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C f)e  C o m m o n to e a ltf) of e^assacfjusetts.

The Joint Special Committee on Banking Laws was estab
lished under the following resolve:—•

C h a p t e r  37, R e s o l v e s  o f  1922.

R e s o l v e  p r o v i d i n g  f o r  a  R e v i s i o n  o f  C e r t a i n  L a w s  r e l a t i n g  t o  
B a n k s  a n d  B a n k i n g .

Resolved, That a special committee, to consist of two senators to be 
designated by  the president of the senate, and three representatives to 
be designated b y  the speaker of the house of representatives, shall ex
amine, and recommend a rearrangement and revision of the laws relating 
to investments of savings banks and savings departments of trust com
panies and of the laws relating to foreign banks and to deposits with 
others than banks, and of such other provisions of the laws relating to 
banks and banking as they deem advisable. The committee may expend 
for clerical and other assistance such sums as may be approved by  the 
governor and council and shall report its recommendations to the general 
court not later than the second Wednesday in January, nineteen hundred 
and twenty-three. [Approved M ay 22, 1922.
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REPORT OF THE JOINT SPECIAL COMMITTEE 
ON BANKING LAWS.

I n t r o d u c t io n .

The Joint Special Committee on Banking Laws was cre
ated by a resolve passed by the House and Senate, and ap
proved by His Excellency, Governor Channing H. Cox, M ay 
22, 1922. Under the terms of this resolve, the Committee 
consisted of two senators to be designated by the president of 
the Senate, and three representatives to be designated by the 
Speaker of the House of Representatives. In accordance with 
these provisions, the president of the Senate appointed Hon. 
Wellington Wells of Boston, Hon. John M . Gibbs of Waltham, 
and Hon. George D. Chamberlain of Springfield, of the Senate; 
and the Speaker of the House appointed Representatives James 
B. Brown of Everett, John Mitchell of Springfield, and Ed
ward F. Harrington of Fall River, of the House.

The president of the Senate appointed three members to 
the Committee, with the understanding that Hon. Wellington 
Wells would resign after the organization of the Committee 
had been completed and a method of procedure had been 
adopted. Senator Wells was chairman of the Special Com
mission on Revision of Banking Laws of 1921, and his assist
ance, based upon his experience of the previous year, proved 
highly beneficial to the Committee in beginning the task 
which had been referred to it.

The Commission of 1921 was created for the purpose of 
“ examining and revising the laws relating to banks and bank
ing.”  Owing to the limited time allowed the Commission, it 
was impossible to devote its attention to the statutes relating 
to savings banks (G. L., ch. 168) and to the statutes relating 
to deposits with others than banks (G. L., ch. 169), otherwise 
known as private banks. The Commission therefore recom
mended that a Joint Special Committee of the Legislature be 
appointed for the revision of the statutes relating to the invest
ments of savings banks, believing that there w'as no occasion



for the general revision of the savings bank laws, and for the 
purpose of revising the statutes relating to private banks. 
Upon these recommendations chapter 37 of the Resolves of 
1922 was based.

The first meeting of the Joint Special Committee on Banking 
Laws was held on June 27, 1922. At this meeting a temporary 
organization was effected, as follows: Hon. Wellington Wells, 
chairman, Representative James B. Brown, vice-chairman, and 
Wendell D. Howie of Boston, secretary. At a subsequent 
meeting Hon. Wellington Wells announced his retirement from 
the Committee membership. Hon. John M . Gibbs of Waltham 
was chosen to succeed him, and the organization was made 
permanent. The Committee held three public hearings, numer
ous conferences and more than a score of executive sessions. 
The public hearings were held on September 20, October 5 and 
October 17, advance notices of which were widely published in 
newspapers throughout the State. Notices were also sent by 
mail to all organizations and persons who, in the opinion of 
the Committee, might be particularly interested. Notwith
standing the publicity given to these hearings, the combined 
attendance was less than a score of persons, and only nine 
persons addressed the Committee. Of these nine persons only 
five had suggestions to offer.

As directed in the resolve creating it, the Committee divided 
its work into two parts: (1) the question of revising and
broadening the laws relating to investments of savings banks 
and savings departments of trust companies, and (2) the 
thorough revising of the statutes relating to deposits with 
others than banks. A  total of eight suggestions for the broad
ening of the laws relating to the investments of savings banks 
was placed before the Committee, and arguments heard thereon. 
Only two suggestions were received concerning the statutes 
relating to deposits with others than banks, hereafter called 
private banks in this report.

In connection with its deliberations concerning the sugges
tions relating to the savings bank investment statutes, the 
Committee had occasion to call upon the Commissioner of 
Banks, the Commissioner of Corporations and Taxation, and 
the chairman of the Commissioners of the Department of



Public Utilities, whose assistance was of material benefit. In 
its studies of the complicated problems growing out of the 
type of business conducted by the private banks, and in its 
efforts to solve these problems, the Committee had the aid of 
the Commissioner of Banks and his assistants in charge of 
these institutions. The Committee has also consulted the 
Division of Immigration and Americanization of the Depart
ment of Education, which has received many complaints against 
these private banks during the past four years.



P a r t  I .

PRIVATE BANKS.

Chapter 1.

O R IG IN  A N D  C H A R A C TE R .

Private banks, within the meaning of this report, are those 
banks sometimes referred to as immigrant banks, or, errone
ously, as foreign banks, which the “ statutes relating to deposits 
with others than banks”  (G. L., ch. 169) purport to regulate.

They are to be found in the large cities of the Commonwealth 
in districts where immigrants have colonized, chiefly among 
the races coming from southern and eastern European coun
tries. They originated with the steamship agent, upon whom 
the immigrant looked as the only connecting link with the 
homeland. T o  the agent, in the beginning, the immigrant took 
his savings and requested that they be sent home for him, as 
the immigrant coming to America was seldom free from the 
responsibility of extending financial aid to other members of 
the family left at home in the old country. Usually the agent 
was a man of the same race, in whom the immigrant, totally 
unversed in financial matters, and often distrustful of American 
institutions, placed implicit confidence.

From sending money to relatives of the immigrant in the 
old country to the actual taking of deposits was but a step for 
the steamship agent. The immigrant found it convenient to 
continue to leave with the agent for safe-keeping his weekly 
or monthly surplus in order to accumulate a sufficient amount 
for another remittance, or for the purpose of buying a steam
ship ticket to bring his family to America, or for his own return 
to Europe.

As these steamship agents broadened out the lines of their 
business and prospered, men engaged in other pursuits which 
brought them into contact with large numbers of immigrants 
saw opportunities for their own enrichment through serving 
these immigrants in a similar manner. The agent supplying 
day laborers, the grocer, the butcher, the boarding-house



keeper, and even the saloon-keeper, in those days, took ad
vantage of their positions and became bankers, the banking 
functions being but incidental to their business.

From the beginning the private or immigrant bank, as an 
institution, had a rapid growth. The men engaging in the 
business were keen sighted in adding services which seemed 
indispensable to the immigrant and which materially aided 
him. The grocer-banker and the butcher-banker extended 
credit to their patrons during dull working seasons. The 
labor-banker could be counted upon to leave no stone un
turned to keep the immigrant employed. Banking hours were 
made convenient. Mail was received and forwarded, and 
letters written for the illiterate. M any of these bankers acted 
as interpreters and legal advisers. As notaries they prepared 
legal documents. In cases of trouble they were quick to aid 
by producing bondsmen and lawyers. Their services were so 
numerous that the immigrant became dependent upon them to 
a large degree, and thus made an easy subject for exploitation.

These banks were without real capital. They had little or 
no legal responsibility and were almost entirely without legal 
control. Their financial transactions were confined mainly to 
the receiving of deposits and the transmission of money abroad. 
In the years following the W orld War, however, the business 
of dealing in foreign exchange became one of the most im
portant factors in the transactions of these banks, a subject to 
be discussed elsewhere in this report.

The deposits were not held as ordinary savings or commer
cial accounts, but represented, instead, sums of money left 
with immigrant banks merely for temporary safe-keeping. 
They were not subject to check, and as a rule no interest was 
paid. The only limitation apparently imposed upon the banker 
concerning the care or investment of this money was an under
standing that the deposits were subject to withdrawal upon 
demand. Deposits were commonly used for direct investment 
in the proprietor’s own business. Reserve funds were but 
seldom maintained, and in case of failure or defalcation de
positors were left with little or no recourse.

Despite the many services performed, the fact remained that 
even the honest man in this class of so-called bankers was al



most wholly without business experience or financial training, 
and usually ignorant and incompetent. In a great many in
stances these bankers were also untrustworthy. Losses were 
inevitable in a system so thoroughly at variance with all recog
nized principles of banking, and cases of fraud were frequent. 
Practically all such banks were unincorporated and privately 
operated. As a whole, this class of bankers was entirely 
irresponsible.

Massachusetts led all other States in the Union in attempting 
to regulate this type of bank when the basis of the present 
law (G. L., ch. 169) was enacted. The original law was placed 
upon the statute books as a result of frequent frauds and 
failures which were most disastrous to the immigrant patrons. 
From time to time amendments have been added until the 
present, when the general weaknesses of the law have been 
found to be of such a nature as to demand a complete revision.

As an illustration of the amount of business transacted by 
private banks of this class since regulation was attempted in 
Massachusetts, the reports of the Commissioner of Banks 
show that during the fifteen-year period from 1907 to 1921, 
inclusive, these banks received a total of $139,488,327.89 for 
transmission abroad, and a total of $23,303,128.88 in deposits 
received for safe-keeping. During the past five years, 1917 to 
1921, inclusive, the total amount of money received for 
transmission abroad was $79,959,887, and the total amount of 
deposits received was $13,172,220.30, upon only a compara
tively small portion of which was interest paid.



Chapter 2.

E F F O R T S OF RE G U LATIO N .

As was mentioned in the previous chapter, Massachusetts 
was the first State to attempt the regulation of the private 
banks of the class described, legislation being enacted in 1905 
following numerous failures and frauds. From time to time 
weaknesses were discovered which nullified, to a certain extent, 
the intent of the law, with the result that the original statute 
was altered by amendments in 1906, 1907, 1908, 1910, 1911, 
1912, 1913 and in 1916.

The first law (Acts and Resolves of 1905, ch. 428) required 
all corporations, firms and persons engaged in the selling of 
steamship or railroad tickets for transportation to or from 
foreign countries, who receive money for safe-keeping or trans
mission abroad, to deposit with the State Treasurer a bond in 
the sum of $15,000. It provided that the act “ shall not apply 
to drafts, money orders and travellers’ checks issued by trans
atlantic steamship companies or their duly authorized agents.”  
It also provided that any person entering into or continuing 
in business contrary to the provisions of the act shall be pun
ished by a fine of from $50 to $1,000 or by imprisonment for 
from one month to one year, or both.

In 1906 the law was amended (1906, ch. 408, sect. 1) by adding 
a provision making the act applicable to “ any person, firm, 
member of a firm or corporation engaged or financially inter
ested in the selling of tickets as aforesaid who is also engaged 
in or financially interested in the business of receiving money 
as aforesaid.”  Under an amendment enacted in 1907 (1907, 
ch. 37) all persons transacting the business described were 
placed under the supervision of the Commissioner of Banks, 
and were required to make returns at least once in each year 
and at such other times as the Commissioner might direct, 
showing accurately the condition of the business on the date 
given. The same amendment provided for examinations of 
the business by  the Commissioner, and gave him powers to 
conduct such examinations, providing also that “ if upon ex
amination it appears that such a person is insolvent, or that



his capital is impaired, or that his condition is such as to render 
the continuance of his business hazardous to the public or 
those having funds in his custody, the commissioner shall 
apply, or, if such person appears to have exceeded his powers 
or failed to com ply with any provision of law he may apply, 
to the Supreme Judicial C ourt”  for an injunction or a receiver.

Another provision of the 1907 amendment, which was of the 
utmost importance, and which will be mentioned in another 
chapter of this report, struck out the $15,000 bond as required 
under the original act, and provided that the Commissioner of 
Banks shall determine the amount of the bond, according to 
the amount of business carried on by each individual concern, 
and approve it before it is accepted by the State Treasurer.

A  further provision of the 1907 amendment included in the 
law employment agents who combine with “ the business of 
supplying laborers”  the receiving of money for safe-keeping or 
transmission abroad.

The difficulty of drawing up a statute to control the type of 
banks serving immigrants and which were found to be almost 
wholly irresponsible, while at the same time not injuriously 
affecting American private banking or other business interests 
which had existed for years and were operated by men of in
tegrity and responsibility, was first shown by the 1907 amend
ment, which, in addition to the exemption allowed in the 
original act to trans-atlantic steamship companies or their 
agents, added express companies doing an international business, 
by repealing the former provision and inserting in its place the 
following: this act “ shall not apply to drafts, money orders 
and travellers’ checks issued by trans-atlantic steamship com
panies or by express companies doing an international business, 
whether such drafts, money orders and travellers’ checks are 
sold by such companies or their duly authorized agents.”

Further evidence of this difficulty is shown from the fact 
that in 1909 an act was passed (1909, ch. 287) repealing those 
portions of the 1905 and 1907 acts which related to exceptions 
from the law regulating these institutions. For the next year, 
therefore, there were no exemptions of any kind from this law.

In 1910 a new section defining the application of the law



was enacted (1910, ch. 339) providing that the act “ shall ap
ply to all persons, partnerships, associations or corporations 
that carry on the business or make a practice of receiving de
posits of money for the purpose of transmitting the same or 
the equivalent thereof to foreign countries or states; provided, 
however, that this act shall not apply to banks or trust com 
panies, nor to express companies doing an interstate or inter
national business, or to persons, partnerships, corporations or 
associations engaged in the banking or brokerage business.”

The last portion of this amendment, exempting persons in 
the banking or brokerage business, was a serious mistake, and 
has added to the difficulties of bringing all persons engaged in 
this class of business within the scope of the act, by affording 
a loophole through which many have and are evading regula
tion. It will be referred to in greater detail in another chapter 
of the report.

In 1913 an amendment (1 9 1 3 /ch. 178, sect. 1) was enacted 
striking out the reference to express companies “ doing an in
terstate or international business,”  and inserting in place 
thereof express companies “ having contracts with railroad or 
steamship companies for the operation of an express service 
upon the lines of such companies.”

The enforcement of the law, in addition to the powers of 
examination and of application for injunction or receiver given 
to the Commissioner of Banks (1907, ch. 37), was placed in 
the hands of the local police (1906, ch. 408, sect. 4) by the 
provision that the police of the city or town in which any vio
lation of the law occurs are required to prosecute the offenders 
and also to notify the Commissioner of Banks of any persons 
in their respective cities or towns to whom the act applies 
(1910, ch. 338, sect. 2).

Under an amendment enacted in 1912 (1912, ch. 335) a fee 
of 850 was required for a license to receive money both for 
safe-keeping and for transmission abroad, and 825 for a license 
for transmitting money abroad only, and pow'ers of revocation 
of these licenses were given to the Commissioner of Banks.

In 1916, as a result of numerous complaints against these 
so-called bankers, both with respect to investments of funds



held on deposit and to the methods of transmitting money 
abroad, the Legislature enacted an important amendment 
which was the first effort made to more definitely regulate the 
transactions as carried on by this type of private banks (1916, 
ch. 175).

The first provision was, that of the money held for safe
keeping, not less than 20 per cent shall be held as cash on 
hand, which may include foreign money, the value to be 
computed at the current rate of exchange, or shall be deposited 
in savings banks, trust companies or national banks. The 
remaining 80 per cent could be invested only as follows: —

First. ■—  As required by  the savings bank investment statute (G. L., 
ch. 168, sect. 54) so far as applicable and except in so far as otherwise 
provided.

Second. —  In real estate, but the amount invested in any one property 
plus the total amount of mortgages thereon shall not exceed the assessed 
valuation thereof.

Third. ■— In notes secured by mortgages of real estate, the amount so 
invested in any one note not to exceed 80 per cent of the valuation.

Fourth. ■—  In the notes of two or more responsible persons, the total 
amount so invested not to exceed 20 per cent of the amount held for safe
keeping.

Fifth. —  In notes of responsible borrowers with a pledge as collateral 
of (a) one or more chattel mortgages, (b) jewelry, (c) deposit books of 
depositors in savings banks, savings departments of trust companies 
or national banks, (d) accounts against actual values properly secured.

Sixth. —  In notes secured by  mortgages of real estate where the amount 
named in the note is to be advanced in instalments for the construction 
of buildings, the total amount so invested on the security of any one note 
not to exceed 80 per cent of the assessed valuation of the land plus the 
total amount actually paid for materials furnished and for construction 
work performed.

Seventh. ■—  In notes of persons who deposit with the depositary, total 
amount to one person not to exceed twice the amount due from the de
positary to the borrower.

Eighth. —  In the notes of two or more persons, each of whom is a 
depositor with the depositary, the amount on any one note not to exceed 
twice the amount of the total due by  the depositary to the borrowers.

Ninth. '—  In bonds or other obligations of foreign governments, subject 
to the approval of the Commissioner of Banks.

The same amendment provided that notes, and collateral 
securing same, shall not be pledged, except with the approval 
of the Commissioner of Banks, as security either for money



borrowed by  the so-called banker or for any other obligation 
incurred by him.

Another provision of this amendment was that all money 
received for transmission to a foreign country shall be for
warded within seven days after its receipt, and that the re
ceipts for such deposits be on forms approved by the Commis
sioner of Banks.

Any violation of the provisions of the amendment was made 
sufficient cause for revocation of license and defined as a viola
tion of the condition of the bond.



Chapter 3.

G R O W TH  IN  M ASSACHUSETTS.

During the first two years of the operation of the act of 
1905 regulating these private banks no records were kept of 
the number of persons engaged in such business, of the amount 
of deposits received for safe-keeping, or of the amount received 
for transmission abroad. Beginning with the year 1907, when 
the law was amended to require returns to the Commissioner 
of Banks from all persons engaged in the business, these figures 
have been tabulated and published in the Commissioner’s 
annual report.

Mention has already been made that during the fifteen 
years from 1907 to 1921, inclusive, a total of $23,303,128.88 
was received for safe-keeping, and $139,488,327.89 was received 
for transmission abroad. It has also been shown that of these 
totals, $13,172,220.30 was the amount of the deposits received 
for safe-keeping and $75,959,887 for transmission during the 
past five years.

The complete table for these fifteen years shows how the 
deposits and amounts received for transmission varied accord
ing to industrial conditions from year to year, decreases being 
especially notable during periods of depression. The table 
also shows the effect of legislation upon the number of persons 
engaged in such business. For instance, in 1907, the first 
year in which returns were made, there were 183 persons en
gaged in this business in Massachusetts. The amendment to 
the law providing for examination by the Commissioner of 
Banks, and requiring the filing of returns, went into effect 
the same year; and it is assumed that this fact, together with 
the period of depression which set in during 1907, was re
sponsible for a general exodus of persons from this business. 
The returns for the following year, 1908, showed only 59 
persons remaining in the business.

The table shows that during the war there was a decrease in 
the total amount of money received for transmission abroad, 
owing to the fact that transmission could not be made to 
countries at war with the United States, or to Russia and



certain other European countries. At the same time the total 
amounts received for safe-keeping increased. When connection 
with these countries was effected, the amount of transmission 
greatly increased, the high mark being reached in 1920. In 
1921 a large decrease was noted, and the totals for 1922 will 
be far below those of 1921, partly because of more stringent 
regulation on the part of the Commissioner of Banks, following 
several failures. The table is as follows: —

T a b l e  1. —  Number of Private Banks authorized, and Amount of Money 
received as Deposits and for Transmission Abroad from 1907 to 1921.

Y e a r .

N um ber 
authorized 
to  receive 

M oney 
for Trans

mission 
Abroad.

A m ount o f 
M oney 

transm itted 
A broad.

N um ber 
authorized 
to  receive 

Deposits for 
Safe

keeping.

A m ount 
o f  Deposits 

received.

1907 ............................................................ 183 $5,635,722 63 _ i $388,740 77

1908 ............................................................ 59 4,451,910 26 _ i 337,589 81

1909 ............................................................ 64 4,300,953 0 0 27 560,955 00

1 9 1 0 ............................................................ 85 6,377,849 0 0 31 770,985 00

1 9 1 1 ............................................................ 76 6,336,727 0 0 33 1,058,181 00

1 9 1 2 ............................................................ 97 7,110,860 0 0 37 1,312,815 00

1 9 1 3 ............................................................ 87 9,211,389 0 0 35 1,561,876 00

1 9 1 4 ............................................................ 88 7,234,988 0 0 36 1,255,434 00

1 9 1 5 ............................................................ 88 5,486,893 0 0 41 1,088,124 00

1 9 1 6 ............................................................ 88 7,381,119 0 0 44 1,796,208 00

1 9 1 7 ............................................................ 78 10,106,900 0 0 43 1,961,651 00

1 9 1 8 ............................................................ 73 9,449,732 0 0 46 2,838,636 80

1 9 1 9 ............................................................ 77 17,251,870 0 0 50 3,187,506 00

1920 ............................................................ 83 23,935,269 0 0 56 3,079,656 00

1 9 2 1 ............................................................ 69 15,216,116 0 0 44 2,104,770 00

T o t a l s .................................................. - $139,488,327 89 - $23,303,128 38

1 N ot given for these years.

Of the $139,488,327.89 received for transmission abroad dur
ing the fifteen years mentioned, $86,573,879 was received for 
transmission to Italy, while $12,294,973 was received for trans
mission to Russia, which was the country having the second 
highest total. A  study of the figures showing the various 
countries to which money was transmitted denotes to what 
extent the immigrants from these countries have patronized 
these private banks.



A table showing the annual transmissions to these various 
countries, in three periods of five years each, is as follows: —

T a b l e  2 . •— Amounts o f M oney transmitted Abroad annually: B y Countries.

C o u n t r y . 1907. 1908. 1909. 1910. 1911.

I t a l y ........................................ $3,107,405 $2,206,627 $2,137,204 $3,058,948 $3,157,747

Russia . . . . 1,016,565 925,420 796,258 1,027,436 1,135,123

Great Britain 619,394 438,717 519,115 1,237,401 814,275

T urkey . . . . 37,103 47,545 164,133 251,421 386,297

Greece . . . . 145,755 199,323 203,325 268,068 282,748

Austria . . . . 193,953 190,340 181,095 240,196 277,170

Finland . . . . 100,914 98,885 52,470 76,972 100,594

Sweden . . . . 76,489 87,835 35,349 62,175 21,284

G erm any . . . . 12,937 20,809 16,862 22,232 18,770

O ther Countries . 325,207 247,439 195,142 133,000 142,719

Totals . . . . S5,635,722 $4,451,940 $4,300,953 $6,377,849 $6,366,727

C o u n t r y . 1912. 1913. 1914. 1915. 1916.

I t a l y ........................................ $3,484,373 $4,747,988 $3,458,810 $3,286,673 $4,575,157

Russia . . . . 1,319,051 1,752,057 1,534,651 678,771 886,226

Great Britain 854,904 1,033,264 913,319 664,157 620,312

T u rk ey . . . . 322,531 417,077 322,503 19,069 881

Greece . . . . 409,118 414,658 184,872 157,308 324,484

Austria . . . . 286,194 332,598 264,112 54,026 88,039

Finland . . . . 117,769 138,867 109,037 76,144 78,176

A z o r e s ........................................ 172,431 215,605 350,466 503,558 764,623

France . . . . 46,294 47,078 21,882 3,388 982

Sweden . . . . 38,133 52,762 56,020 31,820 4,121

G erm any . . . . 16,924 23,635 13,592 5,075 26,629

Other Countries . 43,138 35,820 5,724 6,904 11,489

T otals . . . . $7,110,860 $9,211,289 $7,234,988 $5,486,893 $7,381,119



T a b l e  2 . —  Amounts of Money transmitted Abroad annually: By Countries
—  Concluded.

C o u n t r y . 1917. 191S. 1919. 1920. 1921.

I t a l y ........................................ $8,965,832 S7,024,690 $12,079,906 $16,728,537 $10,544,002

Portugal and Azores . 1,061,482 1,551,652 3,034,020 4,077,410 2,195,686

Great Britain 578,290 472,991 1,030,504 989,745 586,052

Greece . . . . 214,108 154,908 569,275 938,174 186,932

Finland . . . . 204,983 12,859 178,123 279,062 209,688

Poland . . . . - - 139,215 307,305 262,684

Sweden . . . . 6,038 1,344 91,058 82,953 33,908

France . . . . 16,755 28,210 80,023 139,102 20,562

Russia . . . . 1,024,000 189,679 9,736 - -

Germ any . . . . 21,555 - 6,084 111,123 67,033

Austria . . . . 2,544 - 269 18,137 1,872

Turkey . . . . 514 3,539 - 8,841 -

Lithuania . . . . - - - - 1,035,148

Roumania . . . . - - - - 42,122

Other Countries . 10,819 9.860 33,677 213,554 30,427

Totals . . . . $10,106,900 S9,449,732 $17,251,870 $23,933,943 $15,218,116

To what extent the business of the private banks of this 
class has grown may be realized by comparing the figures of 
the total amounts transmitted by them in 1921 with the total 
amount of the international money orders issued in the Boston 
Postal District during the last fiscal year. In 1921 the private 
banks of this class transmitted $15,216,116 (which was 
$8,717,827 less than in 1920), while the total of international 
money orders issued in the Boston Postal District during the 
fiscal year ending June 30, 1922, was $641,099.57.

Figures are not available to show the average amounts 
transmitted by the private banks, but as the Boston Postal 
District issued 47,399 international money orders, the average 
of such money orders was $13.53. The fees upon the total of 
$641,099.57 in money orders amounted to $8,476.40.

The amount received for safe-keeping by the private banks 
of this class during 1921 was $2,104,770.50, as contrasted with 
$6,330,874 on deposit in postal savings in the Boston Postal 
District on July 1, 1922.



Chapter 4.

P R E SE N T O RG AN IZATIO N .

At the close of the fiscal year 1921 there was a total of 44 
of these private banks licensed to receive money for trans
mission abroad and also to receive deposits for safe-keeping. 
In addition there were 25 licensed to receive money for trans
mission only. They were located in 17 cities and towns in 
the State, as follows: Boston, 28; Worcester, 7; Lawrence, 5; 
Springfield, 4; Fall River, 3; Fitchburg, 3; Lowell, 3; New 
Bedford, 3; Somerville, 3; Peabody, 2; Salem, 2; and 1 
each in Holyoke, Ludlow, Lynn, M ilford, Pittsfield and New
ton. All of these 69 bankers were steamship ticket agents, 
many of them were justices of the peace, and the majority 
were notaries public.

The use of the term “ notary public”  has been important to 
these bankers. In foreign countries the office of a notary is 
recognized as one of great dignity, and the incumbent as a 
person of judicial training, learning and authority. The im
migrant, therefore, has placed in the private banker who ad
vertises that he is a notary the same confidence which he 
would have placed in the notary abroad, despite the vast dif
ference in the responsibility of the two notaries.

M ost of the 69 bankers of this class doing business in Massa
chusetts in 1921 combined banking with some other business; 
for example, five were engaged in the dry goods and clothing 
business, two were grocers, two were butchers, two were drug
gists, two were retail tobacco dealers, several were real estate 
dealers, and among the others was a jeweler, a newspaper dealer, 
a stationer, the proprietor of an import and export house, a 
manufacturer and a baker. In one or tw o instances branch 
post offices were established in private banks, although the 
postal authorities discontinued this policy about ten years ago, 
owing to the fact that many patrons were deceived into be
lieving that the banks were under the supervision of the United 
States.

In the majority of cases the banks dealt with only one 
nationality, although some o f the larger banks had clerks speak-



ing several different languages, and were able to transact busi
ness with patrons from a number of countries. Thirty of these 
69 banks were operated by Italians, while Jews were at the 
head of 12 such institutions. Six were operated by Portuguese, 
3 by Greeks, 3 by Lithuanians, and the remainder largely by 
Russians, Poles, Roumanians and Finns.

During 1921 these 69 banks received §15,216,116 for trans
mission abroad, and the 44 licensed to receive deposits for 
safe-keeping reported a total of such deposits amounting to 
§2,104,770 at the close of the fiscal year. The total amount of the 
bonds of the 44 banks doing both a transmission and a “ bank
ing”  business, in 1921, amounted to §861,527.73, and the total 
bonds of the 25 doing a transmission business only, amounted 
to §80,900.

The 44 banks doing both kinds of business made returns to 
the Commissioner of Banks in which the total amount of capital 
invested was shown to be §2,088,939.53. The total amount of 
invested capital in the 25 transmission houses, according to 
their figures, was $508,778.84. Of the 44 banks receiving de
posits amounting to §2,104,770, 23 paid no interest on a total 
of approximately $900,000; 2 paid 2 per cent, 5 paid 3 per 
cent, 5 paid 4 per cent and 2 paid 5 per cent. The interest paid 
by the remaining seven banks varied from time to time.

The figures as to the amount of capital invested in these 
various banks, it should be noted, do not represent capital 
actually paid in. In many instances the banker has reckoned 
as capital in his bank the money invested in his private busi
ness, his grocery, drug store, or bakery, as the case may be. 
It may also represent his holdings in real estate. There is no 
way under the present law to determine what part of the capital 
of an individual is devoted solely to banking.

The report of the Commissioner of Banks for 1922, being pre
pared as this report is written, will show a reduction in the 
number of persons engaged in this business from 69 to 63, 35 
being licensed for both the transmission and safe-keeping busi
ness, and 28 for transmission alone. It will also show 
$9,530,768 transmitted abroad during the year, and $1,850,531 
on deposit for safe-keeping at the close of the fiscal year, —  sub
stantial reductions in both instances over the figures for the 
year previous.



Chapter 5.

PRE SE N T METPIODS OF O PERATION.

The business of the private banks described in this report 
has consisted mainly of receiving deposits for transmission 
abroad and for safe-keeping, as already pointed out. The selling 
of foreign exchange has also been a part of the business, but 
this phase of operation did not become of major importance 
until the period directly following the World War. Since that 
time it has been developed by these bankers into an orgy of 
speculation and in its relation to deposits for transmission and 
safe-keeping has become a serious evil.

1. S a f e - k e e p i n g .

Safe-keeping, although one of the main features of the private 
banker’s business, has been in most instances the least im
portant, from the standpoint of revenue. In the vast majority 
of cases the bankers declare there is no profit in it. The safe
keeping business, however, is known to give the banker certain 
prestige among his fellow countrymen, and is extremely im
portant to him as a feeder for his other business ventures, — 
transmission or foreign exchange.

Safe-keeping deposits originated through the desire of the 
immigrant to have an agent hold his weekly savings until a 
sufficient amount had accumulated for a remittance or for the 
purchase of a steamship ticket. Harely did such deposits 
exceed 8100, and the average was nearer half of that amount. 
N o interest was paid or expected.

The size of the deposits gradually increased, and some 
bankers began to pay interest, although at the present time 
less than one-half pay interest on such deposits. One of the 
largest of these banks had 956 safe-keeping depositors in 1921, 
with a total of 8228,948.19 in deposits at the close of the fiscal 
year, —  an average of $239.48. This bank, according to the 
Commissioner’s report for 1921, paid no interest on these de
posits. As a matter of fact, the law makes no mention of 
interest, and the question has been raised as to whether these 
bankers have a right to pay interest.



For years there were no regulations concerning the investment 
of these deposits, with the result that the bankers used them 
to pay current bills in their private business, to buy stocks, 
bonds, real estate, to purchase homes to live in, to loan to 
friends or to deposit in State or national banks, at interest. 
Such methods made it extremely difficult to obtain a clear 
statement of the assets and liabilities of banks without taking 
into consideration the individual resources of the proprietors.

Mention has been made of one bank which in 1921 had 956 
depositors with total deposits of $228,948.19, upon which no 
interest was paid. This same bank had $135,997.89 in interest 
accounts in trust companies, savings banks, national banks and 
other private banks. Assuming that the average interest drawn 
by this banker whs only 3 per cent, such deposits would show 
him a net gain in one year of $4,079.94 on this amount. It 
might be added that this banker is an exception among those 
who declare there is no profit in safe-keeping accounts.

In 1916 the General Court enacted legislation restricting, to 
some extent, investments of money held for safe-keeping, and 
at the same time provided for a reserve of at least 20 per cent. 
A summary of the investment provisions was given in chapter 2.

2. T ransmission .

The business of transmitting money abroad is by far the 
most important of the transactions of these private banks, as 
has already been shown in the tables stating the amount of 
money annually received for transmission.

A study has been made of the various methods of trans
mission employed by the 35 bankers who were licensed to do 
both a transmission and safe-keeping business, and the 28 
licensed to do a transmission business only, at the close of the 
year 1922. It was early evident that this business is to-day 
highly speculative, as operated, especially inasmuch as the 
bankers are dealing with a depreciated exchange.

Of the 35 bankers licensed to do both a transmission and safe
keeping business, it was found that one transmitted only 
through the American Express Company, and one transmitted 
only through steamship companies. The remaining 33 had 
connections which placed them in a position to speculate.



Fifteen carried accounts in London, Naples, Rom e and other 
European banks, and sold orders on these banks. Ten used 
foreign exchange departments of United States banks, and also 
had foreign correspondents. One transmitted solely through a 
Boston private banker. Three used steamship companies and 
United States Banks. Tw o had connections with the American 
Express Company and United States banks. One had connec
tions with the American Express Company, with steamship 
companies and with United States banks, and one reported 
connections with these same agencies and also a foreign corre
spondent.

Of the 28 bankers licensed to do a transmission business only, 
25 were in a position to speculate; 6 carried accounts in foreign 
banks and sold orders on these banks; 7 used both United 
States banks and foreign correspondents; 5 had connections 
with the American Express Company and also used United 
States banks. Of the remaining number, 7 used two or more 
agencies. Of the 3 whose connections were not such as to en
courage the bankers in speculating, 2 used the American Ex
press Company only, and the other used both the American 
Express Company and steamship companies.

Four methods of transmission were found to be most com
monly used, and it was noticeable that the majority of trans
actions were carried on by mail. Until 1916 there was no limit 
as to the time within which transmission should be made, but 
as the result of numerous frauds the Legislature in that year 
enacted a law requiring that all money received for transmission 
to a foreign country be forwarded within seven days after its 
receipt.

The four methods referred to as being most commonly used 
are as follows: —

1. Draft. •— Given to customer in duplicate. The draft is of 
no value to the person receiving it in Europe until advice had 
been received by the banker’s correspondent. The advice is 
usually mailed, although a cable is used in some instances.

2. Money Order (Cable). —  Receipt is given customer. 
Banker cables to correspondent who sends out money order.

3. Money Order (M ail). —  Receipt given customer in dupli
cate. One copy is forwarded by customer for identification 
purposes. Banker advised correspondent by mail.



4. Postal Savings Bank. —  Customer is given receipt that 
banker will deposit to the customer’s credit in post office. 
Banker then sends draft to correspondent by mail to Ministero 
of Casse Postali in Italy, or similar official in another country, 
who issues books which are forwarded to the banker by the 
correspondent.

By making extensive use of the mails the banker is given a 
much longer period in which to cover, thus giving him the 
opportunity to take advantage of a turn in the exchange. 
Practically all of the transmission business is conducted on the 
turn of the exchange.

It has already been shown that of 63 bankers transmitting 
money at the close of the year 1922, all but 5 were in position 
to speculate. Fifty-eight were not satisfied with the commis
sion as agent of the American Express Company, or of steam
ship companies. They adopted a practice of buying the foreign 
currency, which gave them an opportunity to realize a greater 
profit, although at the same time affording an equal chance to 
sustain a loss.

W ere these p e op le  satisfied  w ith  a reason able  p ro fit  th ey  
w ould  associa te  th em selves as agen ts o f  in stitu tion s , such  as 
banks, steam sh ip  com pa n ies an d  in tern ation a l express c o m 
panies, equ ip p ed , b y  reason  o f  financial stren gth  an d  exten sive 
foreign  con n ection s , to  render th e  m a xim u m  o f  serv ice  a t  the 
m inim um  o f risk.

Such agents could act without a license from the State and 
without furnishing a bond to the State, as these companies are 
licensed and authorized to employ agents. Under a ruling of 
the Attorney General a person cannot act as agent for both the 
American Express Company and a steamship company, how
ever, under the present law.

The only charges which these bankers compel the customers 
to pay for transmission is the service charge by the corre
spondent and a nominal charge, •— usually 50 cents. The profit 
he will obtain depends solely on the correctness of his judgment 
as to whether he can secure the foreign money at a future date, 
not to exceed the seven days’ time limit for forwarding, at a 
lower rate than he sold. The speculative feature is further 
accentuated by the fact that the foreign currency is fluctuating



hourly, and the banker can never, on the basis on which he 
operates, know what the result of any particular transaction 
will be at the moment it is entered into.

Some of these bankers receive hourly exchange quotations, 
particularly those having foreign bank balances. Other bankers, 
who rely upon domestic agencies for their forwarding, receive 
daily quotations from these agencies.

3. Foreign E xchange .

It has already been pointed out that the foreign exchange 
transactions of these banks have been developed into an orgy 
of speculation among their patrons, a class of people who can 
ill afford to lose their savings. Investigation has shown that 
the foreign exchange transactions of these banks are extensive 
throughout the State, and that through them large sums of 
money are being applied to the buying and selling on margins, 
by contract or by cash, of foreign currencies.

Investigators have found indications that considerable of the 
safe-keeping deposits in these banks are in reality but pay
ments on account of foreign exchange for future delivery, and 
are so carried in order that no liability, or a small liability, on 
account of foreign exchange contracts appears on the books. 
The reason for this deception is that the Commissioner of 
Banks requires these banks to cover on all such contracts, 
although his efforts in this respect have not been successful. 
Investigators have also found that the m ajority of personal 
loans now carried by the private bankers are by way of notes 
taken for balances due on contracts to buy foreign exchange.

A  large per cent of the foreign exchange business is con
ducted on the instalment plan. The safe-keeping business of 
these banks keeps them in touch with thrifty immigrants, and 
it is comparatively simple for the bankers to entice these people 
into foreign exchange gambling by holding out the lure of easy 
and quick profits. Contracts for future delivery are made and 
payments begin. M any of the purchasers stop paying before 
their contracts are completed, and as a result they lose all they 
have paid. M any of those who complete the contracts find 
themselves in possession of foreign money which, due to a drop 
in the exchange, is worth far less than they have paid for it.



A  large percentage of those who have suffered losses probably 
would never have lost their money had they not placed their 
savings in the hands of persons whose chief business is gambling 
in foreign exchange, and who are always anxious to divert such 
deposits from a branch of the business bringing in small returns 
into the most lucrative branch of the bank, —  foreign exchange.

The foreign exchange business as conducted is essentially the 
same as the illegal bucket shop. M any of the contracts are not 
covered by the private banker, as he knows that his customers 
will not or cannot complete them. It is practically impossible 
to determine whether or not he has covered, especially where 
the banker carries a foreign bank account which cannot be 
checked up. There is no way of telling whether he is always 
disclosing such contracts on his books.



Chapter 6.

R E C E N T  FAILU RES.

The annual report of the Commissioner of Banks for 1922 
shows that during the period from June 2, 1920, to July 18, 
1921, eleven private banks having total liabilities considerably 
in excess of $1,000,000, were closed. The report shows the 
conditions in seven banks remaining in his hands for liquida
tion, extracts from which are here given.

The other four banks are in the hands of receivers or trustees in bank
ruptcy appointed by  the court, as follows: Sciaraffa & Rosetti, closed 
June 2, 1920, Vincent Brogna, receiver; Isadore Wintman, closed October 
9, 1920, Simon B. Stein, Maurice Jacobs and Samuel Markell, trustees 
in bankruptcy; Joseph Kowal & Co. closed November 22, 1920, David 
J. Mahoney, receiver; Pantaleone Mercurio, closed July 6, 1920, Rogers 
D ow, trustee in bankruptcy.

Joseph Kowal was indicted by  the grand jury of Suffolk County on 
charges of larceny. He was recently convicted and is now serving a 
sentence of one year’s imprisonment.

(1) Polish Industrial Association.

The Polish Industrial Association, formerly doing business at 37 Cross 
Street, Boston, was closed on August 14, 1920, after an examination 
showing that the laws in regard to private banks had been violated and 
that its condition and the conduct of its business rendered it inexpedient, 
in the opinion of the Commissioner, for the institution to continue its 
business.

This bank was closely identified with the Hanover Trust Company, as 
Henry I i. Chmielinski was president of both institutions. James E. 
O ’Connell, secretary of the Hanover Trust Company, was also clerk of 
the Polish Industrial Association. It was also revealed that the funds 
o f this bank were used largely for the benefit of the Hanover Trust Com
pany. The assets of the institution, as shown by  its books, included 200 
shares of the stock of the Hanover Trust Company, but, although this 
stock was apparently paid for with the funds of the Polish Industrial 
Association, it never was a stockholder of record on the stock books of 
the Hanover Trust Company, but the 200 shares stood in the name of 
either M r. Chmielinski or his nominees.

This institution did its banking through the Hanover Trust Company, 
and it was not unusual for the trust company, when in need of funds, to 
transfer some note, usually of little value, to the Polish Industrial Associa
tion, charging its accounts with the amount of the note. Often this fact



was not known to the treasurer of the Polish Industrial Association until 
the monthly statements were rendered.

There was also carried as assets of this association, mortgages and notes 
which had long since been paid, and the books were in such a condition 
that it was impossible to ascertain from them the condition of the asso
ciation.

Among other assets of this association was a third mortgage of $75,000 
on the branch building of the Hanover Trust Company on Hanover 
Street, and a third mortgage of $65,000 on the Journal Building, so 
called, both having been given by M r. Chmielinski, the owner of the 
equity.

The $75,000 mortgage on the Hanover Street property purported to 
be, and was at the time it was drawn, a second mortgage, subject to a 
first mortgage of $75,000, but it was not recorded until some time after 
another second mortgage had been placed upon the property.

(2) H. Slobodkin, Inc.

H. Slobodkin, Inc., was closed by  the Commissioner of Banks on July 
18, 1921. This corporation succeeded Harris Slobodkin, a private banker 
established in 1890, who successfully did business at 36 Lowell Street, 
Boston. The business was incorporated under the present name just 
prior to the death of Harris Slobodkin in 1918, and from that time was 
conducted by  members of the Slobodkin family.

During the years 1917-18 conditions affecting the transmission of 
foreign money had a serious effect upon this institution, but notwith
standing this fact the corporation attempted to enlarge its field, and at 
considerable expense opened new banking rooms at 145 Staniford Street, 
Boston.

During the winter of 1920 and spring of 1921 business improved, but 
at that time the officers of the bank began to make loans upon inadequate 
security, which necessarily resulted in a shortage of liquid assets and a 
serious impairment of the capital. The largest of these loans were made 
to corporations in which the officers of the bank were personally interested. 
The Sure-Fit Shoe Company, in which the treasurer, Hyman E. Slobodkin 
was a part, had unsecured loans of $15,547.45. Another concern in which 
he was interested received a loan of $800 and had an overdraft of $1,061.37. 
Hyman E. Slobodkin also had a personal loan of $1,925.08 and an over
draft of $1,579.17.

G. W . Slobodkin, the president, was personally interested in the Boston 
Ignition Company, and unsecured loans were made to this corporation 
of $10,524.92, and it was also allowed to have an overdraft of $1,586.55. 
G. W. Slobodkin also had a personal loan of $1,126.52. Nearly all the 
loans made by  H. Slobodkin, Inc., were upon insufficient security, and 
in most instances without any security at all.

Another difficulty was the fact that the corporation made excessive 
investments in real estate mortgages, in one instance a fifth mortgage,
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and in order to realize cash on them pledged them with other banks as 
collateral on demand notes. Difficulties also arose from the fact that 
money was sent abroad for customers on credit, this amount being allowed 
to accumulate, reaching at one time $25,000, with little or no effort made 
to collect.

As a result of these conditions internal dissension arose among the 
officers of the bank, and this fact, together with a shortage of ready cash, 
resulted in a request being made by  the president of H. Slobodkin, Inc., 
to the Commissioner of Banks to take over the institution, and on July 
18, 1921, the Commissioner, acting under authority of General Laws, 
took possession of the business and assets.

On the date of closing, the book value of the assets of the bank amounted 
to $271,587.22. In the process of liquidation these assets have been in
creased $31,590.91.

Of the money invested in corporations in which the officers of the 
bank were personally interested, it was found that there was no security 
behind these investments, which, when the debtors were pressed for 
payment, resulted in total losses. Real estate which the bank had bought 
at high values was sold at a loss in some instances. Considerable difficulty 
was found determining the liability on foreign remittances, as approxi
mately $48,000 had been sent to an agent abroad. Another source of 
embarrassment was the payment in 1917 of nearly $25,000 for the re
mittance of 190,000 roubles. These remittances were never completed, 
and litigation is pending for the recovery of this sum.

The depositors were partially protected by  a bond for $25,000 filed with 
the Treasurer and Receiver General. This sum ivas collected from the 
surety company. The total number of creditors of H. Slobodkin, Inc., 
is 1,177 and their claims amount to $243,391.63.

(3) George P . Anastos.

George P. Anastos, whose private bank was closed by  the Commissioner 
of Banks on February 21, 1921, was located at 279 Hanover Street, Bos
ton. His depositors were almost entirely Greeks, as was the banker 
himself, and the deposits on February 21, 1921, were $154,955.98 savings 
accounts, with checking accounts of over $37,000.

In addition to receiving deposits he did a fairly large business in foreign 
exchange. During the war he went outside of his ovm business and pur
chased three small vessels to be used in the foreign trade, which were 
carried on his books as an asset amounting to $92,000, but through the 
perils of war and other mischances they have become practically a total 
loss, all of them, in fact, having been either burned or sold prior to the 
closing of the bank.

In addition, Anastos was interested in a corporation known as the 
Universal Trading Company which he financed, and which, at the time 
the bank closed, was indebted to him for over $200,000, an account which 
is entirely worthless.



Prior to engaging in the banking business, Anastos had been a member 
of a partnership known as Anastos & Chakalis, which carried on a baking 
business in Chelsea, but several months prior to the closing of the bank 
this business had been incorporated and Anastos received 399 shares 
of the capital stock out of 800 shares as his share of the business.

The corporation owes a good deal of money, and the stock being less 
than one-half interest, it has been impossible to get any offer for it which 
would even approximate a small fraction of the amount for which it was 
carried on Anastos’ books, this amount being in the neighborhood of 
310,000.

As the above-named items were practically a total loss, and there has 
been a substantial shrinkage in accounts, it is apparent that the banker 
was clearly insolvent at the time he was closed.

(4) Ettore Forte.

The business of Ettore Forte, which was conducted under the name 
of “ Banca Ettore Forte,”  at 306 Hanover Street, Boston, was closed by 
the Commissioner of Banks on February 11, 1921, following an examina
tion of the books and the methods employed in the business. The de
positors were largely Italians, and the total amount of deposits on the 
day of closing was 858,204.86.

In addition to the receiving of deposits, Forte did a substantial business 
in the sale of foreign drafts and steamship tickets, and he also engaged 
in the business of importing foodstuffs of various kinds from Italy.

The assets consisted principally in equities in real estate, but the 
mortgages were so large and the property in such poor condition that it 
was impossible to dispose of any of it. The mortgages on a part of the 
property which was very heavily encumbered and in which it appeared 
there was no real equity, have been foreclosed.

Forte had made various attempts 4o pay a large outstanding indebted
ness, mainly for money loaned him, and shortly before the closing of the 
bank he had borrowed very large amounts from personal friends, so he 
owed, at the time of the closing, over 886,000.

The banker had on deposit with the Treasurer and Receiver General 
certificates of deposit in the sum of 820,000, which had been collected. 
Forte died in March, 1922, and following his death Judge Frank Leveroni 
was appointed public administrator, who is now handling the real estate 
situation. The Commissioner of Banks, however, will complete the 
liquidation of the amount received on the bond.

(5) Jacob Friedstein.

Jacob Friedstein conducted a small private bank on the corner of 
Harrison Avenue and Dover Street, Boston, which was closed by  the Com
missioner of Banks on September 3, 1920, when it appeared that the busi
ness was being conducted on an unsound basis and that its. losses were 
increasing daily. The bank had been operated for about three years, but



because of the war business had not been good. The deposits amounted 
to $63,538.50 on the day of closing.

A large part of the business had consisted in the sale of steamship 
tickets and in forwarding money abroad, and again, on account of the 
war, it was hard to assure deliveries of money so transmitted.

The furniture and fixtures were carried at $6,114.57, which was at 
least six times what they were worth, and in addition there was foreign 
money worth at that time about $2,300, which had cost in the neighbor
hood of about $12,000, this being one of the reasons for the heavy losses 
suffered in this business.

The largest item on the list of assets, exclusive of a $10,000 certificate 
of deposit of the Tremont Trust Company, filed with the Treasurer and 
Receiver General, was an item of $7,992.94, carried as loans on notes. 
M ost of these were small amounts and collections have been slow, and 
in many cases have been impossible.

(6) Alter E . Freedman.
As Russian-American Ticket Office.

Alter E. Freedman conducted a small private bank on Everett Avenue, 
Chelsea, in the name of the “ Russian-American Ticket Office.”  The 
bank was closed by  the Commissioner of Banks on November 10, 1920, 
following an examination which showed that it was inadvisable to allow 
the business to be conducted. For some time previous the owner, because 
of illness, had been gradually liquidating his business.

A t the time of the closing of the bank the assets, according to the books 
of the bank, amounted to $30,496.79. Of this amount, $10,000 represents 
certificates of deposit of the Tremont Trust Company left with the Treas
urer and Receiver General to secure depositors and persons leaving money 
for transmission.

The other so-called assets were practically worthless, $300 being a large 
estimate as to the amount to be realized therefrom.

The deposits amounted to $13,552, and there were in addition other 
claims amounting to about $17,000.

(7) L. D. Griswold Company, Bankers.

The private banking business of L. D . Griswold, which was conducted 
at 134 Salem Street, Boston, in conjunction with a general real estate busi
ness, was closed by  the Commissioner of Banks on December 22, 1920, 
when it was discovered that its business was being carried on without a 
license from the Commissioner.

Griswold’s business was the buying of land which he sold on instalments, 
and most of the money taken in from the depositors was used in these 
real estate transactions. The amount of deposits was $44,571.19, and 
Griswold was, himself, the principal debtor to the concern, although there 
were some other assets o f substantial value.



Chapter 7.

IN A D E Q U A C Y  OF PRE SE N T LAWS.

The present statutes fail to accomplish the purpose which 
the General Court evidently had in mind in attempting to legis
late from time to time, to regulate and supervise, a class of 
banks to which was entrusted the savings of immigrant la
borers, either for safe-keeping or for transmission abroad.

It is a fact that at the present time there are many persons 
in the State engaged either in the business of receiving deposits 
of money for safe-keeping or for transmission abroad who are 
not licensed, and who have not subjected themselves to the 
supervision of the Commissioner of Banks or to the regulations 
prescribed in chapter 169 of the General Laws, which purport 
to regulate this type of business.

Several banks of this class have, during the past year, given 
up their licenses and withdrawn their bond from the State. 
They are continuing in business, however, in such a manner 
that they are not amenable to the statutes which formerly 
regulated them.

The most glaring weakness in the present banking laws was 
recently brought out during the trial of Joseph Kowal, an 
unlicensed private banker, whose place of business was closed 
on November 22, 1920, and who had been indicted on charges 
of violating the banking laws, and for larceny.

Kowal’s business was examined by the Commissioner of 
Banks under authority of chapter 167, section 13, General 
Laws, which gives the Commissioner authority to examine the 
“ accounts, books and papers of any corporation, person, part
nership or association making a business of receiving money on 
deposit, or which has the word ‘ bank’ , ‘ banking’ , ‘ banker’ , 
‘ bankers’ , or ‘ trust’ in the name under which its business is 
conducted,”  in order to determine if the business is in violation 
of the banking laws.

As a result of the examination the Commissioner of Banks 
formally requested the Attorney General to petition the court 
for an injunction restraining Kowal from continuing in business. 
The injunction was granted and the court appointed David J.



Maloney, Esq., as receiver. Subsequently Kowal was indicted 
by a Suffolk County grand jury, two indictments being re
turned, as above stated.

The trial was before Justice Stanley W. Qua, with a jury, 
in December, 1922, with Assistant District Attorney Vincent 
Brogna appearing for the government, and Francis J. Keenan 
for the defendant.

After considerable evidence had been put in and several 
witnesses heard, the purport of which was to show that the 
defendant was engaged in the banking business, a question of 
law was propounded for a ruling by the court in connection 
with the indictment for violation of the banking laws, and 
upon which each count in the indictment hinged.

Arguments were made by counsel, and after a careful scrutiny 
of the statutes, Justice Qua held that the defendant was exempt 
from the provisions of chapter 169, under that portion of sec
tion 1, clause two, which states that “ persons engaged in bank
ing or brokerage business are excepted from the application of 
this act.”

The government then argued that Kowal had been conduct
ing a banking business which was in violation of section 12, 
chapter 167, General Laws, a portion of which reads, “ nor 
shall any such corporation, person, partnership or association, 
solicit or receive deposits or transact business in the way or 
manner of a savings bank.”  Also that section 1, clause two, 
chapter 169, in excepting “ persons engaged in the banking or 
brokerage business,”  obviously referred to legal banking, and 
that the defendant could not be included under such exemption 
inasmuch as he was engaged in illegal banking business under 
section 12, chapter 167.

The government’s contention was not sustained by the court, 
on the ground that chapter 169 was extended to a certain 
specified class of persons, and expressly stated that it should 
not apply to those engaged in the banking business. Further, 
the court declared, “ I do not see -how I can but give those 
words a plain English significance. They are unqualified. 
The statute does not say ‘ lawful’ banking business.”  In con
cluding, the court said, “ I am inclined to direct a verdict on 
this indictment, without in any way prejudicing the further



prosecution for larceny. If any ruling is correct, and if it 
indicates that there is any looseness in the law, it seems to me 
that it is a matter for further attention.”

The court then directed that the jury return verdicts of “ not 
guilty on each count in the indictment for violation of the 
banking laws, and Justice Qua in his instructions declared: “ I 
rule that the language of the law which was in force at the 
time of the alleged offence is such that if he was engaged in the 
banking business, then he is not criminally liable in this 
charge.”

The defendant was then tried on the indictment for larceny. 
As was shown by the Commissioner of Banks in his annual 
report, Kowal was convicted of larceny and was sentenced to 
imprisonment for one year.

The importance of this case, and the reason it is given so 
much space, is (1) that it marks the first instance in which any 
court has passed upon chapter 169 of the General Laws, pur
porting to regulate private banks, and (2) that the ruling of the 
court was, in reality, that the exemption clause offered an open 
loophole through which the very persons whom the Legislature 
intended to regulate might evade such regulation.

Because of such weakness in the law, several private bankers 
have surrendered their State licenses. They are careful not 
to sell steamship tickets, as far as can be learned, or act as 
labor agents, or to otherwise operate so as to cancel the exemp
tion they are now enjoying as “ bankers and brokers.”  So long 
as they keep within the common law they are secure from all 
supervision and regulation.

Such a situation is making it possible for persons without 
financial responsibility or moral character to engage promiscu
ously in the very business the Legislature of this Commonwealth 
has been seeking to control, unsuccessfully thus far, for the 
past seventeen years, by requiring licenses, bonds and State 
supervision.

Evidence has been received, for instance, showing that one 
or more former associates of Charles Ponzi, international coupon 
swindler, are now engaged in this business and are exempt from 
the provisions of chapter 169 of the General Laws; also, that 
Hyman Slobodkin, whose private bank was closed by the



Commissioner of Banks, is now operating under the name of 
the Universal Exchange, and is exempt from the law. Two or 
more employees of closed Boston trust companies are acting 
as managers of “ banking and brokerage”  concerns.

The Lowell Exchange Corporation is conducted by David 
Bernstein, who surrendered his State license as a private 
banker. G. S. Duarte & Co. was until recently a private bank 
under regulation of the Commissioner of Banks. Its manager 
was formerly in charge of the foreign exchange department of 
the defunct Cosmopolitan Trust Company. Reports from 
licensed private bankers show that at least three of them are 
now transmitting money abroad through G. S. Duarte & Co., 
although this corporation is under no State regulation or con
trol, beyond, possibly, a brokerage license from the Department 
of Public Utilities.

Throughout the State these “ bankers and brokers,”  whose 
business is transmitting money abroad and speculation in 
foreign exchange, are operating, not in violation of the laws, 
but in evasion of the laws.

Of the licensed private banks, where steamship tickets are 
sold and the other transactions incident to such banks are 
carried on, the Commissioner of Banks has tightened the regu
lations where he could legally do so, caused more frequent 
examinations and otherwise endeavored to check the various 
evils discovered.

The only effective power which the Commissioner has been 
able to wield in his efforts to minimize the speculative tenden
cies found in these banks has been in the matter of bonds. In 
an earlier chapter mention was made that the law gives the 
Commissioner authority to name the amount of the bond to be 
required of such private banker. During the past year he has 
increased the amount of the minimum bond to provide greater 
protection to the patrons of these banks. The result has been 
that, owing to the loophole in the present law, several such 
bankers have surrendered their licenses.

Attention is called to a provision of the present law, enacted 
in 1905, under which police departments of municipalities are 
required to notify the Commissioner of any persons in their 
respective municipalities to whom the law applies, and which 
also provides for prosecution by the police of all violations.



This enforcement provision has utterly failed to meet the situa
tion.

The provisions relating to the investment of safe-keeping de
posits, which have already been described, have been found to 
be quite inadequate to properly safeguard such deposits.

The failure of the present law to prevent safe-keeping de
posits from being jeopardized by foreign exchange speculations 
is also a serious weakness.



Chapter 8.

CONCLUSIONS.

The Immigration Commission created by Congress in 1907, 
and which reported in 1910 a total of 42 volumes concerning its 
investigations of immigrant problems, found that immigrants, 
while fearing to carry their savings around with them, refused 
to turn to American institutions to satisfy their banking needs, 
and patronized less responsible men of their own races, for 
three reasons:

1. The ignorance and suspicion of the immigrant.
2. The fact that American institutions have not developed the peculiar 

facilities necessary in the handling of immigrant business.
3. The ability and willingness of the immigrant proprietor to perform 

for his countrymen necessary services that it would be impossible for 
them to obtain otherwise.

In brief, these three reasons were responsible for the growth 
in Massachusetts of the private banks which chapter 169 of the 
General Laws seeks to regulate.

The conditions pointed out by the Immigration Commission 
in 1910, howrever, are not the conditions of the present year in 
Massachusetts. The need of immigrant banks does not exist 
in Massachusetts to-day as it did, perhaps, in 1910.

In the first place, due to increased immigration restrictions, 
there are fewer immigrants admitted to the United States than 
in 1910, and the class now admitted is hardly of the same 
ignorant and suspicious type.

In answer to the second point, American institutions, es
pecially in Massachusetts, have been for several years develop
ing facilities necessary to handle immigrant business. State 
and national banks are operating foreign departments, including 
steamship agencies. The immigrant is given ample facilities to 
deposit his money, to transmit money abroad, and to purchase 
steamship tickets in the national banks and trust companies of 
Massachusetts. Competent managers and clerks are provided 
in many banks, proficient in foreign languages, willing and able 
to assist. Banking hours are made more convenient for the



immigrant, evening hours at least one day in each week being 
maintained in many banks.

In keeping with this adjustment of Massachusetts banks to 
the needs of the immigrant, the Committee recommends as a 
part of this report the enactment of a law to permit savings 
banks to  transmit money abroad.

The growth of postal savings accounts, as shown by the fact 
that the amount of postal savings on deposit in the Boston 
Postal District alone on July 1, 1922, was $6,330,874, indicates 
that the immigrant is utilizing this savings agency. It has been 
estimated that of this amount 75 per cent represents deposits 
of foreign born.

It is therefore clearly evident that with these various agencies 
at his command, the immigrant need less and less be forced to 
depend upon private banks of the class described.

As the result of its investigation, this Committee believes 
that the business of transmitting money abroad should be con
fined to those persons whose business is international in its 
scope, and in connection with which the business of transmitting 
funds abroad is essential, i.e., transatlantic steamship com
panies, telegraph companies, etc., and those other persons or 
corporations about whose financial stability there can be no 
question, either because of capital invested or bond furnished 
to the Commonwealth.

The Committee further believes that no private banker li
censed by the State to receive deposits for safe-keeping should 
be permitted to engage in, make a practice of, or be financially 
interested in the selling of foreign exchange.

A bill has been drawn by the Committee incorporating the 
changes in the present laws which in its opinion are essential 
in order to rectify the present most unsatisfactory conditions.



Chapter 9.

PROPOSED LEG ISLATIO N .

A bill is presented herewith by the Committee, relating to 
the transmission of money abroad, and the licensing and regu
lating of private banks and bankers engaged in the business of 
receiving deposits of money for safe-keeping. The Committee 
also recommends the passage of House, No. 13 of 1923, a recom
mendation of the Commissioner of Banks, which authorizes 
savings banks to transmit money abroad and which has already 
been referred to in the preceding chapter.

The legislation proposed by the Committee consists of nine 
sections and revises completely certain portions of chapter 169, 
General Laws, relating to “ Deposits with Others than Banks.” 
Certain features of the proposed bill (Appendix A) require 
explanation.

After concluding, as stated in the preceding chapter, that the 
business of transmitting money abroad should be confined to 
thoroughly responsible agents, the business of which is inter
national in scope, and to other persons or corporations of 
specified financial stability, the Committee was at once faced 
with the problem of framing a bill which would meet the needs 
o f the situation which would not injuriously affect American 
private banks in general and yet which would stand the test of 
constitutionality.

The United States Immigration Commission, in summing up 
the problem which confronted the Committee, said in 1910: —

The matter of private banking in general does not enter into this 
question. . . . The legislation that is necessary for the proper regula
tion of immigrant banks is hardly applicable to American private banks, 
many of which have existed for years and have been operated by  men of 
integrity. T o bring American private banks of this character under the 
same jurisdiction with immigrant banks is not at all necessary for the pro
tection of the alien. It is believed that, owing to the wide difference and 
mode of operation of the two classes of banks, laws can be so devised as 
to regulate the one without injuring the other.

A study was made of the New York law, and in certain 
respects the bill as finally drafted follows that law, although



similar provisions were also found in the Ohio and Illinois 
statutes.

The most important feature is the change in the section de
fining the application of the chapter, in which it is believed all 
constitutional difficulties have been overcome. All three of 
the present definitions as contained in section 1 of chapter 169, 
clauses 1, 2 and 3 are repealed, and the following two definitions 
proposed in their p lace: —

Clause 1. All persons engaged or financially interested in the selling 
of steamship or railroad tickets for transportation to or from foreign 
countries, or in the supplying of laborers, who, in conjunction with said 
business, carry on the business of receiving deposits of money for safe
keeping under whatever name or by  whatever persons the said business 
of receiving deposits is carried on.

Clause 2. All persons who engage or are financially interested in the 
business of receiving deposits of money for the purpose of transmitting 
the same or equivalents thereof to foreign countries in such sums that 
the average of the separate deposits so received since April first, nineteen 
hundred and twenty-two, or during any twelve successive months, of for 
such period, if less than twelve months, that such person has been engaged 
in such business, is less than five hundred dollars, except duly incorporated 
banks, express companies having contracts with railroad or steamship 
companies for the operation of an express service upon the lines of such 
companies or doing an international express business, or transatlantic 
steamship companies or telegraph companies.

As in the present law, the persons doing business under the 
first definition will be licensed and regulated by the State, and 
will be required to  file a bond with the State Treasurer in such 
sum as the Commissioner of Banks may require. Provisions 
are made, however, to prohibit a person doing such business 
from engaging in the selling of foreign exchange, drafts or 
letters of credit.

Those persons subject to the second definition must, under 
the proposed bill, file a bond of §100,000 before being permitted 
to engage or become financially interested, or continue to engage 
or be financially interested, in the business of receiving deposits 
of money for transmission to foreign countries.

It can be readily seen that the proposed legislation, in its 
definition of those persons who are to be permitted to engage 
or continue in the business of receiving deposits of money for



transmission to foreign countries, aims not at the enactment of 
prohibitive requirements, but at the lessening of the possibility 
of loss to those persons who can ill afford to lose. The language 
of the section is clear, and it can readily be seen that under 
it the right to engage in this business is taken away from no 
person who complies with its requirements.

The fact that a person receives deposits for transmission in 
such sums that the average for a twelve months’ period is in 
excess of $500 is indicative of more or less financial stability, 
and at least indicates a clientele of a class whose protection 
was never contemplated by the present provisions of chapter 
169, General Laws. The provision of the proposed law requir
ing a bond of $100,000, while not contemplated as the amount 
o f the potential loss, is, nevertheless, an indication as to the 
financial strength of the persons who are to be permitted to 
carry on a business which, by its speculative possibilities, 
demands such assurance.

In New York these provisions resulted in the law being car
ried to the United States Supreme Court on a test case of its 
constitutionality. The complete decision, upholding its con
stitutionality, is printed herewith as Appendix D.

One paragraph from the decision, bearing upon these features, 
is as follows: —

Again, it is argued that the statute makes unconstitutional discrimina
tions by  excepting the classes mentioned in § 29d above, especially those 
in whose business the average amount of each sum received is not less than 
$500, and those who give a bond of $100,000 or $50,000. But the former 
o f these exceptions has the manifest purpose to confine the law as nearly 
as may be to the class thought by the Legislature to need protection, and 
the latter merely substitutes a different form of security, as it well may. 
Legislation which regulates business may well make distinction depend 
upon the degree of evil. It is true, no doubt, that where size is not an 
index to an admitted evil the law cannot discriminate between the great 
and small. But in this case size is an index. Where the average amount 
o f such sum received is not less than $500 we know that we have not 
before us the class of ignorant and helpless depositors, largely foreign, 
whom the law seeks to protect.

As has been stated before, the feature of a bond has been 
put into the proposed law in order that this business may be 
open to those persons whose financial ability is sufficiently



strong to make for a minimum of risk. It may be said that 
the amount of the bond is set too high. Theoretically, at 
least, the necessity of resorting to the bond to cover losses 
should not be anticipated. The fact that a person executes 
such a bond would, in the first, instance, indicate the financial 
stability of such person, and would, in the second instance, be 
added security, and the public, under such circumstances, could 
rightly feel that an authorization by the Commonwealth cariies 
with it all the protection from loss that reasonably can be 
expected.

The bond, therefore, satisfies two essential requirements: —
1. It indicates financial strength which, in the usual course 

of events, offers less likelihood of unsound practices, and, hence, 
less possibility of loss by those persons sought to be protected.

2. It is an additional safeguard, and serves as a reasonable 
prerequisite for those who desire to handle the funds of the 
public in this manner.

If the Commonwealth is to properly regulate this business, it 
must make the test “ financial stability”  rather than an attempt 
to bolster up the present laws by additional legislation and 
depend upon the examinations, etc., to obtain the desired 
result. Experience has shown that more frequent examinations 
will not solve the problem, as each day carries its own risks 
and uncertainties. The present gambling proclivities of these 
small bankers have grown steadily year after year, and to-day 
they are dealing in depreciated exchanges, which fact in itself 
encourages speculation. Under these circumstances this busi
ness is beyond the control of the banking department, and re
quires regulation and restriction.

With the restrictions called for in this proposed legislation, 
the poor immigrant, intent upon getting his savings back to 
his home or in-aiding his relatives abroad, will not be subject 
to loss by the gambling spirit that is now the rule among these 
private bankers, and permission to carry on such business in 
the Commonwealth will carry with it the assurance that every 
precaution has been taken to render such business safe and 
sound.

The proposed legislation also eliminates the joker provision 
o f the present law which exempted “ bankers and brokers”  from



the provisions of the chapter, and contains provisions amending 
the sections of chapter 169 relating to investments of safe
keeping deposits. These latter changes are self-explanatory.

The Committee feels strongly, and its opinion is unanimous, 
that the enactment of its recommendations is of the utmost 
urgency to remedy the present situation, which, if allowed to 
continue, cannot result otherwise than in deplorable losses to 
a class of people upon whom these losses, however small they 
may appear in the individual average, mean ruin.

The Committee also feels strongly that this legislation is 
absolutely necessary if the Commonwealth believes the trans
mission business should be placed on a safe and sound basis, 
and safe-keeping, to a large degree, made what its name implies.



P a r t  I I .

SAVINGS BANK INVESTMENTS.

Chapter 1.

B R IE F  H IS T O R Y  OF STATUTES.

The first general savings bank was placed on the statute 
books of Massachusetts in 1834, although these institutions had 
their origin some eighteen years earlier. The law of 1834 
limited investments to an extremely narrow field, with the 
result that as these banks have grown it has been necessary, 
from time to time, to extend the investment provisions.

The only investments permitted under the law of 1834 were 
public funds of the United States, of Massachusetts and of 
counties, cities and towns therein; stocks of United States and 
Massachusetts banks; loans with a pledge as security of any 
of the foregoing investments; loans on real estate and loans on 
personal security.

The important additions have been as follow s: —
In 1841, loans on railroad stocks.
In 1860, the public funds of any of the New England States.
In 1863, the bonds of the State of New York, of cities in 

any of the New England States, and of Massachusetts railroads.
In 1870, bank buildings.
In 1879, loans to depositors on their deposit books.
In 1880, the bonds or notes of counties or towns in any of 

the New England States.
In 1881, the bonds of railroads in any of the New England 

States; stocks of Massachusetts trust companies and national 
banks in any of the New England States.

In 1882, the bonds of certain States and cities outside of 
New England.

In 1886-97, the bonds and notes of certain other railroads 
operating in New England.

In 1894, the bonds and notes of incorporated districts in 
Massachusetts.



In 1899, the bonds of certain railroads operating outside of 
New England.

In 1902, the bonds of certain street railways in Massachusetts.
In 1904, the bonds and notes of incorporated water districts 

in any of the New England States.
In 1908, the bonds of telephone companies.
In 1910, loans of life insurance policies.
In 1912, the bonds of certain additional States and cities 

outside of New England.
In 1918, bankers’ acceptances and Federal farm loan bonds.
In 1919, the bonds of gas, electric and water companies.
In 1922, loans on unpledged shares of co-operative banks.
In addition to increasing the scope of investments, the 

Legislature, at various times during the span of years since 
1834, has amended the statutes in order to strengthen them. 
For instance, in 1908 the laws relating to investments in rail
road bonds were completely revised and their requirements 
stated in general terms, thus eliminating specific mention of all 
railroads and putting a stop to special legislation. In the same 
year the laws relating to loans on personal security were com
pletely revised and materially strengthened.

During the past two years proposals for a further broadening 
of the investment laws have been frequently made to the Legis
lature, which was one reason for the creation of this Commit
tee. The Committee has considered fully each suggestion 
placed before it, the total number of such suggestions being 
eight, and has held public hearings for the purpose of deter
mining the extent of the demand for additional investment 
sources in savings banks, and in order to procure all the in
formation possible on each subject.

Each one of these suggestions is given a chapter in this 
report.



Chapter 2.

D IST R IB U T IO N  OF IN VESTM EN TS.

In connection with its work the Committee has traced the 
investment history of savings banks over a period of more than 
half a century, and has prepared a table showing the distribu
tion of their investments by percentages, at five-year intervals, 
beginning with the year 1867. This table describes the invest
ment history more graphically than could be possible with the 
use of words.

The Committee has also compared the investments of Massa
chusetts savings banks with those of the other New England 
States and New York, as shown by the latest reports of the 
banking departments of these States. The data before the 
Committee show that there are 619 mutual savings banks in 
the United States, divided among 18 States. Of this number, 
196, or nearly 32 per cent, are in Massachusetts. The com 
plete list follow s: —

M a s s a c h u s e tts .................................................................................... 196
New Y o r k .............................................................................................142
C o n n e c t i c u t ...................................................................................... 80
New H am pshire...................................................................................... 45
M a in e ........................................................................................................43
New J e rse y ...............................................................................................26
V e r m o n t ...............................................................................................20
M a r y l a n d ............................................................................................... 17
Rhode I s l a n d .......................................................................................15
P e n n s y l v a n ia ........................................................................................ 9
M in n e s o ta ................................................................................................. 7
W is c o n s in ................................................................................................. 6
I n d i a n a ................................................................................................. 5
O h i o ..........................................................................................................8
D e l a w a r e .................................................................................................2
West V i r g i n i a ........................................................................................1
C a l i f o r n i a ................................................................................................ 1
W a sh in g ton ................................................................................................ 1

T o t a l ........................................................................................... 619

From these figures it appears that there are 541 mutual 
savings banks in the New England States and New York, so



that in using these seven States for comparisons, about 90 per 
cent of all such banks in the country are being included.

The tables showing the percentages of investment in Massa
chusetts savings banks at five-year intervals since 1867, and 
comparing the deposits, total resources and investments with 
the savings banks of the other New England States and New 
York, are herewith presented.



T a b l e  N o . 3 . —  Percentage of Investments to Total Assets!

1887. 1872. 1877. 1882. 1887. 1892. 1897. 1902. 1907. 1912. 1917. 1921.

Public f u n d s ................................................. 43.36 18.32 17.35 18.13 15.78 15.27 16.08 13.52 11.79 10.04 10.81 17.87

Railroad bonds and notes . . . . . 87 2.45 3.63 3.60 7.65 9.36 11.78 16.83 20.26 17.14 17.94 14.50

Street railway b o n d s ........................................ - - - - - - - - 1.79 2.80 2.99 2.45

Telephone b o n d s ........................................ - - - - - - - - - 1.28 1.30 1.22

Gas, electric and water bonds - - - - - - - - - - - .34

Boston terminal b o n d s ........................................ - - - - - - - - - .91 .75 .65

Federal land bank bonds . . . . - - - - - - - - - - - . 02

Bankers’ a c c e p t a n c e s ........................................ - - - - - - - - - - - .19

Loans on real e s t a t e ........................................ 25.23 47.67 46.47 34.36 37.78 39.88 42.11 40.82 40.95 46.72 48.79 45.80

Loans on personal security . . . . 11.44 17.71 13.64 22.71 24.76 22.64 18.47 20.70 19.11 16.74 
&  *

13.07 13.05

Bank stocks . . . . . . . 12.96 9.02 10.46 10.09 8 47 6.97 5.61 2.88 1.58 1.36 1.09 1.05

Banking h o u s e s .................................................. .68 1.01 1.13 1.01 .76 .78 .84 .93 1.00 1.01 1.00 .86

M iscellaneous........................................................... 2.30 1.99 3.94 4.52 2.00 1.75 1.52 1.55 1.44 .21 .08 .09

C a s h ..................................................................... 3.16 1.80 3.38 5.58 2.80 3.35 3.59 2.77 2.08 1.79 2.18 1.91

100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

1 1922 figures not available when table was com piled.

1923.] 
HOUSE 

— 
N

o. 
1275.



T a b l e  4 . —  Comparative Statistics.

D eposits. T otal
Resources.

D i s t r i b u t i o n  o f  R e s o u r c e s .

Real Estate 
Mortgages. Pu blic Funds. Railroad Bonds 

and Stocks.

Other Public 
Utilities 

and Other C or
porations 

where Legal.

Loans on Per
sonal Security.

New Y o r k ...................................................................... $2,532,652,511 $2,730,187,369 $1,298,766,364 $827,339,605 $328,703,412 _ i $27,422,676

M a s s a c h u s e t t s ............................................................ 1,237,271,170 1,354,846,245 620,456,148 242,087,969 196,452,283 $63,087,348 176,779,816

C o n n e c t i c u t ............................................................ 415,215,689 446,819,824 181,470,494 108,535,608 109,285,929 8,340,746 16,587,118

New H am p sh ire ............................................................ 149,574,444 163,655,603 51,086,972 26,265,756 31,728,806 29,787,027 16,793,316

Rhode I s l a n d ............................................................ 120,842,590 130,278,360 32,911,849 21,025,233 51,836,565 4,007,980 11,679,155

Maine 104,771,853 114,138,163 15,951,247 32,910,707 44,238,293 11,907,085 3,116,976

V e r m o n t ...................................................................... 68,081,936 76,724,010 48,271,035 13,939,804 1,169,548 3,427,966 4,587,695

i N ot legal.

HOUSE 
—

N
o. 
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T a b l e  4. — - Comparative Statistics —  Concluded.

D i s t r i b u t i o n  o p  R e s o u r c e s — Con.

Bank Stocks.
Real Estate 

Invest
m ent (Banking 

Houses).

Other 
Real Estate 
(including 

Foreclosures).
Cash. Acceptances. Accrued In

terest.
All Other 

Assets.

N ew Y o r k ..................................................................... _ i $20,250,680 $4,342,366 $192,567,283 - $29,565,021 $1,229,957

M a s s a c h u s e t t s ................................................. $14,243,660 10,600.640 1,079,013 25,829,320 $2,608,777 - 1,611,274

C o n n e c t i c u t ................................................. 8,668,688 3,373,423 - 9,617,378 707,108 - 233,330

New H a m p sh ire ........................................................... 3,228,534 1,053,096 153,228 3,558,866 - - -

R h ode I s l a n d ........................................................... 3,384,035 1,008,568 127,358 4,288,106 - - 9,498

Maine . . . . . . . . . 1,152,844 1,714,119 80.827 2,528,161 - - 537,901

Verm ont 297,212 386,150 - 2,741,434 6,100 1,747,966 149,128

1 N ot legal.

0 7
0 7

!923.] 
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Explanatory Notes. —  The New Hampshire figures include not only the 
forty-five mutual savings banks in that State, but eleven guaranty sav
ings banks and eleven savings departments of trust companies. The 
item marked “ other public utilities and other corporations where legal”  
includes New Hampshire investments in industrial stocks and bonds. 
The item of “ real estate mortgages”  includes $37,309,854 in New Hamp
shire mortgages and $13,777,118 in mortgages on property located outside 
o f the State.

In New York, investments in public utilities other than railroad bonds, 
and in bank stocks, are not legal. Bankers’ acceptances in the New York 
report are included with cash items.

The Vermont “ real estate mortgages”  item includes $11,113,514 within 
the State, and $37,157,521 in mortgages outside of the State, a portion of 
which is in western farm lands.

The item of “ real estate mortgages in Rhode Island includes $29,175,585 
in real estate within the State and $3,736,264 outside of Rhode Island.

The Maine report includes with corporation notes “ other public utili
ties.”  Acceptances in the Maine report are included in “ all other assets.”



Chapter 3.

JO IN T STOCK  L AN D  B A N K  BONDS.

The Joint Stock Land Banks Association requested the Com
mittee to recommend that the bonds of such land banks be 
made legal investments for savings banks in Massachusetts. 
Public hearings were held upon the suggestion, and an ex
tensive inquiry into joint stock land bank bonds was made by 
the Committee.

The only person to appear in support of the suggestion was a 
representative of the Joint Stock Land Banks Association, who 
pointed out that these banks were created by the Federal Farm 
Loan Act of 1916, which also created Federal land banks, the 
bonds of which were made legal investments for savings banks 
in Massachusetts in 1918.

Federal land banks are under the supervision of the Federal 
Farm Loan Board, and are of the co-operative type, with the 
borrowers from the bank as stockholders and with the initial 
working capital obtained by a sale of tax-exempt bonds. They 
do not lend directly to individuals, but to groups of ten or 
more farmers who become jointly responsible one for the other. 
The loans are well secured by real estate mortgages, and are 
limited to $10,000 for each borrower. The rate of interest 
which the banks may charge may not exceed a fixed margin 
above the x-ate that is paid on the land bank’s bonds. The 
joint stock land banks are controlled by private stockholders, 
and they receive what amounts to a subsidy by the provision 
of the law exempting the income from these bonds from taxa
tion. They may also make larger loans to individuals than are 
obtainable from Federal land banks.

Although the bonds of Federal land banks have been legal 
investments for savings banks in Massachusetts since 1918, the 
evidence placed before the Committee showed that the banks 
are not investing in these bonds to any great extent. At the 
close of the fiscal year 1921, the total amount invested in such 
bonds was $284,350, which was only .02 per cent of the assets 
of Massachusetts savings banks.

The reason why the banks have not invested more funds in



these bonds is that they are not exempt from the law placing a 
tax of one-half of 1 per cent on savings bank deposits. Bankers 
whose opinions were sought declared they could see no good 
reason why bonds of joint stock land banks should be made 
legal investments, because the banks would not invest money in 
such bonds unless they were made tax-exempt.

The question of exempting Federal land bank bonds and 
joint stock land bank bonds, if made legal for investment, from 
the one-half of 1 per cent tax law, has been thoroughly con
sidered, and the Committee is unanimously opposed to such 
action. The Committee believes there are too many exemptions 
from this law at the present time, and wishes to call attention 
to the following statement prepared for it by' the Commissioner 
of Corporations and Taxation: —

T a b l e  N o. 5 . •— Taxation of Savings Bank Deposits.

General Laws, Chapter 68, Sections 11 to 16, Inclusive.

Average of deposits in all savings banks 
for six months ending M ay 1,
1 9 2 2  .........................................................$ 1 ,2 8 2 ,2 8 0 ,7 4 2  equals 1 0 0  per cent

Of the above deposits the following 
sums are now exempt from tax
ation under section 12, be
cause invested as follow s: —

(a) Real estate used for banking
purposes ...................................

(b) As mortgagee in real estate
taxed in Massachusetts .

(c) Real estate acquired by  fore
closure ...................................

(d) Bonds and certificates of in
debtedness of the United 
States ...................................

(e) Bonds or certificates of in
debtedness of Massachusetts 

( /)  Bonds, notes and certificates of 
indebtedness of cities, towns 
and districts in Massachusetts 

(g) In shares of stock of Massachu
setts trust companies 

Boston Terminal Company bonds

$ 1 5 ,5 0 5 ,2 6 2  equals 1 .2  per cent 

6 4 1 ,7 5 9 ,9 2 0  equals 5 0 .1  per cent 

7 4 8 ,1 3 7  equals .1 per cent

2 0 2 ,8 3 4 ,7 7 0  equals 1 5 .8  per cent 

4 ,0 5 9 ,9 1 8  equals .3  per cent

2 9 ,5 9 3 ,7 7 4  equals 2 .3  per cent

3 ,5 9 2 ,8 2 9  equals .3  per cent 
9 ,2 8 2 ,0 8 1  equals .7  per cent



New York and New England 
Railroad bonds . . . 1,452,223 equals .1 per cent

Total deposits exempt . $908,828,914 equals 70.9 per cent

Total deposits taxed . . 373,451,828 equals 29.1 per cent

100 per cent
Rate of tax, .005 per cent.
Rate actually realized after exempting .709 of deposits, .001455.

Total tax on deposits without exemptions . . . .  $6,411,403 71 
Yearly tax with exemptions at one-half of 1 per cent now 1,867,259 14

Under such circumstances, therefore, the Committee declines 
to recommend that the bonds of joint stock land banks be made 
legal investments for Massachusetts savings banks.



Chapter 4.

TELEPHONE COMPANY BONDS.

The General Court in 1908 enacted a law providing that 
telephone company bonds be made legal investments for savings 
banks, in the following terms: —

In the bonds of any telephone company subject to section fifty-three 
of chapter sixty-three and of which a majority of the directors are resi
dents of the commonwealth:

Provided, that during each of the five fiscal years of such telephone com
pany preceding the date of such investment —

(1) The gross income of such telephone company shall have been not 
less than ten million dollars per annum.

(2) Such telephone company shall have paid the matured principal 
and interest of all its indebtedness.

(3) Such telephone company shall have paid in dividends in cash an 
amount equal to not less than six per cent per annum on all its outstand
ing issues of capital stock.

(4) The dividends paid on the capital stock of such telephone com
pany shall not have been less than the total amount necessary to pay 
the interest upon its entire outstanding indebtedness.

And further provided, that such bonds shall be secured either (a) by 
a first mortgage upon at least seventy-five per cent of the property of 
such telephone company, or (b) by  the deposit with a trust company in
corporated under the laws of this commonwealth of bonds and shares 
of stock of other telephone corporations, under an indenture of trust 
which limits the amount of bonds so secured to seventy-five per cent of 
the value of the securities deposited as stated and determined in said 
indenture, and provided that during each of the five years preceding such 
investment the annual interest and dividends paid in cash on the securities 
deposited have amounted to not less than fifty per cent in excess of the 
annual interest on the bonds outstanding and secured by  said deposit. 
N ot more than two per cent of the deposits of any such bank shall be 
invested in the bonds of telephone companies.

It has been suggested that this Committee recommend an 
increase from 2 to 5 per cent in the maximum amount of 
deposits in any one savings bank, to be invested in such bonds.

The report of the Commissioner of Banks for 1908, on the 
subject of telephone bonds, states: —

The fact that 107 banks bought $3,147,000 telephone company bonds 
in the five months prior to October 31, during which they were legal in
vestments, indicates a general approval o f the legislation which added 
them to the classes of bonds in which savings banks may invest.



At the close of the fiscal year 1921 the total amount of 
savings bank deposits invested in telephone company bonds 
was $16,487,282.32, which was 1.22 per cent of the combined 
assets of all savings banks in the State.

The suggestion that the limit of 2 per cent of deposits allowed 
to be invested in these bonds be increased to 5 per cent was 
strongly approved at public hearings held by the Committee, 
and there was no opposition.

After thorough consideration, the Committee has reached 
the conclusion that the bonds of telephone companies, as safe
guarded by the present statutes, are sound investments for 
Massachusetts savings banks, and that it is in the public 
interest to recommend an increase in the limit of the amount 
of such investments.

Accordingly, the Committee has prepared a bill (Appendix 
B) and recommends that it be enacted into law, increasing 
from 2 to 5 per cent the amount of deposits in a savings bank 
which may be invested in telephone com pany bonds.



Chapter 5.

ST R E E T  R A IL W A Y  BONDS.

The present test of legality for bonds of street railway com
panies under the laws governing the investments of savings 
banks, namely, “ which has earned and paid in dividends in 
cash an amount equal to at least five per cent upon all its 
outstanding stock in each of the five years last preceding,”  is a 
serious mistake in the opinion of every witness who appeared 
before the Committee on this subject.

As a result of this test, it is asserted, many companies have 
paid dividends long after they should have either reduced their 
dividends or altogether omitted them, in order to keep their 
bonds in the eligible class. As a result they have seriously 
imperiled the security of their bonds.

It has been argued before the Committee that the test should 
be, not what dividends a company pays, but what it actually 
earns; that the law should require that the average earnings 
over a period of years prior to the time the investment is made 
shall have been not less than a substantial percentage in excess 
of the total interest charges, including the interest charges on 
the bonds in which the investment is made. It has been 
argued, further, that such a change would not only provide a 
much better safeguard for the investments made by savings 
banks in the bonds of such companies, but would also help 
protect the stockholders and the general public, who are also 
interested in the solvency of these companies, from a dividend 
policy which is not justified by earnings, and from the dis
astrous consequences which are bound to follow.

Two specific bills have been under consideration by the 
Committee. The first bill would amend the present law so 
that the five calendar years 1917-21, covering the period be
tween the declaration of war by  the United States against the 
German Empire to the final ratification of a treaty of peace 
between those countries, would be disregarded in determining 
whether a street railway com pany had earned and paid divi
dends in each year during five successive fiscal years previous 
to the certification by the Department of Public Utilities to the



fact of such earning and payment, —• the conditions precedent 
to the eligibility of the bonds of a company for savings bank 
investment.

The arguments upon which this suggestion was based were 
the sudden and complete upsetting of all normal conditions 
under which street railways had been maintained, operated and 
financed prior to the entrance of the United States on April 6, 
1917, into the World War, and the impossibility of establishing, 
without great delay and large intervening losses, new street 
railway conditions relative to operating expenses and rates of 
fare which should be adapted to the new requirements brought 
about by the war.

The second bill followed the arguments already set forth as 
to the payments of dividends as the test for legalizing street 
railway bonds for investment by savings banks. This second 
bill repeals the present statute and replaces it with a com 
pletely new law, which requires the Department of Public 
Utilities to certify to the Commissioner of Banks, as legal in
vestments for savings banks, the bonds of a street railway 
company which has petitioned for such certification —

If it shall appear to the department that during the five preceding years 
the net earnings of the company applicable to payment of interest upon 
its bonds including any proposed issues to be certified, after providing 
for all amounts properly chargeable against income during said years 
including adequate maintenance of its property and adequate allowance 
for depreciation and obsolescence thereof, equalled at least twice the 
amount of such interest; and the then fair value of its assets and properties 
including the proceeds of any proposed issue for which certification is 
asked is at least fifty per cent in excess of all bonds and other indebted
ness including the issues for which certification is asked.

After long and careful deliberation the Committee has re
jected the first bill and has voted to recommend the second 
bill, a copy  of which, as finally drafted, is presented herewith 
(Appendix C ). The Committee sustains the argument that the 
payment of dividends is not the proper test for bonds of street 
railwray companies to become eligible as investments'for savings 
banks, and believes that the enactment of the accompanying 
bill will provide a better safeguard for such investments, and 
at the same time will correct an evil which unquestionably has 
seriously injured some of the street railway companies in this 
Commonwealth.



Chapter 6.

RE A L E STA TE  M ORTGAGES.

The first general savings bank law, passed in 1834, provided 
that “ not more than seventy per cent of the whole amount of 
deposits shall be invested in first mortgages of real estate 
located in the Commonwealth.”  This provision of the original 
law still remains on the statute books.

One of the suggestions placed before the Committee was that 
this provision be amended so as to permit not more than 
seventy per cent of the assets, rather than deposits, to be in
vested in first mortgages of real estate within the Common
wealth. This suggestion has been the subject of public hear
ings and has caused the Committee to make an extremely 
careful study of the question of real estate mortgages.

The argument advanced in support of the suggestion was that 
until 1876 practically all surplus earnings of savings banks were 
paid out in extra dividends. In that year a law was enacted 
creating a guaranty fund, to be allowed to gradually accumu
late until it equaled 5 per cent of the deposits. As a result, the 
guaranty fund accumulation of Massachusetts savings banks at 
the close of the fiscal year 1921 amounted to a total of 
$60,012,928.33, no part of which, under the investment statutes, 
can be invested in real estate mortgages.

Instances were shown where savings banks have invested in 
real estate mortgages, almost to the limit prescribed. The 
change suggested would in such banks make available a further 
sum of from $500,000 to $1,000,000 for such investments. One 
bank reported that for a period of several weeks it could make 
no loans on real estate as its limit had been reached.

An investigation, however, has disclosed that such banks are 
the exception rather than the rule, that few banks have or will 
loan up to the legal limit, and that very few banks would take 
advantage of the suggested change if the General Court saw 
fit to so amend the law.

On the other hand, the Committee’s observations have 
shown that while mortgages are generally and properly re



garded as the primary investment of savings banks, they are 
at the same time the most difficult of all their investments to 
convert into cash.

The last reports available show the proportion of savings 
bank resources invested in real estate mortgages within each 
New England State and New York to be as follows: •—

It should be explained in connection with the above table 
that in addition to these figures New Hampshire has 8.40 per 
cent, Rhode Island 2.80 per cent, and Vermont 48.50 per cent 
of the total savings bank resources invested in real estate mort
gages outside of their respective borders. Such loans are illegal 
in Massachusetts and New York.

In New Y ork  the limit is 65 per cent of the deposits and 
guaranty fund; in New Hampshire it is 75 per cent of the 
deposits; in Vermont it is 80 per cent of the assets; in Rhode 
Island it is 70 per cent of the deposits; and in Connecticut and 
Maine no limit is specified.

The history of Massachusetts savings banks shows that in
vestments in mortgages were responsible for the only serious 
disturbance these banks have experienced since the first such 
institution was created in 1816. A  committee established by the 
General Court in 1907, to suggest changes in the savings bank 
laws, called attention to this disturbance in the following 
words: —

The investment in mortgages in Massachusetts reached its highest 
point in 1875, when slightly over 50 per cent of the funds of the savings 
banks were so invested. This was a result of the great inflation in real 
estate values, especially in the cities, which followed the close of the 
Civil War. It culminated in 1876-78 with such disastrous results to the 
savings banks that at least ten were compelled to finally close their doors, 
and in 1878 twenty-one were temporarily restrained from paying out 
more than certain proportions of their deposits by the Savings Bank

Per Cent.

New York 
Massachusetts 
Connecticut 
New Hampshire 
Rhode Island . 
Vermont . 
Maine

47.57 
45. SO 
40.00 
22.80 
22.40 
14.50 
13 .9S



Commissioners, under authority of the so-called “ stay law,”  enacted in 
that year.

In their report for 1878 the Commissioners referred to loans on real 
estate as follow s: —

Investments in mortgages of real estate are securities of the highest order, but 
they are among the slowest and most difficult to convert. The experience of the 
past ten or fifteen years shows that these investments should be selected with 
caution, and with reference to the contingencies of rise and fall in the value of real 
estate covering a series of years, and the loans should be on property which is so 
improved as to yield an income to provide for the interest. But our opinion, based 
upon recent experience, is that such investments should not absorb more than 
50 per cent of the deposits, in order that a bank may be able not only to respond 
to an unusual demand from its depositors, but be in condition to remove all doubt 
of being able to do so at any period of extraordinary distrust or financial disturb
ance.

The savings banks of New Hampshire also had a most un
pleasant experience, brought about as the result of mortgage 
investments, which is doubtless reflected in the present figures 
showing the low proportion of the total resources of these banks 
at present invested in real estate mortgages.

The period at the close of the Civil War, when real estate 
values-were greatly inflated, found investments in mortgages by 
Massachusetts savings banks at a high peak, which ended with 
a panic in these banks about ten years after the close of the 
war, and brought disaster and ruin to many in its wake.

Another war has brought about an inflation in real estate 
values, and while not predicting any such situation as that 
which developed in 1876, the Committee feels that this is no 
time to favor a change in the laws which would permit and 
possibly encourage savings banks to jeopardize the security of 
their position.



Chapter 7.

M O R T G A G E  BONDS.

House Bill 894 of 1922, accompanying the petition of George 
I. Robinson, Jr., that savings banks and savings departments 
of trust companies be authorized to invest in bonds secured by 
first mortgages on real estate, otherwise known as the “ split- 
mortgage bill,”  was formally placed before the Committee, 
with the endorsement of the Massachusetts Savings Banks 
Association.

During public hearings on the bill arguments were made to 
the Committee setting forth that there are few banks willing 
to take a mortgage for $1,000,000, but that if such mortgage 
could be split up, it would be a safe investment, and that such 
a procedure would materially aid in the building up of large 
business centers within the Commonwealth.

It was argued that when the split-mortgage bill was seriously 
considered by  the General Court several years ago the opposi
tion was largely based upon the theory that the small banks 
might, if such investment were legalized, get away from the 
local field of investment, but this theory has since been aban
doned by many persons who originally opposed the bill.

The attention of the Committee was called, also, to the 
financing of the construction of office buildings in Boston in 
recent years by capital from outside the State. Mention was 
made of the new Thom pson’s Spa building, on which there is a 
first mortgage of $1,100,000, taken by S. W. Straus & Co. of 
New York; the new Park Square building, which has a first 
mortgage of $3,000,000 taken by the Prudential Life Insurance 
Company of Newark, N . J.; the new Insurance Exchange 
building, with its first mortgage of $3,000,000 taken by S. W. 
Straus & Co. of New AYrk; the Filene building, with its first 
mortgage of $3,000,000 taken by the Metropolitan Life Insur
ance Com pany of New Y ork; the new Chamber of Commerce 
building, with a first mortgage taken by  the Prudential Life 
Insurance Com pany of Newark, N. J., and others.

It was asserted that these buildings represent as safe a first 
mortgage as it is possible to get, but that no savings bank



can handle of the size now required. Finally, it was claimed 
that if the issuing of real estate mortgage bonds upon im
proved “ down tow n ”  property in the various cities of Massa
chusetts is properly safeguarded, there can be no safer invest
ment for savings banks of the Commonwealth.

The Committee has listened to all arguments and has care
fully studied the proposed bill, which consists of six sections. 
The bill provides that savings banks or savings departments of 
trust companies may invest not more than one-fifth of their 
deposits in such bonds, which are to be secured by first mort
gages on improved real estate within Massachusetts, provided 
that the indebtedness so secured does not exceed 60 per cent 
of the total value of the real estate.

Provision is made that prior to issuance of the bonds a 
board of three appraisers shall be appointed by the Commis
sioner of Banks, one of whom shall be the president, treasurer 
or member of the board of investment .of a Massachusetts 
savings bank in the city or town in which the property is 
situated, and not more than two of whom shall be residents of 
the city or town in which the property is situated.

The appraisal of this board is placed before the Commis
sioner, who may issue a certificate of the total value as found, 
but this appraisal does not relieve the officers and investment 
committee of any investing bank from determining for them
selves the market and rental value.

Investments in such bonds are not legal, under the bill, 
unless the Commissioner certifies that the appraised value of 
the property exceeds $200,000, and that at least 25 per cent 
is represented by the land.

The first mortgage for the bonds shall run to an individual 
or individuals approved by the Commissioner, or to a Massa
chusetts trust com pany or national bank as trustee, provided 
the capital and surplus of the trustee bank shall not be less 
than the mortgage. Provision is made that in case of failure 
of the trustee to enforce the conditions of the mortgage, the 
Commissioner, upon the written application of any bond
holder, may bring proceedings to enforce the conditions in the 
name of the trustee.

Bonds are to be issued upon a serial plan as specified, and in



no case issued for a longer period than twenty years. The 
deposits so invested are to be exempt from the one-half of 1 
per cent upon savings deposits. Such, in general, are the pro
visions of the act.

After thorough study of the question the Committee has 
reached the conclusion that in view of the attitude taken in 
the preceding chapter, with respect to allowing savings banks 
to increase beyond the present legal limit their investments in 
real estate mortgages, and in view of the present inflated real 
estate conditions, it is not justified in recommending this bill 
at the present time.

The Committee believes that savings banks were founded 
primarily for the purpose of safeguarding the savings of a class 
of people who have first claim, within a margin of safety, upon 
the funds of these banks for the purpose of providing them
selves with homes. It believes that under present conditions, 
when the housing demands exceed the supply, the funds of 
these banks available for mortgage investment should not be 
diverted to other use.



Chapter 8.

RA IL R O A D  E Q U IPM EN T BONDS.

Senate Bill 239 of 1922, filed on petition of the Savings Bank 
Association of Massachusetts, providing that savings banks be 
authorized to invest in certain equipment obligations or certifi
cates, and which was referred to “ next annual session”  by the 
General Court, was placed before the Committee for its con
sideration.

The bill would authorize investments of savings bank funds 
in equipment obligations or equipment trust certificates under 
certain restrictions, provided that the total amount of principal 
of such issue shall not exceed 60 per cent of the cost or pur
chase price of the equipment in respect of which they were 
issued, the remaining 40 per cent to be paid by or for the ac
count of the railroad acquiring the equipment. The bonds 
under the bill would mature not later than fifteen years from 
their date, and would be accrued by or be evidence of a prior 
or preferred lien upon the equipment. No limit was specified 
in the bill as to the amount of deposits to be invested in such 
bonds by a savings bank.

Witnesses appearing before the Committee in support of this 
bill declared that to the best of their knowledge there never has 
been an instance of default in railroad equipment bonds, either 
of principal or interest, and that bankers in general believe 
these bonds to be one of the best forms of investment for sav
ings banks.

Of the sixteen States having mutual savings banks, five —■ 
New Hampshire, Connecticut, Rhode Island, Ohio and Wash
ington —  specifically permit investments in railroad equipment 
bonds, and two —  Maryland and Delaware •—  permit such in
vestments, inasmuch as all investments in the savings banks of 
these two States are made “ in the discretion of the directors.”  
The States of Maine, California and New Hampshire enacted 
laws during the period of government ownership of the rail
roads authorizing savings banks to invest in equipment bonds 
issued by the National Railroad Service Corporation.

The laws of the five States specifically including equipment 
bonds are, in brief, as follows: •—•



New Hampshire. —  Equipment securities of railroads, the 
bonds of which are legal investments for savings banks, and the 
Canadian National Railways, issued for not exceeding 85 per 
cent of the cost of equipment. No limit as to amount of de
posits to be so invested.

Connecticut. —  Equipment securities of railroads, the bonds of 
which are legal investments for savings banks. Bonds to be 
issued for not exceeding 90 per cent of the purchase price. Not 
exceeding 2 per cent of deposits to be so invested.

Rhode Island. —  Equipment securities of certain classes of 
railroads, the bonds of which are legal investments for savings 
banks. Bonds to be issued not to exceed 80 per cent of the 
purchase price. N ot exceeding 2 per cent of deposits to be so 
invested in the bonds of any one railroad. (Equipment se
curities of street railways, under the same regulation, are also 
legal investments in Rhode Island.)

Ohio. —  Equipment securities, without limit as to amount of 
deposits to be so invested or as to terms upon which such bonds 
are issued, of any railroads in the United States or Canada.

Washington. —  Washington permits investments in equipment 
securities “ which must be issued or guaranteed by a corporation 
to which a loan or loans for the construction, acquisition, pur
chase, or lease of equipment have been made or approved by 
the Interstate Commerce Commission, under authority con
ferred by A ct of Congress of the United States of America.”  
Bonds must be issued for not more than 60 per cent of the 
purchase price of the equipment, and not more than 25 per cent 
of assets, less the amount invested in railroad bonds, shall be so 
invested.

Notwithstanding the strong case which has been made for 
railroad equipment bonds by the proponents of this legislation, 
the past history of investments in railroad securities, together 
with the condition of the m ajority of railroads at the present 
time, is not such as would prompt the Committee to place the 
stamp of approval of the Commonwealth upon an enlarged field 
of railroad investments.

While there seems to be no question but that railroad equip
ment bonds have made a better record than some other rail
road securities which have been within the legal requirements



of Massachusetts, the Committee feels that no further addition 
should be made to the present statutes with respect to such 
securities until the general reorganization plan now under .con
sideration has been worked out and the future of the railroads 
of the country more definitely established.



Chapter 9.

PU BLIC FUNDS.

Suggested changes in the laws relating to investments in 
public funds were divided into two classes: (a) the bonds of the 
Dominion of Canada, the Provinces and certain cities of the 
Dominion of Canada, and (b) the bonds of States and certain 
cities of such States, not now included under the present in
vestment statutes.

1. B onds of the D ominion of Canada .

Bonds of the Dominion of Canada are specifically mentioned 
as legal investments for savings banks in the statutes of New 
Hampshire, Connecticut and Ohio.

The New Hampshire laws provide that a savings bank may 
invest not over 10 per cent of its deposits in bonds and notes 
of the D om inion 'of Canada, the Provinces and any city of not 
less than 50,000 population the net indebtedness of which does 
not exceed 7 per cent of the assessed valuation.

The laws of Connecticut state that a savings bank may in
vest not more than 10 per cent of its deposits and surplus in 
securities of the Dominion of Canada, or any of its Provinces.

The Ohio statutes provide that a savings bank may invest 
in bonds or other interest-bearing obligations of the Dominion 
of Canada and Newfoundland, providing there has been no 
default in payment of the principal or interest on such bonds or 
obligations within a period of twenty years last prior to the 
investment; also, in the bonds of any Province, and bonds of 
any city or town or districts, except school district, in the 
Dominion of Canada, having 10,000 inhabitants and which has 
not defaulted for ninety days since 1900, and the net indebted
ness of which (exclusive of war debt and bonds issued for self- 
sustaining public utilities) does not exceed 7 per oent of its 
assessed valuation.

In considering the bonds of the Dominion of Canada, the 
Committee has also considered the bonds of European coun
tries, in view of the fact that the State of Connecticut includes 
the bonds of the United Kingdom of Great Britain and Ireland



and the government of the French Republic in its investment 
statutes; that Vermont allows its savings banks to invest in 
the bonds of the same two nations, “ not to exceed $30,000 by 
any one bank, and in addition thereto, 2 per cent of the de
posits of such bank in excess of $1,000,000,”  and that Ohio 
permits investment in the bonds of other foreign governments 
and cities.

The Ohio law permits investments in the bonds of “ any 
foreign government not at war with the United States since the 
year 1900, which has not defaulted in payment of interest or 
principal within a period of twenty years last prior thereto.”  
It also permits investments in the bonds of cities of foreign 
countries that have not been at war with the United States 
since 1900, having more than 100,000 inhabitants, • the net 
indebtedness of which does not exceed 7 per cent of the assessed 
valuation, exclusive o f bonds issued for public utilities and 
sinking funds other than for public utilities, and which have 
not defaulted for more than ninety days for twenty-five years 
preceding such investment.

The Committee has concluded that it would be most unwise 
for the Commonwealth to ever permit its savings banks to in
vest in the bonds of a foreign nation other than the Dominion 
of Canada, which, because of its geographic location, the volume 
of its business with this country, and because the two peoples 
have so much in common, is not looked upon in the same light 
as other foreign nations or their political subdivisions.

It has been brought to the attention of the Committee that 
at the present time the bonds of certain Canadian cities are 
accepted by Massachusetts savings banks as collateral for loans 
under the provision relating to bonds, notes or shares of cor
porations (ch. 168, sect. 54, clause ninth, subdiv. (e), par. 5), 
but the bonds of the Dominion or of the Provinces cannot be 
similarly accepted.

2. B onds of C ertain  A dditional States and C ities.

The Savings Banks Association of Massachusetts petitioned 
the General Court in 1922 (Senate No. 240) to allow savings 
banks to invest in the bonds of States not now included under 
the law, issued since January 1, 1910, and in the bonds of cer
tain cities of such States. The measure was “ referred to the



next annual session,”  pending the creation of this Commit
tee.

Outside of investments in the public funds of any of the 
New England States the present statutes include the bonds of 
only sixteen States, and certain cities of twenty-four States, 
including the New England States.

Certain States have been omitted from the Massachusetts 
laws, owing to their having defaulted both principal and interest 
on debts at some period during their history.

From a report on the condition of State bonds which are not 
legal for investment under the present laws, placed before the 
Committee by the Savings Banks Association of Massachusetts, 
it appears that where repudiation has occurred, such repudia
tion was for debts contracted previous to the Civil War, and 
that the debt in almost every instance was for railroad aid 
bonds, bank aid bonds or levee aid bonds. In most instances it 
was found that the bonds written for these purposes were 
afterwards considered illegally issued by  public vote.

It also appears that bonds of the States of Indiana, Illinois, 
Michigan and Minnesota, now legal investment in Massachu
setts, have in the past, at one time or another, defaulted. Of 
the bonds not now legal, in nearly every case the M oody rating 
is Aaa, and in no case less than A.

C onclusion.

The Committee has carefully considered the suggested 
changes in the laws relating to investments in public funds; and 
while believing that these changes would admit many sound 
bonds as legal investments for savings banks, it does not find 
that it can recommend these changes at this time.

The proposed legislation on this subject is of such vast im
portance, and is so far-reaching in its scope, that it must not 
be subjected to hasty action. It should be given close attention 
by experts on the subject, —  an attention which could not be 
given by this Committee in the time allotted to it for the 
completion of its entire work, and which could not be obtained 
by employment of such experts, by reason of the limited appro
priation at the Committee’s command.

The survey of the condition of State bonds which are not now 
legal is made a part of the report (Appendix E ), for such use as 
can be made of it in future consideration of the subject.



STATEMENT OF SENATORS GIBBS AND 
CHAMBERLAIN ON MORTGAGE BONDS.

Although concurring in the major findings of the Committee, 
and signing the foregoing report, we, the undersigned members, 
desire to state that in our opinion real estate mortgage bonds 
or split-mortgages are not given the standing they deserve. We 
believe that such bonds, adequately restricted and properly 
safeguarded, are safe and sound investments for the savings 
banks of Massachusetts, and that the legalizing of such invest
ments is essential if the large cities of the State are to grow 
beyond their present provincialism.

The business centers of our large communities require the 
investment of a large amount of capital in real estate ventures 
too sizable for any one Massachusetts institution to finance. 
Already New York capital has been called upon in several in
stances, and must be still further enlisted unless a change in the 
law is made. In various lines of industry we have suffered 
because of outside financial control. Massachusetts money 
should finance, in so far as possible, Massachusetts business, 
and this particular field of investment affords an excellent 
opportunity which has not been available under the present 
statutes.

No bill was presented to the Committee which seemed to 
properly safeguard such an investment, but we believe it per
fectly possible to draft such a measure. Consequently, al
though not presenting any specific bill covering this phase of 
savings bank investment, we trust that the Legislature will 
give careful consideration to such suggestions as may be made 
by others in an earnest endeavor to produce an act that will 
accomplish such a purpose and legalize this investment.

JOHN M . GIBBS.
GEO. D. C H A M B E R LA IN .



A P P E N D I C E S





A p p e n d i x  A

A n  A c t  b e l a t i n g  t o  D e p o s i t s  w i t h  O t h e r s  t h a n  B a n k s .

Be it enacted, etc., as follow s:
S e c t i o n  1. Section  one o f chapter one hundred and sixty- 

nine, G eneral Law s, is h ereby  am ended b y  inserting after the 
word “ en ga ged ” , in the first line o f clause one, the fo l lo w in g :— • 
or financially  interested, —  and b y  adding at the end thereof the 
w ords: —  under w hatever nam e or b y  w hatever persons the said 
business o f receiv in g  deposits is carried  on , —  and b y  striking out 
the w ords “ or for  the purpose o f  transm itting the sam e, or 
equivalent thereof, to  foreign  countries, or for  any  other pur
pose” , in the fou rth , fifth  and sixth lines, —  so as to  read as 
fo llow s: —

Section 1. Clause 1. All persons engaged or financially
interested in the selling o f steam ship or railroad tickets for  trans
portation  to  or from  foreign  countries, or in the supplying  o f 
laborers, w ho, in con ju n ction  w ith  said business, carry  on  the 
business o f  receiv in g  deposits o f m on ey  for safe keeping under 
whatever nam e or b y  w hatever persons the said business o f re
ceiving deposits is carried  on.

S e c t i o n  2. Section  one o f said chapter is h ereby  further 
am ended b y  striking ou t clause tw o  and inserting in place thereof
the fo llow in g : —

Clause 2. All persons w ho engage or are financially  interested 
in the business o f receiv in g  deposits o f  m on ey  for  the purpose of 
transm itting the sam e or equ ivalents th ereof to  foreign  countries 
in such sums th at the average o f the separate deposits so received  
since April first, n ineteen h undred and tw en ty -tw o , or during any  
twelve successive m onths, or for  such period , if less than tw elve 
m onths, th a t such person has been engaged in such business, is 
less than  five hundred dollars, excep t du ly  in corporated  banks, 
express com panies having con tracts w ith  railroad or steam ship 
com panies for  the operation  o f  an express service u pon  the lines 
of such  com panies or doing an international express business, or 
transatlantic steam ship com panies or telegraph com panies.



Section 3. Said chapter one hundred and sixty-nine is 
hereby further amended by striking out clause three of section 
one.

Section 4. Said chapter one hundred and sixty-nine is 
h ereby  further am ended b y  striking ou t section  tw o  and inserting 
the fo llow in g  section  in place th e re o f: —

Section 2. A ll persons su b ject to  section  one, clause one o f this 
chapter shall, before engaging or becom ing  financially  interested 
or continu ing to  engage or be financially  interested in the business 
o f  receiv in g  deposits o f m on ey  for  safe keeping, m ake, execute and 
deliver a b on d  to  the state treasurer in such sum  as the com m is
sioner o f banks, in this chapter called the com m issioner, may 
deem  necessary to  cover  m on ey  or deposits received  for the pur
pose m entioned  in said clause b y  such persons, the bon d  to  be 
con d ition ed  upon  the fa ith ful hold ing  and repaym en t o f the 
m on ey  deposited  for  safe keeping and, in the even t o f  the insol
v e n cy  or ba n k ru ptcy  o f  the principal, upon  the paym en t o f the 
fu ll am ount o f  such bon d  to  the assignee, receiver or trustee of 
the principal, as the case m ay  require, for  the benefit o f such 
persons as shall deliver m on ey  to  said principal for safe keeping. 
T h e sum  o f the b on d  m ay at any  tim e be increased in such 
am ounts as shall be show n b y  exam ination  to  be necessary.

Section 5. Section  three o f said chapter is h ereby  am ended 
b y  striking ou t the w ords “ either that o f  receiv ing  deposits of 
m on ey  for  safe keeping, or th a t o f  receiv in g  m on ey  for the 
purpose o f  transm itting the sam e or equ ivalents thereof to  
foreign  countries, or th at o f receiv ing  deposits o f m on ey  for  safe 
keeping and transm ission to  foreign  countries. I f  au th ority  is 
therein given  the licensee to  carry  on  the business o f  receiving 
deposits o f m on ey  for  the purpose o f  transm itting  the same or 
equ ivalents thereof to  foreign  countries, he shall p a y  for  such 
license an annual fee o f  tw en ty -five  dollars, but, if au th ority  is 
g iven  to  receive deposits o f  m on ey  for  safe keeping, or for  the 
purpose o f safe keeping and transm ission  abroad , then an annual 
fee o f fifty  dollars shall be p a id ” , in  the th irty -first to  the fo rty - 
first lines, inclusive, and b y  further strik ing ou t the w ords “ or for 
the purpose o f transm itting  the sam e to  foreign  cou n tries” , in 
the fifty-seven th  and fifty -e igh th  lines, and inserting after the 
w ord  “ o n ” , in the th irty -first lines, the fo llow in g : —  I f  authority  
is therein g iven  the licensee to  carry  on  the business o f  receiving 
deposits of m on ey  for  safe keeping, he shall pay  for  such license 
an annual fee o f fifty  dollars, — so as to  read as fo llow s : —

Section 3. Said bon d  shall be executed  b y  said person  as



principal, with at least two good and sufficient sureties who shall 
be residents and owners of real estate within the commonwealth, 
or by said person as principal and a surety company, approved 
by the commissioner. In lieu of the aforesaid sureties, the person 
may deposit, and the state treasurer shall accept as security for 
the fulfilment of the provisions of the bond, money, bonds of 
the United States, of this commonwealth or of any municipality 
thereof, or, if approved by the commissioner, other bonds, cer
tificates of deposit issued by a national bank or trust company, 
or deposit books of depositors in savings banks or trust com
panies. The money or securities so deposited shall be held on the 
conditions specified in the bond. If securities be deposited in lieu 
of sureties and be accepted, the state treasurer shall require the 
depositor to maintain such deposit at a value equal to the 
amount fixed as the penalty of the bond, and he may in his dis
cretion permit the substitution of securities for money, or of 
money for securities, in whole or in part, or of money or securities 
for any sureties or of a bond for money or securities deposited, or 
the withdrawal of securities deposited and the substitution of 
others of equal value in their place, and, if the total value of the 
securities becomes substantially impaired, he shall require the 
deposit of money or additional securities sufficient to cover the 
impairment in value. No bond required by this section shall be 
accepted until it has been first examined and approved by the 
commissioner and unless also approved by the state treasurer, 
and upon such approval by him it shall be filed in his office. 
Upon notice of such approval by the state treasurer, the com
missioner shall issue a license authorizing said person to carry on 
the aforesaid business for a period of one year from the date of 
the issuance of the license, at a place to be specified therein, and 
no person shall enter into or continue in the aforesaid business 
without such authority. The license shall state the kind of busi
ness which the licensee is authorized to carry on. If authority 
is therein given the licensee to carry on the business of receiving 
deposits of money for safe keeping, he shall pay for such license an 
annual fee of fifty dollars. The license shall not be transferred or 
assigned. It shall not authorize the transaction of business at 
any place other than that described in the license, except with 
the written approval of the commissioner. Immediately upon 
the receipt of the license issued by the commissioner, the li
censee named therein shall cause the license to be posted and at 
all times conspicuously displayed in the place of business for 
which it is issued, so that all persons visiting such place may



readily  see the sam e. It  shall be unlaw ful for  any  licensee to  
post the license or to  perm it the license to  be posted  upon  the 
prem ises other than those designated therein or those to  w hich 
it has been transferred w ith  the w ritten  approval o f the com m is
sioner, or kn ow in gly  to  deface or destroy  any  such license. The 
m on ey  and securities deposited  w ith  the state treasurer as herein 
provided , and the m on ey  w hich  in case o f default shall be paid 
on  the aforesaid bon d  b y  any  licensee or the surety  thereof, shall 
constitute  a trust fu nd  for  the benefit o f  such persons as shall 
deliver m on ey  to  the licensee for  safe keeping, and such bene
ficiaries shall be entitled  to  an absolute preference as to  such 
m on ey  or securities over all general creditors o f  the licensee. The 
license shall be revocab le  at all tim es b y  the com m issioner for 
cause show n, and in the even t o f such revoca tion  or o f a sur
render o f  the license no refund shall be m ade in respect of any 
license fee paid. E v ery  license shall be surrendered to  the com 
m issioner w ithin  tw en ty -fou r  hours after w ritten  n otice  to  the 
h older that the license has been revok ed . In  case o f  the revoca 
tion  o f the license the m on ey  and securities and the bon d , if  there 
be one, shall continue to  be held b y  the state treasurer for a 
period  o f one year from  the date o f the revoca tion  o f the license 
unless otherw ise d irected b y  the order or ju dgm en t o f a court 
of com peten t jurisd iction .

S e c t i o n  6 . C hapter one hundred and sixty-n ine is hereby 
am ended b y  inserting after section  three the fo llow in g  new  sec
tion , so as to  read as fo llo w s : —

Section SA. All persons su b ject to  section  one, clause tw o  of 
this chapter shall, before engaging or becom in g  financially  inter
ested or continu ing  to  engage or be financially  interested in the 
business o f receiving deposits o f m on ey  for  the purpose o f  trans
m itting the sam e or equivalents thereof to  foreign  countries, 
m ake, execute and deliver to  the state treasurer a bon d  in the 
sum o f one hundred thousand dollars, said bon d  to  be con 
d ition ed  upon  the fa ith fu l hold in g  and transm ission  o f any 
m oney, or equ ivalent thereof, w hich  shall be delivered to  them  
for  transm ission to  a foreign  cou n try , and, in the even t o f the in
so lven cy  or ba n k ru p tcy  o f the principal, u pon  the paym en t o f the 
fu ll am ount o f such  bon d  to  the assignee, receiver or trustee of 
the principal, as the case m ay  require, for  the benefit o f such 
persons as shall deliver m on ey  to  said principal for  the purpose 
o f transm itting the sam e to  a foreign  coun try .

Said bon d  shall be execu ted  b y  said person as principal, w ith  
at least tw o good  and sufficient sureties w ho shall be residents



and owners of real estate within the commonwealth, or by said 
person as principal and a surety company, approved by the com
missioner. In lieu of the aforesaid surety, the person may de
posit and the state treasurer shall accept as security for the ful
filment of the provisions of the bond money or securities in 
which the savings banks of this commonwealth may invest de
posits. The money or securities so deposited shall be held on the 
conditions specified in the bond. If securities be deposited in 
lieu of sureties and be accepted, the state treasurer shall require 
the depositor to maintain such deposit at a value equal to the 
amount fixed as the penalty of the bond, and he may in his dis
cretion permit the substitution of securities for money, or of 
money for securities, in whole or in part, or of money or se
curities for any sureties, or of a bond for money or securities 
deposited, or the withdrawal of securities deposited and the 
substitution of others of equal value in their place, and, if the 
total value of the securities becomes substantially impaired, he 
shall require the deposit of money or additional securities suffi
cient to cover the impairment in value.

No bond required by this section shall be accepted until it has 
been first examined and approved by the commissioner and unless 
also approved by the state treasurer, and upon such approval 
by him it shall be filed in his office. The money and securities 
deposited with the state treasurer as herein provided, and the 
money which in case of default shall be paid on the aforesaid 
bond by the principal or surety thereof, shall constitute a trust 
fund for the benefit of such persons as shall deliver money to the 
principal for the purpose of transmitting the same to foreign 
countries, and" such beneficiaries shall be entitled to an absolute 
preference as to such money or securities over all general creditors 
of the principal. In the event that the principal ceases to carry 
on the business for which the bond is given, the money and se
curities shall continue to be held by the state treasurer for a 
period of one year from the date on which said principal ceased 
to carry on such business, unless otherwise directed by the order 
or judgment of a court of competent jurisdiction.

Section 7. Section twelve of said chapter is hereby amended 
by striking out the words “ which may include foreign money, the 
value of which shall be computed at the current rate of ex
change” , in the third and fourth lines, and is further amended by 
inserting after the word "estate” , in the eleventh line, the 
words: —  not exceeding ten per cent of the deposits,—■ and by 
inserting after the word “ estate” , in the eighteenth line, the



words: — not exceeding fifteen per cent of the deposits, — and by 
inserting after the word “ estate” , in the thirty-fifth line, the 
following words: —  not exceeding ten per cent of the deposits, — 
so that the said section shall read as follows: —

Section 12. Of the money held for safe keeping by persons 
subject to this chapter, not less than twenty per cent shall either 
be held as cash on hand, or shall be deposited in savings banks, 
trust companies or national banks. The remaining eighty per 
cent of the money so held for safe keeping shall be invested only 
as follows:

First. As required by section fifty-four of chapter one hundred 
and sixty-eight, so far as the same may be applicable and except 
in so far as may otherwise be provided herein.

Second. In real estate not exceeding ten per cent of the de
posits; but the amount invested in any one property, plus the 
total amount of the mortgages thereon, shall not exceed the 
assessed valuation thereof, except that a valuation made at the 
expense of the depositary by a board or committee of investment 
of a savings bank or of a trust company, or by the security com
mittee of a co-operative bank, may be taken as the value of the 
property for the purposes of investment as set forth in this section.

Third. In notes secured by mortgages of real estate not ex
ceeding fifteen per cent of the deposits; but the amount so in
vested in any one note shall not exceed eighty per cent of the 
valuation of the real estate described in the mortgage deed se
curing the note, such valuation to be determined in the manner 
prescribed in the second subdivision of this section; nor shall 
such investment be made if the total of any prior mortgage on 
the real estate so described, plus the amount to be so invested, 
exceeds eighty per cent of the valuation, as aforesaid, of that real 
estate.

Fourth. In notes which are the joint and several obligations 
of two or more responsible persons, provided that the total 
amount so invested shall not exceed twrenty per cent of the total 
amount held for safe keeping.

Fifth. In notes of responsible borrowers, with a pledge as 
collateral of (a) one or more chattel mortgages, (b) jewelry, (c) 
deposit books of depositors in savings banks or in the savings 
departments of trust companies or national banks, (cl) accounts 
receivable against actual values properly secured.

Sixth. In notes secured by mortgages of real estate not ex
ceeding ten per cent of the deposits, v'here the amount named 
in the note is to be advanced in instalments for the construction



of buildings; but the total amount so invested on the security of 
any one note shall never exceed eighty per cent of the assessed 
valuation of the land, plus the total amount of money actually 
paid out for materials furnished and for work performed in the 
construction of the buildings on said land; and the tax bill 
showing the last assessment, and proper evidence to the satis
faction of the commissioner that the money advanced is .for 
actual work performed or materials supplied, shall be kept on 
file in the office of the depositary, where they may be inspected at 
any time by the commissioner or his assistant.

Seventh. In notes of persons who are depositors with the de
positary; but the total amount so loaned to any one person 
shall never exceed twice the amount due from the depositary 
to the borrower.

Eighth. In notes which are the joint and several obligations 
of two or more persons, each of whom is a depositor with the 
depositary; but the amount so loaned on any one note shall 
not exceed twice the amount of the total due by the depositary 
to the borrowers, and in computing this total there shall be 
deducted from it the balance of any outstanding financial 
obligations of such persons to the depositary.

Ninth. In the bonds or other obligations of foreign govern
ments; but such investments must first receive the approval of 
the commissioner.

S e c t i o n  8 .  Chapter one hundred and sixty-nine is hereby 
amended by inserting after section fifteen the following new 
section, so as to read as follows: —-

Section 15 A. Persons subject to section one, clause one of 
this chapter shall not carry on the business, or make a practice 
or be financially interested in the selling of foreign exchange, 
drafts or letters of credit.

S e c t i o n  9. Chapter one hundred and sixty-nine is hereby 
further amended by striking out section sixteen and inserting in 
place thereof the following section: —

Section 16. Any person engaging or becoming financially in
terested or continuing to engage or be financially interested in 
the business of receiving deposits of money for safe keeping or 
the business of receiving deposits of money for the purpose of 
transmitting the same or equivalents thereof to foreign countries, 
contrary to any provisions of this chapter, or who violates sec
tion fifteen A, shall be punished by a fine of not less than fifty 
nor more than one thousand dollars or by imprisonment for not 
less than one month nor more than one year, or both.



A p p e n d i x  B.

A n  A c t  t o  i n c r e a s e  t h e  A m o u n t  o f  D e p o s i t s  a  S a v i n g s  

B a n k  m a y  i n v e s t  i n  T e l e p h o n e  B o n d s .

Chapter one hundred and sixty-eight of the General Laws is 
hereby amended by striking out the word “ two,”  in the last 
sentence of clause fifth, section fifty-four, and inserting in place 
thereof the word:-— five ,— so that said clause shall read:-—-

Fifth. In the bonds of any telephone company subject to 
section fifty-three of chapter sixty-three and of which a majority 
of the directors are residents of the commonwealth:

Provided, that during each of the five fiscal years of such 
telephone company preceding the date of such investment —

(1) The gross income of such telephone company shall have 
been not less than ten million dollars per annum.

(2) Such telephone company shall have paid the matured 
principal and interest of all its indebtedness.

(3) Such telephone company shall have paid in dividends in 
cash an amount equal to not less than six per cent per annum on 
all its outstanding issues of capital stock.

(4) The dividends paid on the capital stock of such telephone 
company shall not have been less than the total amount neces
sary to pay the interest upon its entire indebtedness.

And further provided, that such bonds shall be secured either 
(a) by a first mortgage upon at least seventy-five per cent of the 
property of such telephone company, or (b) by the deposit with a 
trust company incorporated under the laws of this commonwealth 
of bonds and shares of stock of other telephone corporations, 
under an indenture of trust which limits the amount of bonds so 
secured to seventy-five per cent of the value of the securities de
posited as stated and determined in said indenture, and provided 
that during each of the five years preceding such investment the 
annual interest and dividends paid in cash on the securities de
posited have amounted to not less than fifty per cent in excess of 
the annual interest on the bonds outstanding and secured by said 
deposit. Not more than five per cent of the deposits of any 
such bank shall be invested in the bonds of telephone com
panies.



A p p e n d i x  C .

A n  A c t  r e l a t i n g  t o  S a v i n g s  B a n k  I n v e s t m e n t s  i n  B o n d s  

o e  S t r e e t  R a i l w a y  C o m p a n i e s .

C hapter one hundred and sixty-eight of the General Laws is 
hereby am ended b y  striking ou t clause fou rth  in section  fifty- 
four, and inserting in place thereof the fo llo w in g : —

F ou rth . In  the bonds o f any  street railw ay com pa n y  incor
porated  in this com m on w ealth  the railw ay o f w hich  is located  
w holly  or in m a jor part therein and w hich  the departm ent of 
public utilities shall certify  to  the com m issioner as hereinafter 
provided . A n y  street ra ilw ay com p a n y  m ay file w ith  said de
partm ent a petition  for  certification  o f any  bonds issued or about 
to  be issued b y  it. I f  it shall appear to  said departm ent that 
during the five preceding  years the net earnings o f the com pan y  
applicable to  paym en t o f interest upon  its bonds, including any 
proposed  issues to  be certified, after provid in g  for  all am ounts 
properly  chargeable against in com e during said years, including 
adequate m aintenance o f its p rop erty  and adequate allow ance 
for depreciation  and obsolescence thereof, equalled  at least tw ice 
the am oun t o f such interest, and the then fair value of its 
assets and properties, in cluding  the proceeds o f any  proposed  
issue for w hich  certification  is asked, is at least fifty  per cent in 
excess o f all bonds and other indebtedness, including the issues 
for w hich  certification  is asked, said departm ent shall certify  to  
the com m issioner th at the particu lar issues o f bonds of such 
com pan y  w hich  have been considered  b y  it com p ly  w ith  the re
quirem ents o f the statutes w ith  reference to  investm ents by  
savings banks.

In  determ ining said fair value said departm ent m ay, unless it 
finds such basis im proper or unw arranted, take as to  the whole 
or such parts o f the properties as it determ ines, the am ounts 
w hich  it has previously  determ ined under the provisions o f 
General Law s, chapter one hundred and sixty-on e, sections 
tw en ty -five  and tw en ty-eigh t, to  have been properly  expended , in 
authorizing the issue of stocks and bonds or other evidences of 
indebtedness, less such charge for depreciation  and obsolescence



for the elapsed life of the properties as it deems adequate. If 
two or more street railway companies have been consolidated by 
purchase or otherwise during said five-year period, the combined 
earnings and expenditures and proper allowances for maintenance, 
depreciation and obsolescence of the constituent companies for 
the five preceding years and the fair value of their combined 
assets shall be employed in determining whether the bonds of 
said consolidated company shall be certified. The bonds of any 
constituent company which were legal investments for savings 
banks prior to such consolidation shall continue to be legal in
vestments thereafter; provided, the income and assets of such 
consolidated company determined as hereinbefore set forth is 
sufficient to comply with the foregoing requirements, or if said 
bonds of a constituent company are a lien upon assets the fair 
value of which is at least fifty per cent in excess of all bonds or 
other evidences of indebtedness which participate in such lien.

In the case of street railways all of the property or lines of 
which are leased to or operated by another street railway com
pany, said department shall, if the earnings and expenses of such 
lines are or can reasonably be segregated and determined, base 
its certification thereon in 'the same manner as though such lease 
or operating agreement were not made; provided, however, that 
if such segregation cannot reasonably be made, it shall certify 
any bonds of a company which satisfied the foregoing test during 
the five years prior to the date of such lease or operating agree
ment if it finds that the fair value of the assets and properties of 
such company is at least fifty per cent in excess of all bonds and 
other indebtedness at the time of such certification, including the 
issues for which certification is asked. In any case covered by 
this paragraph certification shall not be made unless payment of 
the interest on the bonds in question is guaranteed by the lease 
or operating agreement, and regularly paid.

The certifications provided for in this clause shall be effective 
until the expiration of three months from the date when the 
annual report of the company is required to be filed with the de
partment of public utilities. Within three months after the filing 
of said annual report said department shall redetermine whether 
the bonds theretofore certified by it comply with the foregoing 
provision, taking into consideration in addition to the evidence 
previously before it the facts as disclosed by said annual report, 
and any other evidence which it may deem material, and there
upon shall recertify the same to the commissioner or notify him 
that the certification theretofore made is revoked.



In  an y  determ ination  under this clause, if said departm ent 
finds th at because of tem porary  conditions the earnings or ex
penses o f  any  o f the five preceding fiscal years do n ot represent 
the revenue or expenses fa irly  to  be anticipated for the future, it 
m ay substitu te in place thereof the average annual earnings or 
expenses o f  the preceding  five fiscal years.

A p p e n d i x  D.

C o n s t it u t io n a l it y  o f  N e w  Y o b k  P r iv a t e  B a n k in g  L a w .

219 U. S. 128.

N o. 703. A r g u e d  D e c e m b e r  15, 16, 1910. D ecided  Ja n u a r y  3, 1911.

Syllabus.

E n g e l  v . O ’ M a l l e y .

A ppea l from  the C ircuit Court o f the United States fo r  the Southern 
D istrict o f New  York.

The rule, that one not within the class cannot raise objections to the constitution
ality of a statute on the ground of discrimination against that class, applied 
to effect that one who for more than five years ha3 resided in the United 
States cannot object that a State statute denies equal protection of the law 
because it excludes those who have not so resided for that period.

Protection of banking business, especially that transacted in small amounts (Noble 
State Bank v. Haskell, ante, p. 104), and with poor and ignorant immigrants 
on first arrival in this country, is within the police power of the State; and a 
State statute imposing special and proper restrictions on those engaging in 
that class of banking is not unconstitutional under the due process or equal 
protection clauses of the Fourteenth Amendment, because it excepts from its 
provisions other banks and bankers engaged in other classes of banking busi- 
ness or conducting them under other conditions.

The receipt of money by a bank where the depositor can withdraw it when and in 
such sums as he pleases, although creating a debt, is, in a popular sense, the 
receipt of money for safe-keeping.

Where the subject is within the police protection of the State, it is not for the court 
to determine whether the enactment is wise or not; that is within legislative
discretion. . .

Courts will presume from general knowledge of business affairs that transmission 
of money through bankers is made by drafts and not by sending the identical 
currency.

Legislation which regulates business may well make distinctions depend upon the 
degree of evil; Heath & Milligan Co. v. Worst, 207 U. S. 338; and, although 
where size is not an index, a law may not discriminate between the great and 
the small, proper regulations based thereon, where size is an index of the evil 
to be prevented, do not offend the equal protection clause of the Fourteenth 
Amendment.



There are always difficulties in drawing the dividing line between that -which is 
within, and that which is without, the constitutional power of the States, 
and the question in each specific case must be answered by the pertinent facts 
therein.

A State statute regulating the receipt of deposits of money is not a burden on, 
or regulation of, interstate or foreign commerce simply because such deposits 
are likely to be transmitted to other States or foreign countries; the deposit 
is an independent transaction preceding the transmission.

The provisions of the private banking act of New York of 1910, considered in this 
case, are not unconstitutional as depriving persons engaged in the receiving 
and transmitting of small sums of money or their property without due process 
of law, or denying them the equal protection of the law either on account of 
the regulations to which such persons are subjected or by reason of the excep
tion of other classes of banks and bankers therefrom.

The facts are stated in the opinion.
Mr. Charles Dushkind for appellant.
The provision that deprives persons residing in the United 

States for less than five years of the right to carry on such 
business violates the Fourteenth Amendment. Yick Wo. v. 
Hopkins, 1 IS U. S. 356.

A statute that is repugnant to the Constitution is not voidable 
by judicial decisions, but is absolutely void. Norton v. Shelby 
County, 118 U. S. 441; Ex parte Young, 209 U. S. 129.

It is self-operating; it has no legal inception and never had a 
legal existence. Connolly v. Union Sewer Pipe Co., 184 U. S. 
540, 558; see also Tyler v. Judges, 179 U. S. 405; Hooker v. 
Burr, 194 U. S. 415; Turpin v. Lemon, 1S7 U. S. 51; Willian v. 
Eggleston, 170 U. S. 304; Hatch v. Reardon, 204 U. S. 152; 
Albany County v. Stanley, 105 U. S. 305; Southern Pacific R.R. 
Co. v. King, 217 U. S. 534.

The statute is unconstitutional because it gives the Comp
troller arbitrary power to deprive appellant of his right to carry 
on his business. Yick Wo. v. Hopkins, 118 U. S. 356, citing 
Baltimore v. Radecker, 49 Maryland, 217; Gundling v. Chicago, 
177 U. S. 183, and Lieberman v. Van de Carr, 199 U. S. 552,. 
distinguished.

Vol. C C X IX , 9.

Argument for Appellant.

The statute is repugnant to the Fourteenth Amendment, 
because it contains unjust discriminations. Cotting v. Godard, 
183 U. S. 79; Cooley, Const. Law, 556; Corn v. Clark, 195 Pa. 
St. 634; State v. Gravette, 65 Ohio, 2S9; Connolly v. Union 
Sewer Pipe Co., 1S4 U. S. 540; Magoun v. 111. Trust Co., 170 
U. S. 283; Am. Sugar Ref. Co. v. Louisiana, 179 U. S. 89.



Cases upholding classifications as to sale of liquor; territorial 
classifications; those in respect to the learned professions; health 
laws or taxation cannot be applied in the case at bar.

The right to engage in the banking business is a common law 
right belonging to individuals and to be exercised at their pleas
ure, and the State may simply regulate it; the business is in
herently a lawful one that may be carried on by any one, subject 
only to such reasonable regulations as may be provided by 
statute. It has no relation to public health nor to public morals, 
and there is indeed a wide distinction between the banking 
business and the occupations where public health or public 
morals is involved. Butchers’ Union v. Crescent City, 111 U. S. 
746; Bank of Augusta v. Earle, 13 Pet. 519.

“ Private banker”  denotes a person engaged in banking without 
having special statutory privileges. Section 302, c. 409, Laws of 
1882, N. Y., ch. 236, Laws of 1888; 1 Rev. Stat. 712, § 6; 
Perkins v. Smith, 116 N. Y. 441. In Musco v. United Surety 
Co., 196 N. Y. 459, there was no discrimination within the same 
class.

Hostile discrimination against any class as singled out by this 
act has been repeatedly condemned by this court. Pembina Min. 
Co. v. Pennsylvania, 125 U. S. 181; Gulf, Col. &c. R.IL Co. v. 
Ellis, 165 U. S. 150, 153.

Circumstances and conditions that led to the enactment of the 
law cannot be considered on the question as to the constitu
tionality of the law. Doyle v. Cont. Ins. Co., 94 U. S. 535; Legal 
Tender Cases, 12 Wall. 457; Sturges v. Crowninshield, 4 Wheat. 
122.

Argument for Appellee.

The statute is violative of the commerce clause of the Con
stitution because it attempts to regulate interstate and foreign 
commerce. Mobile County v. Kimball, 102 U. S. 691, 702; 
Pomeroy on Const. Law, § 378; Cooley on Const. Law, 7th ed., 
688; Leisy v. Hardin, 135 U. S. 100; Wabash & St. Louis R .R . 
Co. v. Illinois, 118 U. S. 557.

The statute in this case not only attempts to regulate inter
state commerce, but it imposes a tax by way of a license fee as a 
condition for carrying on the business of transmitting moneys to 
foreign countries. Brown v. Maryland, 12 Wheat. 419; Cook v. 
Pennsylvania, 97 U. S. 566. See cases as to tax on transportation 
of goods from one State to another by rail, State Freight Tax, 
15 Wall, 232; Fargo c. Michigan, 121 U. S. 230; Phila. S.S. Co.



v. Pennsylvania, 122 U. S. 326; State v. Woodruff &c. Co., 144 
Indiana, 155; Pickard v. Pullman &c. Co., 117 U. S. 34; on 
capital stock of ferry corporation, Gloucester Ferry Co. v. Penn
sylvania, 114 U. S. 196; on telegraph message sent out of the 
State, Telegraph Co. v. Texas, 105 U. S. 460; Ratterman v. 
W. U. Tel. Co., 127 U. S. 411; on agents engaged in selling 
railroad tickets, McCall o. California, 136 U. S. 104; Telegraph 
Co. v. Texas, 105 U. S. 460; Ratterman v. W. U. Tel. Co., 127 
U. S. 411; Leloup v. Port of Mobile, 127 U. S. 640; Interna
tional Text Book Co. v. Pigg, 217 U. S. 93; Western Union Tel. 
Co. v. Pendleton, 122 U. S. 347, 356; Butler Bros. Co. v. Rubber 
Co., 156 Fed. Rep. 1, 17.

Mr. Louis Marshall, with whom Mr. E. N. Letchworth and 
Mr. Theodore Connoly were on the brief, for appellee.

The act does not deprive the complainant of his liberty or 
property without due process of law, but seeks merely to regulate 
the business in which he is engaged, which affects the public 
welfare to an important extent, by imposing reasonable safe
guards, dictated by experience and found necessary for the 
protection of those dealing with private bankers of a class to 
which the complainant belongs. Armstrong v. Warden of the 
City Prison, 183 N. Y. 223, 226; Musco v. United Surety Co., 
132 App. Div. 300; aff’d in 196 N. Y. 459.

For other recent legislation regulating various occupations or 
imposing special taxes or conditions on, and hampering or affect
ing them, see, as to oleomargarine, Powell «. Pennsylvania, 127 
U. S. 678; Plumley v. Massachusetts, 155 U. S. 461; as to 
spirituous liquors, Giozza v. Tiernan, 148 U. S. 657; Gray v. 
Connecticut, 159 U. S. 74; as to mine inspection, Holden v. 
Hardy, 169 U. S. 366; as to refining sugar and molasses, Am. 
Sugar Co. v. Louisiana, 179 U. S. 89; as to emigrant agents, 
Williams v. Fears, 179 U. S. 270; as to other purposes, Clark ®. 
Titusville, 184 U. S. 329; St. Louis Coal Co. v. Illinois, 185 
U. S. 203; Reduction Co. v. Sanitary Reduction Works, 199 
U. S. 306; Gardner v. Michigan, 199 U. S. 325; Wilmington 
Mining Co. v. Fulton, 205 U. S. 60; Cox v. Texas, 202 U. S. 446; 
Gundling v. Chicago, 177 U. S. 183; Austin v. Tennessee, 179 
U. S. 343; Booth v. Illinois, 184 U. S. 425; Dent v. West Vir
ginia, 129 U. S. 114; Hawker v. New York, 170 U. S. 194; 
Watson b. Maryland, 218 U. S. 173; Smith v. Alabama, 124 
U. S. 465; W. W. Cargill Co. v. Minnesota, 180 U. S. 452; see 
also Nechumcus v. Warden of City Prison, 144 N. Y. 529; 
Tenement House Dept. v. Mosechen, 179 N. Y. 325; Health



D ep t. v. R ec to r , 145 N . Y . 32 ; G rand R apids v. B randy, 105 
M ich igan , 670; S. C. 32 L. R . A. 116.

As to  legislation  d irectly  relating to  the su b ject o f private  
banking, see A ttorn ey  G eneral v. U tica  Ins. C o., 2 Johns, ch. 
375, and 15 Johns, 358; Curtis v. L eav itt, 15 N . Y . 952; Perkins 
v. Sm ith, 116 N . Y . 444; B ank  o f A ugusta v. Earle, 13 Pet. 519, 
596; B laker v. H ood , 53 K ansas, 499; Y ou n g b lood  v. B irm ing
ham T rust C o., 95 A labam a, 521; Indiana v. R ichcreek , 77 
N . E. R ep . 1085; G oodsill o. W oodm an see, 1 N . D ak. 246; 
South D a k ota  v. Scougal, 3 S. D ak. 55; T iedem an , P ol. P ow . 
p. 290; W eed  v. Bergh, 124 N . W . R ep . 664; M aclaren  v. State, 
124 N . W . R ep . 667.

T h e pu b lic  nature o f the banking business has been recognized , 
and the d u ty  exists on the part o f the State to  p ro tect th ose  
dealing w ith  banks and bankers. N ew  Y o rk  B anking L aw , 
§§ 14, 76; P eop le  v. P rov id en t Assn., 161 N . Y . 492; N ew  Y o rk  
Ins. Law , § 13017; N ew  Y o rk  L iqu or T ax  Law , § 16; General 
C orporation  L aw , § 22.

T here is no m erit in the attack  on  this legislation  based on 
the claim s th at the righ t to  a license depends on five years’’ 
residence in  the U nited  States and th at the C om ptroller is 
vested w ith  d iscretionary  pow er w ith respect to  the granting of 
licenses; bu t com pla in an t, being  a citizen  w ho has carried on 
business in the State o f  N ew  Y o rk  for  upw ards o f tw en ty  years, 
cannot raise this question . Southern P acific  Co. v. K in g, 217 
U. S. 534; W illiam s v. E ggleston , 170 U. S. 304; T y ler  v. Judges 
of R egistration , 179 U. S. 405; T u rp in  v. L em on , 187 U. S. 51, 
60; H ook er v. Burr, 194 U. S. 415; W orcester  ». W orcester C on . 
St. R v . C o., 196 U. S. 538; H atch  v. R eardon , 204 U . S. 152, 
160.

O ne w hose rights or liabilities are n ot affected  b y  a statute  
cannot question  its con stitu tion a lity . A lban y  C ou n ty  ». Stanley, 
105 U. S. 305; N ation al B ank v. Craig, 181 U. S. 548; Oil Co. v. 
Texas, 217 U. S. 114; W iley  v. Sinkler, 179 U. S. 58; C hadw ick 
«. K elley , 187 U. S. 540.

T he provision  in the act, to  the effect that after n otice  of ap
plica tion  fo r  a license has been p osted  the C om ptroller m ay, in 
his d iscretion , a p p rov e  or d isapprove  the application , does not 
confer the arb itrary  pow er o f re jection . T h e discretion  con 
ferred is a legal d iscretion , w hich  m ust be reasonable. Cases 
supra.

D iscretion ary  pow er m ay be vested  in adm in istrative boards. 
C row ley  v. Christensen, 137 U. S. 92; 2 W illou gh by  on Const. 
1294. T h e  d iscretion  conferred  on  the C om ptroller cannot be



exercised capriciously. Section 26 of act; Munday v. Fire Com
missioners, 73 N. Y. 445; Mayor v. Nichols, 79 N. Y. 582.

The act does not deprive the complainant and those similarly 
situated of the equal protection of the law. The exceptions con
tained therein constitute a legitimate exercise of the right of 
classification. All persons coming within the class to which the 
complainant belongs are accorded like treatment, and there is no 
discrimination among the members of any of the classes affected.

Mr. Justice Holmes delivered the opinion of the court.
This is a 'bill in equity to prevent the carrying out of chapter 

348 of the Laws of New York for 1910, which forbids individuals 
or partnerships to engage in the business of receiving deposits of 
money for safe-keeping or for the purpose of transmission to 
another or for any other purpose without a license from the 
Comptroller. The requirements for obtaining the license, so far 
as they affect the plaintiff, are that the applicant shall deposit 
$10,000 with the Comptroller and present a bond with a penalty 
of not more than $50,000 or less than $10,000, to be fixed by 
the Comptroller, conditioned upon the faithful performance of 
the duties undertaken. After notice shall have been posted for 
two weeks the Comptroller may approve or disapprove the appli
cation in his discretion, and licensees are to pay a fee of $50. 
§ 25. The license is revocable at all times by the Comptroller 
for cause shown. § 26. Carrying on the business specified, or 
using the word "banking”  or "banker”  on signs, letterheads or 
advertisements in connection with any business, without a 
license, is made a misdemeanor. § 27. The foregoing provisions 
do not apply to any corporation or “ individual banker”  au
thorized to do business under the banking law, or to national 
banks; to any hotel keeper who shall receive money for safe
keeping from a guest; to any express or telegraph company re
ceiving money for transmission; to individuals or partnerships 
where the average amount of each sum received on deposit or 
for transmission in the ordinary course of business shall have been 
not less than $500 during the fiscal year preceding an affidavit to 
that effect; or, finally, to any individual or partnership filing a 
bond approved by the Comptroller for $100,000 when the busi
ness is in a city having a million inhabitants, or, if elsewhere, for 
$50,000; or money, or securities that the Comptroller approves. 
§ 29d.

The plaintiff alleges that he is a citizen of the United States 
and has been engaged in the business specified in the statute for 
twenty years; that by good reputation and considerable ex-



penditure he has made his business of great value; and that it 
chiefly consists in receiving deposits in very small sums from 
time to time until they reach an amount sufficient to be sent to 
other States and mainly to foreign countries. The plaintiff 
further alleges that he has not the means that would enable him 
to make the deposit and give the bond required, and that the 
enforcement of the law against him will compel him to close. 
He avers that the statute is unconstitutional as against him under 
the Fourteenth Amendment and under the commerce clause of 
the Constitution of the United States, Article I, § S. The bill 
was demurred to and the demurrer was sustained by the Circuit 
Court.

The first objection urged by the plaintiff in argument is to a 
requirement that we have not mentioned, that the applicant 
must have been continuously, for five years immediately pre
ceding his application, a resident of the United States. As the 
plaintiff alleges that he satisfies this requirement, he has nothing 
to complain of. And therefore, without intimating any doubt 
as to the validity of the clause, we pass at once to the matters 
in which he is concerned. Southern Ry. Co. v. King, 217 U. S. 
,524. As a preliminary to his argument the plaintiff denies that 
he is in any sense a banker, and even goes so far as to treat the 
receipt of money for safe-keeping or transmission within the 
meaning of the act as a case of bailment in which the very coins 
received must be returned or sent on. Of course, this is not a 
true construction of the sthtute, as is sufficiently indicated by the 
title “ Private Banking.”  The receipt of money by a bank, al
though it only creates a debt, is in a popular sense the receipt 
of money for safe-keeping, since the depositor can draw it out 
again at such time and in such sums as he chooses. It is safe to 
assume that the transmission of money contemplated very gen
erally is accomplished by a draft, and practically never by send
ing on the identical currency received. One form at least of the 
business aimed at, and, on the face of the bill, that carried on 
by the plaintiff, is a branch of the banking business. Further
more, it is a business largely done with poor and ignorant immi
grants, especially on their first arrival here.

We presume that the money deposited with the plaintiff is 
not drawn upon by checks, so that a part of the argument in 
Noble State Bank v. Iiaskell, just decided, ante, page 104, may 
not apply. On the other hand, experience has shown that the 
protection of such depositors against fraud, which is the purpose 
running through the statute, is especially needed by at least that



class o f  them  w ith  w hom  the persons hit by  the statute largely 
deal. T he case cited  establishes that the State m ay regulate that 
business and m ay take strong  measures to  render it secure. It 
also establishes th at the p laintiff has no such constitutional right 
to  carry  it on  at will as to  raise him  above  State laws not m ani
festly  unfit to  accom plish  the supposed end, greatly  in excess of 
the need, or arbitrary and capricious in discrim ination . The 
quasi-paternal relations show n in argum ent and b y  docum ents to 
exist betw een those fo llow in g  the p la in tiff’ s calling and new ly 
arrived  im m igrants justified a supervision  m ore paternal than is 
needed in ordinary affairs. W hether the court thinks them  wise 
or not, such laws are w ithin the scope o f the discretion  which 
belongs to  Legislatures and w hich  it is usual for  them  to  exert.

T his appeal seems to  have been taken  upon  the notion  that the 
p laintiff had a business w hich , under the F ou rteenth  A m endm ent, 
the State cou ld  n ot tou ch . B u t although  cut off from  that broad 
proposition , his counsel presents other m ore specific ob jection s to  
the act w ith  earnestness and force. I t  is said th at even if the 
p laintiff cou ld  furnish the m on ey  and bon d  required, the C om p
troller m ight refuse a license upon  his arbitrary  w him . N o 
guides are given  in § 25, for the d iscretion  that he is to  exercise, 
and a provision  in § 29c, th at noth ing  in the article shall be con 
strued to  require the C om ptroller to  m ake any in qu iry  as to 
the so lven cy  o f any  applicant, is th ou gh t to  exclude so lven cy  as 
the test and to  leave the m atter at sea. W e do n ot so under
stand the purpose and p u rport o f § 29e, and should  suppose that 
the d iscretion  to  be exercised in the refusal to  grant the license 
under § 25 was sim ilar to  that exercised under § 26 in revoking 
one, and th at in each  case the C om ptroller was expected  to  act 
for  cause. B u t the nature and extent o f the rem edy, if any, 
for a breach o f du ty  on  his part we th ink  it unnecessary to  
consider; for the pow er o f the State to  m ake the pursuit o f a 
calling dependent upon  obta in in g  a license is well established, 
where sa fety  seems to  require it, and w hat we have said before suffi
c iently  indicates th at this calling is one to  w hich  the require
m ent m ay  be attached. See G undling v. C h icago, 177 U. S. 183, 
L ieberm an v. V an de Carr, 199 U . S. 552.

Again, it is argued that the statute m akes unconstitu tional 
d iscrim inations b y  excepting  the classes m entioned  in  § 29d 
above , especially  those in w hose business the average am oun t of 
each  sum received  is not less than $500 and those w ho give a



bond of SI00,000 or $50,000. But the former of these exceptions 
has the manifest purpose to confine the law as nearly as may be 
to the class thought by the Legislature to need protection, and 
the latter merely substitutes a different form of security, as it 
well may. “ Legislation which regulates business may well make 
distinctions depend upon the degree of evil.”  Heath & Miligan 
Mfg. Co. v. Worst, 207 U. S. 338, 355, 356. It is true, no doubt, 
that where size is not an index to an admitted evil the law cannot 
discriminate between the great and small. But in this case size 
is an index. Where the average amount of each sum received 
is not less than $500, we know that we have not before us the 
class of ignorant and helpless depositors,, largely foreign, whom 
the law seeks to protect. See Musco v. United Surety Co., 196 
N. Y . 459, 465; McLean v. Arkansas, 211 U. S. 539, 551.

We come to the final objection that this statute is an attempt 
to regulate commerce with other States. When, as in this matter, 
the Constitution takes from the States only a portion of their 
otherwise absolute control, there may be expected difficulties in 
drawing the dividing line, because where it shall be put is a ques
tion of more or less. The trouble is inherent in the situation, but 
it is the same in kind that meets us everywhere else in the law. 
The question is whether the State law creates a direct burden 
upon what it is for Congress to control, and the facts of the 
specific case must be weighed. In doing so we recur to what 
we have said above, that we cannot regard the statement of the 
plaintiff’s business in his bill as describing the receipt of bail
ments for the transmission of the identical objects received to 
other States. Neither do we regard the law as having had such 
bailments primarily in mind. Under the statement in the bill 
and the words of the law, we must take it that the money re
ceived, even when received for transmission, becomes the money of 
the depositary, and his obligation that of a debtor under contract to 
pay as may be directed. Presumably the depositor retains the right 
to call for his money himself or to change any direction that may 
have been given, until the money has left the “ private banker’s ”  
hands. The law, as was said of a similar one by the New York 
Court of Appeals, was passed for the purpose of regulating and 
safeguarding the business of receiving deposits, which precedes 
and is not to be confounded with the later transmission of money, 
although leading to it. Musco v. United Surety Co., 196 N. Y. 
459, 466, 467. The fact that it is very likely to lead to it does



not change the result. Diamond Glue Co. v. United States Glue 
Co. 1S7 U. S. 611, 616. The case is similar in principle to Ware 
& Leland v. Mobile County, 209 U. S. 405, where the nearest 
cases on the other side are distinguished. See, further, Williams 
v. Fears, 179 U. S. 270. We are of opinion that the commerce 
clause of the Constitution is not infringed, and on the whole case, 
that the decree of the Circuit Court was right.

Decree affirmed.

A p p e n d i x  E .

R e p o r t  o n  S t a t e s  t h e  B o n d s  o f  w h ic h  a r e  n o t  n o w  L e g a l  
I n v e s t m e n t s  f o r  M a s s a c h u s e t t s  S a v in g s  B a n k s .

A l a b a m a .

Admitted to Union December 14, 1819.

Financial statement:
Assessed valuation, 1 9 2 1 .................................................. $952,602,224
Total bonded d e b t ...................................................> $11,557,000

Bonded debt: 1.21 per cent of assessed valuation.
Population, 1910 ce n s u s .................................. 2,138,093
Population, 1920 c e n s u s .................................. 2,348,174
Approximate prices: 4.30 basis.
History of debt: Repudiated railroad aid bonds. O nR  $3,468,000 unpaid. 
M oody ’s rating: Aaa.

A r i z o n a .

Admitted to Union February 14, 1912.

Financial statement:
Assessed valuation, 1 9 2 1 .................................................. $830,000,000
Total bonded d e b t .............................................................  $869,972

Bonded debt: Vio o f 1 per cent of assessed valuation.
Population, 1910 ce n su s ...........................................  204,354
Population, 1920 ce n s u s ...........................................  334,162
Approximate prices: 4.05 basis.
History of debt: Never defaulted. Debt limitation very stringent. 
M oody ’s rating: A.



A r k a n sa s .
Admitted to Union June 15, 1836.

Financial statement:
Assessed valuation, 1921 
Total bonded debt .

§612,426,084
$2,437,816

Bonded debt: .39 per cent of assessed valuation.
Population, 1910 ce n s u s .................................... 1,574,449
Population, 1920 c e n s u s ...................................  1,752,204
Approximate prices: 4.30 basis.
History of debt: Repudiated and still has defaulted debt estimated at 

$8,700,000, mostly money loaned railroads, levees, etc. Never de
faulted direct obligation bonds.

M oody’s rating: Aaa.

C o l o r a d o .

Admitted to Union March 3, 1875.
Financial statement:

Assessed valuation, 1 9 2 1 ................................................$1,578,149,399
Total bonded d e b t ......................................................................... $9,494,500

Bonded debt: .60 per cent of assessed valuation.
Population, 1910 ce n s u s ............................................  799,024
Population, 1920 ce n s u s ............................................  939,629
Approximate prices: 4.20 basis.
History of debt: Never defaulted.
M oody’s rating: Aaa.

Financial statement:
Assessed valuation, 1 9 2 1 ................................................... $409,588,938
Total bonded debt: All held in State educational funds.

Bonded debt: 0 per cent of assessed valuation.
Population, 1910 c e n s u s ............................................. 752,619
Population, 1920 c e n s u s ............................................  968,470
Approximate prices: N ot quoted.
History of debt: Has repudiated twice: (1) bond issued for banks, 

$3,900,000; (2) bond issued for railroad aid, $4,000,000; still unpaid, 
about $7,000,000.

M oody ’s rating: Aaa.

F l o r i d a .

Admitted to Union March 3, 1845.



G e o r g i a .

Ratified the Constitution January 2, 1788.
Financial statement:

Assessed valuation, 1 9 2 1 ...................................................$369,888,859
Total bonded d e b t .........................................................................$5,202,000

Bonded debt: 1.40 per cent of assessed valuation.
Population, 1910 ce n su s ...................................  2,609,121
Population, 1920 ce n su s ...................................  2,895,832
Approximate prices: 4.25 basis.
History of debt: Railroad aid bonds repudiated. Still unpaid, $12,700,000. 
M oody ’s rating: Aaa.

I d a h o .

Admitted to Union July 3, 1890.
Financial statement:

Assessed valuation, 1 9 2 1 ............................................
Total bonded d e b t ..............................................................

Bonded debt: .79 per cent of assessed valuation.
Population, 1910 ce n su s ............................................  325,594
Population, 1920 ce n su s ............................................  431,866
Approximate prices: 4.20 basis.
History of debt: Never repudiated.
M oody ’s rating: Aaa.

K a n s a s .

Admitted to Union January 29, 1911.
Financial statement:

Assessed valuation, 1 9 2 1 ................................................$3,869,137,174
Total bonded debt: None (unless soldiers’ bonus 

bonds have been issued in 1922).
Bonded debt: 0 per cent of assessed valuation.
Population, 1910 ce n s u s ...................................  1,672,545
Population, 1920 ce n su s .................................... 1,769,257
Approximate prices: 4.25 basis.
History of debt: Never repudiated.
M oody ’s rating: Aaa.

$506,099,804
$4,045,500



K e n tu c k y .
Admitted to Union June 1, 1792.

Financial statement:
Assessed valuation, 1 9 2 1 ...............................................$1,283,455,626
Total bonded d e b t ........................................................................$3,021,377

Bonded d eb t: 23 per cent of assessed valuation.
Population, 1910 ce n s u s ...................................  2,289,905
Population, 1920 c e n s u s ............................................2,416,630
Approximate prices: 4.10 basis.
History of d eb t: Never repudiated.
M oody ’s rating: Aaa.

L o u i s i a n a .

Admitted to Union April 8, 1812.
Financial statement:

Assessed valuation, 1 9 2 1 ...............................................$1,698,546,216
Total bonded d e b t ......................................................................$49,362,163

Bonded debt: 2.90 per cent of assessed valuation.
Population, 1910 c e n s u s ................................... 1,656,388
Population, 1920 c e n s u s ................................... 1,798,509
Approximate prices: 4.60 to 4.50 basis.
History of debt: Defaulted on State aid bonds issued in favor of banks; 

defaulted on State aid bonds issued in favor of railways; $6,000,000 
still unpaid, not counting interest.

M oody ’s rating: Aaa.

M a k y l a n d .

Ratified Constitution April 28, 1788.

Financial statement:
Assessed valuation, 1 9 2 1 ............................................... $1,555,226,454
Total bonded d e b t ......................................................................$32,037,881

Bonded debt: 2.06 per cent of assessed valuation.
Population, 1910 c e n s u s ...................................  1,295,346
Population, 1920 ce n s u s ...................................  1,449,661
Approximate prices: 4.00 basis.
History of d eb t: Never repudiated.
M oody ’s rating: Aaa.



M i s s i s s i p p i .

Ratified Constitution December 10, 1817.
Financial statement:

Assessed valuation, 1 9 2 1 .................................................. $765,198,345
Total bonded d e b t ......................................................................810,418,750

Eonded debt: 1.36 per cent of assessed valuation.
Population, 1910 census . . . . . 1,797,114
Population, 1920 c e n s u s ...................................  1,790,618
Approximate prices: 4.30 basis.
History of deb t: Certain repudiation on planter’s bank aid bonds and 

other bank aid bonds.
M oody ’s rating: Aaa.

M o n t a n a .

Admitted to Union February 22, 1889.
Financial statement:

Assessed valuation, 1 9 1 9 ...............................................$1,701,-390,523
Total bonded debt (November 30, 1920) . . . $1,329,900

Bonded debt: Vio of 1 per cent of assessed valuation.
Population, 1910 c e n s u s ............................................ 376,053
Population, 1920 c e n s u s ............................................ 548,889
Approximate prices: 4.25 basis.
History of d eb t: No repudiations.
M oody ’s rating: Aaa.

N e v a d a .

Admitted to Union October 31, 1864.

Financial statement:
Assessed valuation, 1 9 2 1 .................................................. $213,421,403
Total bonded d e b t .............................................................  -

Bonded debt: 0 per cent of assessed valuation.
Population, 1910 ce n s u s ................................................. 81,875
Population, 1920 ce n s u s ............................................ 77,407
Approximate prices: N ot quoted.
History of debt: No debt.
M oody ’s rating: N ot quoted.



N e w  M e x ic o .

Admitted to Union January 6, 1912.
Financial statement:

Assessed valuation, 1 9 2 1 ..................................................§363,721,981
Total bonded d e b t ........................................................................§5,089,500

Bonded debt: 1.40 per cent of assessed valuation.
Population, 1910 ce n s u s ............................................ 327,301
Population, 1920 c e n s u s ............................................ 360,350
Approximate prices: 4.35 basis.
History of deb t: N o repudiations.
M oody ’s rating: Aaa.

N obth  C a r o l in a .

Ratified Constitution November 21, 1789.
Financial statement:

Assessed valuation, 1 9 2 1 ...............................................§2,579,075,600
Total bonded d e b t ......................................................................§42,733,100

Bonded debt: 1.65 per cent of assessed valuation.
Population, 1910 ce n s u s ................................... 2,206,287
Population, 1920 c e n s u s ................................... 2,559,123
Approximate prices: 4.30 to 4.25 basis.
History of deb t: Repudiated debts, most of which were incurred before 

1844. M ostly railroad aid bonds.
M oody’s rating: Aaa.

N orth  D a k o t a .

Admitted to Union February 22, 1889.

Financial statement:
Assessed valuation, 1 9 2 1 ........................................................§1,377,915,666
Total bonded d e b t ........................................................................ §3,249,000

Bonded debt: .23 per cent of assessed valuation.
Population, 1910.c e n s u s ............................................ 577,056
Population, 1920.ce n s u s ............................................  646,872
Approximate prices: 5.00 basis.
History of debt: No repudiation. M ay issue bonds secured on real 

estate at 50 per cent of valuation.
M oody ’s rating: Aaa.



O k l a h o m a .

Admitted to Union November 16, 1907.
Financial statement:

Assessed valuation, 1921 
Total bonded debt, 1921: 

Funding bonds .
Free cash on hand .

$1,739,835,008

$3,972,900
$2,695,030

Bonded debt: 0 per cent of assessed valuation.
Population, 1910 c e n s u s ................................... 1,657,155
Population, 1920 c e n s u s ...................................  2,028,283
Approximate prices: 4.30 to 4.25 basis.
History of debt: No repudiations.
M oody ’s rating: A.

S o u t h  C a r o l i n a .

One of 13 original States.
Financial statement:

Assessed valuation, 1 9 2 1 .................................................. $448,222,786
Total bonded debt (not including past due bonds) . $5,382,308

Bonded debt: 1.20 per cent of assessed valuation.
Population, 1910 ce n s u s ............................................1,515,400
Population, 1920 ce n s u s ...................................  1,683,724
Approximate prices: 4.30 to 4.25 basis.
History of debt: Before the Civil War South Carolina had excellent 

credit. After the Civil War the State officials enlarged debt so much 
they must have been crooked. In 1869 repudiated some debts. 

M oody ’s rating: Aaa.

S o u t h  D a k o t a .

Admitted to Union February 22, 1889.
Financial statement:

Assessed valuation, 1 9 2 1 ............................................... $2,257,853,656
Total bonded d e b t ...................................................................... $53,220,000

Bonded deb t: 2.35 per cent of assessed valuation.
Population, 1910 c e n s u s ............................................ 583,888
Population, 1920 ce n s u s ............................................ 636,542
Approximate prices: 4.50 to 4.30 basis, depending on rural credits or 

direct obligations.
History of debt: No repudiations.
M oody ’s rating: Aaa.



T e n n e s s e e .

Ratified Constitution in 1796.
Financial statement:

Assessed valuation, 1 9 2 1 ...............................................$1,973,144,585
Total bonded d e b t ......................................................................$15,142,000

Bonded debt: .76 per cent of assessed valuation.
Population, 1910 ce n s u s ...................................  2,184,789
Population, 1920 c e n s u s ...................................  2,337,885
Approximate prices: 4.30 basis.
History of debt: Railroad aid bonds defaulted, but arrangements were

made to pay off certain portions of bonds repudiated. Still paying some
of these off gradually.

M oody’s rating: Aaa.

T e x a s .

Admitted to Union December 29, 1845.
Financial statement:

Assessed valuation, 1 9 2 1 ...............................................$3,370,469,672
Total bonded d e b t ........................................................................$4,002,200

Bonded debt: .11 per cent of assessed valuation.
Population, 1910 c e n s u s ..................................  3,896,542
Population, 1920 c e n s u s ..................................  4,663,228
Approximate prices: 4.30 basis.
History of d eb t: N o repudiations.
M oody ’s rating: Aaa.

U t a h .

Admitted to Union July 16, 1894.
Financial statement:

Assessed valuation, 1 9 2 1 ............................................
Total bonded debt . .....................................................

Bonded debt: 1.29 per cent of assessed valuation.
Population, 1910 c e n s u s ...........................................  373,351
Population, 1920 c e n s u s ...........................................  449,396
Approximate prices: 4.20 basis.
History of d eb t: N o repudiations.
M oody ’s rating: Aaa.

$716,937,465
$9,260,000



V i r g i n i a .

One of 13 original States.
Financial statement:

Assessed valuation, 1 9 2 1 ...............................................§1,793,058,683
Total bonded d e b t ......................................................................$22,516,415

Bonded debt: 1.25 per cent of assessed valuation.
Population, 1910 ce n s u s ............................................2,061,612
Population, 1920 c e n s u s .......................................  2,309,187
Approximate prices: 4.20 basis.
History of debt: Repudiated some debts during the Civil War.
M oody ’s rating: Aaa.

W e s t  V i r g i n i a .

Admitted to Union June 20, 1863.
Financial statement:

Assessed valuation, 1 9 2 1 ............................................... $1,489,834,833
Total bonded d e b t ......................................................................$28,500,000

Bonded debt: 1.91 per cent of assessed valuation.
Population, 1910 c e n s u s ............................................1,221,119
Population, 1920 ce n s u s .......................................  1,463,701
Approximate prices: 3.90 basis.
History of debt: When West Virginia became a State she refused to be 

responsible for her portion of Virginia’s debt. In 1919 issue was sold 
to pay Virginia.

M oody ’s rating: Aaa.

W y o m i n g .

Admitted to Union July 10, 1890.

Financial statement:
Assessed valuation, 1 9 2 1 ............................................
Total bonded d e b t .............................................................

Bonded debt: .65 per cent of assessed valuation.
Population, 1910 ce n s u s ............................................  145,965
Population, 1920 ce n s u s ............................................ 194,402
Approximate prices: 4.20 basis.
History of debt: No repudiations.
M oody ’s rating: A.

$438,150,424
$2,883,000


