
REPORT OF THE COMMITTEE ON BANKS AND
BANKING ON THE BILL REQUIRING SAV-
INGS BANKS, SAVINGS DEPARTMENTS OF
TRUST COMPANIES AND INSTITUTIONS FOR
SAVINGS TO PAY INTEREST ON SAVINGS DE-
POSITS MONTHLY.

Senate, May 25, 1922.

In compliance with the provisions of Article XLVIII of
the amendments of the constitution, the Joint Committee on
Banks and Banking, to which was referred the initiative
petition, accompanied by bill, entitled “An Act requiring
savings banks, savings departments of trust companies and
institutions for savings to pay interest on savings deposits
monthly”, transmitted by the Secretary of the Common-
wealth January 4, 1922, and printed as House Bill No. 260,
having heard the petitioners and all parties in interest, and
having duly considered the measure, herewith submits to the
General Court its recommendations relative thereto, and the
reasons therefor.

The majority of the committee recommends that the bill
ought not to pass, for the following reasons;

SENATE No. 503

Cbe Commontoealtb of e^assacijusetts.

The principal purpose of this legislation as advanced by
the petitioners is that under the prevailing custom among
savings banks and savings departments of trust companies,
dividends on deposits are credited quarterly or semi-annually,
and a depositor who withdraws any part or all of his deposits
between dividend days is obliged to forfeit earnings since the
last previous dividend day on the deposit so withdrawn. If
this was in fact a hardship upon depositors who were obliged
to withdraw deposits or unfair to those who desired to with-
draw deposits between dividend dates, all hardship and un-



SENATE No. 503. [May,?

fairness have been removed by Chapter four hundred sixty-
eight of the Acts of 1922, entitled “An Act requiring savings
banks and savings departments of trust companies to make
loans to depositors.”

Under the provisions of this law of 1922, a depositor desir-
ing to withdraw money from his bank at any time between
dividend dates may borrow from the bank up to ninety per
cent of the amount of his deposit. Dividends will be
credited by the bank on the next dividend date on the full
amount of the deposit for the entire period, and interest will
be charged on the amount borrowed, from the date of the
loan to the next dividend date, at a rate not exceeding one-
half of one per cent more than the last rate of dividend
paid by the bank. The additional one-half of one per cent
is intended to cover any additional expense of the transac-
tion including tax. This law of 1922 makes it mandatory
upon banks to make such loans upon request of a depositor,
and further provides that each bank shall give notice to its
depositors by posting conspicuously in its banking rooms
the provisions of the law.

It should be constantly borne in mind that savings banks
are strictly mutual organizations. There is no capital stock,
all earnings are solely for the benefit of depositors and all
expenses of managing a savings bank must be borne by the
depositors. Furthermore, the investments and methods of
conducting the business of the savings departments of trust
companies are regulated by substantially the same laws
which govern savings banks, and it is evident that the rate
of interest paid on deposits in the savings department of a
trust company must be largely dependent upon the expenses
of conducting that department.

It appeared to the committee that the monthly computa-
tion and payment of interest would necessitate the employ-
ment of a considerable additional number of clerks and
create an added expense which would have the effect of
reducing the amount of dividends which the depositors
would receive from their bank. And this expense would
have to be shared by all of the depositors for the benefit of
the very small minority who wish to withdraw between
dividend dates.
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One of the recognized benefits of our savings institutions
is the promotion of thrift; and the frequent withdrawals
of deposits should not be encouraged. Nor should the use
of savings institutions for temporary deposits be encouraged,
as this would have a tendency to oblige savings institutions
to keep their funds in more liquid form, thus leaving less
funds available for mortgage loans and entirely changing the
character of the business of savings institutions.

The law proposed by the petitioners is open to the fore-
ping criticisms, and in addition it would still impose the

possibility of the loss of twenty-nine days’ interest where a
depositor because of misfortune or force of circumstances
might be obliged to withdraw between dividend dates.
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The undersigned members of the Committee on Banks and
Banking dissent from the adverse report of House Bill No.
260 by that Committee, and assign as reasons for such
dissent, as provided in Part 111, Section 1, of Article III
of the Amendments to the Constitution of Massachusetts,
the following:

1. Savings banks and other institutions for savings, in
their relation to depositors, serve as a safe depository for
accumulated savings and as a means for earning interest on
savings. It is as essential to protect the individual depositor
as it is to protect the banks, and neither should be per-
mitted unjust enrichment at the expense of the other.

Our laws protect the banks by limiting the amount of
interest that may be paid to a depositor, but do not protect
the depositor from loss of his interest under the present
statutes which govern interest payments. I nder the present
laws some banks pay interest once in three months, while
others pay once in six months, and depositors making with-
drawals between interest days lose the interest their money
has earned. Similarly, deposits made between interest dates
are not credited with the interest they have earned during
that period.

The net result of such a -situation is that the banks are
unjustly enriched at the expense of the depositor who is un-
fortunate enough to place money on deposit between in-
terest dates, or who from necessity is compelled to withdraw
his savings during that period.

Savings banks were founded primarily for the purpose of
encouraging thrift among the laboring people. To penalize
a depositor who in an emergency needs his money, by depriv-
ing him of the interest his money has actually earned, tends
to discourage rather than promote thrift, and is therefore
fundamentally the very opposite from the primary purpose
of such institutions.

MINORITY REPORT



SENATE No. 503. 5

House Bill No. 26(1, proposes to minimize such losses to
depositors. By providing for monthly payment of interest,
it will promote thrift. It will attract new depositors. It
will encourage savers to make more frequent deposits. As
the law exists to-day there is no incentive for frequent
deposits, with the result that money is held hack until the
coming of an interest day and manv times becomes directed
into other channels than savings banks in the meantime.

Sa\ ings institutions are intended for mutual benefit and
profit, but the payment of interest to the depositor who
permits his money to remain throughout the interest period,
whether it be three months or six months, and the withhold-
ing of interest from the less fortunate depositor who is forced
to withdraw his money by force of circumstance, is not a
mutual policy. Rather, it is a discrimination against the
more unfortunate members of society, and legislation per
mitting such a situation is class legislation

Payment of monthly interest has never been the cause of
the wrecking or closing of any bank, and the only argument
raised against it is an increase in the administration expense

House Bill No. 260 eliminates, so far as is possible, discrim
ination against any class of depositors. It places all banks
doing a savings bank business, and all depositors, on the
same footing. A depositor in one bank will receive his
interest as often as a depositor in another bank. It brings
an equality under the law which should be the true spirit of
our law r s, and which is lacking in this particular under the
present statutes

2. The bill under consideration accompanies an initiative
petition signed by twenty thousand qualified voters of the
Commonwealth, and must be voted upon, by a calling of the
yeas and nays on the question of enactment, before the first
Wednesday in June, under the provisions of the initiative
and referenelum amenelment to the Constitution.

The same amendment also provides that the General
Court may, by resolution passed by yea and nay vote in the
two houses separately, submit to the people a substitute for
any measure introduced by initiative petition, such substitute
to be designated on the ballot as the legislative substitute
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for such an initiative measure, and to be gn
an alternative therefor.

These facts are here noted in order to clei
iituation with respect to the bill under consi

'260, and Senate No. 454, entitled “An Act Requiring Savings
Banks and Savings Departments of Trust Companies to
Make Loans to Depositors.”

The Committee on Banks and Banking reported Senate
No. 454 before making its report on the initiative bill, and
it was the understanding of the undersigned that the measure
was not to be a substitute for the initiative bill. For this
reason the undersigned were not recorded as dissenters to
Senate 454. Since that time Senate 454 has been amended
by the substitution of a new draft, Senate 471, and it is now
understood that the new draft is to be offered as a substitute
for the initiative measure, House 260.

Therefore, the undersigned desire to state that Senate 471
fails to accomplish the purpose of House 260. It authorizes
savings banks and savings departments of trust companies
to make loans on deposit books, up to ninety per cent of the
amount on deposit, at the request of the depositor, until
the next interest date, but permits a charge of one-half of
one per cent upon the loan. In other words, it compels the
depositor to pay a premium for the privilege of borrowing

It makes no provision what-
to withdraw his deposit and

a portion of his own money
ever for the man who wishe;
under the measure the depo
be no better oil than he is to-

;itor in such an instance would
lay.

bank association should haveIn conclusion, the saving:
met with the committee on Banks and Banking with the
intention of drawing up a mutual bill that would benefit
and serve both bank and depositor to a higher degree in regard
to dividends. This would eliminate further propaganda and
at the same time protect the banks from further admin-
istration expense, such small expense being the only argu-
ment against the bill.

OWEN E. BRENNEN.
WILLIAM H. HANNAGAN


