


&y reflections on the past 

year- from this Reserve 
Bank’s perspective-are dom- 
inated by two major problems 
affecting New England the 

sharp decline of economic 
activity and the related impact 

on the region’s h a n d  insti- 
tutions. Both problems cre- 
ated extraordinary burdens on 
the Bank and its st&, and I 
am proud of the way they 

responded during very trying 
times. Last year was also the 

tenth anniversary of the pas- 
sage of the Monetary Control 
Act of 1980 which made h- 
damend changes to the role 
and operations of the Federal 
Reserve Banks. A pioneer and 
leader in the formulation of 
those changes and their imple- 
mentation has been Bob 
Eisenmenger, First Vice Presi- 
dent of this Bank. Bob will 
retire in June of this year af&r 
36 years of service to the 
Federal Reserve System and 
tfie banking community. 

1990 was an exceptionally dif-- 

ers, as regional economic 
problems were exacerbated 
by a national recession. The 
change came with startling 
swifmess; only two years ago 

New England’s prosperity was 

the envy of the country. Yet 
1990 saw widespread layoffs, 

f i d t  year for N ~ w  Engknd- 

rising unemployment rates, 

bankruptcies and foreclosures, 
and ballooning state govern- 

ment deficits; no sector es- 

caped the recession’s touch. 

New England is suffering 

&e aftermath of a real estate 

and construction boom which 
obscured a decline in man- 
ufacturing activity since the 

mid-1980s. Because of the 
weakness of manufacturing 
and slow population growth, 

the region was unable to sus- 
tain h e  high level of const~uc- 
tion activity or absorb all the 

new properties added to the 
market. The result was tXing 
real estate values and plum- 
meting construction employ- 

ment. In addition, mainly 
because of the collapse of the 

real estate market, the region’s 
banks and thrift institutions 
saw increases in nonpxfonn- 
ing loans and decreases in 
earnings and capital. Faced 

with a deterioration in their 
own performance and a weak- 
ening economy, banks became 

rnore mutious. credit became 
m m  d H i d t  to obtain. p d c -  
ularty for d and medium- 
sized businesses, and the New 
England “credit crunch” be- 
a t n e  a prime topic of public 
discussion, legislative hear- 

ings, and research analysis. 

Whi le  1!EW began badly and 

ended worse, the first few 
months of 1991 have brought a 

few promising developments. 
A great relief has been the 
Allies’ qui& success in ousting 
Iraq from Kuwait. Consumer 
confidence has picked up in 
response; and with the threat 
of higher oil prices greatly 



reduced, the inflation outlook 
is much improved Home sales 
seem to be picking up in both 
the nation and New England, 
suggesting that the national 
recession will be moderate, as 

most forecasters predict, and 

that New England will share in 
the national upturn. Higher 
unemployment rates, as pain- 
ful as hey are, have already 
removed a major impediment 
to manufacturers’ expanding 

in New England-the diffi- 
culty of finding labor-and 

to be moderate. Space costs 

have mme down W t i d l y .  

These cost reductions should 
enable New England manu- 
facturers and o k  companies 
serving national and interna- 
tional markets to compete 

more effectively. Lastly, re- 
cently proposed regulatory 
changes and completion of the 

Bank of New England acqui- 
sition should help the bank- 
ing system accommodate the 

credit needs of the recovery. 

filture wage increases are likely 

Problems of the regional econ- 
omy were described clearly to 
nationd policymakers, as 
New England provided an 
early h n g  of the economic 

to most other parts of the 
country. Research attention to 
the region’s economy and 
banldng conditions was inten- 
&ed, in the hope that a bet- 

ter understanding of recent 
changes which have taken 
place may help to identify 
remedies and prevent a re- 
reme of such problems. 

wealmess which was to spread 

In I990 the First District expe- 
rienced its two most serious 

banking problems in over 50 
years. Many Reserve Bank 
resources were directed to the 

events leading up to the dos- 
ing of 45 mode Island bank- 
ing institutions on January 1st 
ofthis year, and &e s e h  by 
the FDIC only five days later 
of the three Bank of New 
England subsidiaries. These 
dramatic events took place as 
many other institutions, oper- 

ating in the same economic 
environment, faced simiIar 

problems and required greai3y 

i& supervisory, re.&- 
tory, and research attention. 

The deteriomion of &e con- 

dition of Bank of New Eng- 
land during 1990 required a 
redeployment and augmenta- 

tion of resources aH year long 
as this Reserve Bank initiated 
f w ~  large-scale opemtions that 

had never before been under- 
taken in this District: the 
administration of a Cease and 
Desist Order issued by the 
Board of Governors, and the 

establishment of fieid ware- 

houses to hold and process 

collamal dated to large-scale 
borrowing from the Federal 
Reserve Bank. The 1weI of 
the borrowing was unprece- 
dented in this Bank’s h i s t o r y ,  
and the warehouse operation 
was staffed by employees h m  
all areas of &e Bank. Admin- 
istration of the Cease and 
Desist Order required Reserve 
Bank review, oversight, and 
approval of neady all aspects 
of h e  bank holding company‘s 
operations and strategies and 
involved coordination with 

other regulators on a continu- 
ing basis. 

Near the end of  a demand- 
ing year, the Reserve Bank 
was drawn into an unfolding 
crisis invokng Rhode Island 
institutions, primarily credit 

unions. Forty-five institutions 
were closed on Jauuary 1,199l 

because of the insolvency of  
thtir private insurer. Because 
of &e ptential for a liquidity 
crisis and the possibility that 
the Federal Reserve System 

would be involved as a lender 
of last resort, a cmsh program 

institutions was undertaken, 
and field warehouses were 
established for processing 
collateral should lending be 
required. A cash depot was 

established in the Providence 
area to assist the institutions 
which re-opened-after they 
had been approved for federal 
insurance - and accounting 
and other operational pro- 
grams were put in place to 

minimize the disruption to 

the payments system. Many 

of-jkamlal - reviewsofthelarge 



depositors of the closed in- 
stitutions had government 

payments-including Social 
Security payments -made 

cial measures were taken by 
theReserveBanktonlakewr- 
hin that those payments were 

available to the depositors. 
The handling of checks drawn 
on frozen accounts presented 
another unusual challenge to 
the Reserve Bank. Our oper- 
ations departments worked 
extensively with state govern- 
ment offices and bankers in 
m o d e  Island to keep pay- 
mts flowing and to mitigate 
&e impact of the dosings on 
the public. 

direcdy to dlejr accounf3. spe- 

While  the Bank of New 

England and Rhode Island 
problems a-cted the most 

attention. the deterioration of 
the New England economy 
created pressures for many 
institutions and the number of 
examinations and inspections 
conducted increased sharply. 

The seriousn€ss 0 e region 
banking problem is illustrated 
by the kt that in 1990 twenty- 
three insticutions were closed 
or seized by regulators, the 

most in any year since the 
Great Depression. That num- 
ber was exceeded in the first 
quaner of 1991 alone. 

The Monetary Control Act 

went into effect 10 years ago 
and profoundly affected the 

operations of Federal Reserve 
B&. Before its implementa- 
tion, &e Boston Reserve Bank 
provided free financial services 
to its 171 member banks- 
their only cost was that of 
owning stock in the Reserve 
Bank The Act mandated that 
services must be available to all 
depository institutions with 
r e s e d i e  liabilities, at prices 
which covered Reserve Bank 
costs and imputed cos& which 

other sewice providers would 
incur. The Reserve Banks 
were h s t  into a competitive 
environment in which they 

were subjected to the test of 

the rnarht. As a result, even 
though our level of operations 
is basically unchanged, the 
B d  now serveg d k d y  over 

600 financial institutions and 
we have become more effi- 
cient, flexible. and oriented 
to serving our customers’ 
needs. These changes, for the 
entire Federal Reserve System. 
have not corne easily, but they 
have been achieved, and a key 
person in leading the Federal 
Reserve Sy-stmn into dw new 
world of priced services was 

Bob Eisenrnenger. 

As early as 1974, while he was 

Director of Research, Bob was 
a co-author of an important 
and pvocative article which 
explored a system in which 
uniform mewe requirements 
were coupled with access to 

F d m d  Reserve services for ail  
depository institutions. This 
ttafispired with the Monetary 

Control Act of 1880. Prior to 
its passage, Bob led a System 

effort to develop appropriate 
price structures. and after 
1980 he was instrumental in 
introducing clearing balances 

as a way for institutions to pay 
for services. When he bewme 

First Vice President and Chief 
Operating Officer of this 
Reserve Bank in 1984, he con- 

tinued his leadership role with 
regard to priced services, fmt 

as the System’s Check Product 
Director and more recently 

as Executive Director for all 
priced services provided by 
the Federal Reserve System. As 
his retirement approaches, 
Bob feel very proud of his 
numerous contributions to 

the Bank and to the Federal 

Reserve System. Hi s  role in 
transforming the Federal 
Reserve Banks into effective 

providers of priced services 

was especially crucial. and the 

tributes included on the fol- 
lowing page reflect the views 
of his many System mlleagues. 
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RICHARD E SYRON 
PRESIDENT 



be ciosety-ciated 

for 20 years, while he 
WasRtscarch-r 

and, subsequently, 
b t  vi President. 

Bob is a superb 
adminipbtor. His 

unique attribute is that 
he alwaysvi-d 

withBobE ger 

solvingdi&ult 
p p o b l r m s ~ s . w h e n I  
drink ofBob, I think of 

tbezestwhidlhe 
brought to the Bank$ 

work, his laid-back style, 

and the always-present 
humorwhichinfd  
those who worked wi& 

himThe-t 
problem he was asked to 

solve was m move the 
Federal Reserw System 
into the priced services 

regime. H e  &ought that 

was the most fun ofalS. 

FRANK E. MORRIS 
PRHSlDENT OF THE 

FHDHRAL RESERVE BANK 
OF BOSTON, 1968-1988 

%gWidi Bob on 

SUAS KE.EHN 
PRESIDENT OF THE 
FEDERAL RESERVE 

BANK OP Crncll~o AND 

SYSTEM PRICED 
CHAIRMAN O F  THB 

SERVICES COUNCU 

f h a v e h m d  
worked with Bob for 

manyyears=he 
perfor=dbmany 

c o d d m y h i + t  
resp3.one.amain 

r0getherVeryd-b 

roles. and he has ahwy 

whichweworked 

invohdthepridngof 
FederplReserve 

payment semi-. which 
i n m d d t h e b i g g e s r  

ChangetoReServtBank 
operations during m y  
tenureasc" - 

Bob- a System leader 
in the complex p m c e s s  

ofdevelopingpricc 
structures.Ilaodifying 
services and melding 
mathtrrquirementp 
WithOUrCentralbank 
role. H e  combined a 

unique perspective as an 

economist with a n  

undcrsraadingofche 
Federai -e  as a 

service provider, 
making his 

~tributi0as excrenrefy 
valuable. 

EDWARD W. KELLEY. JR. 

FEDERAL RESEKVE 
BOARD 

ME.MBE.R OF THE 

PAUL A. VOLCKHR 
CHAIRMAN OF THE 

FEDERAL RESERVE 
BOARD. 1979-1987 
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(Standing left to right) S. Levy, E. hdd.  J. Bok, W Chadwick, T. Murray, N. b e ;  (sitting left to right) 
J. Gmssman (Deputy Chairman), R. Cooper (C hairman), R. Syron (President), R. Eisenmenger 
(First Vice President) 

RICHARD N. COQPER 
(CHAIRMAN) 
Professor of International 
Economia 
Harvard University 

JEROME H. GROSSMAN, M.D. 
(DEPUTY CHAIRMAN) 
Chairman and Chief 
Executive OI3i-r 
New England Medical Center 

JOAN T. BOK 
Chairman 
New England Electric System 
WILLIAM H. CHADWICK 
Vice Chairman and Chief 
Executive Officer 
Banknorth Group, Inc. 
NORMAN EC. KENT 
President 
First National Bank of 
Portunouth 

EDWARD H. LADD 
Chairman 
Standish, Ayer & Wood, Inc. 
STEPHEN R. LEVY 
Chairman 
Bolt Beranek and 
Newman, Inc. 

TERRENCE MURRAY 
Chairman, President and 
Chief Executive Officer 
Fleet/Norstar Financial Group 



Hllarn W. BLUNT, JR. 
(CHAIRMAN) 
president 
Concord Coach Line Inc. 
JOSEPH R. AWSA, Sn. 
Presidfmt 
Pae5y-S Inc. 
JOHN E. FLYNN 
International Vice President 
IBEW-2nd Disk& 
CHARLES GSUGSBY 
Senior Project Manager 
Boston Public Facilitie 
D e p n n t  
ROGER D. HEWSON 
h i d e n t  
Sabre Y a c h ~  
HOWELL HUGHES 

PAUL H. JOHNSON 
President 
Connecticut Sav inp  Bank 
RICHARD A. KAPLAN 
Kaplan, M o m  & 
Associates, Ltd. 

ARTHUR J. PAP~ATHANASI 
president 
West Lynn Creamery, hc. 

ANGHLQ I! PIZZAGALLI 
President 
Pizzagalli Consation 
Company 
FRANK C. ROMANO. JR. 
President 
Elder Care services 

F. SYmN 
Residwt 
and Chief Executive mcer 

ROBE- W. EISENMENGER 
First Vice Resident and 

T ~ O M A S  E. CIMENO, JR. 
Senior Vice President 
PAUL hi. CONNOLLY 
=or Vice President 
THOMAS E HUNT 
Senior Vice President 
NIELS 0. LARSRN 
Senior Vice h i d e n t  

WILLIAM N. MCDONOUGH 
Senior Vice b i d e n t  and 
General Counsel 

ALICIA H. MUNNW 
r Vice President and 
tor of Research 

LTER T. SULLIVAN 
or Vice President 

chiefoperatingofficer 

JAMES L. ALLEN 
Vice president 

ROBERT M. Brucr~ 
Vice President 
RICHARD E. BRIDMU 
Vice President and General 
Auditor 
LYNN E. BROWNE 
VI President and 
Deputy Djrecmr ofReseapch 
for Regional AEak 



RONALD C .  Cum= 
Vice President 
NORMAN S. FIELHKE 
Vice President and Economist 

MARY E. FOTHERGEL 
Vice President 

THOMAS E. GAGNON 
Vice President 
GERALD J. GIACCAI 
Vice President 
Smm G. GREEN 
Vice President 
JOHN R.H. KIMBALL 
Vice President and 
Associate General Counsel 

RICHARD W- KOPCKE 
Vice President and Economist 
ROBSET K. LAROCCA 
Vice President 
STEPHEN K. MCNEES 
Vice President and Economist 
RONALD V O'CONNELL 
Vice President 
D. BLAKE PR~CHARD 
Vice h i d e n t  
RICHARD E. RANDALL 
Vice President 
E. PHLW A. SIMPSON. JR. 
Vice President 
WILLIAM J. SPRING 
Vice President 
STEPHEN G. TREBINO 
Vice Ptesident 

Cums L. TURNER 
Vice President 
THOMAS VANGELL 
V i e  President 
HERB- E WASS 
Vice President and Secretary 

ROBERT AUGUSTA. JR. 
Assistant Vice President 
KATHARINE L. BRADBURY 
Assistant Vice President and 
Economist 
RICHARD M. BURNS 
Assistant Vice President 
CYNTHIA A. CONVEY 
Assistant Vice President and 
Assistant General Counsel 
BRUCE L. CRAIG 
Assistant Vice President 

MARSHALL D'AVANZO 
Assistant Vice President 
AMINA DERBALI 
Assistant Vice President 

CLAIRE M. DESJARDINS 
Assistant Vice President 
JONATHAN S. FINE 
Assistant Vice President 

JAMES R. FITZGEEALD 
Assistant Vice President 
KATHARINE GIBSON 
Assistant Vice President 

JANE A. GOUBEAUX 
Assistant Vice President 

histant vice President 
LINDA K. KOPEC 

KEITH h E Y C I K  
Assistant Vice President 
Lmm J. MAHON 
Assistant Vice President 
ROLAND H. MARX, Ja- 
histant Vice President 

KEVIN J. MCCABE 
Assistant vice President 

DAVID K. PA~K 
Assistant Vice President 
and Assistant General Counsel 

EDWARD A. ROMKEY 
Assistant Vice President 

ERIC S.  ROSENGREN 
Assistant Vice President and 
Economist 
DANNY L. SANFORD 
Assistant Vice President 
KRISTA M. SHIELDS 
Assistant Vice President 
KRISTINE V A N  AMSTERDAM 
Assistant Vice President 

Assistant Vice President 
JOHN W. WESCOTT 
Assistant Vice President 

MARILYN E. WEEKES 

ROBERT M. WHITE 
Assistant Vice President 
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