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The Committee on the Usury Laws, to whom was committed
so much of the Governor’s Message as relates to the Usury
Laws, have considered the same, and

REPORT:
That the subject of the usury laws is one of great importance,

deeply affecting the commercial and manufacturing interests of
the Commonwealth. The attention of former legislatures has
frequently been called to it, but as yet no changes have been made
in the law regulating the rate of interest established two hundred
years ago. Your Committee are of the opinion that the time
has come for a more careful consideration of this subject, and
His Excellency the Governor in calling the attention of the legis-
lature to it, does but second the earnest wishes of amajority of
the most intelligent business men in all parts of the State.

Whenever a law on our statute books is generally disregarded,
the time has come to inquire whether it ought not to be modi-
fied or repealed. So long as it is suffered to remain and be
violated, it seriously weakens the force ofall laws. If on inves-
tigation it is found that a law is good in itself, and that it would
be beneficial in its influence if obeyed, then it would seem to
be the duty of government to make its provisions more stringent,
and provide in some way for its faithful execution. On the
other hand, if changes in the circumstances and habits of the
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people have rendered the law a practical nullity, working wrong
to the individuals it was designed to protect; it should certainly
be amended or stricken from the statute book. Such to some
extent your Committee believe is the practical operation ol the
law fixing the legal rate of interest in all cases at six per cent,

per annum.
No law of the Commonwealth is perhaps more frequently

violated, not only by private individuals, but by the incorpo-
rated institutions of the State. The law was designed to protect
the borrower of money from exorbitant rates of interest, to
keep the value of money at a certain and uniform rate. Yet in
the present state of things it actually enhances the value of
money by throwing obstacles in the way of negotiations, and
rendering it necessary for the borrower in many cases to resort
to indirect and expensive modes, and the employment of
unnecessary intermediate agents, to obtain the use of capital.
The law fixes the rate of interest not to exceed six per cent, per
annum, and if more is taken, the person receiving it forfeits
three times the amount unlawfully received, with cost of prose-
cution, and in case of banks a fine of five hundred dollars for
each offence. Prudent men and banks in which much of the
capital of the Commonwealth available to borrowers is invested,
hesitate to incur these liabilities, yet both banks and individuals
desire to obtain the real and current value of money, and in
order to do it, are obliged to resort to various contrivances and
indiscretions to evade the law. And so it will be while the law
prohibits the negotiation of business paper at over six per cent.

The value of money or its use in mercantile communities is
constantly varying, like all other commodities ; like them it
obeys the law of supply and demand. It has its market value,
and if no legal restrictions were imposed upon it that value
would be as well understood as the price of corn or cotton.
But as things now are, the rate of interest in our money market
is a clandestine matter that the borrower must ascertain by his
own investigation, instead of from the price current. He is
asked from 12 to 24 per cent., as the case may be, and he has
no means of knowing whether the price indicates the value of
money, or the credit of his paper. One thing is certain, the
law cannot regulate the value of money, and it only interposes
an obstacle to its free circulation at its market price.
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The banks of the Commonwealth are prohibited from taking
more than 6 per cent., and yet they frequently divide 8 per
cent, to their stockholders, pay 1 per cent, to the State, carry
on their operations at an expense of 1 or 1|- per cent., and lay
by large sums as a contingent fund—making in all 10 or 12
per cent, gross income on their capital.

This they accomplish in part by charging large exchange on
paper on which there really is no exchange or much less than
the amount charged, and by requiring their customers to have
large amounts deposited on which the bank gets the interest.
These facts are referred to in the able report of the bank com-
missioners, and are well known to all business men. This
indirect way of obtaining what may indeed be the true value
of money, operates unfavorably to the borrower.

In the first place he may not have paper on which the banks
on any reasonable pretext can take exchange. The customer
may live in Boston, and his discountable paper may be payable
there. What can he do ? He must get up some fictitious or
artificial paper payable in New York or some other place, and
then the bank can get the value of their money by way of ex-
change, and appear not to violate the letter of the law. But if
the borrower can create no such paper, he has no alternative
but to go into the street and sell his paper at the best rate he
can get for it. Other borrowers have only paper payable at
distant places, and are of course, other things being equal, the
favorites of the banks.

Their paper will always pay a profit, and on that account takes
precedence at the discount board ; they get their money. True
they pay for it, but at a much less rate than the man who is
forced into the street for money, subject to the tender mercies
of brokers and note-shavers. As a matter of justice, all cus-
tomers of equal credit ought to stand on a level as to accommo-
dation at the bank, and they would do so if the banks were
allowed to discount all paper at its current value. As it now
is, the best bank officers do not hesitate to avow that they give
a preference to paper payable at distant places, on which they
can charge an exchange.

Banks want regular customers for their money, and to obtain
them must secure the confidence of those with whom they deal,
and as a matter of policy would not take exorbitant interest, as
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is often the case with those whose vocation it is to profit by the
necessities of their fellow-men. An open market for money
would tend to create a competition between the banks and
private lenders. Another mode adopted to obtain the value of
money is to require customers to leave large sums of money
on deposit in the bank.

The line of discount depends upon the amount of the cus-
tomer’s deposit, on which the bank is actually receiving interest.
A customer wants ten thousand dollars ; he gets fifteen thou-
sand dollars discounted, and leaves five thousand on deposit in
the bank, on which he has paid the interest. This will give the
bank nine per cent, on the actual loan. This in many cases is
a great hardship to the borrower. He wants the use of all his
money. He has no capital to spare, and would much prefer
to pay nine per cent, directly for the money he wants than to
lock up so considerable a portion of his capital in the bank.

This policy is thought to be of doubtful expediency to the
banks. It obviously increases their immediate liabilities, and
in times of panic throws doubt on their ability to meet the
demands that may come upon them.

Of the twenty-eight millions of deposits, as reported in the
last bank abstracts, at least one-third or one-half is believed
to be of this character.

Another important fact should be noticed. The legal rate of
interest in New York is seven per cent. As an inevitable con-
sequence, our money market is resorted to by borrowers from
that State whenever money is worth their legal rate. The effect
is not only the transfer of millions of money to New York for
permanent investment, but exposes our own citizens to unjust
and injurious competition in their own market.

These considerations are sufficient in the minds of your
Committee, to justify the repeal or modification of our usury
laws, so far as they relate to commercial paper.

In calling the attention of the legislature to this subject, His
Excellency refers to the fact, that the English government, after
a struggle of twenty years, did, in 1839, so far change their
usury laws as to suspend its operation on all paper not having
more than twelve months to run; and so favorably did the
repeal operate, that all usury laws were finally repealed in 1854,
and money is now treated in the most enlightened commercial
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country of the world strictly as a commodity, the price of which
fluctuates with the demand and supply. This has been found
exceedingly beneficial to the British people. All are satisfied
with the change. It facilitates and simplifies money transac-

tions, and throws the market open to competition, and has had
no influence to increase the cost of money to the borrower, but
decidedly to diminish it. The bank advertises its rate of inter-
est. If above its real value, discounts will be made with private
bankers, and the bank must reduce its rates or lose its custom-
ers, and the same will be true of private banks, if their rates
are above the rates of the bank. The result is a competition
that keeps money at its lowest rates, and enables the borrower
at all times to know the true state of the money market.

The great business of this Commonwealth is manufacturing,
and it is with England, above all other, that we are brought in
competition. It is, therefore, of immense importance that our
business men have every facility which can be afforded in the
use of capital, and that they be able to get it at all times at
the lowest rate. This they cannot do under our present laws,
and the object of the proposed change is to reduce the price
paid for money by our business men, and not to increase its
value to the lender, as may be supposed by those not acquainted
with the operation of our present system.

No change is proposed in our usury law so far as the common
transactions of business are concerned. No existing contracts
are to be effected. All loans on mortgages and notes on
demand, or for a greater time than six months, are to remain
subject to the law as it now exists. The present legal rate of
interest is high enough ; all that any man in ordinary business
can or ought to pay on permanent investments and on notes on
demand. But to meet the wants of our business men, to enable
the banks to compete with private money lenders, and thereby
protect the borrower from extortionary rates of interest in time
of scarcity or panic, it is proposed to exempt all business paper
not having more than six months to run, from the operation of
our present usury laws.

For this purpose your Committee report the following Act.

In behalf of the Committee,

FREEMAN WALKER, Chairman.
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AN ACT
To exempt certain Promissory Notes, Drafts, and Bills

of Exchange from the operation of the Laws respecting
Unlawful Interest.

Be it enacted hy the Senate and House of Representa-
tives, in General Court assembled , and hy the authority of
the same, as follows :—

1 All promissory notes, drafts, and bills of exchange
2 hereafter made, payable not more than six months
8 after the date thereof, and all other notes, drafts, or
4 bills of exchange which shall be negotiated or dis-
-5 counted, or transferred when not having more than
6 six months to run, shall be exempted from the ope-
-7 ration of any and all laws of this Commonwealth
8 relating to unlawful interest; and no individual part-
-9 nership or corporation discounting or receiving the

10 same, shall be subject to any penalty, suit or forfeiture
11 by reason of having taken, received or bargained for
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12 a greater rate of interest or discount npon any such
13 note, draft or bill, than six per cent, a year: pro-
-14 vided, that this act shall not apply to any note, draft,
15 or bill of exchange which is secured by mortgage,
16 pledge or lien of real or personal estate, other than a

17 pledge of public or corporate stocks, contracts, or

18 negotiable paper.




