If , however , service credit requirements should be met ,
the amount due under the Shawmut retirement plan amount will be
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paid out in a lump sum in a manner consistent with the Plan ,
and payments under SSERP and the employment agreement will be
reducedaccordingly.

B. Shawmut Performance Share Plan . About 50 Shawmut
employees participate in this plan . Pursuant to the terms of

the plan , dated January 1 , 1986 , and its predecessor plan ,
Mr. LaWare will receive an award of shares and cash ( half and
half ) based upon Shawmut's performance for the period prior to
1988 , and SNC's performance for the part - year 1988 to his date
of resignation. Actual performance is measured against ROA and
ROE goals established in the plan , except that on February 18 ,
1988 , the Shawmut Compensation Committee decided to adjust the
goals for calendar year 1987 to exclude three extraordinary
items : LDC provisions , merger expenses and Shawmut's pension
gains . For part - year 1988 , ROA and ROE goals will be based on
SNC's current performance forecast .

Mr. LaWare will receive the cash portion of the award
outright , and will divest the stock portion of the award ,
approximately 7,400 shares of stock , before taking his oath of
office .

C. Shawmut Thrift Plan . The Shawmut Thrift Plan is a
qualified plan , available to all employees with one year's
service , that permits deferral of certain compensation for tax
purposes , with a matching contribution equal to one - half of the
first six percent of deferred compensation . Under the Shawmut

Thrift Plan , employees may elect to leave funds invested in SNC
stock or one of two stock funds or to receive a lump sum
distribution of vested benefits . Mr. LaWare will receive a
lump - sum distribution of vested benefits , which will be placed
in an IRA rollover or comparable account .

D. Shawmut Employee Stock Option Plan ( " ESOP " ) . The

Shawmut ESOP is being terminated for all employees effective
July 1 , 1988 . Distributions of vested benefits are being made
as of that date . Mr. LaWare's lump sum distribution of vested
benefits will be placed in an IRA rollover or comparable
account .

E. Other Benefits . Pursuant to Mr. LaWare's
employment agreement , he is also entitled to seven or eight
other benefits , which he will either waive or forfeit before
taking his oath of office as a Board member .



66

- 15

8 . Lump Sum Payments for Benefits from Chemical Banking
Corporation Retirement Plan

A. Pension . Mr. LaWare's vested pension rights in
Chemical's retirement plan are for past services rendered to
Chemical , which services ended more than 10 years ago , and are
also in no way connected to his appointment to the Board of
Governors . Before taking his oath of office , Mr. LaWare will
receive a lump sum distribution of vested pension benefits ,
which will be placed in an IRA rollover or comparable account .

B. SupplementaryHealth Benefits. Participationin
Chemical'shealth insuranceplan is available to all Chemical
retireeswhose positionswere similar to the one held by Mr.
LaWare during his tenure at Chemical. Mr. LaWare will receive
a lump sum cash payment in lieuof his rightto supplementary
medical benefitsunder the ChemicalBank RetirementPlan ; or ,
if the lump sum payment is not feasible, then Mr. LaWare will
waive these benefits, if any.

CONCLUSIONS

Mr. LaWare's acceptance of the above - described lump
sum payments will sever his relationships with SNC and

Chemical , and he will have no other continuing arrangements
with these banking organizations , or with any other former
employer . For a brief period of time , Mr. LaWare will continue
to participate in SNC and Chemical medical and health insurance
plans in order to continue this protection for himself and his
wife .

Based upon the above submissions by counsel for

Mr. LaWare regarding the background and circumstancesof
Mr. LaWare's employment agreement , the statement by the General
Counsel of SNC regarding that agreement with SNC , the relevant
minutes of SNC's board of directors and Human Resources
Committee , and Mr. LaWare's statement , it is my opinion that
Mr : LaWare's receipt of the above - described payments due under
the SNC employment agreement , related pension and other plans
of SNC and Shawmut , and his benefits under Chemical's
Retirement Plan were not intended as a supplement to his salary
as compensation for his service as a federal official and would

not , therefore , present a question under 18 U.S.C. $ 209 ( a ) .

It is also my opinion that Mr. LaWare's receipt of
these payments will remove any " financial interest" Mr LaWare
may have in SNC or Chemical that could bar his prospective

official participation as a Board member in matters involving
these financial institutions under 18 U.S.C. § 208 ( a ).
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In order to avoid any appearance of a conflict of
interest that may arise from any of Mr. LaWare's benefits from
a former employer or his present business or other
affiliations , however , Mr. LaWare will not , for a period of one
year following his appointment to the Board , vote on , or
participate in any discussions with other Board members or
staff related to any particular matter that comes before the
Board for decision that involves SNC or Chemical or that
directly affects or involves any company or organization ( other
than the Reserve Bank ) that he has served as an officer,
director or trustee during the last 12 months , including
particularly SNC and its affiliated companies . In addition,
Mr. LaWare has advised that if he decides to give his shares of
SNC to his adult children either directly or by establishing an
irrevocable trust for their benefit , in order to avoid the
appearance of such a conflict of interest , he will not vote on ,
or participate in discussions with other Board members or staff
regarding , any application or other particular matter that
directly involves SNC so long as the children or the trust held
this SNC stock .

Accordingly , and based u pon the act ions that
Mr. LaWare has already taken with regard to his investments and
outside activities, and commitments he has made in his SF 278
report and in the written statement concerningdivestitures,
resignations and recusals, it is my opinion thatMr. LaWare
wil have satisfied, or will satisfy pri to taking the oath
of office as a member of the Board of Governors , all
requirements for eligibilityto take this oath, otherthan
certain administrativefilingrequirements.

Sincerely ,

Michael Beadfied/
Enclosures
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Questions Submittedby SenatorD'Amato to Mr. LaWare
Nomination Hearing -- July 7 , 1988

:Question 1: At the time of the Shawmut disclosure of
its failure to report cash transactions, what was your position
at Shawmut ?

Answer : I was Chairman of the Board and Chief

Executive Officer at Shawmut Corporation and Chairman of the

Board and Chief Executive Officer of Shawmut Bank of Boston ,

N.A.

Question 2 :
to disclose ?

When did you become aware of the failure

Answer : Neither past audits by Shawmut's internal or

external auditors , nor in examinations by the Office of the

Comptroller of the Currency , revealed currency transaction

reporting errors . After the public disclosure in early February

1985 that Bank of Boston had paid a fine for violation of the

Bank Secrecy Act , I directed senior management to conduct an

intensive review of Shawmut's own procedures for complying with

the Bank Secrecy Act . Through that review , which was begun

immediately , we discovered errors in Shawmut's procedures for

complying with that Act .
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Question 3 : Did youparticipate in thedecision to
make voluntary disclosure?

Answer: When wediscoveredthat there hadbeen

reportingerrors , I directed thePresident of Shawmut tomakea

voluntary disclosure ofthe results ofthe review tothe
ComptrolleroftheCurrency and theDepartmentoftheTreasury .

This disclosure was madeonFebruary19 , 1985.

Question 4 : Are you aware of the conclusions of the
U.S. Attorney's investigation ?

Answer : The staff attorney at the Department of the

Treasury who was reviewing Shawmut's voluntary disclosure case

informed Shawmut in late 1986 that the investigation by the
Office of the U.S. Attorney for the District of Massachusetts

had been concluded without an adverse finding with regard to
Shawmut Bank .
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an

Question 5 : The Federal Reserve Board currently finds
itself in the centerof a wide-ranging controversyabout" mone
tary policy. Many industriesare operating near capacity, and
unemploymentis relatively low in the countryin general. These
signals indicate a risk of inflation. Yet many believe that the
Fed'stightmoney policyof lastyear promptedthe October stock
marke t crash . What is your personalbelief about the economy's
immed iate future ? How should the Fed respond?

Answer : In manyrespects, we can be pleased with the

current economic situation . The expansion has passed the five

and a halfyear mark and the prospectsare highly favorable that
it will continue . One reason that we can be optimistic is that

we have not experiencedthe pickup in inflationthat has

accompaniedothereconomic expansions. However, I don'tthink
we can be complacent about wage and price trends, given that

unemploymentrates have declined this year to the lowest levels

in some time and labor markets have become quite tight in many

Also , plant utilization rates have reached high levels

in some major industries . And we cannot ignore the inflationary

2

areas .

risks that are present today in the farm sector . It is impor

tant that monetary policy be perceived as a stabilizing

influence .

I do not believe that the stock market experience of

last fall should be a serious deterrent to monetary restraint ,

if that were to be necessary to check growing inflationary
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pressures . Higher interest rates may have played some role in
the decline of stock prices after last August . But it is impor

tant to recognize that share prices had climbed to unsustainable

levels . Whatever may have triggered the October break -- and the

trade outlook or tax and budgetary concerns were certainly major

factors along with interest rate worries -- was largely incidental
t o an inevitable market correction .

Question 6 : How would youassess theFed's performance
under Chairman Greenspan as compared to the Fed under his prede
cessor , Mr.Volcker?

Answer : The Fed's performance under Chairman Greenspan

has been outstanding , just as it was under Mr. Volcker .
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Question 1 : Do you believe that the current regime of
federal financial services regulationcan be improvedby
centralization of regulation under a single organization ?

Answer : The highly integrated nature of our financial

system suggeststhe importanceof coordinationamong the various

regulatory agencies that oversee financial institutionsand

markets . The need for such coordination is underscored by the

increasing evidence of overlap in functions between providers of

securities and of banking services . Banks , for example , have

made the natural extension into securitized products , while

securities firms have contemporaneously undertaken many of the

activitiesthat have been traditionally thoughtof as unique to

banking. In light of this situation, it may well be appropriate

to consider ways that coordination and cooperation can be

strengthened.

However , I see no need at the present time for a

" super - regulator " or for the centralization of regulation for

the entire financial services industry under a single

organization .

1
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juestions Submitted by Senator Karnes to Mr. LaWare
Nomination Hearing -- July 7 , 1988

Question 1 : Over the last several years there has been
considerabletakeoveractivityin the corporateworld, and some
of it has been hostile in character. Bankshave , for the most
part, been spared of this .

In your view, are hostiletakeoversbeneficialin
restructuringAmericanindustryandhow does thisrelate to
banks as takeovertargets?

Answer : Hostile takeovers can be beneficial in

restructuring industry . Such takeovers subject poorly or mar

ginally performing management to market discipline by offering

shareholdersan opportunityto selectnewmanagement. Since

banking organizations are required to compete in financial mar

kets with other corporations , it is reasonable that management

of banking organizations should be subject to the same type of

discipline . Prohibiting hostile takeovers of banking organiza

tions could , in the long run , be detrimental to the banking

system because of the greater likelihood of entrenching
management of poorly performing organizations .

Contested banking acquisitions should not be considered

to be fundamentally different from negotiated acquisitions . A

contested takeover simply indicates the target company manage

ment's opposition to the offer . The uncertainty generated by

management's opposition is just another factor to be considered

in determining whether an acquisition proposal is in the public
interest as required by the Bank Holding Company Act . The

Board's application procedures enable it to evaluate each

proposal on its own merits , and to impose additional conditions

if necessary ( e.g. , higher capitalization ) to ensure the safety

and soundnessof the acquired organizationand the banking

sys tem as a whole .
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Question 2 : As an executive and a director of a bank
holdingcompany, you have seenfunctionalregulationfirst - hand .

Do you believe that functional regulation works and do
you have any fears of what a " super - regulator " would mean for
the financial markets ?

o

Answer: My experiencesuggeststhat functional

regulation is indeed a workable and appropriate approach for

ensuringthat similar activities in different organizations are

supervisedevenly and equitably-- regardlessof the natureor

charter of the institution that carries out the activity.

Functionalregulationcan help toachieveuniformity in the

officialoversightof financial institutions andcan eliminate

unnecessaryor unjustifiedcompetitiveinequalitiesarisingfrom

the imposition of different supervisory or regulatory systems on

the same activity conducted in separate firms.

While cooperation and coordination amongregulatory

authoritiesis highlydesirable, under presentcircumstancesand

conditionsI see no need fora super - regulatoroverseeingall

aspects of our financial markets. Clearlycoordination among

regulatoryagenciesis essential, given thatrigid lines no

longer completelyseparatethe activitiesand powersof banking

organizations, securitiesfirms and otherprovidersof financial

services . The financialinstitutionregulatory agencies have

developeda number ofad hocand ongoingarrangements-- both

formal andinformal-- to coordinatethe oversightofbanking and

financial servicescompanies. As I assume myresponsibilities
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on the Board , I intend to take an active interest in what

additional steps , if any , are necessary to improve or expand

efforts to coordinate supervisory and regulatory activities with

respect to our banking and financial markets .

Question 3 : It has been said that the risks associated
with margin in the securities markets and those of the futures
marketsare different.

Do you agree that there is a difference in the related
risks and should those margin requirements be identical or
should they be coordinated ?

Answer : I find myself in agreement with the conclusion

of the President'sWorkingGroup onFinancialMarkets on the
188ue of margin levels. The Working Group concludes that from

the standpointof protectionof the market system from large

pricemovements, the present higher margin levels on individual

stocks are quitecomparable to the lower margins on stock index
futures . This is because fluctuations in the pricesof indi

vidual stocks are larger than broad stock indexes and individual

stocks typicallyhave longersettlement periods. Thus, margin.

levels need not be identical across these markets .

O
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