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House of Representatives, March 28, 1883.

The Committee on Taxation, to whom was referred the
order which was presented by Mr. Joyner, to repeal sections
13, 14, 15, and 16 of chapter 11 of the Public Statutes, and

a petition of J. C. Thorp and others, fora repeal of all laws
that exempt mortgages from taxation, submit the following
Report.

Chapter 304 of the Acts of 1881 was approved May 13 of
that year. It is entitled “An Act relieving property from
double taxation in certain cases.” It became effective in the
assessment of May 1, 1882. This law appeared to require a
division of the tax upon mortgaged real estate between the
mortgagee and mortgagor, in proportion to their interests
therein. Its sections were framed in such a manner as to
convey the idea that the assessment and collection of a tax
levied upon a mortgaged estate was to be upon the lender of
the money and the holder of the right to redeem, and that
neither should be responsible for the tax of the other. Its
fifth section provided that “if any part of the taxes” . . .

“shall remain unpaid on the first day of January”
. . .

“ either party may pay the same ; and if paid by any
mortgagee ” he might add the amount so paid to his mort-
gage. But if paid by a mortgagor “he shall have the right
to deduct the sum so paid ”

. . .

“ from the amount due the
mortgagee ”

. . .

“ unless the parties have agreed otherwise
in writing.” As all mortgages before the passage of this
law contained as a part of the printed form or blank upon
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which they were written, the words that bound the mort-
gagor “ to pay all the taxes or assessments levied or assessed
on the granted premises,” and as the records will show that
subsequently to its enactment all borrowers have been re-
quired to agree in writing to pay all taxes upon mortgaged
estates, the effect of the complicated provisions of the first
six sections of the law is the same as if the enactment had
simply provided that all money at interest secured by mort-
gage of taxable real estate situated in this Commonwealth
is hereby exempted from taxation. It was admitted by all
who appeared before the Committee that the practical work-
ing of the law was as if it had been expressed in these words.

A law that purports to divide the taxes upon encumbered
real estate, but fails to accomplish that result, must have
deceived those borrowers who expected that by its opera-
tion a part of their taxes were to be transferred to the mort-
gagees of their estates. The evidence before the CommitteeO O

established the fact that, while mortgagees have received
full exemption from taxation upon money loaned, borrowers,
as a class, have received no benefit from the law that will
compensate them for the increased burden of taxation which
they, in common with the rest of the community, have been
compelled to carry in consequence of its operation.

When the law of 1881 was under discussion it was claimed
by its advocates that the assessment of mortgaged real
estate to the mortgagor, and the taxation of his note to the
mortgagee, was a double tax upon the same property ; and
that, if a law was passed assessing mortgagees and mort-
gagors as joint owners, and exempting the mortgage loan
from taxation, the money lender would, if the borrower
would agree to pay the tax upon the mortgagee’s interest in
the estate, loan him the money required at such a reduction
in the rate of interest as would correspond to the amount of
the tax from which he had been relieved.

Those who opposed the enactment of the law claimed that
a tax upon mortgage notes was not only an assessment upon
valuable personal property, but that it was required by the
same considerations that justified the assessment of the
bonds of States, cities, and towns, the shares of moneyed cor-
porations, the stock of moneyed associations, unsecured notes,
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open business accounts, and all descriptions of credit prop-
erty. They reasoned that the fact that nearly all mortgage
notes are paid, without any other connection of the mort-
gagees with the estates which are their security than as
C o «/

money lenders for interest, and that no mortgagee has a
right to enter upon the estate pledged until the conditions of
the mortgage are broken, as utterly inconsistent with any
sound theory of joint ownership; and that if mortgage
loans were exempted from taxation, the exemption of all
credit property must logically follow, and as a necessary
result, an unjust increase of taxation would be imposed
upon real estate and tangible personal property, the burden
of which would not only be intolerable, but, if maintained,
would permanently decrease the value of real estate, and be
destructive to business. And they also claimed that rates of
interest were controlled by so many considerations affecting
monetary transactions, that a law of Massachusetts exempt-
ing mortgage loans from taxation would be insignificant in
its effect; that the laws of trade would control the rates of
interest upon money loaned, whether it was secured by
mortgage or not, and that it was idle to expect any volun-
tary reduction of interest on the part of mortgagees, or that
they would at any time accept less than the market rate for
their money.

Whether a tax upon credit property is “ double” or not
will always be an open question. It is, or it is not, to dif-
ferent persons as they view it from different standpoints.
No argument or demonstration that can be produced by the
advocates of one view is likely to be accepted as conclusive
by the other. But whether or not mortgagees will lower in-
terest accounts to the extent that their taxes have been re-
mitted ; and whether mortgagors will, as a class, receive
benefit from a law that exempts those who loan them money ;

and whether or not all persons other than moitgagoos have
had their taxes increased by this experimental law, can be
demonstrated by evidence that was convincing to the Com-
mittee.

It is a well-known fact that the rate of interest upon mort-
gages is not uniform. For obvious reasons peculiar circum-
stances when they exist vary the rate. Yet, the conditions
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under which the great bulk of mortgages are negotiated are
so nearly equal that it is usual and proper to speak of mort-
gage interest as if the rate was always of equal amount. A
few years since it would have been called seven per cent.
In obedience to the laws of trade, and without change in our
tax laws, the rate had dropped, so that at a time just pre-
vious to the passage of the act of 1881 it stood at substan-
tially six per cent. The tendency of the market at that date
was to much lower rates. This was manifested by the
rapidly increasing premium on national, State, city and other
securities of good character. The fact that the United States
government has within two years disbursed more than
$283,000,000 inpayment of overdue bonds has doubtless had
much to do with this advance. Mortgages from their pecu-
liar character remain at par. The short time for which they
are written permits them as they fall due to be adjusted to
the market by an advance or decrease in the interest rate.

With the statisticsrequired for the State valuation, the tax
commissioner obtained from the records of all the counties,
except Nantucket and Dukes, the consideration and rate of
interest of each mortgage recorded during the first fiveo o o

months of the years 1880 and 1882 the year before and the
year after the enactment of the law exempting mortgage loans
from taxation. The results obtained, arranged in tabular
form, are as follows :
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I-SBO. Mortgages from 188:2. Mortgages from j
January to June. January to June.

REGISTRY. Decrease.
Average . Average I

Amount. Amount.
Hate Int. Rate Int.

Adams, . . . 15,281 .06,206 $210,555 05,971 .00,292

Barnstable, . . 19,168 .06,466 46,321 .06,165 .00,301

Boston, . . . 3,851,199 .05,921 7,060,236 .05,319 .00,575

Cambridge, . . 1,313,153 .06,321 1,641,017 .05,755 .00,566

Dedham, . . . 542,651 .06,319 821,109 .05,899 .00,420

Greenfield, . . 121,601 .05,991 201,355 .05,516 .00,475

Great Barrington, . 73,012 .06,161 112,676 .05,936 .00,225

Lawrence, . . 271,514 .06,411 258,538 .06,081 .00,330

Lowell, . . . 267,657 .06,099 678,133 .05,880 ,00,219

New Bedford, . . 114,352 .06,111 128,036 .06,183 .00,231

Northampton, . 260,521 .06,131 502,382 .05,419 .00,685
Pittsfield, . . 168,858 .06,159 328,258 .05,900 .00,259

Plymouth, . . 226,152 .06,283 523,672 .06,031 .00,252

Salem, . . . 838,920 .06,301 1,124,685 .06,036 .00,265

Springfield, . . 1,046,501 .06,123 1,221,725 .05,677 .00,146

Worcester, .
. 1,017,455 .06,187 1,711,041 .05,890 .00,297

$10,311,901 .06,122 $16,579,045 .05,634 .00,488

The first impression produced by an inspection of these
figures is that the advocates of exemption were in error in
predicting that the mortgagees would reduce, or by tire laws
of supply and demand, would be compelled to reduce their
interest account If per cent, to correspond with the per-
centage of taxes remitted, and that the effect of the law had
been to compel a reduction of per cent, only, leaving the
mortgagees 1 per cent, better off as the result of their exemp-
tion ; and that an amount equal to I 1 per cent, on the whole
amount of mortgages formerly taxed had been raised by a
direct tax upon the people for the benefit of the mortgagees
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and mortgagors in the proportion of two-thirds of the whole
for lenders, and one-third for borrowers.

If this is so, the mortgagors have received but slight
advantage ; for the fund represented by the | per cent, ap-
parently saved, has been drawn upon under the operation
of the law of 1881, to pay increased taxes upon their mort-
gaged estates; and the net result to the whole class of bor-o rr 7

rowers upon real estate security, is but a small measure of
relief. But if this reduction of per cent, is not due to
the law of 1881, but is the result of the laws of trade, it
follows that the whole fund raised by direct taxation, has
gone into the pockets of the money lenders, and that the
borrowers, in common with the rest of the community, have
helped to pay it, without any advantage from the law, which
was nominally enacted for their relief. For reasons easily
understood, mortgages will always command a higher rate
of interest than bonds of the best class. But while bonds
are advancing or receding materially, it is impossible that
mortgages can remain stationary. Take any bond or security
of high character, taxable or exempt from taxation, and note
its price during the first five months of 1880 and 1882.
The rapid rise in the premium will be proof to the pur-
chaser, at the latter date, that his interest account is much
smaller than that of the holder of the same bonds, who
bought in 1880. A few illustrations of the difference in
price, and consequently in the rate of interest of well known
securities, at these two periods, will make this statement
plain.

The following table shows the rate of interest realized by
holders of the securities narqed at the average market prices,
during the first five months of 1880 and 1882 :
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Decline.ISSO. 1882.

New York Central 6’s of 1887, . . .04,620 .03,750 .00,870

Boston & Albany 7’s of 1892, . . .04,000 .03,790 .00,810

United States 4’s after 1907, . . .03,630 .02,870 .00,760

Massachusetts s’s of 1894,. .
. .03,940 .03,315 .00,625

Maine C’s of 1889, 04,190 ,03,440 .00,760

New Hampshire 6’s, 04,460 .03,830 .00,630

Mortgages, ..... .06,122 .05,634 .00,488

Thus it will be seen that in the two years, the interest
realizable from money invested in Boston and Albany Rail-
road bonds declined about four-fifths of one per cent., and in
United States fours, about three-quarters of one percent.,
while the rate on mortgage loaus declined less than one-half
of one per cent, in that time.

If the percentage of the interest rate be taken as a basis,
it appears that the decline in the interest rate On mortgage
loans has been 8 per cent., New York Central bonds 18 per
cent., Boston and Albany bonds 18 per cent., Government
bonds 20 per cent.

With such evidence, it is impossible to believe that the
law of 1881, has had any effect in reducing the rate of inter-
est upon mortgages. Had it never been passed, it would
have been impossible to have maintained the rates that were
current in 1880. And it is singular that they have not fal-
len more than they have. Rates that might be expected, are
obtained by borrowers who understand the market, and who
meet lenders on equal terms. They would get equally favor-
able terms if mortgages were taxable, for after paying taxes
mortgages would yield a higher rate of interest than any
equally good property.

An analysis of the table will show that the large mortga-
ges, which are generally' given by persons of financial abil-
ity, are those that have obtained the most favorable rates of
interest; and that as a rule the owners of small estates, who
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are the great majority of mortgagors, both in number and
amount, have obtained but small concessions from the money
lenders. The table as printed, although made up of the
totals of each office of record, confirms this statement.
Registries of districts where estates are of small or moderate
value show not only the highest rates but the smallest
decrease in the interest account; while in Boston and other
centres where the most valuable estates are situated, will be
found the lowest rates and the largest amount of decrease.

Passing from the discussion of the effect of the law upon
mortgagees and mortgagors, a brief consideration should be
given to its operation upon the taxable property of the Com-
monwealth. Assuming that only the money needed is raised
by taxation, it is clear that the exemption of any class of
property increases the tax upon all property remaining sub-
ject to tax. How much the operation of the law of 1881
raised the rate of taxation in the year in which it took effect,
must from the varying conditions under which it went into
force in the several cities and towns of the Commonwealth,
always remain a matter of estimate.

The opinions of those in the best position to judge, place
the increase, as applied to the taxable property of the State,
at not less than $1.0(5 on each $l,OOO. But some of the
items of loss of large amount can be stated with substantial
accuracy. In 1882 the savings banks held, in round num-
bers, $82,000,000 in mortgages. In common with other
mortgagees they were made exempt; and a loss of State
revenue amounting to $410,000 followed. Other monetary
institutions held large amounts, and it is perfectly safe to
say that the advance in the State tax of 1882 of a half-mil-
lion dollars was due to this law. And the loss under it will,
if it remains in force, not only continue, but grow larger.
It dues not need much knowledge of human nature to pre-
dict with certainty that untaxed mortgages will become a
favorite investment; and that their volume, relatively with
other property, will annually increase.

It is clear that the legislature cannot, with justice, with-
stand the claims of the owners of other classes of credit
property for exemption, if the law of 1881 is not repealed.
And it cannot be reasonably expected that the people of the
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State will consent to bear upon their real estate and tangible
business property the whole burden of State and local taxa-
tion, while the wealthiest class in the community pay no
taxes upon vast amounts of credit property.

Believing, for the reasons herein stated, that the law we
have considered, as it now exists, is inoperative for any pur-
pose other than the exemption from taxation of money at
interest secured by mortgage; that it was passed under a

misapprehension as to its effect; that the slight reduction of
the rate of interest upon mortgages is not due to the opera-
tion of the lawr ; that all of the taxable property of the Com-
monwealth is heavily taxed for the benefit of a wealthy class,
who are substantially relieved of all taxation ; that the rates
of taxation are largely increased in consequence of such ex-
emption ; and, if this law is permitted to remain iu force,
that other classes of credit property must likewise be ex-
empted from assessment, and the burden of taxation be still
further increased, your committee therefore report the
accompanying bill.

ANDREW J. BROWNE,

For the Committee.
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The undersigned, being unable to agree with the majority
of the Committee as to the expediency of the repeal of the
law in relation to the taxation of mortgaged property, beg
leave to submit the following;.

The subject of the taxing of property incumbered by a
mortgage has agitated the public mind for many years, and
has received the attention of the ablest financiers and po-
litical economists of the State and country.

No law was ever more thoroughly discussed and excited
more general attention before its enactment than the one
which the majority of the Committee now propose to repeal.
It was enacted only after repeated trials, and after a most
thorough and exhaustive consideration by the legislature.
It was the result of a very general demand for the relief
which the provisions contemplate.

The law has been in operation but a single year, and the
evidence before the Committee demonstrated the fact that its
success is still an open question.

It was claimed with great emphasis by its friends that it
had materially reduced the rates of interest, and had made it
easier for the borrower to obtain money, and that it only
required time to work out all that its advocates ever claimed
for it. On the other hand, it was said by its opponents that
it had not reduced the rates of interest, but that such re-
duction had been brought about by the condition of the
money market, and they cited the general decline of rates on
other securities as of proof of this. It was also claimed that

MINORITY REPORT.
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the law had wiped out a largo amount of taxable property
which had materially increased the rates of taxation. Indeed
the old arguments pro and con were rehearsed, which have
been heard since the agitation of the subject began, supple-
mented by the facts obtained from a single year’s experience.

Without attempting to pass upon these questions, it is
apparent that the operations of the law thus far have not
been of such character as to settle the soundness and practi-
cability of the principles involved.

Neither can it be fairly claimed at this time what the result
of the law wdll be upon a longer trial. Its ramifications
through the business community is so widespread and so
slow in producing results, that the benefits or injuries can-
not be tested by such a trial. There must be time for a
readjustment of business to the new principles involved.
The rates of interest, the benefit to the borrower, the en-
couragement to new industries and developments, which are
claimed for it, cannot be determined in a single year. The
difficulties and advantages are scarcely discernable in that
time. New features and new bearings will be constantly
arising as the statute is studied and the work is carried on
under it. The construction of it has not yet been deter-
mined, and hardly more than called in question.

A single year is a very short time to test the simplest law
upon the statute book, and certainly is too short to fairly
test the workings of a statute, the effects of which must be
so far reaching as this.

Should its repeal be accomplished after so short a trial,
the legislature will be the battle-ground of its friends until
its re-enactment is brought about.

The law in relation to the assesement of taxes ought not
to be a matter of constant change. The legislature dcliber-

o O

atcly determined to try an experiment when it enacted chap-
ter 304 of the Acts of 1881, and the experiment should bo
fully and fairly tried before it is declared a failure.

Although the minority of the committee docs not believe
in the principles of the law, and if it was a now question
would oppose its enactment, yet for the reasons herein
stated, that there was a very general demand for this law,
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that it was thoroughly and carefully considered before it was
passed, that it has not been in operation long enough to
fairly test it, and that a repeal at this time will not settle
the matter, report that it is inexpedient to legislate upon the
subject at the present time.

CHARLES A. SAYVTARD.
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In the Year One Thousand Eight Hundred and Eighty-three.

AN ACT
To Repeal the Law that relieves Money loaned on

Mortgages of Real Estate from Taxation.

Be it enacted by the Senate and House of Representatives
in General Court assembled, and by the authority of the
same, as follows:

1 Section 1. Chapter eleven of the Public
2 Statutes is hereby amended by striking from sec-
-3 tion four of said chapter, between the word “ fox’”
4 ixx the fifth line and the word “ public ” in the
5 eighth lixxe, the words: “bxxt not including in
6 such debts or indebtedness any loan on mortgage
7 of real estate, taxable as real estate, except the
8 excess of such loan above the assessed value of
9 the mortgaged real estate.”

1 Sect. 2. Chapter thirteen of the Public
2 Statutes is hereby amended by striking from scc-

-3 tion twenty of said chapter, between the word
4 “purposes” in the twelfth line, and the woi’d

€ommcmvucaltl) of ittassacljusctts.
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5 “ shall ” in the thirteenth line, the words “ or in
G loans secured by mortgages of taxable real
7 estate,” and by striking from section fifty-one of
8 said chapter, between the word “ same ” in the
9 sixth line, and the word “ the ” in the eighth line,

10 the words “except upon deposits invested in
11 loans secured by mortgages of taxable real
12 estate.”

1 Sect. 3. Sections fourteen, fifteen and six-
-2 teen of chapter eleven of the Public Statutes, and
3 chapters seventy-six and one hundred and seventy-
-4 five, of the acts of the year one thousand eight
5 hundred and eighty two, and all other acts or
6 parts of acts inconsistent herewith are hereby
7 repealed.

1 Sect. 4. This act shall take effect upon its
2 passage.






