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O ff ic e  of  t h e  C o m m iss io n e r  of  B a n k s ,
St a t e  H o u s e , B o st o n , December 2, 1942.

To the Honorable Senate and House of Representatives of the Common
wealth of Massachusetts in General Court assembled.

In compliance with the provisions of section 33 of 
chapter 30 of the General Laws (Tercentenary Edition), 
the Commissioner of Banks respectfully presents here
with such parts of the annual report of the Commissioner 
of Banks for the year 1942 as contain recommendations 
or suggestions for legislative action, accompanied by 
drafts of bills embodying the legislation recommended. 
These drafts have been submitted to the Counsel for the 
House of Representatives for advice and assistance as 
to the form thereof.

JOSEPH EARL PRRRY,
Commissioner of Banks.
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RECOMMENDATIONS.

1. B a n k in g  B o a r d .

With some reluctance I have come to the belief that 
this Commonwealth should establish a banking board. 
A study by the American Bankers Association indicates 
that some thirty States have banking boards of one sort 
or another. Such boards have long since passed the ex
perimental stage, and, after rather extensive inquiry, my 
earlier objections have been overcome, and I have been 
amazed at the unanimity of approval such boards have 
won from the banks and from the supervisory authorities 
alike.

Several of the functions frequently, vested in such 
boards are already vested in our board of bank incorpo
ration and in the Commissioner of Banks, and I do not 
recommend disturbing our present system in those re
spects. In fact, I am in substantial accord with some of 
my predecessors, and with the previously expressed atti
tude of this General Court, that such a board should, at 
least at the outset, function primarily in only an advi
sory capacity. However, in the drafts submitted here
with there have been included a few of the powers vested 
in the New York Banking Board which have been thor
oughly tested for several years and have been universally 
accepted as desirable.

We face extraordinarily unsettled times in which trends 
and conditions that might normally require decades for 
development could easily arise and require decisive action 
between legislative sessions. A crisis which could be 
averted by vigorous and timely action might get irrepar
ably out of hand if it were necessary to temporize until 
the Legislature should meet again. The choice might 
well be between banking disaster or autocratic, and per
haps unauthorized, action by the Commissioner of Banks.
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The safety of our financial system, and the orderly proc
esses of government, could be promoted by the creation 
of a competent and informed body authorized to act in 
an emergency, with the sanction of law rather than in 
defiance to it.

Service on such a board, aside from its executive head 
and secretarial force, should be unpaid, and the quality 
of the appointments to it should be maintained on such 
a plane as to give service on the board a dignity not 
unlike that of service in our highest court. It is univer
sally recognized that one of the chief weaknesses of the 
state banking system is the lack of continuity in its 
supervisory agencies. Because of that lack of continuity 
there is a corresponding lack of long range banking states
manship. A banking board, constituted as herein sug
gested, could, if so minded, help to 'provide such states
manship, especially if it engaged in serious and continu
ing research to keep abreast of the kaleidoscopic economic 
and financial influences that affect the banking world. 
Massachusetts has long been a leader in the field of sound 
economic progress. A banking board, properly consti
tuted and properly functioning, could perform a lasting 
service not only to this Commonwealth but to the entire 
nation.

2. F u r t h e r  E x t e n s io n  of th e  T erm  d u r in g  w h ich  
B a n k in g  I n st itu t io n s  an d  I n su r a n c e  C o m pa 
n ies  MAY MAKE LOANS INSURED BY THE FEDERAL
H ousing  A d m in ist r a t o r .

Chapter 162 of the Acts of 1935, which permitted 
banking institutions and insurance companies to make 
loans insured by the Federal Housing Administrator, has 
been extended from time to time, most recently by chap
ter 260 of the Acts of 1941, but will cease to be effective 
on July 1, 1943. I recommend that the act be given a 
further life of two years.

3. V e r if ic a t io n  of D epo sit  an d  Sh a r e  A c co u n ts .

The present laws permit the banks which issue deposi
tors’ or shareholders’ pass books to verify these pass
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books themselves. It must be apparent that an incom
plete or an improperly conducted verification accom
plishes no good and may even conceal errors. The 
demands of the war emergency upon the personnel of 
our banks make it appear especially doubtful that the 
verifications required to be made early in 1943 can be 
properly made. Accordingly, I recommend special tempo
rary legislation to give the supervisory authority greater 
discretion as to the extent and manner in which such 
accounts shall be verified during the present emergency. 
The accompanying draft of a bill will authorize the Com
missioner temporarily to defer verifications or to require 
a second one if the first seems incomplete or unsatis
factory.

4. C o r r e c tiv e  C h a n g e s .

Legislative action is required to remove from existing 
banking statutes a few references rendered incorrect by 
repeals and amendments. The accompanying draft of a 
bill intended to effect these corrections is self-explanatory.

5. C h a n g e s  in  th e  F orm  of B a n k  R e p o r t s .

Existing laws specify as to savings banks approxi
mately thirty matters, and as to trust companies approxi
mately twenty matters, that must be reported upon in 
detail by these banks in their periodic reports to the 
Department. Since these laws became effective, changed 
examining and auditing practices have made useless 
much of the information the banks are thereby required 
to supply, and at the same time changes in banking prac
tices have made it expedient for the supervising authority 
to have other information not specified in the statutes. 
Accordingly, I recommend that chapter 168, section 26, 
and chapter 172, section 26, be amended so that the 
banks need include in their reports only such information 
and details as the Commissioner may require as a proper 
supplement to the examinations made by the Depart
ment. Such a procedure has been in effect with respect 
to co-operative banks for sixty-three years.
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6. L eg isl a t io n  r e l a t iv e  to P ay m e n t s  b y  M o rtg a 
gors u pon  Sa v in g s  B a n k  C o n stru ctio n  L oans  
and  for M o n th ly  P ay m e n ts  u pon  Sa v in g s  B an k  
M o rtgage  L o an s .

The laws governing certain types of loans by savings 
banks upon mortgages of real estate require repayments 
on the loans to be made in quarterly instalments, and 
further require that such payments shall commence not 
later than three months after the date of the note. The 
first provision leaves some doubt as to the authority of 
a savings bank to require or receive payments on such 
mortgage loans more frequently than once in three 
months, and the second provision, in the case of construc
tion loans, frequently operates to require the mortgagor 
to commence repaying the mortgage before the building 
has been completed and before the bank has advanced 
all of the mortgage money. I recommend that section 54 
of chapter 168 of the General Laws be amended so as to 
permit such mortgages to be payable in intervals of less 
than three months, and so that, in the case of construc
tion mortgages, the first instalment may be deferred until 
three months after the completion of the construction, 
but in no event later than six months after the date of the 
note.

7. P ro visio n  fo r  R e pla c e m e n t  of L ost P ass B ooks

an d  C e r t if ic a t e s .

Existing laws providing for the replacement of lost 
savings pass books make no provision for replacing lost 
Morris Plan and other Banking Company investment 
certificates, or for replacing lost pass books issued by one 
bank which later merges with another. I recommend 
that provision be made for such replacements.

8. L e g isl a t io n  r e l a t iv e  to  M in im u m  C h a r g e s  by

B a n k s  u pon  P ass B ook  L o a n s .
Savings banks, and savings departments of trust com

panies, are required, upon proper application, to make
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loans on deposit books, but are restricted in the amount 
of interest or discount that may be charged on such 
loans. In the case of small loans the permitted charge is 
less than the cost of handling the loan, with the result 
that the other depositors are thus obliged to pay the cost 
of a special service rendered to the borrowing depositor. 
In the course of a year these costs may amount to a sub
stantial sum. In the interest of fairness it is recom
mended that the banks be permitted to make a minimum 
charge of fifty cents for each such loan.

9. C a p it a l  R a t io s .

Among the philosophies of banking that are under
going war-time changes is the thinking with reference to 
the proper ratio to be maintained between capital net 
worth and deposit liabilities. An authority whom I 
believe to be trustworthy, although I have not verified 
his figures, says that in this country in 1843 the capital 
of the commercial banks amounted to 200 per cent of 
deposits plus circulation, but that even in those times 
bank failures were quite prevalent. By 1914 that ratio 
had shrunk to one tenth its former size, and the approved 
ratio was 20 per cent of deposits. In the 193Q’s there 
■was almost universal agreement that 10 per cent consti
tuted the magic formula. In 1941 that ratio had been 
achieved, but by last June had already dropped to 934 
per cent. In a general way the commercial banks in this 
State have paralleled the nation-wide conditions as thus 
outlined, but apparently no statutory attention was paid 
to the matter of capital ratios in this State until 1934.

As recently as last month the responsible leaders of 
the three major Federal agencies, namely, the Comp
troller of the Currency, the chairman of the Federal 
Deposit Insurance Corporation, and the Governors of 
the Federal Reserve System, in substance characterized 
the 10 per cent ratio as completely outmoded, stating 
that in their judgment the emphasis should be shifted 
in part to a consideration of the quality of the assets of 
a bank rather than the ratio of its capital to its deposits.
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It may seem presumptuous to differ with such eminent 
and potent authorities, but, although I agree with their 
emphasis on the importance of the quality of assets as a 
chief factor, and on the inability of any fixed formula to 
cover all circumstances, and on the practical difficulty of 
maintaining a normal ratio of capital in the face of war
time increase in deposits, nevertheless, I wish to raise a 
note of caution against too complete an abandonment of 
substantial capital reserves. When and after the insur
ance of deposits and the many mechanisms of Federal 
reserves and controls shall have survived a major depres
sion, as I think they will, thej  ̂ may perhaps be accepted 
as essentially a substitute for capital reserves, but, until 
then, caution seems desirable.

In spite of that preamble, and perhaps in apparent 
contradiction to it, I nevertheless recommend that 
greater flexibility be permitted in the statutory require
ments for the maintenance of capital in our commercial 
banks, for we have to live, and in a sense compete, with 
federally chartered banks. In the uncertain times ahead, 
it may well be that some of our banks will need to be 
strengthened by mergers with other banks. Under the 
rigid requirements of our present statutes that may either 
be altogether impossible or possible only by their first 
converting to national charters and thus availing them
selves of the more flexible requirements of the national 
banking systems. I therefore recommend that, at least 
for the duration of the war and for a reasonable portion 
of the post-war era, the statutes relating to the establish
ment of branches and the merger of state chartered banks 
be restored, so far as concerns capital ratio requirements, 
to their condition just prior to 1934.

10. F l e x ib il it y  in  R ese r v e  R e q u ir e m e n t s  of T ru st  
C o m p a n ie s .

To conform the reserve requirements of trust companies 
more closely to the reserve requirements of the Federal 
reserve authorities, and to permit closer co-operation 
with the Federal authorities with respect to fiscal and



8 HOUSE — No. 6. [Jan.

economic policies, I recommend that General Laws, 
chapter 172, section 75, be amended to make permanent 
the emergency power therein given the Commissioner to 
increase or decrease the reserve balances required to be 
maintained by trust companies.

11. R estr ic tio n  of L ia b il it y  of O n e  B o r r o w e r .
Existing laws affecting trust companies set up limits 

on the liability of one borrower to such a corporation in 
its commercial department, and at the same time, by 
reference to savings bank statutes, set different limits on 
the liability of one borrower to such a corporation for 
loans made by its savings department. I recommend 
that chapter 172 be amended so that no one borrower’s 
liability to both departments of a trust company shall 
exceed the larger of the two separate limitations.

12. N o tice  of  T r a n sf e r s  of Stock  in  T ru st  
C o m p a n ie s .

In the uncertain days ahead it will be increasingly im
portant for the Department to learn promptly of any 
changes in the stock ownership control of trust com
panies. I therefore recommend that owners of stock in 
such companies be required to report any sale or transfer 
whereby more than 10 per cent of the total outstanding 
common stock thereof changes ownership.

13. L iq u id a t io n  of B a n k in g  C o m p a n ie s .
Section 22 of chapter 167 of the General Laws provides 

an orderly manner for conducting the voluntary liquida
tion of a co-operative bank or trust company. I recom
mend that the section be amended to make similar ma
chinery available to companies subject to chapter 172A.

14. Su p e r v isio n  of M assach u setts  H o sp ita l  L if e  
I n su r an ce  C o m p a n y .

An amendment to the special charter of the Massachu
setts Hospital Life Insurance Company adopted in 1881
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provided that “ the commissioners of savings banks shall 
inspect, examine and inquire into the affairs, have access 
to the vaults, books and papers of said corporation; and 
said corporation shall make returns to the Savings Bank 
Commissioners, in such manner as may be prescribed by 
them, once in each year at least, and at other times when 
said commissioners shall, by written notice, direct the 
same to be made, and to the same extent as if this corpo
ration were a savings bank.” The then existing Board 
of Commissioners of Savings Banks has since been re
placed by the Commissioner of Banks. By long estab
lished custom, the Commissioner has continued the ex
aminations formerly made by the Commissioners of Sav
ings Banks, but doubt exists as to his power to criticize, 
supervise or make a charge for the expense of the examina
tion or the overhead expense of the Department incident 
thereto. Under such circumstances an examination serves 
no useful purpose, and I accordingly recommend either 
that section 3 of chapter 82 of the Acts of 1881 be re
pealed, or that it be clarified. The corporation has so 
far changed from its original nature that it would seem 
advisable that such supervision as is desirable be trans
ferred to the Department of Public Utilities, and that 
chapter 82 of the Acts of 1881 be amended accordingly,

15. E x p e n se s  of E x a m in a t io n s .

A careful analysis of the records of the past ten years 
discloses the fact that the cost of examining and super
vising our financial institutions exceeds the amounts 
which the present statutes require them to pay for that 
service. There seems to be no good reason why the scale 
of allowable charges from this source should not be 
revised to adjust the expense burden more equitably 
between the taxpayer and the depositors or others whose 
interests are safeguarded by the work of the Department. 
The accompanying legislation is intended to effect a more 
equitable adjustment between the public and the deposi
tors or shareholders of the banks.
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16. T en u r e  and  C o m pen satio n  of C o m m issio n e r .

For several years the Federal government has been 
active in fields previously regarded as belonging to the 
States. Under pressure of war the dual system of state 
and Federal government has virtually disappeared in 
large segments of our political and economic life. For 
years to come the nation will be balancing the merits 
and demerits of highly centralized controls as against the 
system to which it had been accustomed for two or three 
centuries. The outcome will be so important that in 
arriving at a decision the people ought to be given a 
chance to see each working at its normal best.

One of the main spearheads of centralization has been 
in the field of banking, and the war has already shown 
how the control of banking functions can be used to con
trol the most minute and intimate activities of every 
citizen. It is not too soon to be thinking whether it 
would be wise to have such war-time control made per
manent, for there are indications that there are those 
who would like to bring that to pass. Their arguments 
usually point to the limitations and weaknesses of state 
control over banking. Some of these are inherent and 
must be balanced against certain inherent limitations 
and weaknesses of a centralized banking system. Others 
are remediable.

In the latter class, and the one most frequently used 
as a justification for Federal centralization, is the lack of 
uniformity and continuity in state bank supervision, for 
the States, including our own, have averaged to change 
their supervisors about every three years. In some States 
this means a complete change of personnel, but even in 
cases where only the chief supervisor is changed it means 
a serious disturbance and break in continuity for the 
entire banking system and for the entire supervising de
partment. The direct and indirect cost of such a policy 
is enormous, for every citizen in the State has a stake in 
the soundness and prosperity of the banks. In this 
State no position in the executive branch of the govern-
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ment, excepting only that of the Governor, is more 
important or exacting.

Economic and banking problems do not come in pack
ages neatly wrapped in three-year containers. They are 
continuing evolutions becoming critical at irregular inter
vals and demanding long range statesmanship in their 
handling. This is less available if the office of the Com
missioner of Banks is subject to the vicissitudes of state 
politics, or if every commissioner must spend the first 
two thirds of his term getting acquainted with its prob
lems. The term of the Commissioner should be length
ened, and, so far as possible, removed from politics. The 
present system precludes the possibility of career service 
or of any real degree of banking statesmanship.

The second contributing weakness is the comparatively 
small compensation paid to the Commissioner. Although 
Massachusetts is believed to have the second largest vol
ume of state banking assets in the country, and has the 
third largest banking Department, the Commissioner’s 
salary is far down the list among the States. Massachu
setts cannot, and need not, try to compete with the 
salaries paid by the banks, but neither can it hope to 
retain its commissioners when hundreds of bank and fi
nancial positions pay so much more. Thirty-six years 
ago this Commonwealth paid a board of three part-time 
commissioners a total of $15,000 a year to manage a de
partment of perhaps half a dozen employees and to super
vise three hundred and sixty-seven institutions, having 
about one billion of assets. In 1906 that system was 
abolished and a single commissioner was appointed with 
a salary of $6,000. Today the Department has one hun
dred and forty-four employees, an annual budget of more 
than $400,000, and has to supervise over eleven hundred 
financial institutions with some six and a half billions of 
banking and trust assets — and the Commissioner’s sal
ary is still $6,000. Alone of all the state officials the 
Commissioner is forbidden by statute to engage in any 
other business, and is obliged almost daily to make deci
sions and take actions which could subject him to heavy
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financial liability. In 1926, when the Griffenhagen study 
of the state administration was made, it was recommended 
that the statutory limit for the salary of the Commissioner 
of Banks should be fixed at $9,000. In 1941 the American 
Bankers Association made a nation-wide study and 
recommended a salary scale, which, applied to Massa
chusetts, would amount to $10,000.

I can speak of this matter with a degree of personal 
disinterestedness, for I accepted appointment to the office 
with reluctance because of the serious financial sacrifice 
which it entailed and which I cannot indefinitely sustain. 
It rests with the General Court to decide whether, in the 
face of the gravest economic and banking problems in 
our history, and in the face of aggressive Federal invasion 
of the banking and economic spheres of government, it is 
sound economy or wise statesmanship to leave undone 
such things as can be done to strengthen state banking 
supervision by improving the likelihood of greater con
tinuity of supervision. That is a continuing issue which 
transcends any question as to what particular individuals 
may be momentarily affected.

If certain other legislation herein recommended should 
be enacted, and the bulk of the cost of bank supervision 
should be borne by the banks themselves, either with or 
without their consent, it has been somewhat widely inti
mated that the banks would feel themselves entitled to 
a greater degree of continuity of supervision, and would 
favor these general suggestions for increased tenure and 
compensation for the supervising head.


