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REPORT OF THE 
SPECIAL COMMISSION 

RELATIVE TO THE 
AUTHORIZATION OF SAVINGS BANKS 

TO ACCEPT DEMAND DEPOSITS.

December 1972

To the Honorable Senate and House of Representatives:
The Special Commission Relative to the Authorization of Savings Banks to 
Accept Demand Deposits herewith submits its first report.

PREAMBLE
The necessity for such investigation and study was promoted by House Bill 

No. 1896 of 1971 which sought to allow Savings Banks to Accept Demand 
Deposits (checking accounts). At this time it was felt that this legislation if 
enacted could have such an impact upon the banking industry and therefore 
the economy as a whole that study in depth was both merited and prudent. 
It is fortutious that a Commission such as this was formed at this time. Banking 
has historically been an industry in which change has been relatively slow, but 
we have recently seen and it appears will continue to see rapid change in this 
industry which is one of the cornerstones of our economy.
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REPORT
Subsequent to the formation but before this Commission could really begin 

to function, the Supreme Judicial Court of the Commonwealth by its ruling in 
Consumers Savings Bank vs. Commissioner of Banks (See exhibit 11 allowed 
a dramatic innovation in banking in the Commonwealth. This action was a 
bill for declaratory relief seeking a declaration whether . . .  a savings bank 
subject to G. L. c 168, has authority to arrange for the transfer of funds from 
savings accounts by withdrawal orders in negotiable form without requiring 
the depositor or his representative to appear at the bank’s offices . The 
Supreme Judicial Court held that Chapter 168 Sec. 26 “leaves the establishment 
of methods of withdrawal to the individual banks; and that Chapter 168 Sec. 1 
as amended by Acts of 1962 Chapter 169 Sec. 1 defines deposit book as “the 
book or other instrument issued to the depositor as evidence of his deposit 
(emphasis supplied) and therefore Sections 22A and 22B do not require the 
passbook to be presented at withdrawal as negotiable withdrawal order 
qualified as an “other instrument” evidencing deposit. The procedure to he 
used is explained as follows:

This ruling allows the use of forms of withdrawal orders “possessing the 
attributes of negotiability required by the Uniform Commercial Code G. L. 
Chapter 106 Section 3-104 (1) as appearing in Acts of 1958 Chapter 542 Sec. 
5. These w ithdra^l orders are an unconditional order to the bank signed by the 
drawer and depositor to pay a specified sum, and it is payable to order and on 
demand. The negotiable withdrawal orders would be drawn on a no passbook 
account and would be payable through a commercial bank or the Federal Re
serve Bank. The orders are to be presented to the bank for payment in a daily 
clearing, and payment would occur at its offices. The bank would make returns 
on stop payment orders, overdraws, and so forth, and would handle signature 
verifications”. This decision has had the effect of allowing Savings Banks, if 
their by-laws so direct, to establish so called “NOW” accounts which are very 
similar to checking accounts. There is however at least one major difference 
in that banks offering the so-called “NOW” accounts are presently allowed to 
pay interest on the balances on account. This is not allowed on balances on 
deposit in checking accounts in commercial banks. The Commission has 
received testimony that it is still too early to determine what the impact will 
be of these accounts on the banking industry but some feel the dislocation is 
apt to be significant.

The decision leaves control of notice requirements and allowable interest 
rates in the hands of the Commissioner of Banks but as yet the Commissioner 
has taken no action in these regards. It has been noted the Commissioner ha 
the power to limit interest on Negotiable Order of Withdrawal Accounts to “0”
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The Commission has necessarily been required to spend a great deal of time in 
looking into these NOW accounts, which was not anticipated at the formation 
of the Commission.

The Commission has begun to study the report of the Presidents Commission 
on Financial Structure and Regulation (popularly and hereinafter called the 
Hunt Commission Report). This report made public in December of 1971 made 
92 specific recommendations for changes leading to complete freedom of 
financial markets and the granting of new powers to all institutions to equip 
them to compete in their present markets with present restrictions removed. 
See Exhibit 2.

The Commision notes, without comment at this time, recommendation A7 
“the prohibition against the payment of interest on demand deposits he re
tained; and B3 “under specified conditions, savings and loan associations and 
mutual savings banks be permitted to provide third party payment services, 
including checking accounts and credit cards, to individuals and non-business 
entities only” of the Hunt Commission Report.

It should be noted that testimony was received that Mutual Savings Ranks 
are largely a New England Institution and nationwide their function is served 
by savings and loan associations. As Federal Savings and Loan Associations 
have generally not moved into the field of demand deposits, this issue is not 
yet national and therefore cannot be dealt with on a national basis.

Frank E. Morris, President of the Federal Reserve Bank of Boston testified 
“I would suggest that you not be optimistic that Washington is going to take 
this problem out of your hands”.

The Commission only recently has secured the services of a full time Re
search Director and has been offered the services of Research Directors of 
several associations interested in or associated with the banking industry 
and is presently enthusiastic at the prospects for meaningful research in the 
near future.

*
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INTENTIONS
It is the intention of the Commission to continue our investigation and re

search into the subject matter of the Resolve establishing the Commission, 
utilizing the services of volunteer experts wherever possible and through the 
Commission’s Research Director coordinate the large amounts of material an
ticipated to be received. It is our further intention to continue hearings at which 
leaders of the financial community will be invited to express their views. It 
is further our intention to review legislation which it is anticipated will be filed 
in the Federal Congress based upon the Hunt Commission Report which will 
certainly have a major effect on the deliberations of the Commission.

It is the collective opinion of this Commission that these are revolutionary 
times in the financial community in general and the banking industry in par
ticular and the most detailed investigation and study is required before this 
Commission can properly make any recommendations or propose any legis
lation on the matters under consideration.

SUMMARY
1. ) Shortly after its organization and first meeting the Ruling of the Supreme

Judical Court of the Commonwealth allowed the innovation of the so- 
called NOW accounts which has required study and investigation un
anticipated at the formation of the Commission.

2. ) Testimony to date indicates that the so-called NOW accounts do not solve
the problem of this Commission but rather require even more delibera
tion and study.

3. ) Testimony to date indicates that while legislation at the Federal level
may be forthcoming it is unlikely to resolve the problems facing this 
Commission

4. ) The Commissioner has recently acquired the services of a full-time Re
search Director who will coordinate the volunteer efforts of research 
people interested in or associated with the banking industry.

5. ) It is anticipated that legislation will be filed in the forthcoming Federal
Congress based on the Hunt Commission Report which may affect the 
deliberations of the Commission hut it is not anticipated such legislation 
will resolve the problems peculiar to this Commonwealth.
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Advance copy 1971 Acts and Resolves
JOHN F. X. DAVOREN, Secretary of the Commonwealth

Chapter. 72. R e so l v e  pr o v id in g  fo r  an  in v e s t ig a t io n  a n d  s t u d y  b y  a 
SPECIAL COMMISSION RELATIVE TO THE AUTHORIZATION OF 
SAVINGS BANKS TO ACCEPT DEMAND DEPOSITS.

Resolved, That a special commission, to consist of six members of the senate, 
fifteen members of the house of representatives and six persons to he appointed 
by the governor, is hereby established for the purpose of making an investiga
tion and study of the subject matter of current house document numbered 1986, 
authorizing savings banks to accept demand deposits. Said commission shall, 
in the course of its investigation and study, consider the effect on the avail
ability of funds for home financing, the economic effect on the banking industry 
and the citizens of the commonwealth, the effects on taxation and on reserve 
requirements, what the forthcoming report of the Presidential Commission on 
Financial Structure and Regulation may contain on the subject of thrift insti
tution checking accounts, the experience of other states where savings banks 
offer checking accounts and such other related matters as the commission may 
deem relevant.

Said commission may travel without the commonwealth. Said commission 
shall report, from time to time, to the general court the results of its investiga
tion and study, and its recommendations, if any, together with drafts of legisl
ation necessary to carry its recommendations into effect, by filing the same 
with the clerk of the house of representatives on or before May first, nineteen 
hundred and seventy-two.

4
Approved October 21, 1972
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Advance copy 1972 Acts and Resolves
JOHN F. X. DAVOREN, Secretary of the Commonwealth

RESOLVES

Chap. 1. R e so l v e  r e v iv in g  a n d  c o n t in u in g  c e r t a in  sp e c ia l  co m 
m is s io n s .

Resolved, That the special commission established under the provisions of 
chapters sixty-five and eighty-eight of the resolves of nineteen hundred and 
sixty-five, one hundred and sixty-two and one hundred and sixty-four of the 
resolves of nineteen hundred and sixty-seven, ninety-seven of the resolves of 
nineteen hundred and sixty-eight, fifty-seven, seventy-seven and ninety-seven 
of the resolves of nineteen hundred sixty-nine, nineteen, fifty-seven, sixty-three 
and seventy-one of the resolves of nineteen hundred and seventy, twelve, 
eighteen, twenty-three, twenty-seven, thirty-one, thirty-six, forty-one, forty- 
four, fifty nine, sixty-one, sixty three, sixty-four, sixty nine, seventy-three 
and seventy-eight of the resolves of nineteen hundred and seventy-one are 
hereby revived and continued.

Chapters seventy-nine of the resolves of nineteen hundred and sixty-nine, 
seventy-two and seventy-nine of the resolves of nineteen hundred and seventy- 
one are hereby further continued until the forth Wednesday of December in 
the current year.

Approved February 17, 1972
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Members of the Special Commission Relative to the Authorization of Savings 
Banks to Accept Demand Deposits.

SENATORS:
Irving Fishman 
Edward L. Burke 
James P. Rurak 
George G. Mendonca 
Fred I. Lamson 
James DeNormandie

REPRESENTATIVES:
William A. Connell, Jr. 
Paul C. Menton 
William A. Carey 
Antone S. Aguiar, Jr.
Paul F. Malloy 
Arthur J. Lewis, Jr.
Norton C. O’Brien 
Joseph J. Semensi 
Kevin C. Sullivan 
Albert L. Nash 
Royal L. Bolling, Sr. 
Donald T. Bliss 
Vernon R. Farnsworth, Jr. 
James A. Adams 
Robert C. Reynolds
Mr. John S. Howe 
Mr. Paul Lazzaro 
Mr. William G. Fish 
Mr. Edward Duffy 
Mr. John J. Nyhan 
Mr. Wayne Alderman
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To the Honorable Senate and House of Representatives:
We the undersigned, hereby submit an interim report on the results of its 
investigation and study (authorized under the provisions of a Resolve adopted 
by the Senate and House, see Chapter 72 Resolves of 1971) Relative to the 
Authorization of Savings Banks to Accept Demand Deposits.

Respectfully submitted,
Senator Irving Fishman 
Rep. William A. Connell, Jr. 
Senator Fred Lamson 
Senator Edward L. Burke 
Rep. Vernon R. Farnsworth, Jr. 
Rep. Ken Sullivan 
Rep. Arthur Lewis, Jr.
John J. Nyhan
Rep. Robert Reynolds
Rep. Antone S. Aguiar, Jr.
Rep. Norton O’Brien 
Rep. William A. Carey 
Rep. Joseph J. Semensi 
William G. Fish 
Edward J. Duffy, Jr.
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ADDRESS OF

THE HONORABLE FREYDA P. KOPLOW 

COMMISSIONER OF BANKS 

TO THE

SAVINGS BANKS ASSOCIATION OF MASSACHUSETTS 

55th ANNUAL CONVENTION 

AT WENTWORTH-BY-THE-SEA 

ON SATURADAY, SEPTEMBER 23. 1972

WHERE TO FROM HERE?

*
(Not To Be Released Before September 23, 1972)
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WHERE TO FROM HERE?
We have convened here today at a particularly significant time in the long 

and honorable history of the savings bank industry in Massachusetts, oince ^
our first-savings bank was chartered in 1816, we have constantly sought to 
preserve the ideals which motivated the early corporators and officers of these 
banks. The purposes of savings banks, as they have been historically understood 
were expressed by the supreme judicial court of the commonwealth on various 
occasions. Thus, in the case of Commonwealth v. Reading Savings Bank, 
decided in 1882, the court stated that a savings bank. “. . . has few character
istics of a commercial bank of discount and deposit, a large part of whose 
business consists in dealing in exchange and negotiable paper for the benefit of 
its stockholders . . . ” a few years earlier, in its opinion in Bradlee v. W arren 
Five Cents Savings Bank, the court said the following:

“The chief business of a savings bank is to receive deposits, invest 
them in certain classes of securities, specified in the statutes of the 
commonwealth, and to pay depositors the amount due them, either 
in whole or in part, as they from time to time demand. It has no 
authority to do a general banking business, not even engage in the 
business of discounting commercial paper.”

I cite this language to emphasize the common understanding which has arisen 
over the years regarding the nature and purpose of savings banks, and their 
place in relation to other types of financial institutions.

Within the past few years we have seen several developments which, at least 
to some, seem to involve dramatic departures from time-honored traditions 
of savings in the commonwealth.

In 1970, there was added to chapter 168 of the General Laws a new section 
51A, which has come to be known as the “leeway” statute. Section 51A was 
enacted amid much speculation about its potential beneficial impact on the 
low-and-middle income housing situation in Massachusetts. A few of our 
savings banks have in fact used section 51A as a vehicle for assisting in the 
alleviation of scarcity of housing facilities in their communities, and I applaud 
them for their efforts. However, many of the investments which have been made 
under the section involves a willingness to take risks far greater than have 
heretofore been allowable under our widely regarded, carefully structured 
statutory and administrative method of specifying the class of investments in 
which savings hanks may invest thoir depositors’ money. The scope of “lee- § 
way” investments which have been made is broad enough to include many 
which would seem to be more consistent with the nature of a commercial bank, 
in which stockholders, in the hope of profit, knowingly expose their capita! to 
the risks of loss inherent in a commercial venture, than with the nature of a
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mutual institution whose trustees are charged by law with high duty of care 
relative to the use of funds of depositors.

The authority granted by section 51A is so broad, in fact, that trust com
panies in Massachusetts, feeling that it gave savings banks more latitude in 
investing than the trust companies themselves possessed, in 1972 sought and 
obtained “leeway” legislation containing language substantially identical to 
that of the savings bank “leeway” statute.

In 1971, a bill was filed which would have permitted savings banks to accept 
demand deposits, and to cause transfers of funds from such accounts to be 
made by freely negotiable checks, as is done customarily by commercial banks. 
The general court, sensing the disruption of the competitive balance which 
such legislation might cause, refused to pass affirmatively or negatively on 
the question, and instead created a special commission to study the matter in 
detail, and to hear arguments by proponents and opponents under relatively 
unhurried and deliberative conditions.

While this special commission was sitting, the supreme judicial court of 
Massachusetts handed down a decision with which I am sure we are all famil
ial, at least to some degree. Briefly stated, the court’s decision in the case of 
Consumers Savings Bank v. Commissioner o f Banks stated that the use 
of negotiable withdrawal orders is simply another method of making with
drawals from ordinary accounts. Therefore the decision cannot he interpreted 
to permit the establishment of true commercial bank type demand deposit 
accounts.

Heretofore, it has generally been assumed that, in order to make a with
drawal, a depositor would have to present his passbook to the bank personally 
or by mail. The bank would then give the depositor cash or a bank check, and 
an appropriate notation would be made in the passbook.

Under the terms of the decision, a savings bank could use periodic state
ments, instead of traditional passbooks, in connection with these accounts, as 
is done in the case of checkings accounts with commercial banks.

I believe that this occasion affords me a valuable opportunity to express 
some views as to the extent of the authority outlined in the Consumers Sav
ings Bank  case. (First of all, it is important to recognize that there are some 
differences between what I like to call “checkable” savings account and true 
commercial bank checking accounts. Proponents of “checkable” savings 
accounts have strongly resisted categorizing the instruments in question as 
checks . They have instead repeatedly referred to them as “Negotiable With

drawal Orders , or, more recently, since the acronymic possibilities were vis
ualized “Negotiable Orders of Withdrawal” ; hence, N.O.W. Accounts. How
ever, the forms of instrument which are in use at the present time appear to be 
checks as defined in the uniform commercial code.)
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Some confusion has arisen over whether the court has authorized sayings 
banks to accept “Demand Deposits”. Such deposits are those as to which a 
depositor, by the terms of his agreement with his bank, has an unconditional 
right to make withdrawals at any time. The source of this confusion is the fact 
that commercial bank checking accounts are maintained in the form of de
mand accounts, so that the bank is obligated to its depositor to honor all 
checks drawn by him against adequate balances, upon presentation of such 
checks. Thus, although checking accounts are usually maintained in demand 
deposit form, the characterization of an account as a “Demand Account 
depends not upon whether checks may be drawn against it, but upon whether 
the unconditional right to withdraw exists.

Massachusetts Savings Banks may not offer Demand Accounts. The only 
types of accounts against which checks would be drawn are those as to which 
there is no Contractual Notice of Withdrawal or maturity date. Thus, no 
one has suggested that checks could be drawn against 90-Day Notice Ac
counts, Systematic Savings Accounts, Term Deposit Accounts, or Club Ac
counts. However, even in the case of ordinary savings accounts as to which 
no Contractual time period is applicable, section 26 of chapter 168 of the 
General Laws provides that a savings bank may at any time require a deposi
tor who wishes to make a withdrawal to give notice, for a time not in excess 
of 90 days, of his intention to withdraw. With the approval of the Commis
sioner of Banks, a six month notice requirement may be imposed. This power 
to require notice differentiates a “Checkable” Savings Account from a Demand 
Deposit Account.

Under present state law and regulations, Massachusetts Savings Banks which 
are not subject to Federal Rate Control Regulations may pay interest on 
“checkable accounts”. Under the reasoning of the court’s decision, it is likely 
that trust companies, whose savings accounts are subject to the banks power to 
require notice of withdrawal as described above, could as a matter of state 
law, permit checks to be drawn against such accounts. However, federal rate 
control regulations, which apply to all trust companies accepting savings 
deposits, and to all national banks, forbid the practice of allowing withdrawals 
from such accounts to be made by checks given to third parties. Thus, the 
court’s decision not only empowers savings banks to compete with commercial 
banks for the checking account business in a way which was not heretofore 
thought possible, but also gives to savings banks a significant advantage in the 
competition for savings account deposits.

Because of the depositor’s unconditional right to withdraw, trust companies 
and national banks must maintain liquidity reserves against checking account 
deposits. Section 27 of chapter 172 of the General Laws requires every trust
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company to maintain such a reserve in an amount equal to 15% or 20% of 
the bank’s demand and time deposits withdrawable within 30 days, the higher 
percentage applying only to Boston banks. This reserve must be made up of 
cash and certain securities readily convertible into cash, to ensure that the 
bank will be able to honor checks as they are presented for payment. Similar 
reserve requirements pertain to national banks. However, no such liquidity 
reserve requirement is imposed upon savings banks. As a esult, the safeguard 
for the public which is required by law in commercial banks may be absent in 
the case of savings banks offering “checkable” accounts.

Savings banks have historically been regarded by legislatures and regulatory 
agencies as entities significantly different from commercial banks, largely be
cause of the assumption that savings banks could not offer checking accounts. 
This fact is reflected in federal and state regulations governing the rates of 
interest which may be paid by the two types of institutions. Thus, Federal 
Regulations governing all federally-insured commercial banks and savings 
hanks outside of Massachusetts provided as follows: on ordinary savings ac
counts, commercial banks may pay 4%%, and savings bank may pay’5%. 
The advantage to savings banks is one-half of one percent. On 90-day-notice 
accounts commercial banks may pay 5%, and savings banks may pay 5 ^ % ,  
giving savings banks an advantage of one-quarter of one percent. In Massachu
setts, the advantage held by savings banks over commercial banks is even 
greater. Thus, savings banks may pay 5%% on ordinary savings, giving them 
an advantage of three-quarters of one percent. On 90-day-Notice Accounts, the 
rates are 5% and 5l/2%, permitting savings banks an advantage of one-half of one percent.

The advantage given to savings banks is intended to compensate for the fact 
that such banks, which were generally understood not to be able to offer check
ing accounts, would be at a competitive disadvantage if commercial banks 
could offer “one-stop” banking convenience (savings and checking accounts 
in the same bank) while offering interest on savings deposits at the same rate paid by savings banks.

The higher savings bank rates in Massachusetts reflect the fact that, because 
most of our savings banks are insured only under the state insurance system, 
the\ ate not subject to federal rate control, but to regulations promulgated by 
the Commissioner of Banks at a time when many Massachusetts savings banks 
had begun to pay rates in excess of those permitted under federal regulations. 
The federal regulations specifically allow federally insured savings banks in the 
state to pay tho high rates which other savings hanks in the state may pay.

Because of the existence of differences between “checkable” savings accounts 
and true demand deposit accounts, the special commission established to study
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the demand deposit question is still conducting its deliberations. Thus, it is 
possible that legislation will be enacted to permit savings banks to make further 
encroachments into areas traditionally reserved to commercial banks, without 
any corresponding adjustment in the powers or duties of the commercial 
institutions.

A further significant development is the enactment of Chapter 381 of the 
Acts of 1972, which authorizes savings banks to issue credit cards. This, in 
effect, is a broadening of savings bank “Transfer-of-Funds” powers on the loan 
side of the ledger, much as the developments discussed above broaden such 
powers on the deposit side. While there remains some uncertainty as to the 
precise scope of the authority granted by Chapter 381, it certainly is at least 
a step in the direction of conferring upon savings banks the power to enter into 
revolving credit arrangements involving third-party payments much as has 
been traditionally done by commercial banks.

The entry of savings banks into the checking account business is potentially 
disastrous for commercial banks in the commonwealth. There is a delicate 
balance of power between commercial banks and thrift institutions. Different 
statutory and regulatory provisions over the years, at both the state and federal 
level, have been designed to maintain this equilibrium, in the interest of the 
banks, and, ultimately, of the public. Every expansion of the powers of one 
segment of the banking industry must have an adverse effect on other types 
of institutions unless some accommodation is made to extend their powers as 
well. Thus, the recent report of the President’s Commission on Financial Struc
ture and Regulation, commonly known as the “Hunt Report”, states, in its 
introduction, that the commission’s recommendations — quote —
“Are interrelated and, the commission urges that they be considered as a 
package, even though some of the proposed changes, if enacted separately, 
would improve the financial system. The commission believes that piece-meal 
adoption of the recommendations raises the danger of creating new and greater 
imbalances.”

The language which I have quoted indicates recognition of the fact that how
ever desirable specific expansion of power for particular segments of the finan
cial industry may appear to be, they might best be accomplished through the 
implementation of a systematic, broad scale revision of the statutory and regu
latory framework governing the financial community, in order to prevent the 
sort of disruption of the competitive equilibrium in which the general public 
would be the ultimate loser.

Now that savings banks are offering “checkable” accounts, a serious com
petitive disruption could occur because depositors who presently maintain 
checking accounts in commercial banks and savings accounts in savings banks 
would be strongly tempted to move their checking accounts into savings banks
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in order to obtain “one-stop” convenience. Similarly, persons presently having 
both demand and savings accounts in commercial banks, because of the con
venience factor, might well find it advisable to switch both accounts into savings 
banks. The impact of the widespread occurrence of such practices would be hard 
to exaggerate. This type of disruptive effect would have been possible under the 
1971 bill to permit demand deposits. The potential for disruption is of course 
far greater under the present circumstances, where checks are being drawn 
against savings accounts paying interest at the rate of 51/4% per annum, which 
is more than commercial banks themselves may pay on ordinary savings ac
counts which may not be used for checking purposes.

The likelihood of serious effects on the competitive balance is far greater in 
Massachusetts than elsewhere. Massachusetts was the second state to begin to 
charter savings banks. The savings hank industry here presently has assets well 
in excess of fifteen billion dollars, which exceeds the aggregate assets of trust 
companies and national banks excluding, of course, trust department assets. 
Massachusetts is, very possibly, the only state in which savings bank assets 
exceed those of commercial banks.

In the Massachusetts commercial banks located in suburban and rural areas, 
and in the smaller cities, it is not uncommon to find that the total of individual, 
partnership, and corporate checking accounts is equal to one-half of a bank’s 
assets. These deposits are jeopardized by savings banks entering the checking 
account business.

While the matter is not altogether clear, it is possible that the reasoning of 
the court would apply to withdrawals from co-operative banks and credit unions. 
The entry of these segments of industry into the checking field would be a 
further blow to commercial banking in the commonwealth.

The subject of checking accounts for thrift institutions has been a source of 
concern in other states, and at the federal level as well. A few states, notably 
New Jersey and Maryland, allow savings bank to offer checking accounts. The 
savings bank industry in those states, however, is not at all comparable in 
absolute or relative size to the Massachusetts industry. Many states have 
legislation specifically forbidding thrift institutions to offer checking accounts. 
Similar legislation applies to federal savings and loan associations.

All of the new developments which I have discussed give rise to the possibility 
that it is time for governmental agencies to reconsider their view of the place 
of savings banks in relation to other types of financial institutions. Several 
possibilities for action at the state level come to mind. Because of the fact that 
checks drawn on savings hanks are subject to the bank’s right to impose a 
requirement of notice of withdrawal to which I have referred, there is a likeli
hood that a payee of a check might be unfairly harmed by the imposition of
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such a requirement, if he took the check without notice of the bank’s right to 
impose the notice requirement. Likewise, a maker of such a check, drawn in 
conventional form, might be quite surprised to find that his check had 
“bounced” because of the bank’s exercise of this right. I believe that serious 
consideration ought to be given to requiring conspicuous disclosure of this 
right to holders of checkable accounts and to payees of such checks. Disclosure 
to payees, it would seem, could be ensured only by requiring some sort of 
legend to appear on the face of each check, making reference to the bank’s 
statutory rights. The possible impact of such a requirement on the general 
acceptability by the public is obvious. Not so apparent, but nonetheless real, 
is the possibility that the use of such a legend might in some way affect 
the present federal reserve practice of treating these instruments as “cash items” 
for collection process purposes.

Historically savings hanks have been seen as complementing the services 
offered by commercial banks, rather than as acting in direct competition with 
such banks. Because of this view, it has been common practice for many years 
to allow savings hanks to open branch offices in the immediate vicinity of 
commercial banks, and vice-versa, on the theory that no real harm to tne older 
office would ensue, and that the public would be better served by having the 
different types of services offered by the two banks available in close proximity. 
This policy will definitely have to be re-evaluated in the light of recent 
developments.

The Commissioner of Banks has the statutory power to take measures to 
mitigate the effect of savings banks’ entry into the checking account picture. 
Section 18B of Chapter 167 of the General Laws confers the power to restrict 
or prohibit payment of interest on “checkable” accounts. However, this would 
still leave banks with competitive advantage of being able to offer “one- 
stop” convenience and at the same time maintain a rate advantage on con
ventional savings accounts greater than that prevailing anywhere else in the 
United States. While it is possible that our statutory rate control authority is 
broad enough to eliminate this problem by restricting interest on conventional 
accounts in those savings banks which also offer “checkable” accounts, the 
problem is sufficiently acute to have aroused considerable interest by Federal 
Regulatory Agencies.

Whatever action may be taken under Massachusetts Law and Regulations, 
it is well to bear in mind that federal intervention appears likely if the new 
powers of savings banks which I have discussed are seen as a serious threat to 
the competitive equilibrium. The banking scene in Massachusetts has for some 
time been a recurring subject of interest to Congress and to Federal Regulatory 
Agencies. This is because of the peculiar situation in the Commonwealth re
sulting from the fact that most of our thrift institutions, having state insurance
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available, are not federally insured, and, hence, are not subject to federal 
regulations.

This concern was very evident when, in 1969, there was much discussion 
in congress of the possibility of extending federal rate control to non-federally 
insured Massachusetts thrift institutions to bring them into line with the rest 
of the nation. As you will recall, this would have caused considerable embarrass
ment to those Massachusetts savings banks which had begun to pay rates in 
excess of the federal ceilings despite clear knowledge of the possibility of 
federal rate control. At this point, the savings bank industry sought the sup
port of the banking department in an effort to resist the imposition of full 
federal rate control. After much deliberation and some rather heated arguments 
from those who felt that the savings banks were being permitted to retain an 
unfair advantage, Congress was prevailed upon to restrict the imposition of 
federal authority so as to permit the commissioner of banks to establish rate 
ceilings which are higher than the federal limits, and which saved millions of 
dollars of dividends for Massachusetts depositors, while also rescuing many 
banks from the awkward predicament of having to “roll back” their dividend 
rates to which they had previously ascended in a rather thoughtless manner. 
It is possible that the existing federal legislation might be read by the federal 
agencies as authorizing their intervention at the present time to mitigate the 
new developments in the Massachusetts competitive picture. It is even more 
likely that new federal legislation will be sought by commercial banks and 
out-of-state thrift institutions to accomplish this goal. We have assiduously 
protected our independence from federal intervention, and it appears that this 
independence is endangered by the exercise by savings banks of their new 
powers, specifically the power to offer “checkable” savings accounts.

An alternative to the extension of federal regulations to our non-federally- 
insured savings banks would be the relaxation of existing federal controls on 
commercial banks within the commonwealth, in order to permit to meet the 
competition. This could cause severe injury to the smaller savings banks which 
do not intend to offer checking privileges, as such banks would then be con
fronted competitively by commercial banks paying high rates on savings, and 
offering checking accounts as well.

I would like to conclude on an optimistic note, but I cannot escape the con
clusion that most of the major victories which have been sought by the savings 
bank industry over the past few' years have already been won. I can only hope 
that this will not have been at the cost of a complete revision of the concept of 
savings banks which has pertained for so long, and which has won them the 
high degree or esteem which they hold among the people of the commonwealth.
1 also hope that reactions by other hanks and by federal authorities will not 
further invade the relationship between state authorities and these state-
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chartered institutions. However. I must observe that our situation in Massa 
chusetts is a unique one, because of the unusual proportionate size of the savings 
bank industry, and the relatively minor involvement with federal deposit in
surance. The type of thinking which has been common among viewers of the 
financial scene for years, and which is fully evident throughout the text of the 
“Hunt Report”, to the effect that banks offering similar services should be sub
ject to similar regulations, and that the powers of one segment of industry should 
not be changed in a vacuum, but only after consideration of the impact of 
these changes on other kinds of institutions, gives one grave doubts about the 
ability of Massachusetts savings banks to persist in the freewheeling course 
which has been evident over the past few years. While my interest as Com
missioner of Ranks is basically to protect the interest of Massachusetts deposi
tors and of the public generally, by ensuring the existence of a thriving banking 
industry in the Commonwealth offering many kinds of services needed and 
desired by our citizens, I cannot perform this function by allowing one part 
of the banking industry to profit inordinately at the expense of another, nor 
can I ignore the larger public interest of the United States as a whole, as 
evidenced by federal statutes and regulations designed in recognition of the
fact that we are one nation, and that an industry of the magnitude of the
savings bank industry of Massachusetts does not exist in a world of its own, 
but has a very meaningful impact on the total national state of affairs.

CONSUMERS SAVINGS BANK vs. COMMISSIONER OF BANKS.
REARDON, J. This is a bill for declaratory relief seeking a declaration 

whether the plaintiff, a savings bank (bank) subject to G. L. c. 168, has
authority to arrange for the transfer of funds from savings accounts by
withdrawal orders in negotiable form without requiring the depositor or his 
representative to appear at the bank’s offices. The case was reported without 
decision by a Superior Court judge upon the bill and exhibits, the answer, 
and a case stated with exhibits.

The proposed form of withdrawal order possesses the attributes of negotia
bility required by the Uniform Commercial Code, G. L. c. 106, § 3-104 (1), 
as appearing in St. 1958, c. 542, § 5. It is an unconditional order to the bank 
signed by the drawer and depositor to pay a specified sum, and it is payable 
to order and on demand. It is contemplated that these withdrawal orders would 
be available to the depositor on his agreement that they are subject to such 
notice requirements as may be adopted by the bank or the bank commissioner 
pursuant to G. L. c. 168, § 26. The negotiable withdrawal orders would be 
drawn on a no passbook account and would be payable through a commercial 
bank or the Federal Reserve Bank. The orders would be presented to the bank
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for payment in a daily clearing, and payment would occur at its offices. The 
bank would make returns on stop payment orders, overdrafts, and so forth, 
and would handle signature verifications.

The bank on July 28, 1970, sought approval of the commissioner for the 
plan. On September 28, 1970, the commissioner denied its request.

We see no reason in law why the bank should be prohibited from putting 
its plan into effect. General Laws c. 168, § 26, as amended through St. 1971, 
c. 354, § 2, provides in part as follows: “The deposits in such corporation may 
be withdrawn at such time and in such manner as the by-laws direct, subject 
to the provisions of . . . [certain sections of this chapter] and of other ap
plicable provisions of law.” The bank’s by-laws provide in art. IX, cl. 2, the 
following: “Withdrawals may be made by presentation of deposit book, other 
evidence of deposit or other written instrument, by the depositor, his legally 
appointed representative or another on a written order.” The negotiable with
drawal order is permissable under art. IX, cl. 2, of the bank’s by-laws because 
it is an “other written instrument” and, also, because under G. L. c. 168, § 26, 
quoted above, such method of withdrawal is authorized.

We do not agree with the commissioner that use of the negotiable with
drawal order creates a new account not authorized by c. 168. Those sections 
of c. 168 cited by the commissioner in support of his argument do not prescribe 
procedures for the withdrawal of deposits. They are concerned principally with 
the types and conditions of the deposits themselves. Thus, c. 168, § 21, relates 
to deposits made in trust and stipulates those who may receive payment hut 
does not spell out the mechanics of withdrawal. The same comment can be 
made of § 22, dealing with joint accounts, and of § 22A concerning special 
notice account deposits. In fact it would appear that G. L. c. 168, § 26, leaves 
the establishment of methods of withdrawal to the individual banks. In 
Brannan v. Eliot Five Cents Sav. Bank, 211 Mass. 532, we found nothing in 
the statute or by-laws to prohibit assignment of a depositor’s savings account 
after delivery of the bankbook and order by the depositor to the bank. The 
circumstances here are not dissimilar.

The commissioner contends that in all savings accounts a passbook is re
quired for withdrawal because certain sections of c. 168 dealing with special
ized savings accounts require “deposit . . . [books] evidencing deposits re
ceived under . . . [these sections]” to be particularly titled. See §§ 22A and 
22B. But § 1 of c. 168, as amended by St. 1962, c. 169, § 1. defines deposit 
book as “the book or other instrument issued to the depositor as evidence of 
his deposit” (emphasis supplied). This definition guides the reading of §§ 22A 
and 22B, and would seem to negate the requirement of a passbook. A negotiable 
withdrawal order qualifies as an “other instrument” evidencing deposit. As 
was said in Savings Bank v. Bank Cosnnir. of Maryland, 248 Md. 461,
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475, “If . . .  a depositor of the Bank, on making a withdrawal, has the option 
of requesting cash, or a treasurer’s check, or of purchasing a money order,
. . . according him a fourth option of drawing a check on his own account 
. . .  is a distinction without a difference.” That language is most persuasive 
and helpful in the determination of this case.

A final decree is to be entered containing a binding declaration that the bank 
is entitled to permit its depositors to make withdrawals by means of a with
drawal order in negotiable form, which order may be employed in the with
drawal of bank deposits as proposed and indicated in the case stated.

So ordered.

April 13, 1972

To: The Members of the Joint Committee on Banks and Banking
Enclosed is a copy of a research study on housing and mortgage financing 

in Massachusetts compiled by the Association to assist and supplement the re
search on mortgage financing in Massachusetts initiated by Chairman Menton 
for the Committee on Banks and Banking.

The study has expanded the scope of savings bank industry knowledge con
cerning housing problems in Massachusetts, hence we regard it as a worthwhile 
project for which those who originally perceived the need deserve to be 
commended.

We hope that this study will be of use to the members of the Committee, and 
would be glad to assist in any way possible on any further research on this 
important subject which the committee feels is necessary.

Respectively,
Elliott G. Carr 
Director of Research
Savings Banks Association of Massachusetts

EGC:jtb
Enclosures
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HOUSING IN MASSACHUSETTS:
HOW MUCH LONGER CAN THE PEOPLE AFFORD IT?

By
Elliott G. Carr, Director of Research
Savings Banks Association of Massachusetts

Housing in Massachusetts, and the role which savings banks and other thrift 
institutions play in the development and improvement thereof through their 
major financing role are subjects that have received considerable attention in 
recent years.

As the Commonwealth of Massachusetts has become increasingly concerned 
with the welfare of all its citizens, the adequacy of housing — a basic need of 
every family — has been carefully scrutinized. The existence of a “housing 
crisis ' has been taken for granted as a symbolic expression (and perhaps 
scapegoat) for the realization that many citizens are not as well off as they 
might be.

Savings banks and other thrift institutions provide mortgage financing for 
such a high portion of Massachusetts’ housing, that much attention has also 
been paid to the ebb and flow of funds through these institutions, almost as if 
the velocity of the flow alone, will determine whether enough adequate housing 
is being constructed.

A recent example of this over concentration on the role of savings banks has 
been the concern expressed by many individuals because mortgage investments 
by savings banks as a percentage of total assets, has fallen off during the past 18 
months. Observers of this single isolated statistic worry that savings banks have 
lost interest in mortgages and hence are undermining efforts to improve housing 
in Massachusetts.

In fact, Table I (on the following page) indicates that nothing could be 
further front the truth. The drop in mortgages as a percentage of deposits from 
80.1% in 1969 to 75.0% in 1971 is due to the following factors:

1. An unprecedented 12.9% increase in deposits in 1971 which caused a drop 
in mortgages as a percentage of deposits, or assets, even though mortgage 
lending by savings banks was over 30% higher than in any previous year. Not 
enough mortgage demand existed for this record inflow to possibly be invested 
in the mortgage market immediately.

2. Massachusetts housing and mortgage markets have been characterized by 
growing irregularity and change in the past few years.
* Sales of existing homes, which represent over 75% of all home sales, actually declined 
in the late sixties, as increasing numbers of potential buyers found it cheaper to add an 
addition than to move to a larger house. This trend is underscored by the declining amount 
of amortization and payoffs between 1967 and 1970. Regular monthly amortization increases 
annually in proportion to the total mortgage portfolio, hence this decline can entirely be 
attributed to less movement between homes resulting in fewer mortgage payoffs.
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TABLE 1
SUMMARY OF MORTGAGE LENDING BY SAVINGS BANKS 

(Dollars in Millions)

October 31 
1971

Total
Deposits
1 2 ,5 0 3

Net
Gain
1 ,4 2 4

%Gain
12 .9%

New
Mortgages

Written
1 ,9 6 1

Amortization
&

Payoffs
1 ,3 4 2

Net
Gain
6 1 9

%
Gain
7 .1 %

TotalOutstanding
9 ,3 7 5

% ofDeposits
75 .0%

1 9 7 0 1 1 .0 7 9 6 8 4 6 .6 % 1,1 8 5 7 5 6 4 2 9 5 .1 % 8 ,7 5 6 79 .0%

1969 1 0 ,3 9 5 6 9 1 7 .1 % 1 ,4 8 6 8 8 6 6 0 0 7 .8 % 8 ,3 2 7 8 0 .1 %

1968 9 .7 0 4 5 2 6 5 .7 % 1,2 8 2 8 5 7 4 2 6 5 .8 % 7 ,7 2 7 7 9 .6 %

1967 9 ,1 7 8 5 3 8 6 .2 % 1 ,2 8 7 9 2 8 3 5 9 5 .2 % 7 ,3 0 1 7 9 .6 %

1962 6 ,6 1 0 4 8 3 7 .9 % 1 ,1 4 6 6 4 1 5 0 5 1 1 .6 % 4 ,8 3 7 7 3 .0 %
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♦ Single family homes, the traditional area of thrift industry expertise, have consistently 
declined as a percentage of new home starts. (See table III on page 7).

♦ New Government programs at both the federal and state levels have financed an increasing number of new units.
3. The inflow of deposits and reduction in mortgage demand caused by slower 

home sales are in turn due to weakness in the Massachusetts economy which has 
increased unemployment, reduced incomes and caused people to save rather 
than spend.

4. Rapidly escalating housing costs of all types have further reduced the 
desire and ability of people to purchase homes.

5. Last, and least, throughout the past decade, but particularly in 1970, 
mortgages in Massachusetts have been uncompetitive as an investment with 
mortgages in other parts of the country and other types of investment.

All of these trends merit detailed examination in order to shed considerably 
more light on the past record and future prospects for Massachusetts housing, 
and to illustrate the admirable role of savings banks and other thrift industries 
in alleviating Massachusetts housing needs.

HOUSING COSTS HAVE RISEN FASTER THAN INCOME
If the average family household in Massachusetts bought the average home 

sold by the Multiple Listing Service in 1962 and financed it through a 25 year 
mortgage for 75% of the purchase price at a local savings bank, their monthly 
payments during the first year for principal, interest and real estate taxes would 
have consumed approximately 13% of their total income.

If the same family took the same action in 1971, the same payments would 
have consumed approximately 19% of their total income. (See Table II)

In this light the term “housing crisis” is a misnomer in that the situation 
which in fact exists is either an “income crisis” or a “housing costs crisis”, or 
perhaps both.

Between 1960 and 1971 the number of manufacturing jobs in Massachusetts 
declined approximately 96,000, or 14%. (The entire decline came after 1966). 
During this period the number of manufacturing jobs in the United States 
rose 12%.

During the same period the total number of jobs in Massachusetts rose 14% 
vs. 32% for the nation as a whole. Unemployment in Massachusetts increased 
from 5.1% to 7.1% while it was increasing only from 5.5% to 5.9% nationally.

Total personal income in Massachusetts grew 96% between 1960 and 1970 
while it was growing 254% nationally. Per capita income in Massachusetts in
creased 58% in that decade vs. a 77% increase nationally.

In all respects the consumer in Massachusetts’ mature economy lost ground 
between 1960 and 1971 when compared to his national counterpart. As a result 
the average Massachusetts family had less purchasing power to expend on 
housing as the ’70s began than in 1960.



TABLE II hsON
ESTIMATED MONTHLY COSTS OF AVERAGE HOME PURCHASE IN MASSACHUSETTS

Labor Average Monthly Payment
and Rate on Principal*

Lot Material New Loan and Interest Taxes Total
Average 

Sale Price 
of Home

1962 $14,758
1963 $15,334
1964 $16,382
1965 $16,689
1966 $17,347
1967 $18,485
1968 $20,600
1969 $22,791
19̂ .0 $25,125
1971 $26,504

Increase 80%

$2,022 $12,736
$2,162 $13,172
$2,375 $14,007
$2,487 $14,202
$2,880 $14,467
$2,976 $15,509
$3,420 $17,180
$4,034 $18,757
$4,623 $20,502
$5,089 $21,415

153% 68%

5.42 67.55
5.39 70.63
5.34 73.71
5.37 74.91
5.92 83.76
6.28 91.04
6.82 107.09
7.81 126.17
8.48 151.37
7.49 147.80

38% 119%

27.99 95.54
29.09 99.72
33.24 106.95
36.06 110.97
39.35 123.11
43.93 134.97
54.25 161.34
65.84 192.01
80.13 231.50
92.30 240.10

231% 152%

Total Personal 
Income 

(Millions)

$13,912
$14,547
$15,431
$16,470
$17,783
$19,357
$21,135
$22,995
$24,851
$26,451

Number of Households
1960 1,534,895

Extrapolated 
Annual Increase 

of 24,479 
used to 

Calculate 
Column at 

Right

1,759,692

Average Income 
Per Household

$ 8,709

$14,845

71%

•Assuming 75% Mortgage rounded to nearest 14% of interest.
SOURCES: Multiple Listing Service, F.H.A., Engineering News Record, Federal Reserve Bank of Boston, Massachusetts laxpayers Founda- 

tion, U.S. Bureau of the Census.
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TAXES: THE MAJOR VILLAIN
On the other hand, housing costs both in Massachusetts and nationally 

have risen faster than income and other major expenses.
Five major factors contribute to the monthly payment which a consumer must 

make to finance his housing. Originally, when the home is purchased the con
sumer is buying some combination of land, labor, and materials. (Profit and 
overhead may be allocated to these three factors.) Any movement in these three 
factors raises the amount of principal on the mortgage which must be retired 
on a monthly basis. In addition, the consumer makes a monthly interest payment' 
on the declining balance of his outstanding principal and commonly sets funds 
aside on a monthly basis to meet his real estate tax obligation.

Together the 152% rise in monthly cost of these five factors between 1962 
and 1971 far exceeded the 71% rise in average household income. The con
tribution of the five factors to the total increase in housing expense was so 
varied, however, that it is necessary to examine each item individually.

1. Application of the Massachusetts Taxpayers Foundation adjusted “esti
mated full property value” tax rate to average sale price of a home by the 
Multiple Housing Service in 1962 and 1971 indicates that taxes on the average 
home have risen approximately 231% between 1962 and 1971.

Rapidly escalating costs of local government as reflected in property tax 
rates have been the largest single contributing factor to the “housing cost” 
crisis.

2. Federal Housing Authority data for all new single family homes purchased 
under the FHA 203 program in Massachusetts indicates that between 1962 and 
1971 the cost of an average lot rose 153%. In so doing, land expense rose from 
13.7/c to 19.2% of the total purchase price. In Table II these percentages are 
applied to the MLS average sales prices in Massachusetts.

This rapid increase in land values is due to the growing scarcity of land 
in communities where housing is most needed, and to increased land speculation 
as a result of this scarcity.

3. Construction labor indexes contained in Engineering News Record indi
cate that the cost of the labor component in Massachusetts housing rose 103% 
between 1962 and 1971.

4. Data collected by the Federal Reserve Bank of Boston indicates that the 
average rate of interest charged by a Massachusetts savings bank for residential 
mortgages in 1962 was approximately 5.42%, compared to 7.49% in 1971, 
an increase of approximately 38%.

It must be noted, however, that although a 38% increase was relatively minor 
in the inflationary sixties, interest rate increases are “piggy-backed” on other 
housing expense increases. In this fashion an 80% increase in selling price
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coupled with a 38% increase in interest rates produced a 119% increase in 
monthly mortgage payments for principal and interest, with the bulk of that 
increase being in the interest portion of the payment during the early years of 
the mortgage.

5. Although no reliable estimates for the overall increase in material costs 
are av ailable, if land and labor are deducted from the average home selling 
price for the past decade, after an estimated breakdown of construction costs 
between labor and material throughout the periods is made, the increase in 
material costs is relatively insignificant, approximately 30%.

The problem of increases in housing expenses is aggravated by the dis
proportionate share which new home purchasers have to bear. If they are young; 
their income is liable to be lower, their taxes may be higher due to unequitable 
valuations of newly built or sold homes, their mortgage interest rate is higher 
and they paid more for their house, than an older individual with perhaps the 
same job and the same quality of housing. In this respect prevailing housing 
conditions represent somewhat of a conspiracy against the new home buyer.

Clearly a change in housing cost-income relationship of the magnitude 
which has been described could not occur without many resulting implications 
for methods of building and financing homes.

MARKET MECHANISM CHANGES
As outlined, the extent to which Massachusetts housing costs have outpaced 

personal income in the past decade has created two potential problems for 
traditional housing market mechanisms: an “income gap” and a “lendable 
funds gap.”

The income gap is obvious; if it takes the average home buyer 19% of his 
income to purchase the housing he could once buy for 13%, either he must buy 
“less house” or use a portion of his income for housing which previously would 
have been spent for other purposes.

The reality of this income gap is obvious in many trends going on within 
the field of housing.

♦ Most government housing programs such as the FHA 235 and 236 loan programs, 
F.H.L.B. Housing Opportunity Allowance Program loans and MHFA projects in Massachusetts now entail an actual subsidy to low income families to fill the “income gap” rather 
than mere government insurance of their loans.

♦ Rent control ceilings attempt to remove the gap entirely.
♦ In the past few years there has been a rapid change in the construction of new housing 

units with apartments (se$ Table III) becoming a larger and larger portion of new housing 
starts. Although the construction industry does an excellent job of attributing this trend to “convenience”, in reality the growth in apartments at the expense of single family houses probably reflects two factors. First, apartments take up far less land per unit, and little land is available. Second, apartments are cheaper; a growing (not diminishing) number of families simply cannot afford their own single family home within a reasonable distance of where they work. The two factors are obviously interrelated.



TABLE III
NEW HOUSING STARTS IN MASSACHUSETTS

(Units)

Total Number %
1-4 FAMILY 
FHA OR VA 

Insured Subsidized Number %
APARTMENTS 

FHA OR VA 
Insured Subsidized MHFA

1962 27,770 NA NA 5012 NA NA 459
1963 29,755 NA NA 3310 NA NA 2,287
1964 35,734 20.154 (56.4) 2470 15,580 (43.6) 2,389
1965 31,732 20,467 (64.5) 2149 11,265 (35.5) 2,091
1966 26,084 16,694 (64.0) 2416 9,390 (36.0) 2,644
1967 29,152 16,762 (57.5) 2234 12,390 (42.5) 4,199
1968 35.863 16,963 (47.3) 1992 18,900 (52.7) 4,012
1969 36.433 17,051 (46.8) 1859 19,382 (53.2) 4,077 3,493* 4,000*
1970 41,388 15,810 (38.2) 1185 290 25,578 (61.8) 1,695
1971 1789 1339 730 4.458* 6,000*
•Some overlap exists due to M.H.F.A. apartments financed through the FHA 235 program. 
SOURCES: Massachusetts Department of Labor and Industries, FHA, VA, MHFA.
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At this point Massachusetts has largely circumvented the “funds gap .
The potential for a “funds gap” exists due to the discrepancy between a 

103% rise in the value of Massachusetts housing between 1962 and 1971 (15% 
more units with all units being valued at 80% more) compared to an 88% 
rise in savings bank deposits, the major source of mortgage financing through
out the period. If the value of new and resold housing (and hence the mortgage 
needs of the public) are rising faster than deposits at savings banks and other 
thrift institutions, these industries will be able to finance only a diminishing 
portion of the area’s housing.

This gap is aggravated by a rise in interest rates which results in a slower 
payback of the principal on mortgages and hence retards the ability of thrift 
institutions to turn over mortgage funds from one borrower to another.

Tables IV, V and VI illustrate the actual savings bank role in mortgage fi
nance during this decade. They are undoubtedly typical of all thrift institutions.

The figures indicate that between 1962 and 1969 savings banks steadily 
increased their investment in residential mortgages as a percentage oi assets 
in order to keep up with demand and prevent a funas gap. Fortunately, par
ticularly in the early “sixties” savings banks had both the capacity and the 
willingness to “sell off” other assets and replace them with mortgage invest
ments.

Until 1969 the percentage of total housing units in Massachusetts with sav
ings banks financing rose steadily, if slowly, to a 1969 peak of 39.9%. Savings 
bank penetration of the financing of new units was even more extensive, 
ranging well over 50% in every year. (See Table VI).

1970 saw a temporary respite in the ability of savings banks to meet the 
need for home financing in Massachusetts. For the first time at year end the 
percentage of Massachusetts total housing stock which was savings bank 
financed actually fell. And, the percentage of new units which were savings 
bank financed fell to a low for the decade. The cause of this reduced savings 
bank flow of funds to mortgages probably lies not so much in a reduced deposit 
flow, although from 1962-1970 savings bank deposits had risen only 66%, far 
less than the increase in housing values, but in the interest rates in Table VII.

This table illustrates that throughout the sixties savings banks “subsidized” 
Massachusetts mortgage borrowers by making loans available at rates 30 to 50 
basis points below national mortgage levels and at an increasingly narrow 
margin over bond yields, despite the far higher costs of servicing mortgages.

In 1970 bond yields exceeded Massachusetts mortgage rates. Although sav
ings hanks in no way shut off the flow of funds to housing, the combination of 
an obligation to depositors to stop “selling” other investments for reinvestment 
in mortgages and the lack of mortgage demand duetto the high rates in all 
markets produced the temporary turnabout visible in these tables.
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In 1971 a very substantial inflow of deposits into savings banks enabled them 
to resume normal lending patterns with a vigor, as evidenced by the flow of 
27% more savings bank dollars into Massachusetts housing than had been 
invested in the previous peak year, 1969. (See Table IV)

A secondary factor which helped avoid a “funds crisis” has been the growing 
government involvement in housing illustrated in Table III. This table illus
trates the growing role of the federal government’s 235 and 236 programs 
and the M.H.F.A. in Massachusetts. If a breakdown by units financed of sec
ondary mortgage market purchases of FNMA, GNMA and the FHLMC were 
available along with state financed public housing projects they would illus
trate even greater government involvement in the housing markets.



TABLE VI wN>

ESTIMATED MASSACHUSETTS HOUSING UNITS FINANCED BY SAVINGS BANKS

Number of units financed 
by new loans 
during year 1967 1968 1969 1970 1971

New 1
1-4 > 
Family ) 14,453 13,013 14,183 10,856 18,022

Percentage ] 
of Starts J\  8 6% 77% 83% 68%
Existing, ' 
1-4 Family \ 41,247 36,561 40,663 28,815 40,130

New
Apartment [ 5,082 8,725 12,146 11,465 11,328

Percentage } 
of Starts j 41% 46% 62% 45%
Existing, ] 
Apartment j 4,916 5,518 6,544 4,394 7,787
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Number of 
units financed 
by all loans outstanding at 
year end 1967 1968
1-4
Family 507,556 520,289
Apartment 123,211 127,030
Total 630,767 647,319
Percentage 
of Total 
Occupied 
Units in 
Massachusetts 37.3% 37.1

1969 1970 1971

542,770 537,166 544,383
148,874 154,698 159.637
691,644 691,864 704,020

39.9% 39.3% 39.5%

SOURCE: Based on a sample of 31 savings banks. Most banks do not have regular procedures for differentiating between loans and new and 
existing properties, hence the estimates may be subject to some error.
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TABLE VC
AVERAGE YIELD ON SELECTED INVESTMENTS

5 Year New AA FHA National New Massachusetts
Government Corporate Mortgages Conventional Savings Bank

Bonds Bonds Mortgages Mortgage
1962 3.71 4.34 5.21 5.93 5.42
1963 3.80 4.27 5.04 5.81 5.39
1964 4.08 4.44 5.02 5.80 5.34
1965 4.20 4.54 5.05 5.83 5.37
1966 5.14 4.47 5.94 6.40 5.92
1967 5.00 5.86 6.12 6.53 6.28
1968 5 .5 6 6.48 6.75 7.11 6.82
19,69 6.73 7.56 7.67 7.99 7.81
1970 7.43 8.69 8.68 8.52 8.48
1971 6 .0 5 7.70 7.25 7.75 7.49

SOURCES: Salomon Brothers & Hutzler, F.H.A., and Federal Reserve Bank of Boston
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HOUSING IN MASSACHUSETTS IS IMPROVING
Together, the existence in Massachusetts of strong thrift institutions and 

imaginative government programs are encouraging to the housing scene.
Table VIII presents the U.S. Census survey of Massachusetts housing in 1950, 

1960 and 1970.
It shows that the housing market was somewhat tighter in 1970 than 1960 as 

reflected in lower vacancy rates for both single family homes and apartments, 
and as has already been indicated, a long term trend increasing single family 
homes as a percentage of total housing has been reversed in the sixties.

In all other aspects the Census data indicates that Massachusetts housing 
in 1970 was far superior to that of 1960, which in turn was an improvement 
over 1950.

‘ The percentage of housing units in Massachusetts which lack proper plumbing facilities, 
after dropping only from 20.8% to 19.9% between 1950 and 1960, plummented to 3.6% 
in 1970. Many governmented agencies follow this percentage as the single most significant 
statistical indicator of “sub-standard” housing.‘ The median number of people per occupied housing unit declined from 3.1 in 1950 to 
3.0 in 1960 and 2.7 in 1970, reflecting less over-crowding.‘ The percentage of owner occupied housing units has risen steadily from 47.9% in 1950 
to 55.9% in 1960 and 57.7% in 1970.‘ Finally, the number of housing units containing more than one person per room has 
dropped steadily from 9.8% in 1950 to 6.7% in 1960 and 6.0% in 1970, emphasizing reduc
tion in over-crowding of housing facilities.

FUTURE OUTLOOK
Although this combination of imaginative government programs and strong 

thrift institutions in Massachusetts has thus far circumvented the potential 
problems inherent in an increasing ratio of housing costs to income, there is 
substantial doubt as to whether this “defense” can sustain itself.

To a large extent the cause-effect cycle of housing problems caused by in
creased costs and solved through direct government subsidies and indirect 
thrift industry subsidies is a self-aggravating problem. The “housing crisis”, to 
the extent that there has been one in Massachusetts, is merely a superficial, albeit 
acute, symptom of another problem, insufficient income to purchase adequate 
housing caused by insufficient attractive jobs. Curing the symptom — housing 
needs — in the cycle rather than the cause — insufficient income — merely 
aggravates the original problem.

Almost all of the steps which have been cited as having contributed to the 
aversion of a housing crisis have aggravated rather than alleviated the funda
mental problem. For example:

1. Government housing subsidies merely begat the need for more housing 
subsidies by increasing the direct and indirect tax burdens on those without 
subsidies which were the prime cause of raising housing expenses in the first 
place.



TABLE VIII wa

GENERAL HOUSING CHARACTERISTICS IN MASSACHUSETTS

Total
Housing

Units
Occupied
Housing

Units
Vacancy Rates 

Home
Owner Rental

Owner
Occupied

Median
Rooms

Median
People

Percentage 
1.01 or more 

persons a room
one
unit

Lacking
plumbing

1 9 5 0 1 ,4 0 0 ,1 8 5 1 ,3 0 5 ,1 9 4 — 4 7 .9 % 5 .2 3 .1 9 .8 % 4 0 .6 % 2 0 .8 %

1 9 6 0 1 ,6 9 0 ,9 9 8 1 ,5 3 4 ,8 9 5 1.2% 5 .0 % 5 5 .9 % 5 .2 3 .0 6 .7 % 5 4 .2 % 19.9%

1 9 7 0 1 ,8 9 0 ,4 0 0 1 ,7 5 9 ,6 9 2 0 .7 % 4 .7 % 5 7 .5 % 5 .2 2 .7 6 .0 % 5 0 .4 % 3.6%

SOURCE: U.S. Department of Commerce, Bureau of Census
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Low income housing subsidies such as the 235 program, useful and necessary 
as these programs have been, increase income tax burdens to pay for the sub
sidies, and property tax burdens to provide services (primarily education) to the 
relocated families. The marginal tax impact of the programs on the next higher 
income group of citizens necessitates the Housing Opportunity Allowance pro
gram — middle income housing subsidies, and so forth.

Similarly, subsidized apartments such as those created by M.H.F.A. have 
competitive advantages compared to nearby non-subsidized units. In this respect 
a program designed to add 20 to 30% more units to a given area must be careful 
or it will drive out competition and end up faced with the need to provide 100% 
of new housing.

This is not to say that housing shortages are not such a severe symptom that 
they must be treated and that FHA 235’s and MHFA are not desirable “treat
ments”. What it does say is that far more parallel attention must be paid to 
treatment of the cause as well as the symptom.

2. Increased apartment building as a response to higher costs and lack of 
land merely adds to the potential for overcrowding and congestion which typify 
all areas where existing housing has deteriorated to a valueless state. Apartments 
are useful but no one should be deluded into believing that apartments and 
mobile homes alone will solve all housing problems.

3. The response of thrift institutions through below national market rate 
mortgages has caused outflows of funds from Massachusetts thrift institutions to 
their counterparts in other parts of the country in the early sixties and to open 
market investments in the later sixties. In this respect well intentioned savings 
banks efforts to help now have reduced their ability to help later. Mortgage 
rates must be kept competitive if private institutions are to help.

Massachusetts has been fortunate in respect to housing but the useful life 
of current programs to ameliorate a deteriorating long run relationship between 
costs and income is subject to much doubt. Without more attention to eliminate 
the cause, the symptoms will probably get worse and worse until they become 
untreatable.

April 12, 1972

«
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SPECIAL FEATURE: EDUCATIONAL SECTION

JUNE 19, 1972 NEW YORK STATE BANKER

Lapidus Airs Results o? Study of Future
Role of "Mutuals”

Leonard Lapidus, director of a nins-rnonth iong stody on the roie of 
thrift institutions —  prepared at the request of the Mew York State Banking 
Department —  participated in the School for Executive Development as 
a member of the faculty. Mr. Lapidus, a vice president of the Federal 
Reserve Bank of New York, lectured on the Federal Reserve System, includ
ing its structure and purposes, and the framework in which monetary 
policy operates. He also discussed recent developments in ba king struc
ture in New York State.

Following is a brief interview with Mr. Lapidus at West Point:
What were the objectives and conclu

sions of the savings bank study you 
directed for the Banking Department?

As we started the study, we decided 
that we would try to do a comprehen
sive job and the focus of it would be 
- -  W hat kind of powers should savings 
banks have that would be consistent 
with public interest goals and, at the 
same time, would play fair with com
petitors? W e also took into account 
what effect any changes in savings bank 
powers would have on the mortgage 
markets. As you know, there is a great 
degree of public interest in assuring the 
adequacy "of housing in the United 
States.

I concluded that savings banks should 
be permitted to become household banks 
and, among other things, be given the 
power to grant consumer loans and 
offer checking account services.

In dealing with the issues I was for
tunate to have the aid of three staff 
members, Sue Cutler and Pat Kildoyle, 
economists in our Banking Studies De
partment, and Art Castro of our Bank 
Examinations Department. Each of them 
wrote on some important phase of the problem:

What are the public interest goals you 
referred to and how do they lead you to
your conclusions?

ihe re  are two fundamental public 
interest goals with respect to the regula
tion of depository institutions: safety 
and competition. Miss Cutler’s paper 
shows that the conflict between the 
safety goal and the competition goal is 
not as sharp as many believe The 
Public, interest is concerned primarily 
w.th tne safety of the s y s t e m  of fman- 
aa! institutions —  not with the safety 
of individual institutions. W e can sur 
vive the failure of an institution but 
we cannot tolerate the failure or mal 
function of m anj institutions. But even" 
a greatly increased levei of competition 
among depository institutions arisino

(Continued)
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Mutuals Study (Continued)

out of increased powers for savings 
banks will not likely cause general dif
ficulties for our system of commercial 
banks or of thrift institutions. As a 
matter of fact, Pat Kildoyle analyzes 
the "capital" growth of savings banks ' 
and tests it against capital adequacy 
standards developed by Art Castro. He 
shows that it is specialization —  the 
inability of specialized thrift institutions 
to cope with credit squeezes — that 
poses the more significant safety risk.

In any event, there is room for more 
competition.- One good way to increase 
competition is to allow thrift institu
tions to offer more services. That would 
have an immediate effect of increasing 
the number of institutions offering fi
nancial services in many markets in the 
state. That improves competition. Then 
the question is —  if you did that, would 
there be a significant rise in failures or 
a general weakening of mutual savings 
banks or commercial banks? Our find
ings are no, there wouldn’t be.
If savings banks are allowed to grant 
consumer loans, won’t they provide less 
credit to the residential mortgage market?

There is clearly a strong national 
commitment to housing in this country 
and for good or ill, the commitment is 
being met by attempting to safeguard 
the flow of mortgage credit. The study 
examines the question whether the re
establishment of household banks will 
reduce the flow of mortgage credit and 
concludes that it will not. Basically, the 
potential effect of increasing the size 
of the savings bank indnstrv is esti.

effect of shifting the assets away from 
mortgage toward consumer loans. As a 
matter of fact, savings banks are much 
more likely to reduce their investment 
in corporate bonds.
We have heard some negative comments 
from commercial bankers regarding this 
study. Would yoc care to discuss this?

I think one of the reasons that some 
of the commercial bankers have reacted 
negatively to the recommendations of 
the study released by Bill Dentzer 
(former Superintendent of Banks) is 
that they have not yet had the oppor
tunity to examine the study firsthand. 
The study will be published later this 
year and the question of fair competi
tion between the two types of institu 
tions is fully — and, I believe, fairly 
—  discussed. But, perhaps I can make 
some helpful comments now.

Spme commercial bankers are under 
the impression that commercial banks 
are at a disadvantage relative to savings 
banks and that the relative disadvantage 
resides in differences in tax treatment, 
in reserve requirements, and in the 
higher deposit rate ceilings that are 
granted to thrift institutions. One of 
the things commercial bankers tend to 
forget is that by Federal statute, there 
is a prohibition of interest in demand 
deposits that has a very, very large 
money value.

A second important advantage of 
commercial banks is one-stop banking. 
In order for savings banks to main
tain a stable share of their market, 
most analysts agree that they have to 
offer at least a half a point differential 
in dividend rates over competing com
mercial banks. The differential deposit 
ceilings simply recognize that fact. The 
higher ceilings do not provide "thrifts” 
with the earning power to pay the pre
mium.

There are some other factors - some 
favorable to "mutuals" and others to 
commercial banks — and if you "tally" 
them — so to speak — the savings 
banks prove to suffer the disadvantage.

Did you consider that savings banks 
were organized to perform a specialized 
function?

The shidv did not consider origins
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critical question. W hat should they be 
doing now? Commercial banks when 
they started out were note-issuing insti
tutions making short-term commercial 
loans. Should they have expanded to 
become demand deposit-creating insti
tutions offering term loans and con
sumer credit? The answer is yes, be
cause it is appropriate for institutions 
to change to meet new demands. I think 
it is now appropriate that mutual sav
ings banks be permitted to help meet 
the demands of households for financial 
services.

Your study seeks broader powers for 
the mutuals. Do you agree with the Hunt 
Commission Report that supports broader 
powers only under the umbrella of the 
same tax treatment and the same re
serve requirements?

Yes, of course. Broader powers 
with broader responsibilities and equal 
powers with equal responsibilities. If 
mutuals are permitted to become house
hold banks, they should be subject to 
reserve requirements, tax laws, and in
terest rate ceilings comparable to those 
of commercial banks.

1 would like to make one point re
garding taxes. Many commercial bank
ers are not fully aware that tire Tax 
Reform Act of 1969 eliminated the 
major portion of the income tax ad
vantage of thrift institutions. The re
maining differences in the effective tax 
rates are small. Thrift institutions still 
have some advantage in the Federal 
income tax law, but it is nowhere as 
large as it used to be.

In fact, even if there were no change 
in Federal tax law, the differences are 
small enough now so that savings banks 
could be allowed broader powers even 
under the present tax structure. Remem- 
ber, too, that the New York State and 
New York City franchise taxes weigh 
more heavily on the savings banks.

If the mutuals are going to have equal 
powers, shouldn’t they convert to com
mercial banks?

Absolutely. That's one of the reasons 
that the study suggests that mutuals be 
barred from handling commercial ac
counts. Mutuals would have an unfair 
advantage if they were permitted to 
handle commercial accounts even under

the same tax law and the same reserve 
requirements. They would be able to 
do everything a commercial bank is 
able to do, but would have lower 
money costs because mutuals do not 
have to provide a return on capital. 
That's one of the reasons why I stopped 
short of recommending mutual com
mercial banks, such as proposed by 
the Hunt Commission and by George 
Benston. By the way, the study also 
recommends that a mutual be permitted 
to convert to a stock commercial bank 
if it would like to do a full-line com
mercial banking business. I think it 
would be unfair for a mutual to operate 
as a commercial bank, but I do think 
it is fair for a mutual to operate as a 
household bank.

Did you take into consideration that in 
the smaller communities upstate, the 
savings deposits are vital to the com
mercial bank and, if the savings banks 
have broader powers, wouldn't that hurt 
the lending ability of the smaller banks?

Presumably, there would be some di
version of funds from commercial banks 
to savings banks —  in effect making 
more loan funds available to consumers, 
and less to businessmen. That would 
be good because consumers have many 
fewer options than businessmen. Con
sumer loan markets are ' known to be 
imperfect. Consumers don’t have the 
knowledge or the incentive to hunt 
around for loans and the loan rates vary 
quite a bit for no good reason — even 
for auto loans which are about tire most 
competitive consumer credit market. 
Also, consumers do not have the strong 
banking connections that businessmen 
can depend on. It would reallv be a 
great boon to consumers to have addi
tional sources of credit.

Do you think the independent bank 
will be able to held its own in 1S7S5

I think that any independent bank 
that wants to remain independent can 
do so. The nature of banking is such 
that locational convenience is very im
portant. That means that an independent 
bank with a good location that is pro
viding good service to its community 
can withstand competition from large 
holding companies and thrift institu
tions. It's mainly a matter of the will 

(Continued)
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Mutuals Study (Continued) 
and desire to do -so.

The big-city bankers are very sophis
ticated and do a splendid job competing 
for national accounts and in operating 
in international finance — but that's a 
far cry from doing a banking business 
in upstate New York. One independent 
upstate banker I know of relished the 
prospect that his competitor was affili
ating wtih a holding company. He ex
pected to win accounts because he be
lieves that he can provide better, more 
responsive banking service than can a 
"foreign-owned” bank. Ernie Kohn’s 
studies at the New York State Banking 
Department supports that banker's be
lief. My recollection of his results is 
that new competition tends to have 
some impact on the deposit growth of 
a resident bank, but no discernible im
pact on profits.

It seeems to me that there is perhaps 
more unhealthy fear than there should 
be. Certainly, banking in the state is 
becoming more competitive. I t’s going 
to be a toagher life, but that doesn’t 
mean that profitable survival isn't possi
ble. I don’t see any good reason to think 
that the day of the independent bank 
is over.

«



POTENTIAL DEPOSIT LOSSES TO NOW ACCOUNTS 
(Sample of Five Small Massachusetts Commercial Banks)

Bank

Total ACB 
All Demand 

Deposit 
Accounts 

(000)

ACB all
Personal
Accounts

(000)

Potential
Personal
Account
Losses

Loss as 
a % of 

Personal
ACB

Loss as 
a % of 

Total ACB
Total

Deposits
Loss as a % 

of Total Deposits

A $ 2 .7 3 6 .0 $ 1 .0 0 6 .8 $  8 3 6 .5 C
O 3 1 % $ 12,200.0 7%

B 3 ,3 5 7 .7 1 .0 3 1 .7 8 7 4 .8 8 5 2 6 1 0 ,0 7 9 .0 9

C 7 ,0 0 5 .2 3 ,7 1 3 .0 2 ,8 5 0 .2 77 4 1 3 6 ,3 7 9 .0 8

D 1 1 .7 1 8 .1 3 ,4 2 7 .9 2 ,8 4 3 .1 8 3 24 1 9 .1 0 6 .0 15

E 3 ,9 9 6 .7 1 ,6 9 4 .7 1 ,3 1 1 .5 7 7 33 6 .2 5 5 .0 21

$ 2 8 ,8 1 3 .7 $ 1 0 ,9 3 4 .1 $ 8 ,7 1 6 .1 8 0 % 3 0 % $ 8 4 ,0 1 9 .0 10%
F* N/A $ 5 3 ,0 0 0 .0 $ 4 6 ,0 0 0 .0 8 6 % N/A $ 8 1 1 ,7 4 1 .0 6%

“Data for one large Massachusetts commercial bank.
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Evaluation of NOW Account Potential Losses

Input
(1) average collected balance for the month.
(2) the number of debit transactions for the month.

Calculations
(1) Compute monthly interest on each account by using annual rate of 5.47% 

(5.25% compounded daily). For example, monthly interest on $150 is
.0547$150 X------- =  $ .6812

(2) Using the number of debits per month, calculate how many NOW drafts 
could be written at $ .15 each, with the monthly interest. For example, 
with $ .68, a customer could write four drafts and have $ .08 left. If 
he wrote more than four checks a month, he would be better off with a 
no-service charge checking account.

Assumptions
(a) Every customer makes an economic evaluation of a NOW account.
(b) The customer can be serviced with equal convenience by a savings bank.
(c) Over-draft checking and related services will not exert a “hold” on the 

customer.
(d) An absence of customer loyalty.
(e) The customer is presently using a no-service-charge type account. If a 

customer is being charged for his present service it will increase his
propensity to switch to a NOW account.
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SCHEDULE SHOWING POTENTIAL PERSONAL ACCOUNT 
LOSSES TO SAVINGS BANKS OFFERING NOW  ACCOUNTS

POTENTIAL LOSSES WOULD REMAIN AVG.
ACCOUNT SIZE NO. OF AVERAGE NO. OF COLL.

RANGE ACCOUNTS COLL. BAL. ACCOUNTS BAL.
Negative ACB* 0 $ 0 91 $ (3.1)

0 to $ 10 95 .5 33 .2
10 to 50 92 2.2 209 6.8
50 to 100 413 28.4 402 31.5

100 to 200 454 65.6 1092 164.9
200 to 300 392 95.8 768 190.7
300 to 400 307 106.2 '414 143.6
400 to 500 268 120.6 220 99.1
500 to 600 220 120.2 134 73.2
600 to 700 170 110.6 84 53.9
700 to 800 120 90.2 49 36.8
800 to 900 103 87.6 17 14.5
900 to 1000 108 102.0 20 19.0

1000 to 1500 268 323.9 21 26.5
1500 to 2000 122 210.7 3 5.2
2000 to 2500 73 161.3
2500 to 3000 37 101.9
3000 to 3500 17 55.0
3500 to 4000 17 63.9
4000 to 4500 13 55.2
4500 to 5000 13 61.6
5000 to 7500 26 155.6
7500 to 10000 10 88.9

10000 to 20000 7 97.5
20000 to 30000 3 71.4
30000 to 40000 3 109.3
40000 to 50000 1 48.8
50000 to 100000 5 315.2

100000 to 200000
TOTAL 3357 $2,850.2 3557 $862.8

PERCENT AVERAGE PERCENTNO. OF OF NO. OF COLLECTED OF
REC:a p ACCOUNTS ACCOUNTS BALANCES (000 ) ACB

POTENTIAL LOSSES 3,357 49% $2,850.2 77%
WOULD REMAIN 3,557 51% 862.8 23%

TOTAL 6,914 $3,713.0
*A C B = Average Collected Balance
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Statement of William G. Fish of Bay Bank & s rust Beverly
Mr. Chairman,

The total question of ordinary checking accounts for savings banks has 
serious implications for the entire banking industry; and, more importantly, 
for the economic future of the Commonwealth of Massachusetts and thus all its 
people. The so-called NOW accounts can be even more disastrous and are of 
immediate concern to all. At her appearance before this Commission and in 
material later submitted to the Commission, the Commissioner of Banks of 
Massachusetts raised serious questions about the effect of NOW accounts. At 
the time the NOW accounts question was turned over to this Commission it was 
the only body to which the Commissioner could go since the Legislature was 
adjourning. Just this last Saturday, in a presentation to the Savings Bank 
Association of Massachusetts at its annual convention, (a copy of which you 
have and which we have discussed), she again raised many questions about 
the short-run and long-term effects of this program. This Commission cannot 
operate in a vacuum. Neither can it make logical decisions while such chaos 
exists and expands in the financial system in this State. I feel it is the respon
sibility of this Commission to give some sense of direction in this matter, N-O-W, 
for the good of the people of the Commonwealth and for the accomplishment 
of the Commission’s established long-run purpose.

Therefore, l move, that:
1. The Commission strongly encourage the Commissioner of Banks of the Com

monwealth of Massachusetts tc use whatever powers of that office are available
to declare a moratorium on the announcement, implementation, advertising, 
or expansion of the so-called NOW account programs effective this date 
September 27, 1972.

2. That the Commissioner be urgently requested to issue a directive requiring 
that “notice” on the account utilized can be required prior to payment and 
that such be stamped or printed conspicuously on the face of every check 
used in this program.

3. That the Commissioner he assured she has the support of the Commission 
in bringing order to this situation so an equitable and positive program can 
be developed for all parties in answer to the two major questions now before 
the Commission;

and, upon approval, this position he transmitted to her no later than October 4, 
1972; 4 p.m. this date.
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September 18, 1972

Senator Irving Fishman, Chairman 
Commission Relative to the Authorization 

of Savings Banks to Accept Demand Deposits 
Room 213 B 
State House 
Boston, Massachusetts

Dear Senator Fishman:
Thank you for the opportunity to meet with you, Mr. John Howe, and Mr. Frank 
Fitzpatrick on September 13th concerning Mr. Fitzpatrick’s relationship to the
Commission.
I was impressed with Mr. Fitzpatrick’s evident personal qualities, his 
educational background which emphasizes accounting, and his experience in 
auditing and then analysis of customer office systems and procedures with 
resultant recommendations for changes while with IBM. Also, your suggestion 
that he work closely with the senior research officer of the Federal Reserve 
Bank of Boston, of the Massachusetts Bankers Association, and of the Mutual 
Savings Bank Association is quite valid. As I mentioned at the meeting, other 
authorities such as the Federal Deposit Insurance Corporation, the Office of 
the Commissioner of Banks of the Commonwealth of Massachusetts, the 
various national organizations, etc., also document and research information 
relative to the banking industry and general economy. Such entities should 
ail be utilized as sources for data.
However, as I expressed at the committee meeting, I have serious reservations 
about the ability of any person to learn and throughly understand in a 
relatively short time span the total concept of the state economy, the effect of 
major legislative changes (such as the one under study by the Commission) 
the various types of banks and other financial institutions which exist today 
the various Regulatory authorities (several in number) which are responsible 
for and deeply involved in the banking and financial process, the various taxin" 
units and authorities and most importantly the inter-relationship of all these ° 
economic forces and groups.
It is virtually impossible to institute any one action or change for one type of 
institution without having a profound effect on one, several, or ever, all of the 
aforementioned groups and economic forces.
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The decisions which the Commission makes will be of crucial importance to the 
commercial hanking system, the thrift institutions, and ali other financial-type 
institutions of this state. Even more significantly these decisions will have a 
decided impact on the major question of the long run direction of this state’s 
economy; i. e., whether it remains “mature” (at best a euphemism for 
stagnation), whether it continues to decline in relative importance, or whether 
through an improved economic climate and the concerted effort of all individuals 
and groups concerned, that Massachusetts’ “mature” economy can he redirected 
toward positive growth. It is the individual citizen of this state who will be the. 
ultimate benefactor of positive growth pattern — by the same measure he will 
be the ultimate victim of a continuation of stagnation or decline. Such decisions, 
therefore, must be based upon accurate information authoritatively interpreted.
As was agreed, it W'ould be distinctly unfair to Mr. Fitzpatrick to expect him 
to make such interpretations or recommend Commission actions which would 
influence such major decisions without the benefit of a long-run liaison w'ith 
and knowledge of banking and all the ramifications. These are actions which 
must be left to the Commission after consideration of all data and interpretations 
placed upon such data by witnesses expert in their selected area.
Therefore it is my understanding that the decision of the committee for the 
Commission is that Mr. Fitzpatrick’s responsibilities will be confined to such 
activities as the search for accurate and pertinent facts, the documentation of 
such facts relative to the scope of the Commission’s study, the co-ordination of 
the presentation of basic data, the development of agenda for meetings, the 
arrangement for those who will appear to testify before the Commission, the 
recording of all Commission discussion and action, and the communication to 
all members of the Commission all information which has a bearing on the 
Commission’s function.
In closing I respectfully request this letter be presented to the entire 
Commission as one of its first items of business at the next scheduled meeting 
and then entered on the official records of the Commission.

Sincerely yours,

William G. Fish, Member
570 Hale Street
Beverly. Massachusetts 01915
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December 7, 1972

Frank Fitzpatrick 
Managing Director
Commission to Study the Authorization of Savings Banks to accept 
Demand Deposits 
Room 213 B 
Senate Lobby
Commonwealth of Massachusetts 
State House, Boston 02133

Dear Frank:
1 enjoyed meeting you at the Catholic Charities affair last night, and hope that 
we may, as you suggested, sit down for a part of a day to talk things over in 
some detail. 1 think that the best approach might be for you to give my office 
a ring in order to set up a date which would be most convenient for you, and 
1 am looking forward to seeing you.
Vi ith regard to some written comment. I think that the Chairman’s approach 
to hear all testimony available is appropriate certainly.
While I do not intend this to be testimony, I thought I might at least state what 
my own view of what the present status is insofar as the Commission is 
concerned. One of the problems we have is that the membership of the 
Commission represents both the commercial banks and the savings banks, and 
in a sense neither one is in a position Lo judge fairly what the Commission’s 
attitude ought to be, since they are obviously prejudiced, or at least should be 
prejudiced based on their background. For that reason, I think that the 
legislative membership really is the only membership which can be in a decision 
making posture. 1 suppose that will be the rase, based merely upon their 
numbers.
Another problem which is involved here is that the savings hanks have over 
the years been much more successful and frankly have worked harder at their 
own credibility in the eyes of the legislature which puts severe pressure on the 
commercial banks. The proper question, I think, to be asked, is two-fold The 
most important question is what can the Commission do to best serve the interests 
of the consumer (i. e. depositor) of banking services in the Commonwealth of 
Massachusetts by way of progressive legislation.
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Secondly, the Commission must be concerned with the stability of the banking 
structure in Massachusetts. My own view of the proper response to those two 
questions is that there is no logical reason why a savings bank should not be 
allowed to issue demand deposits in the same manner that commericial banks 
do, providing the various inequities which exist as between the two banking 
structures are corrected. I think that that is the direction the Hunt Commission 
has taken in their report on the national level, and would seem to be the 
appropriate direction for us to take as well. Given that kind of an attitude, it 
seems to me that good progress could be made toward a solution to at least 
some of the problems presently involved. Also, we must be coordinating state 
legislative programs with respect to banking with those already being developed 
in the United States Senate and House Banking Committees as it reflects on the 
report of the Hunt Commission.
I do not know if these comments can help; hcw'ever, let. us meet to expand 
on them.

Very truly yours,

JJN :smf

GARDEN CITY TRUST COMPANY 
John j. Nyhan 
Chairman of the Board
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To: Sen. Irving Fishman 
From: Rep. Joseph Semensi
Subject: Meeting of the Special Commission Investigating Demand D eposits 

held on Monday, March 27th.
It was decided that the Senate Chairman and House Chairman of the Banks 

& Banking Committee contact their respective leadership for funding the Com
mission and that the Savings Bank Association and Mass. Bankers’ Association 
submit, in writing, as to what they will do, and also name a particular person 
from each Association who shall be “on call” at the Commission’s disposal (no 
funds are being asked at this time from either Association). The motion was 
passed unanimously.

Each Commission member is to be provided with adequate copies of Chapter 
72 of the Resolves of 1971 and the Federal Commission Report on the same sub
ject matter, that is, checking accounts for savings banks.

A motion to extend the due date of the Commission report to the second 
Wednesday of January, 1973 was passed unanimously.

Also passed unanimously was a motion to name Senator Irving Fishman and 
Representative William A. Connell, Jr. as Chairman and Vice Chairman, re
spectively, of the Commission.

The Commission on the Demand Deposit Study met on Tuesday, April 11, 
1972 in Room 436, State House, Boston at 1:30 P.M. Present were:

Senator Fishman 
Representative Connell 
Senator Rurak 
Representative Menton 
Representative Farnsworth 
Representative Aguiar 
Representative Semensi 
Mr. Nyhan. Garden City Trust Co.
Newton, Massachusetts
Mr. Fish. Bay Bank & Trust
Beverly, Massachusetts
Mr. Alderman. Community Savings Bank
Holyoke, Massachusetts
Mr. Howe, Provident Inst, for Savings
Boston, Massachusetts
Mr. Duffey, Suburban National Bank
Arlington, Massachusetts
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The Chairman indicated that the Senate leadership would probably go along 
with a 20 to 25 thousand dollar amount for research for the Commission in the 
next Deficiency Budget. The Chairman also indicated that our reporting date 
is December 27, 1972 without any further action by us.

Rep. Adams suggested that the Chairman check with the Legislative Research 
Bureau for studies by other states.

Mr. Duffy indicated one-third of the savings banks in the LInited States are 
in Massachusetts (491 in the U.S. -— out of this, 70 are in Massachusetts). There 
are roughly 13,750 commercial banks in the U.S., with 150 located in Massachu
setts.

Motion made and seconded to have representatives of the three sides to the 
question to make oral and written presentations.

The next meeting is scheduled for May 1, 1972 at 1 :30 P.M. in the State 
House.

Included in the notice to be mailed to each member notifying them of the 
next meeting is to be a list of the membership of the Commission. It was sug
gested that, if at all possible the three presentations on the question of Demand 
Deposits be made at the same time.

The Commiss'on will await notification from the three sides involved when 
they are ready to make their presentations.

It was noted that some of the deficiencies in the Hunt Commission Report 
was that there were no legislators serving on the Commission and there were no 
public or consumer members. It was specifically pointed out that the Commission 
will accept any reports from Small Bankers Committee, of which Mr. Duffy 
appears to hfe the spokesman.

It was also suggested that every member read the Hunt Commission Report.
Respectfully submitted,

JOSEPH J. SEMENS! 
Representative
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The Commission providing for an Investigation and Study relative to authori
zation of Savings Banks to Accept Demand Deposits met on Wednesday, 
September 27. 1972 in Room 473A, State House, Boston at 1 p.m.

Present were committee members:
Senator Fishman
Representative Menton
Representative Aguiar
Representative Carey
Mr. Howe, Provident Inst, for Savings
Mr. Fish, Bay Bank and Trust
Mr. Duffy, Sub urban National Bank
Mr. 1* itzpatrick, Research Director and guest speaker 
Mr. Robert Eisenmenger, Federal Reserve Bank of Boston

Mr. Eisenmenger’s remarks were as follows:
now going through a period of easy money — but becoming less easy.
To stabilize banking situation in tight money periods (such as between 1966- 
70 checking accounts have been suggested, but experience shows (as in 
Indiana and other jurisdictions where savings banks have checking account 
power, it has not proven to be effective as a stabilizer. Also New Jersey, 
Michigan, Maryland and Delaware — Indiana (4 savings banks; 365 commercial)
NOW accounts can be offered to corporate customer not commercial deposits 
(only CD’s and other time deposits 12-15% of Commercial banks are non
income producing (checking acc’ts) except non-member commercial banks 
which are only required to keep 15% in U.S. Bonds.
Hunt Commission recommends standard users requirement for all banks. 
OK for S.B. to have checking acc’ts and it is not disastrous to commercials 
providing reserve requirements are the same and something like Regulation 
Q is adopted, providing commercials are given right to pay interest on checking accounts.
Eliminate Corporate NOW account — not yet a significant factor but in the not too distant future.
Most profitable accounts will move to NOW account from checking accounts 
Most harmful to small commercials.
NOW’s more detrimental than regular checking accounts.
If checking accounts authorized for individuals in commercial banks and 
only 26% of commercial accounts subject to competition.
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Present situation (NOW) should not be allowed to stand; potentially disas
trous on small commercial banks. The Commissioner has the power to reduce 
interest rate on NOW accounts to “zero” %.
Mr. Duffy offered eliminating Regulation Q really no solution to NOW 
problem for the small commercials.
At present there are 939 commercial bank offices (including branches) and 
419 Saving Bank offices (including branches).
Federal Saving and Loan Association banks would be more threatened than 
the small commercials.

Respectfully submitted

Frank Fitzpatrick 
Research Director
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Mr. Fish made the following motion:
1. The Commission strongly encourage the Commissioner of Banks of the 

Commonwealth of Massachusetts to use whatever powers of that office are 
available to declare a moratorium on the announcement, implementation, 
advertising, or expansion of the so-called NOW account programs effective 
this date, September 27, 1972.

2. That the Commissioner be urgently requested to issue a directive requiring 
that “notice” on the account utilized can be required prior to payment and 
that such be stamped or printed conspicuously on the face of every check 
used in this program.

3. That the Commissioner be assured she has the support of the Commission in 
bringing order to this situation so an equitable and positive program can 
be developed for all parties in answer to the two major questions now before 
the Commission :

and upon approval, this position be transmitted to her no later than October 4, 
1972 : 4 p.m. this date.

Chairman Fishman thought it best to carry over these motions to the next 
meeting of this Commission on October 4, 1972 when an advance notice of the 
motion would be made to other Commission members.
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October 3, 1972

Senator Irving Fishman 
State House — Room 213B,
Boston, Massachusetts
Dear Senator:

Pursuant to your request relative to the powers of joint special commissions, 
specifically the special commission “providing for an investigation and study 
by a special commission relative to authorization of savings banks to acoept 
demand deposits , (Chapter 72 of 1971); it is my opinion that where said 
resolve only allows the commission to make its recommendations, together 
with drafts of legislation necessary to carry out its recommendations, to the 
clerk of the house, that the said commission cannot make any other 
recommendation to any commission, commissioner, board or department head.

Chapter 4, section 2A of the General Laws governing special legislative 
commissions only allows recommendations to be made to the clerk of the branch 
in which the bill or resolve originated.

It is my considered opinion that the motion pending before your commission 
would be out of order.

Very truly yours,

George V. Kenneally, Jr.

GVK,Jr./jmw
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BANKS AND BANKING COMMISSION MEETING 
Wednesday, October 4, 1972

12 :A0 a.m. Room 473 changed to Room 443 because of outside construction 
noise interference.
Representive Carey spoke regarding the Commission strongly encouraging the 
banks of the Commonwealth of Massachusetts to use whatever powers of that 
office are available regarding the “NOW” accounts.
Senator Fishman:
Regarding Senator Carey’s statement, may I comment that at the same time 
that the announcement of this meeting was sent out, the attention of the members 
was called to a speech given by the Commissioner at a recent Savings Bank 
Convention within the past week and a half. Also, copies of that speech were 
mailed to each individual member of this Commission. I hope you have all had 
the opportunity to read that speech by the Commissioner. In answer to your 
statement, Representative Carey, the Commissioner does detail the powers that 
she feels she has in connection with the NOW accounts and I think that it 
specifies what powers she considers she has at the present time. Now my recol
lection is that there were many that she thought she had but she has chosen 
not to exercise. On advice of Senate Council I rule the motions before us to be 
out of order. At this point Mr. Edward Duffy challenged the ruling of the chair.
Representative Bliss:
Mr. Chairman, I would like to think that I remain one of the older members of 
your Commission but I think that any action that shows the expression or opinion 
of this Commission at this time in the long run will interfere with the issue that 
has been assigned to us at this time. I think it would be unwise for this Com
mission at this time to be put into a position where they must show an opinion 
on the issue that is before us.
Is the Chair in a position to accept an amendment to this motion until the 
Chair makes a ruling as to whether or not to accept.
Senator Fishman:
The Chair has been considering that for the past five minutes and at this point 
my own feeling is that I do not have the authority to accept any amendments If 
there is any opinion to the contrary, I would be glad to hear it.
Ed Duffy:
Some of the members of this Commission were not here at last week’s meeting 
at which we were honored to have Mr. Eisenmenger of the Federal Reserve 
Bank in Boston. As I recall, Mr. Fish made this motion in view of what was 
happening on these NOW accounts and because of what he told us at the last
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meeting. It was my understanding that this gentleman would be invited back 
today to repeal his views once again so that everyone that is voting here today 
could hear his views. Some of the substance of what he had to say was that 
the situation is in such a turmoil at this point because of the NOW accounts 
that unless the State takes some action within a month, the Federal Government 
is going to step in. This is what this is all about and I am wondering, Mr. 
Chairman, whether or not you had the opportunity to invite him back. I would 
like to hear your comments on this.
The minutes of the last meeting are in preparation and our Research Assistant, 
Mr. Fitzpatrick, is now typing them and hopefully we will have them before 
us shortly. Mr. Eisenmenger did say that he would try to be here but apparently 
he could not make it.
Mr. Chairman, has the Commissioner been invited to attend this meeting today? 
Chairman:
I don’t believe she has. She has attended a previous meeting concerning the 
NOW Accounts in fact it was in this very room.
THE CHAIR RECESSED FOR 5 MINUTES TO WAIT FOR LAST WEEK’S 
NOTES.
Chairman-.
We have been advised by the House Clerk that since the Commission has not 
adopted any rules of procedure, we would be expected to follow ordinary 
Parliamentary procedure and under ordinary Parliamentary procedure, the 
ruling of the Chair may be challenged and overturned by a majority vote.
Ed Duffy.
Mr. Chairman, I move to withdraw my challenge.
Mr. Carey:
I second it.
Mr. Nyman:
My motion would basically be, I would delete under Section I that the Com
mission strongly encourage the Commissioner of Banks in Massachusetts to 
use whatever powers of that office to declare a moratorium. I would instead 
insert that a vote be taken as to the merit of a moratorium, deleting the word 
‘Commissioner’ in each case and merely adding the census of the commission.
Chairman:
Mr. Frank Morris, the head of the Boston Office of the Federal Reserve Bank 
is here and with him is Mr. Eisenmenger whose testimony has been referred 
to at the last meeting.
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Mr. Morris:
1 am happy lo be here because you are dealing with a problem which is of 
considerable concern to us in the Federal Reserve. I would like to try to distin
guish between the long run and the short run. I think that in the long run we 
will be mo\ing in the banking structure in the United States in the direction 
recommended by the Hunt Commission in which various financial institutions 
including the savings banks, would be given broadened powers including in time 
demand deposit powers.
Rut 1 think also that if we are going to have a stable financial structure that 
these broadened powers should be accompanied by broadened responsibilities. 
There is a general agreement among the commercial bankers and among the 
savings bankers that what they all really are seeking is the quality of competition, 
an opportunity to serve the consumer better and they are willing to assume 
the responsibilities that go with equal competition. I think in the long run we 
will be moving in this direction in the United States and it is important on how 
we move. Do we move in an orderly way in which the principle of equality and 
competition is maintained as we go along or do we move in a haphazard direc
tion.
The thing that disturbs me is that the Supreme Judicial Court of Massachusetts 
has made a ruling which has changed the entire competition balance between 
financial institutions in Massachusetts. This leaves us with the short run problem 
of dealing with the short run instability until such time as we can in a more 
orderly way look at the entire financial structure not only in Massachusetts but 
this problem is appearing in Massachusetts first for accidental reasons, it is a 
national issue. The President and his staff are now working on legislation 
which he will present to his next session of Congress. This will deal with the 
recommendations of the Hunt Commission.
It seems to me that it is desirable not only in the interest of the financial 
economy of Massachusetts that this commission dealt with short run means of 
stabilizing the present unstable situation. The general principle is where I would 
stand in this situation. I think that in the long run the savings bank must have 
added powers to help the consumer. I don’t object to the NOW Account in 
isolation but there are two problems that this issue poses:
Competitive Equality. The savings banks are now offering something that we do 
not permit the commercial hanks to offer. Under present laws, we do not permit 
the co-operative banks and the savings loan associations this power The s ' 
banks have been given a sheltered position in our financial system I don’t 
object to the mutual savings banks wanting to get out of this specialized function 
and offer a broader range of services to the public buj I do object to the fact 
that we do have competition and equality resulting from this ruling from the
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Supreme Judicial Court and I am concerned that we are creating a new type 
of money a new means of making payments which is beyond the jurisdiction 
of the Federal Reserve.
I think we have a very unstable situation from the developing of NOW Accounts. 
From the standpoint of the consumer’s interest, it is a great boon to the 
consumer. We will be moving as a country in the direction of permitting this 
service to the consumer but it must be done in an ordinary manner.
One of the recommendations of the Hunt Commission was that any mutual 
savings bank in which demand deposits grow to the amount of within 10% of the 
total deposits would be required to join the Federal Reserve System. Under the 
Hunt Commission rules, we would begin to get a handle on this new kind of 
money as they developed the sendee and as the NOW Accounts grew they would 
be required to join the Federal Reserve System and we will get the control on 
the growth of this money.
It is forbidden by regulation and I think by the meaning content of the statute. 
The problem of Federal Reserve action is that it does not have different 
rulings for different parts of the country. I know that the Federal Reserve 
at this time is not going to permit commercial banks on a national basis to issue 
NOW Accounts because from the standpoint of Washington, this is a Massachu
setts problem not a national problem. Whether they can be persuaded to permit 
the Massachusetts banks to get into this competition is unknown.
I think we would have to try to respond in some way to ease the competition 
disadvantage under which our member banks can operate. Another way is to 
’■ aise the regulation ceiling but again we would run into the problem of would 
the Board be prepared to do this for Massachusetts. They certainly at this time 
would not be prepared to do this in a national basis, because there are other 
interests involved from a Washington vantage point, the major thrift institutions 
in this country are the savings and loans associations. Mutual savings banks 
are looked upon as a quaint New England tradition and not a national force. If 
the savings and loan association that surround the country wanted to get into 
the demand deposit business, then it will overnight become a national issue. 
We could deal with it on a national basis.
Personally, I would like to see us conduct a regional experiment with a sort 
of new competitive environment that the Hunt Commission recommendations 
would bring forth. The savings and loans associations in Massachusetts are being 
put in a weaker competitive light than they were as well as the commercial 
banks. Perhaps the Federal Homeowners Bank Board might be inclined to 
recommend some changes along this line as we!!. The problem is trying to deal 
in Washington with a problem in another state.
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Mr. Nyhan:
Should F ederal Reserve Board go along with allowing the commercial banks 
to use the NOW Accounts in Massachusetts?
Mr. Morris:
This is the reason why the Federal Reserve should do something and it 
ought to be done in context of an agreement between the Federal Reserve, 
Ihe F.D.I.C. and Federal Homeowners Bank Board. I would suggest that you 
not be optimistic that Washington is going to take this problem out of your 
hands.
The NOW Account is a way of the future. They would give the savings banks 
a strong new competitive tool. I think that if the savings banks would get into 
the demand deposit business on the same basis as commercial banks, offering 
demand deposits without interest, this is something they have also been pushing 
hard in Connecticut I just don’t think they can get this program off the ground 
because it doesn’t offer anything new to the consumer. The NOW Account is 
a revolutionary instrument with tremendous potential for disturbing the finan
cial stability of Massachusetts.
Chairman:
It also has the feature of offering a new banking service to the public which 
they have never had before.
Morris:
That’s right and I think we will be moving in this direction as a long term 
proposition on a national basis, the question is how do we get there? 
Farnsworth:
Are your facts known by the Commissioner of Banks in Massachusetts? 
Morris:
Yes, I think she understands my position on this matter.
Adams:
If the Commissioner or anyone said, “no you can’t do this”, would the savings 
banks put an injunction and go right back to the Supreme Court again? 
Morris:
This is a question for the lawyers. They have told me that the Commissioner 
has the power to control the level of interest rates on NOW Accounts. She has 
not exercised this. It was within her power to set a zero interest rate The 
court would not rule on the level of interest rates.
Lewis:
The NOW Account could affect the control over the Federal Reserve System 
the money supply. Have many other banks contacted you to ask if the Federal
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Reserve System could prevent them from entering in this new field of NOW 
Accounts?
Morris:
We have no jurisdiction on mutual savings banks. This would require a change 
in the national level. At the moment we have no legal authority. From what I 
understand the President is going to introduce legislation to implement the 
Hunt Commission recommendations or a part of it.
Menton:
If you yourself as an individual in this position had the clear feeling that this 
legislation and the commission had little or no power to do anything to stop 
competitive imbalance, would you in effect try to do something on a Federal 
level?
Morris:
If nothing is done in Boston, where the responsibility lies, then it will require 
change of the restriction under which the commercial banks are required to 
operate. In the case of the S & L's. I am advised, that the Homeowners Bank 
Board has no legal authority to permit the savings and loan associations in 
Massachusetts to offer NOW Accounts.
Now Speaking, Kenneth Myers from the Federal Homeowners Bank 
Myers-.
One point I would like to call to your attention is that the Federal Homeowners 
Bank does not have the statutory power to issue the equivalent of the NOW 
Account or checking accounts. It does have statutory power to authorize a 
third party payment for limited categories and uses on homeowners payments 
or payments on improvement loans.
Senator Fishman-.
Can you tell us how much of an impact the NOW Accounts have had on savings 
and loans associations in Boston?
Myers:
At this point it is difficult to say that there has been a significant impact not 
to suggest that there will not be one. You gentlemen no doubt remember the 
recent rate differential between institutions that are Federally insured such as 
the Federal Savings and Loan Associations and State Surety Savings Banks at 
that time a rate differential of M2 one percent resulted in a loss of assets 
by our Federal Home Loan Banks in Boston or between 10 and 20 peroent 
over a period of 2 years. Small rate differences do result in sizeable movements 
of deposits in time. I am unable to indicate to you that there has been any 
significant movement.
To have the equivalent of the NOW Account would require new Federal 
legislation.
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I here was statutory authority for the Federal Home Loan Bank Board to 
authorize third party payments for its members. There was a general autho
rization made about a year and a half ago and upon strong representation by 
the Federal Reserve Board, that authorization was withdrawn. It was later rein
stated in a modified form one of which limited such payments to categories 
where the expenditures were related to home purchase and home improvement.
Back to Commission Business 
Senator Fishman:
Regarding the motion by Mr. Nyhan, three words in the first paragraph should 
be deleted “the declaration of”
Votings took place on all three motions and are as follows:

Irving Fishman No No No #1Edward Burke A A A Yes 6
James Rurak A A A No 12
George Mendonca No No No Absent 9
Fred Lamson A A A Total 27
James DeNormandie A. A A
William Connell No No No
Paul Menton No No Yes
William Carey Yes Yes Yes #2
Antone Aguiar No Yes Yes Yes 6Paul Malloy A A A No 12Arthur Lewis No Yes Yes Absent 9Norton O’Brien Yes Yes Yes Total -27Joseph Semensi A A A
Kevin Sullivan No No No
Albert Nash A A A
Royal Bolling No No No
Donald Bliss No No No
Vernon Farnsworth Yes No No
James Adams No No No #3Robert Reynolds A A A Yes 8John Howe No No No No 10Paul Lazzaro Yes No Yes Absent 9William Fish Yes Yes Yes Total 27Edward Duffy Yes Yes Yes
John Nyhan A A 4Wayne Alderman No No No



1973] HOUSE —  No. 5888 63

Motion by John J. Nyhan made and Seconded that:
1. The Commission strongly encourages a moratorium on the announcement, 

implementation, advertising, or expansion of the so-called NOW Account 
programs effective this date, Wednesday, October 4, 1972.

2. The Commission urges the “notice” on the account utilized be required 
prior to payment and that such be stamped or printed conspicuously on 
the face of every check used in this program.

3. The Commission intends to recommend legislation to bring order to this 
situation so that an equitable and positive program can be developed for 
all parties in answer to the two major questions now before the Commission; 
and, upon approval, this position be transmitted to the clerks of legislature 
no later than the effective date of this vote.
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October 4, 1972
Statement of Edward J. Duffy, Jr.

Member of Special Commission 
Relative to the Authorization of 

Savings Banks to Accept Demand Deposits
Mr. Chairman:

I rise to a question of privilege which affects the rights, integrity, and 
conduct of the members of this Special Study Commission.

It has come to my attention that certain legislative members of this Com
mission received political campaign contributions from Savings Bank lobbyist 
William F. Malloy for their election campaigns.

The Boston Evening Globe, Wednesday, February 16, 1972 carried a report 
on page 1 and 4 as follows: “Savings Bank lobbyist William F. Malloy contrib
uted $1050.00 to the 1970 election campaigns of six members of the Joint 
Legislative Committee on Banks and Banking, Common Cause reported today.

Top beneficiaries were Banks and Banking Committee House Chairman 
Rep. William A. Connell, Jr. (D-Weymouth), who received $500.00, and House 
Speaker David Bartley’s Committee to Reelect a Democratic House, which also 
received $500.00.”

“The Senate chairman of the Ranks and Banking Committee Sen. Irving 
Fishman (D-Newton) received a $100. campaign contribution from Malloy. 
Malloy is acknowledged by most legislators to be the most effective lobbyist on Beacon Hill.”

“Other members of the Banks and Banking Committee receiving contribu
tions from Malloy were: Republican Sen. Fred Lamson of Malden ($200.00) 
and Democratic Reps. Antone S. Aguiaz, Jr. of Swansea ($100.00), Joseph 
Semensi of Randolph ($100.00) and Albert L. Nash of Leicester ($50.00).”

“A total of six of the 21 members (15 representatives and 6 senators) on 
the banking committee received contributions from Malloy in 1970 ”

Mr. Chairman, in view of the foregoing unrefuted facts reported by the 
Common Cause in the Boston Globe and in view of the fact that six named 
legislators are memliers of this Commission and in view of the crucial motion 
which is to be voted on here today and the potentially disastrous effect upon 
the Commercial Banks in this Commonwealth of allowing Savings Banks to 
continue their Checkable N.O.W. accounts without proper statutory and regu
latory powers being enacted and promulgated, Mr. Chairman, in view of the 
obvious cloud of conflict of interest which hovers above the six members of this 
Commission already named, I respectfully submit and suggest that any of said 
members present today refrain from voting on the motion before us
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To mix politics into the important question before us and to place a cloud 
of suspicion and doubt in the public’s mind concerning the sincerity, objectivity 
and impartiality of this Commission commits a most grave disservice to the 
people of this Commonwealth who have asked us to study this very important 
and far reaching economic problem,

I would hope that any of the six legislators named who are here today 
would voluntarily refrain from voting on the Motion placed before us by John 
Nyhan, President of the Garden City Trust Co. of Newton.

This Commission must act today, Mr. Chairman, in a non-partisan, non— 
political climate if it is to reach a non—political result.

We must place the interest of the people and the financial well being of the 
Commonwealth’s banking industry, which is the heart beat of Massachusetts 
commerce, above partisan politics and conflicting interests.

This is no game we play here today Mr. Chairman. The future existence of 
over 100 banks throughout this Commonwealth are vitally involved and at 
stake.

Mr. Chairman, I hold no personal or political animosity for any members 
of this Commission including the six members already named. However, should 
any of the six members present today refuse to refrain from voting on the 
motion to be placed before us, then I respectfully move that this Commission 
go on record by voting that in view of the facts as presented in the Boston 
Globe of February 16, 1972 that any of six legislators present today be 
requested to refrain from voting.

Thank you Mr. Chairman.
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Senator Irving Fishman, Chairman 
Rep. William A, Connell, Jr., Vice Chairman 
Special Study Commission Relative to 
Demand Deposits in Savings Ranks 
Massachusetts Legislature 
State House
Roston, Massachusetts 02133 

Gentlemen:
I understand that the Commission has voted to continue the study purposes 
for which it was created and to expand the scope of that study to include the 
subject of negotiable withdrawal orders available under the recent decision of 
the Supreme Judicial Court. On review, we concur that this subject matter can 
be rightfully included within the scope of the Study Commission’s work under 
the language of Chapter 72, of the Acts of 1971 which allows the Commission to 
review . . .“such other related matters as the Commission may deem relevant”. 
In this connection I attach a fact sheet which I had previously compiled and 
provided for each member of the Commission.
I would welcome the opportunity to testify at any time upon your invitation
concerning this matter.

Very truly yours,
Freyda P. Koplow 
Commissioner of Ranks

FPK/se
Encs.
CC: Members of Study Commission
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STATEMENT OF FREYDA P. KOPLOW, 
COMMISSIONER OF BANKS,

IN SUPPORT OF PROPOSED LEGISLATION 
RELATIVE TO THE POWER 

OF SAVINGS BANKS TO PERMIT 
WITHDRAWALS BY NEGOTIABLE

WITHDRAWAL ORDER
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THE SUPREME JUDICIAL COURT OF MASSACHUSETTS HAS RE
CENTLY HELD, IN THE CASE OF CONSUMERS SAVINGS BANK vs. 
COMMISSIONER OF BANKS, THAT MASSACHUSETTS SAVINGS 
BANKS MAY PERMIT DEPOSITORS TO DRAW NEGOTIABLE WITH
DRAWAL ORDERS AGAINST THEIR DEPOSIT ACCOUNTS.

Since the Court took the view that the use of negotiable withdrawal orders 
is simply another method of making withdrawals from ordinary savings 
accounts, the decision cannot be interpreted to permit the establishment of 
true commercial bank type demand deposit accounts.

Heretofore, it has generally been assumed that, in order to make a with
drawal, a depositor would have to present his passbook to the bank personally 
or by mail. The bank would then give the depositor cash or a bank check, and 
an appropriate notation would be made in the passbook.

Under the terms of the decision, a savings bank account need not be repre
sented by a passbook. Instead, the bank would send a periodic statement to the 
depositor, as is done in the case of commercial bank checking accounts.

The effect of this decision is that savings banks may now offer accounts 
which are very similar in nature to checking accounts in commercial banks.
THERE ARE SOME DIFFERENCES BETWEEN “CHECKABLE” SAVINGS 
ACCOUNTS AND TRUE COMMERCIAL BANK CHECKING ACCOUNTS.

Proponents of such accounts have strongly resisted categorizing the instru
ments in question as “checks”. They have instead repeatedly referred to them 
as “negotiable withdrawal orders”. However, the form which Consumers Savings 
Bank proposes to use, as set forth in its brief of the Court, appears on its 
face to be a check as defined in the Uniform Commercial Code (see G.L. 
Chapter 106, Section 3-104).

Some confusion has arisen over whether the Court has authorized savings 
banks to accept “demand deposits”. Such deposits are those as to which a 
depositor, by tho terms of his agreement with his bank, has an unconditional 
right to make withdrawals at any time. The source of this confusion is the fact 
that commercial hank checking accounts are maintained in the form of demand 
accounts, so that the bank is obligated to its depositor to honor all checks drawn 
by him against adequate balances, upon presentation of such checks. Thus 
although checking accounts are usually maintained in demand deposit form 
the characterization of an account as a “demand account” depends not upon 
whether checks may he drawn against it, but upon whether the unconditional 
right to withdraw exists.

Massachusetts savings banks may not offer demand accounts. The only types 
of accounts against which checks would be drawn are those as to which there
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is no contractual notice of withdrawal or maturity date. Thus, no one has 
suggested that checks could be drawn against 90-day notice accounts, systematic 
savings accounts, term deposit accounts, or club accounts. However, even in 
the case of ordinary savings accounts as to which no contractual time period 
is applicable, Section 26 of Chapter 168 of the General Laws provides that a 
savings bank may at any time require a depositor who wishes to make a with
drawal to give notice, for a time not in excess of 90 days, of his intention to 
withdraw. With the approval of the Commissioner of Banks, a six month notice 
requirement may be imposed. This power to require notice differentiates a 
“checkable” savings account from a demand deposit account.

Commercial banks under both state and federal charters are forbidden to 
pay interest on demand accounts. Because all checking accounts have been in 
demand accounts form, such banks have not been able to pay interest on 
“checkable” savings accounts. Savings banks presumably could pay inteiest 
on checking accounts in the absence of intervention by the Commissioner. 
However, it appears that the Commissioner’s rate control authority (G.L.c.167,
§ 18B) is broad enough to allow the partial or total restriction of payment of 
interest on such accounts, without affecting the rates payable on other accounts 
not subject to checks.

Under the reasoning of the Court’s decision, it is likely that trust companies, 
whose savings accounts are subject to the bank’s power to require notice of 
withdrawal as described above, as a matter of state law, permit checks to be 
drawn against such accounts. However, such a practice is forbidden by federal 
regulations applicable to trust companies. Thus, apparently, the authority which 
savings banks have at the moment to allow withdrawals by check from savings 
accounts apparently does not extend to similar accounts in trust companies.
BECAUSE OF THE DEPOSITOR’S UNCONDITIONAL RIGHT TO WITH
DRAW, TRUST COMPANIES AND NATIONAL RANKS MUST MAINTAIN 
LIQUIDITY RESERVES AGAINST CHECKING ACCOUNTS.

Section 27 of Chapter 172, G.L., requires every trust company to maintain 
such a reserve in an amount equal to 15% or 20% of the bank’s demand 
deposits and time deposits withdrawable within 30 days, the higher percentage 
applying only to Boston banks. This reserve must be made up of cash and 
certain securities readily convertible into cash, to ensure that the bank will be 
able to honor checks as they are presented for payment. Similar reserve re
quirements pertains to national banks. However, no such liquidity reserve 
requirement pertains to savings banks. The guaranty fund which such banks 
must maintain is in no way a liquidity reserve. Result — safeguard for public 
created by commercial bank liquidity reserve is not required of savings banks.
SAVINGS BANKS HAVE HISTORICALLY BEEN REGARDED BY LEGIS-
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LA TURKS AND REGULATORY AGENCIES AS ENTITIES SIGNIFICANT
LY DIFFERENT FROM COMMERCIAL BANKS, LARGELY BECAUSE OF 
THE ASSUMPTION THAT SAVINGS BANKS COULD NOT OFFER 
CHECKING ACCOUNTS.

This fact is reflected in federal and state regulations, governing the rates 
of interest which may be paid by the two types of institutions, as set forth in 
the following tables.

The advantage given to savings banks is intended to compensate for the fact 
that such banks, which were generally understood not to be able to offer 
checking accounts, would be at a competitive disadvantage if commercial banks 
could offer one-stop” banking convenience (savings and checking accounts in 
the same bank) while offering interest on savings deposits at the same rate 
paid by savings banks.

The higher savings bank rates in Massachusetts reflect the fact that, because 
most of our savings banks are insured only under the state insurance system, 
they are not subject to federal rate control, but to regulations promulgated by 
the Commissioner of Banks at a time when many Massachusetts savings banks 
had begun to pay rates in excess of those permitted under federal regulations. 
The federal regulations specifically allow federally insured savings banks in the 
state to pay the high rates which other savings banks in the state may pay

The rate advantage enjoyed by savings banks in Massachusetts is greater 
than their advantage elsewhere.

Under both federal and state law, savings hanks pay income taxes according 
to a formula which is less burdensome than that applicable to commercial hanks 
BECAUSE OF THE DIFFERENCE IN NATURE BETWEEN COMMER. 
CIAL BANKS AND SAVINGS BANKS, WE HAVE ALLOWED SAVINGS

Federal regulations applicable to all 
federally-insured commercial banks and 
savings banks outside Massachusetts.

Commercial
Savings
Difference

90-Day Notice
5 %
51/4%

y4%
Regulations applicable to all commercial 
banks and savings banks in Massachusetts.

Ordinary Savings 90-Day NoticeCommercial
Savings
Difference

4M>% 5  %
5 y4 % 5y2%

% %  y2%
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BANKS TO ESTABLISH BRANCHES VERY CLOSE TO EXISTING COM
MERCIAL BANKS.

Massachusetts has 170 savings banks, with a total of 433 offices. During the 
past two years we have acted on 108 branch applications. (89 granted, 12 denied, 
7 pending). In many cases we have allowed savings banks to establish branches 
alongside commercial banks, on the theory that the types of services offered by 
the two were complementary, and not competitive.
THE ENTRY OF SAVINGS BANKS INTO THE CHECKING ACCOUNT 
BUSINESS WOULD BE POTENTIALLY DISASTROUS FOR COMMERCIAL 
BANKS.

There is a delicate balance of power between commercial banks and thrift 
institutions. Different statutory and regulatory provisions over the years, at 
both the state and federal level, have been designed to maintain this equilibrium, 
in the interest of the banks, and, ultimately, of the public.

If savings banks are permitted to offer “checkable” accounts, a serious 
disruption could occur because depositors who presently maintain checking 
accounts in commercial banks and savings accounts in savings banks would be 
strongly tempted to move their checking accounts into savings banks in order 
to obtain “one-stop” convenience. Similarly, persons presently having both 
demand and savings accounts in commercial banks, because of the convenience 
factor, might well find it advisable to switch both accounts into savings banks. 
The impact of the widespread occurrence of such practices would be hard to 
exaggerate.

The potential for disruption would, of course, be even greater if savings banks 
were to adopt a policy of paying interest on “checkable” accounts.
THE LIKELIHOOD OF SERIOUS EFFECTS ON THE COMPETITIVE BAL
ANCE IS FAR GREATER IN MASSACHUSETTS THAN ELSEWHERE.

Massachusetts was the second state to begin to charter savings banks. (1816). 
The savings bank industry here presently has assets in excess of 15 billion 
dollars. The aggregate of trust company and national bank assets, exclusive 
of trust department operations, is slightly in excess of 14% billion dollars.

I believe that this is the only state in which savings bank assets exceed those 
of commercial banks.

In Massachusetts commercial banks located in suburban and rural areas, 
and in the smaller cities 60% to 80% of the deposits are in the form. of personal 
checking accounts. These deposits would be jeopardized if savings banks enter 
the checking account field.

While the matter is not altogether clear, it is possible that the reasoning of
the Court would apply to withdrawals from co-operative banks and credit•  t l .  ..... „r .1—„„  _____„r _.i . .i i - „
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account field would be a further blow to commercial banking in the Commonwealth.
THE SUBJECT OF CHECKING ACCOUNTS FOR THRIFT INSTITUTIONS 
HAS BEEN A SOURCE OF CONCERN ELSEWHERE.

A few states, notably New Jersey and Maryland, allow savings banks to 
offer checking accounts. The savings bank industry in those states, however, 
is not at all comparable in size to the Massachusetts industry.

Many states have legislation specifically forbidding thrift institutions to 
offer checking accounts. Similar legislation applies to federal savings and loan 
associations.
THE COMMISSIONER OF BANKS HAS THE POWER TO TAKE MEA
SURES TO MITIGATE THE EFFECT OF SAVINGS BANK CHECKING 
ACCOUNTS.

General Laws Chapter 167, Section 18B appears to confer power to restrict 
or prohibit payment of interest on “checkable” accounts. This, however, would 
still leave savings banks with the power to offer checking accounts under sub
stantially identical conditions to those which apply to commercial banks, and, 
at the same time, to maintain the higher savings bank rates on non-checkable 
savings accounts. It appears unlikely that the Commissioner’s authority would 
extend to special rate limitations on “non-checkable” savings accounts in 
savings banks which were also offering checking accounts. FEDERAL INTER
VENTION APPEARS LIKELY IF SAVINGS RANKS IMPLEMENT CHECK
ING ACCOUNT AUTHORITY.

The situation in Massachusetts has been a recurring subject of interest to 
Congress and to federal regulatory agencies. This is because of the peculiar 
situation here resulting from the fact that most of our thrift institutions, 
having state insurance available, are not federally insured, and, hence, are 
not subject to federal regulations.

This concern was very evident when, in December of 1969, Congress enacted 
legislation which would have authorized federal agencies to regulate rates 
payable by non-federally insured Massachusetts thrift institutions unless similar 
authority was excercised by a state agency. Under this legislation, which is 
still in effect, we were allowed to establish rates higher than the federal rates, 
in order to prevent a “roll-back” of rates which would have occurred if federai 
rate control had become fully effective.

It is possible that this existing legislation would authorize federal agency 
intervention if savings banks begin to offer checking accounts. It is even 
more likely that new federal legislation would be sought by commercial hanks 
in order to mitigate the effects of the practice. We have assiduously protected 
our independence from federal intervention, and it appears that this indepen



1973] HOUSE —  No. 5888 73

dence would be endangered by savings banks entering the checking account 
business.
I BELIEVE THAT EMERGENCY LEGISLATION IS NECESSARY TO PRE
VENT A POSSIBLY SERIOUS COMPETITIVE IMBALANCE IN TIIE 
MASSACHUSETTS BANKING INDUSTRY.

I do not wish in any way to take issue with the conclusions of the Court. 
I felt obliged to deny the permission which the bank sought, not only because 
of uncertainty in the law, but because the fact that the inability of savings 
banks to accept deposits of this type had become practically axiomatic among 
members of the banking fraternity.
The savings bank industry proposed legislation in 1971 which would have 
given such banks the power to offer true demand deposit accounts of the 
commercial bank type. Because it soon became apparent that the grant of this 
authority might produce a disruption of the competitive balance, the General 
Court enacted Chapter 72 of the Resolves of 1971, which created a special 
commission to study the question of checking accounts for savings banks. While 
there is some technical difference between the true demand deposit account 
and the negotiable withdrawal order arrangement which the Supreme Judicial 
Court has approved, there has arisen in the minds of some members of the 
special commission a question whether its continued investigations and deliber
ations are necessary, in view of the Court’s decision. I believe that, whatever 
the result of that decision may be, the commission should continue to study 
the specific matter for which it was established. However, I also believe that 
there exists a serious danger that entry by savings banks into the field of 
transfer of depositors’ funds by draft may cause an immediate and irreparable 
injury to commercial banks in Massachusetts, and that injury could also result 
to co-operative banks and credit unions, if in fact, the reasoning of the Court’s 
decision is not broad enough to include them or they were unable to participate 
for reasons of lack of manpower and expertise. Similarly, smaller savings 
banks unable mechanically to implement a “checkable” account program, 
might find themselves at a great disadvantage.

I have prepared a draft of a bill which would deny to savings banks the 
power to allow their depositors to write and negotiate drafts against their 
checking accounts. I strongly believe that the public interest would be served 
by legislation of this kind. I intend that this bill, if enacted, would serve only 
as an interim measure to discourage sudden, massive entry by savings banks 
into the transfer-of-funds field until the implications of such a possibility are 
adequately studied. In order to assure that proper deliberation is given to the 
matter I also have prepared a draft of a resolve which would broaden the 
scope of inquiry by the special commission to which I have referred to include
fVw* m n l l p r  o f  n u f r n f l H  hl<> r l r a t v n  no-Minch c n v i n f f n
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It is very important that this bill and resolve be admitted at this time, 
because it might be very difficult, if savings banks do enter this field in 
appreciable numbers, to enact legislation a year or so from now to restrict 
a power which will have become the subject of extensive use. It would be 
greatly preferable to take preventive, and perhaps only temporary, restrictive 
action at this time than to attempt to disrupt an established practice which 
may well cause irreparable harm to a very sizable segment of the banking 
industry in Massachusetts.

Attached hereto are two drafts of an Act and a Resolve designed to accomplish 
the purposes which I have outlined.
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ufijt (Eimtmmuiu'alilj of Maoeadjuoptts
IN THE YEAR ONE THOUSAND NINE HUNDRED AND 

SEVENTY-TWO.
A n  A ct l im it in g  t h e  p o w e r s  o f  b a n k s  a n d  c r e d it  u n io n s  to  p e r m it

TRANSFERS OF FUNDS FROM DEPOSIT ACCOUNTS.
1 Whereas, The deferred operation of this act would tend to defeat its
2 purpose, which is to prevent savings banks from permitting depositors to
3 effect withdrawals from savings accounts by check or similar negotiable
4 or transferable withdrawal order or authorization, pending a study of the
5 possible adverse impact of such a practice on the competitive balance of
6 power existing among the various segments of the banking industry in the
7 Commonwealth, therefore it is hereby declared to be an emergency law,
8 necessary for the immediate preservation of the public convenience.

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

1 Chapter 167 of the General Laws is hereby amended by inserting after
2 section 62 the following section:—
3 Section 63. Deposit and share accounts in savings banks, co-operative
4 banks and credit unions shall not be subject to check or to withdrawal or
5 transfer on negotiable or transferable order or authorization to the
6 depository.
7 The provisions of this section shall also apply to savings accounts in
8 trust companies.
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®fji? (Snmmmuuealtlj nf ilaflaarljuaplta
IN THE YEAR ONE THOUSAND NINE HUNDRED AND 

SEVENTY-TWO.
R e so l v e  In c r e a sin g  t h e  sc o pe  o f  t h e  s p e c ia l  c o m m is s io n  e s t a b l is h e d  to
MAKE AN INVESTIGATION AND STUDY RELATIVE TO THE AUTHORIZATION OF SAV
INGS BANKS TO ACCEPT DEMAND DEPOSITS.

1 Resolved, That the special commission, established by chapter seventy-
2 two of the resolves of nineteen hundred and seventy-one, which chapter
3 was continued by chapter one of the resolves of nineteen hundred and
4 seventy-two, shall, in the course of its investigation and study, consider the
5 advisability of permitting savings banks, co-operative banks, and credit
6 unions to allow deposit and share accounts to be subject to check and with-
7 drawal or transfer on negotiable or transferable order or authorization to
8 the depository, and shall consider the advisability of permitting trust com-
9 panies to allow savings accounts to be subject to check and to withdrawal

10 or transfer in like manner. In considering these matters, the commission
11 shall consider the factors enumerated in the said chapter seventy-two.
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STATEMENT OF JOHN S. HOWE
As NOW accounts have an important bearing on both the past and future 

work of this Commission, it is important that correct information concerning 
NOW accounts be part of the record.

By mid-December, 1972, approximately 50 Massachusetts savings banks have 
initiated NOW accounts. Together these banks have opened approximately 
17,000 accounts, with balances totalling approximately $30,000,000. Every in
dication is that the NOW account has created a “market” of its own in between 
traditional savings and checking accounts for the benefit of consumers. Balances 
are lower and transactions higher than for regular savings accounts, but balances 
are higher and transactions far lower than for checking accounts. They serve a 
different need and different people.

In opening up this new “market” NOW accounts have been of major benefit 
to Massachusetts consumers in at least two respects.

First, for the first time consumers have been able to receive interest on a 
“transfer-of-funds” account.

Second, NOW accounts have made savings more readily accessible and 
convenient to their owner in that he no longer need bring or send his passbook 
to the bank to make a withdrawal.

W'cll over half of all NOW accounts were previously savings accounts, not 
checking accounts. All NOW accounts are held by individuals who were not 
content with the previous rigid boundaries of the savings or checking accounts.

By providing new benefits to the Massachusetts consumer, NOW accounts 
are thus a living illustration of the public benefits to be derived through increased 
competition among banking industries as cited both in the Hunt Report and 
by the Savings Banks Association of Massachusetts when it originally sought 
demand deposit powers.

It is the hope of the savings banking industry that this Commission will 
continue to concentrate its attention on further ways in which increased com
petitive powers for Massachusetts banks can be of benefit to the public.

In contrast to the benefits of NOW accounts, the ultimate burden of restric
tions on the competitive ability of banks is ultimately borne by the public. For 
example, at least 15 prospective savings bank branches have already been denied 
under the arbitrary moratorium on savings bank branches declared by the 
Commissioner of Banks in response to NOW accounts This results in 15 or 
more neighborhoods in Massachusetts where the people have been deprived of 
the convenience of a more nearby savings bank branch.

Most of the allegations made by commercial bankers in response to NOW 
accounts are vast exaggerations.
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There is absolutely no evidence that any commercial bank has been
damaged to any extent during the first six months of NOW accounts. A 

negl'gible amount of NOW accounts may have come from “small and medium” 
sized commercial banks but when compared to a $15 billion dollar industry, 
the flow is insignificant. Larger amounts have often moved within a year in 
response to just one new bank branch.

Commercial banks in Massachusetts continue to occupy a very strong position 
in comparison to savings banks. If trust assets, which commercial banks choose 
to ignore when comparing themselves to savings banks, are considered the com
mercial banking industry in Massachusetts is approximately twice as large as 
the savings bank industry.

Commercial banks retain many important competitive advantages compared 
to savings banks including trust powers, a monopoly on corporate banking 
services which can be used through payroll accounts to influence the location of 
personal accounts, and the ability to bank statewide through holding companies. 
In this regard it is interesting to note that such holding companies ended the 
corporate existence and local identity of over 10 small or medium sized com
mercial banks in 1972, thus underscoring the fact that the major danger to 
small commercial banks lies within, not outside of their own industry.

In contrast, most of the alleged competitive advantages which commercial 
banks attribute to savings banks are more imagined than real.

Savings Banks from the beginning have indicated a willingness to subject 
demand deposits to the reserve requirements imposed on state trust companies. 
They are not onerous.

Largely a result of the Federal Income Tax Act of 1969 the combined state 
and federal taxes paid by commercial banks in Massachusetts during 1971 
declined $17,000,000 from the previous year while savings bank taxes increased 
$7,000,000 during the same year.

With further changes already planned in Federal Tax laws, it appears likely 
that federal tax parity will be achieved within the foreseeable future. Already 
one third of Massachusetts savings banks pay federal taxes on the commercial 
bank formula and studies have shown that state taxes for the average savings 
bank would decline substantially if they could utilize the state commercial bank 
formula.

Higher ceilings for interest rate payments to depositors remain the only real 
savings bank regulated advantage. Only the public, through a loss in interest 
payments if NOW accounts are rolled back or abolished, or through a loss in 
available mortgage funds if commercial bank ceilings are raised too far or 
too fast, will suffer if precipitous changes are made in these ceilings.
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In conclusion, I know that I speak for the entire savings bank industry in 
urging the Commission to continue lo concentrate on the public interest in 
striving for a world of increased banking competition.

Savings bankers have no qualms about their ability to better serve the public 
and thrive through a well designed series of steps designed to increase the use
fulness of banks to tne public through fuller, but prudent competition.

John S. Howe, President 
Provident Institution for Savings 

December 27, 1972
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Senator Irving Fishman 
Chairman, Study Commission 
Relative to Authorizing Savings Banks 
to Accept Demand Deposits 
State House 
Boston, Massachusetts

Dear Senator Fishman:

As a member of the Study Commission appointed by the Governor, I should 
like to put in writing some of the observations I have made during the past year.

First, the Commission, comprised of 21 legislators and 6 bankers, had much 
difficulty meeting while the Legislature was in session because of the many 
interruptions for roll calls, etc. in the House or Senate. As a result, I believe 
that many of the Commission members were not able to sufficiently absorb the 
information presented to them which would have enabled them to participate 
fully and knowledgeably. I do not mean to in any way impute ignorance or 
lack of intelligence to any member but simply feel that considering the 
importance and scope of the material being studied and the far reaching 
implications of any decisions reached that more time for reading, discussion, 
and meetings must be allotted if the Study Commission is to understand all the 
facts necessary to reach a fair and impartial conclusion.

Although the life of the Commission officially expires on this date, it is my 
understanding that a resolve has been fded requesting the Legislature to 
continue its life until June 30, 1973.

If the Legislature sees fit to extend the Commission’s existence, then I trust 
that serious consideration will be given the possibility of regular weekly 
morning meetings of the group with emphasis on better attendance. This past 
year, there were only a few meetings when a majority of the 27 members 
were present.

The creation of the “N.O.W.” Accounts as a result of a decision of the 
Supreme Judicial Court in May 1972 has complicated further what originally 
was a very complex and sensitive problem. In fact, the “N.O.W.” Account 
issue has focused the attention of the federal authorities on Massachusetts and 
has become, in a manner of speaking, the “shot heard round the national 
banking industry”. Undoubtedly, this should lead to faster action on the 
federal legislative level concerning the “Hunt Commission” report, and 
legislation filed as a result of the report by the present Administration.

I believe it behooves the Commission, if it continues, to understand that 
there are two sets of problems facing it. First, national legislation which will
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be aimed at making all banks consumer oriented and by the same token able 
to compete on a fair and equal basis. Second, that the banking industry of the 
Commonwealth of Massachusetts is unlike that which exists in any other state 
in the union. For example, the fact that the mutual savings banks have greater 
deposits than the commercial banks; the savings banks are independent of 
federal authorities and outside of their jurisdiction; that over one-third of all 
mutual savings banks in the U.S. are in the state of Massachusetts; that 
interlocking directorates and interlocking stock ownership between savings 
banks and commercial banks create a conflict which makes it almost impossible 
for many Massachusetts commercial banks to ward off the expansive moves of 
the Massachusetts mutual savings bank industry. It is this second main problem 
which will make it necessary for Massachusetts to be treated entirely differently 
from the rest of the national banking industry unless all banks agree to become 
subject to federal jurisdiction and thereby create a regulatory uniformity for 
all banks. This of course would terminate the dual system of banking and bring 
the banking industry one step closer to a completely centralized banking 
system.

In review of the foregoing, Mr. Chairman, I feel that the Commission has a 
tremendous job ahead which will require close cooperation on the federal and 
state level. A fair solution cannot be reached without both acting together. It 
is impossible for the Massachusetts Legislature to solve the problem by itself.

The Commission must also do its utmost to preserve fair, balanced and free 
competition in the Massachusetts banking industry and not take any hasty 
action or reach any conclusions which would lead to the demise of free 
independent banking in our Commonwealth.

I have enjoyed being a member of the Commission and my association with 
its many fine members. I trust that the Legislature will see fit to continue its 
existence so that we may complete the task assigned us.

Sincerely yours,

Edward J. Duffy, Jr. 
Chairman of the Board
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MINUTES OF MEETING 
December 27, 1972 

10:00 A.M.
Special Commission Relative to the 

Authorization of Savings Banks to Accept Demand Deposits 
Room 406 

State House, Boston

Members Present
Senator Irving Fishman (Senate Chairman)
Senator Elect Arthur Lewis {Presently Representative) 
Senator Fred Lamson 
Senator Edward Burke
Representative William A. Connell, Jr. (House Chairman)
Representative William A. Carey
Representative Antone S. Aguiar
Representative Norton C. O’Brien
Representative Robert C. Reynolds
Representative Vernon R. Farnsworth, Jr.
Representative Kevin C. Sullivan 
Representative Joseph J. Semensi
“■ Private Sector” Members Present 
Mr. William G. Fish 
Mr. Edward Duffy 
Mr. John J. Nyhan
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Senator Fishman hopes to have copies of the complete report printed and 
mailed to every member of the Committee before the next meeting, including 
all the exhibits.

Frank Fitzpatrick plans to get copies of the actual Hunt Report.
Mr. Fish stated that he thinks the Golembe report is copyrighted, whereas 

the Hunt report is an interpretation-type report which refers to the Golembe 
report.

Senator Fishman recommended that Exhibit 16 (Hunt & Golembe report) be 
included as an attachment.

Rep. Connell suggested there be an amendment that any new members of 
banking committees be invited to give comments.

Mr. Duffy suggested that letter be sent to Cong. O’Neil’s office inviting com
ments and/or recommendations regarding legislation pursuant to the Hunt 
Report.

Rep. Connell thought that J. Howe’s recommendations and letters from 
Duffy and Nyhan should all be included.

Mr. Fish asked whether Mr. Howe’s recommendations would be included 
in this report? Senator Fishman decided it should be as an exhibit.

Mr. Nyhan wanted it to be made clear that each of these letters should be 
over an individual signature, not to be representative of an organization.

Rep. Carey referred to Page 4 of the Interim Report, and it was agreed that 
the word ‘Federal’ should be inserted before ‘Savings and Loan Association.’

Mr. Fish pointed out that the phrase ‘tried to move’ should be changed to 
‘not moved.'

It was agreed that the word ‘Interim’ should be stricken — only to read 
‘report.’

All were in favor of this report to be filed as amended.
Senator Fishman expressed strong hopes to have copies out to all members 

before the next meeting.
Senator Fishman stated that the Committee is funded through June 1973’ — 

anticipates that the Commission will be revised.

Report Discussion
Senator Fishman requested that a copy of Bob Myette’s letter re NOW be 

made available for the members. Also, there is a handwritten communication 
from John Howe containing bis comments and recommendations for changes 
(not applying to the present report). This letter should be reviewed, and if
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there are any specific recommendations they should be incorporated into 
report. Report deadline — 4th Wednesday of December, 5:00 P.M.

Ed Duffy plans to submit a letter presenting his comments and/or recom
mendations in general — not in connection with a particular report.

Rep. Connell pointed out that John Howe’s communication relates to the 
report that was mailed —• not to the latest, one.

Frank Fitzpatrick read comments of John Howe, pages 2, 3, and 4. Changes 
are to be made to the original first draft.

Mr. Fish referred to a letter from Commissioner Koplow to this Commission, 
dated July 7. It was agreed that this letter be incorporated into the report.

Mr. Nyhan thinks communications amongst Senators Sparkman and Prox- 
mire, Representative Patman, and the Mass. Committee on Banks and Banking 
would be advantageous.

Mr. Duffy posed the question of inviting Senator Brooke and Representative 
Heckler to a meeting to familiarize them with our problems here and seek 
suggestions.

Mr. Fish suggested Mr. Walker also be invited.
Rep. Carey raised the question of whether or not the activities of the Mass. 

Committee would affect what might be done in Washington. Senator Fishman 
replied that the work on the Banking Committee has been to try to keep up with 
what is happening in the Federal Legislation; thinks keeping the channels of 
communication open between Sparkman & Proxmire is desirable and that 
Brooke and Heckler ought to be invited to a meeting. Rep. Carey agreed that 
they should be aware of our interest and should know that we do care what is 
happening. Senator Fishman requested Frank Fitzpatrick to send out invitations. 
Mr. Nyhan recommended that Mr. Walker be sent an invitation.

Recommendation for Research Coordinator
Rep. Connell was of the opinion that it is necessary to employ another* re

search man in order to accomplish the work required to be done. Mr. John 
McCaffrey, presently a real estate broker, was nominated as a candidate to 
assist Frank Fitzpatrick on a full-time basis, at $200. per week.

Rep. Carey is against appropriating more money for more jobs _ in the
interest of not burdening the taxpayers further.

Mr. Duffy thought the matter should be tabled until further investigation 
and interviews — possibly with A. D. Little.

Rep. O’Brien was in favor of hiring a new man as opposed to accepting 
charity gestures from constituents, etc.
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Mr. Nyhan felt that the expenditures would be small compared to the risks 
involved by not hiring additional help.

The motion to table was rejected, and Representative Sullivan’s motion to 
hire a new man (John McCaffrey) at the rate of $200. per week was seconded 
and voted by the majority.

MEETING ADJOURNED 11:45 A.M.

Frank Fitzpatrick
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