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To the Honorable (he Senate, and House of Representatives, in
General Court assembled :—

The Bank Commissioners, in compliance with the provisions of
the Act of May 2, 1849, under which they were appointed,
have the honor to submit the following

REPO RT.

The sixth section of the Act referred to is as follows :

“It shall be the duty of said Commissioners to make a care-
ful examination of the general laws of this Commonwealth re-
lating to banks and banking, and of the operation of the same,
in providing a currency best adapted to the wants and interests
of the people; and within ten days from the commencement of
the next session of the General Court, to report the result of
their investigations, and whether any, and what alterations may
be made in said laws, which shall be mutually advantageous
to the banking institutions and the community.”

The Commissioners, deeply impressed with the importance of
the subject committed to their revision by the Act of the Legisla-
ture, have carefully and diligently devoted themselves since the
organization of the board, to the discharge of the duty assigned
to them.

The laws regulating banks and banking in this Commonwealth
were carefully revised by the Legislature in 1829, as a measure
preliminary to the renewal of the charters of those banks which
were then about to expire; and the various provisions of the
statutes then existing, with some important modifications, were
incorporated into two enactments on the twenty-eighth day of
February of that year, one of which was entitled, “An Act to
regulate Banks and Banking,” and the other, “ An Act restrain-
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ing Banks from taking excessive interest, and for other pur-
poses.”

In 1535, the general statutes of the Commonwealth were
revised, first by Commissioners appointed by the Governor, un-
der a resolve, passed February 4, 1832, and their Report having
been made to the Legislature, was submitted to the review of
a large joint committee, who sat during the recess, and present-
ed their Report to the Legislature at a special session, which was
commenced September 2, 1835. After a protracted examina-
tion of the Reports of the Commissioners, and of the joint com-
mittee, the Revised Statutes of the Commonwealth were passed
November 4, 1835. The thirty-sixth chapter of those Statutes
relates to Banks and Banking, and of course, had received, the
most thorough consideration of the Legislature.

Subsequent events materially affecting the banking institu-
tions of the State, and consequently deranging the currency
provided for the use of the people, led to additional acts of
legislation, which embodied the views of different minds, under
a change of circumstances, which were designed to throw
around the system of banking, all the safeguards which the in-
terests of the people seemed to require.

It will be found on examination, that scarcely a session of
the Legislature has passed since that at which the Revised
Statutes were enacted, during which, some new provision has
not been made to regulate the currency of the Commonwealth.
Still, the essential features of the system are to be found in the
thirty-sixth chapter of the Revised Statutes.

The passage of the Act of May 2, 1849, under which this
commission has been constituted, and by which the charters of
a large number of the banks in the Commonwealth were renew-
ed, has been construed by us, as an expression of opinion by
the Legislature, that the present form of providing a currency
for the people, through the instrumentality of corporations, was
intended to be the future policy of the State.

Without therefore entering into any elaborate exposition ot
the various systems of banking, which exist in this and in other
countries, with a view to frame a new mode of providing a
currency for Massachusetts, we have felt that our duties would
be best discharged, by restricting our revision to the existing
provisions of our laws, and by a careful examination of their
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operation, with the design of recommending the adoption of
such additional measures as may seem proper and necessary for
the preservation of a wholesome control over the banks, to pre-
vent infractions of the laws, and to provide, so far as legislative
action can produce such results, that the currency authorized
by law, shall be what it professes to be, in the hands of the
people.

Were it, in the judgment of the Commissioners, their province
to propose any new system of banking for the consideration of
the Legislature, the subject would not be without great embar-
rassments.

In England, the greatest commercial country of Europe,
where a bank was established more than a century and a half
ago, banking is at this time a subject of controversy among the
ablest financiers and most experienced statesmen; and confes-
sedly but little advance has been made towards reducing the
subject of currency to scientific rules and principles.

In our own country, the currency has been a subject of end-
less speculation, and we regret Co say, too often one of experi-
ment. One principle however, seems to be well settled,—that
a mixed currency, composed partly of gold and silver, and part-
ly of paper, redeemable in specie on demand, —is the most eco-
nomical, the most convenient, and the most useful of any yet
devised.

The management of such a currency is not without its diffi-
culties. Legislation cannot guard it entirely from influences
caused by the fluctuations of trade, and penal statutes skilfully
framed, have been found inadequate to prevent or punish offi-
cial mismanagement of some of our banking institutions.

A part of the difficulties in regulating the currency of this
country grow out of the nature of our institutions. Congress
alone can coin money, and fix the value of foreign coins. The
management of the national finances must at all times exert an
important influence upon the currency, and a condition of war
or peace, requiring a greater or less disbursement of money, at
various points, and perhaps in remote sections of our extensive
country, must necessarily cause fluctuations of the currency in
the several states.

The power of each of the states to create banking institutions
in some form, is now acquiesced in, or admitted to be a state
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right, which has been freely exercised; and hence the practice
has obtained, of entrusting to a very great extent, the control of
the currency to corporations, known as banks of deposit, dis-
count, and circulation.

The basis of banking institutions is not alike in the different
states, and their organizations differ also in essential partic-
ulars.

In New York, a system of free banking was adopted in 1838,
which, by the Act establishing it, and its successive modifica-
tions, is founded upon a basis of stocks of that State, and of the
United States, equal to one half the circulation of the banks;
and the security for the other half may consist of bonds and
mortgages. It would seem that the experiment there, although
attended in its earlier stages by severe trials and disastrous
losses to the community, is now regarded as the settled policy
of the State. That system however, has been sustained only
by continual resorts to the Legislature, to modify the laws
which regulate it, and it is already apprehended that a deficien-
cy will soon exist in the requisite amount of public stocks for
its basis. The system of banking on the security of public
stocks, will soon, we trust, be impracticable in all the states.

In Ohio, important amendments of the laws of that State,
regulating banks and banking, were adopted in 1845, which, so
far as the result of their operation has been made known, are
of a favorable character, showing that the banks in that State,
under the influence of the new system, are in excellent condi-
tion. It should be borne in mind however, that the capacity of
the banks of Ohio, and the strength of the system, to withstand
the trials incident to a period of great depression in the business
of the country have not been fully tested. On the contrary, the
period which has elapsed since its adoption, has been one of a
remarkable degree of prosperity for all the great interests of that
flourishing State.

The creation of various institutions and partnerships for bank-
ing purposes by so large a number of states of the Union, each
regulated by provisions of law essential!y differing from each
other, and founded upon bases also differing in important par-
ticulars, and from their nature impracticable in some states,
and easily adopted by others, presents at once to the minds of
the framers of a state law, a clear idea of the impossibility of
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regulating the currency of this country, by any course of legis-
lation, however skilful, which shall be pursued by any one of
the states alone.

In our own Commonwealth, the currency is, to a very great
extent, under the control of upwards of one hundred banks,
with an aggregate capital of $35,000,000.

The banking institutions of Massachusetts are founded on a
specie basis. The paper which they issue, is intended as a
representative and substitute for specie, in facilitating the busi-
ness of the community, and affording a convenient currency for
the people. The theory is, —that such paper is at all times
convertible into specie,—but the danger is, that in seasons of
over trading, and undue expansion by the banks, that their
duty of furnishing the currency contemplated by law, may not
be fulfilled. Our system, in its practical operation, dispenses
too much with the gold and silver. Specie funds, proper-
ly deposited, will, in well arranged institutions, supply the
want of the precious metals in the bank itself. But it is believ-
ed by the Commissioners, that the rights ofbill holders would
be more secure, and the derangement caused in the money mar-
ket, by a sudden call by the banks on each other for specie
balances, would be less injurious in effect, if the banks were
required to keep in their vaults a greater amount of specie, in
proportion to their circulation than many of the banks do keep,
as appears by their official returns. To prescribe a rule for the
regulation of the proportion of specie to circulation, or of specie
funds to immediate liabilities might be no difficult task,—but it
would be a matter of great difficulty to apply that rule strictly,
so as to prevent evasion. But in order to remedy the supposed
evils, or rather to guard against those which it is apprehended
might grow out of an undue reduction of specie, in proportion
to circulation, and as an approximation to the true rule,—it is
proposed, that every bank shall be required to keep a certain
amount of specie in its vault, bearing a fixed proportion to its
capital, and that the bank shall be prohibited from discounting,
when the required proportion of specie is reduced, and until its
restoration.

It is apprehended that our banking system is liable to abuse,
and the safety of the circulating medium endangered, by the
creation of new banks for private emolument, rather than for
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the public benefit. The currency is liable to be impaired when
bank charters are procured by money-borrowers, instead of
money-lenders. The law may be abused, and unsound institu-
tions may exist by legislative enactment, when subscribers can
pay in their portion to the capital stock of a new bank, by the
aid of the temporary loans of io-day,—to be reimbursed by a
permanent loan from the new bank itself on the morrow. A
wholesome check may be provided for this evil, which it is be-
lieved has existed, and may be found to exist hereafter, unless
averted by legislation, by providing that no stockholder of a
bank shall directly, or indirectly, be permitted to receive a loan
from such bank, for a limited period from the time when such
bank shall go into operation.

By our present law, cashiers are required to give bonds to
the satisfaction of the directors of banks, with a condition for
the faithful performance of the duties of that office. The min-
imum amount of such bonds is fixed at $20,000. The maxi-
mum originally limited to $50,000, has been left to the discretion
of directors, by the Act of April 25, 183S. It is believed that
there is some looseness of practice in the observance of the law,
requiring the bonds to be given ; and that the sufficiency of the
bond when once given and accepted, is afterwards seldom ad-
verted to, sometimes forgotten, and it is feared on examination,
will frequently be found inadequate for the purpose for which
it was requited. No good reason occurs to the minds of the
Commissioners, why the same provision of law should not be
made applicable to all other officers of banks, to whose personal
custody their funds are entrusted ; and it seems also to be a
proper requirement to be made of directors, that they shall
make an annual examination of the bonds so taken, for the
purpose of ascertaining their sufficiency, and to make a record
of the results of such examination, in their book of records.

The personal liability of the stockholders of any bank, when
its charter shall expire, for the redemption of all bills which
the bank may have issued, is secured to a certain extent, by
the thirty-first section of the thirty-sixth chapter of the Revised
Statutes. The Act of March 13, 1849. creates a similar liabil-
ity of stockholders, whenever a bank shall stop payment; and
extends it to those who transfer their shares under certain cir-
cumstances, to avoid such liability. Upon the former of these
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laws, there has been a construction given by the Supreme Ju-
dicial Court, and the mode of procedure to be pursued by bill
holders to secure their rights, has been clearly defined. The
sufficiency of the provisions of the existing laws to promote the
object for which they were designed, must be judged of by their
practical results, and the Act last mentioned, has been so re-
cently in force, as to afford no satisfactory information concern-
ing its operation. This matter of protecting the rights of bill
holders, has arrested the attention of the Commissioners, as one
eminently deserving their most careful examination. In the
event of the failure of a bank, its bills will in all probability, to

a very considerable extent, be found in the possession of those,
who are necessarily from their situation, quite unable to form
any correct estimate of the solidity of the different banks. It is
clearly among the highest duties of a government, which dele-
gates to corporations the privilege of furnishing a currency for
the people, while it grants to stockholders all the fair advan-
tages of banking, for which the Slate receives a large revenue
by taxation, to take every reasonable precaution to impress
upon that currency the character of soundness and stability.
But upon this matter, we have felt that it would be discreet to
avail ourselves of opportunities of more mature deliberation,
during the progress of the proposed examination of the banks,
before submitting any new or specific provision of law to the
consideration of the Legislature.

It is obvious however, that in order fully to enable a creditor
of any bank which has stopped payment, to pursue his remedy
against its stockholders, that he should have the right which
does not now exist, to know who those stockholders are, a
right indispensable to facilitate the convenient prosecution of
the remedy which it is the design of the Legislature to afford to
him.

By the thirty-fifth section of the thirty-sixth chapter of the
Revised Statutes, banks are required to make loans to the Com-
monwealth, not exceeding five per cent, of their capital stock,
at any one time, at a rate of interest not exceeding five per cent,

per annum. While we deem it expedient that the State should
retain this power to compel loans in pmblic exigencies to the
State, we do not regard it as just or equitable, that the rate of
interest upon such loans, should be put at a lower rate than

2
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that prescribed by law for individuals. It would be in seasons
of scarcity of money, that the power of the State to resort to
these compulsory loans, would be exercised, and when money
would be worth in the market, more than the State proposes to
pay for it. The tendency of the present law is to operate in-
equitably upon the interests of the banks.

The attention of the Commissioners has been given to a con-
sideration of the provisions of the present laws, requiring annu-
al returns by the banks of their condition, agreeably to certain
prescribed forms, and at a time designated by the Governor of
the Commonwealth. The laws in relation to returns, are re-
garded by us as exceedingly defective. Practically, the infor-
mation contained in them is of slight value to the community,
or to the government. They are not published until several
weeks have elapsed after they are made, and they exhibit the
past and not the existing condition of the banks. Besides, the
nature of the returns is such, that it requires but a slight exer-
cise of ingenuity so to prepare for them, and so to construct
them, as to frustrate their true design. Returns from the
banks, to be practically useful, should be made more frequent-
ly, and their contents should be made known to the whole com-
munity. From their frequency and character, they should be
such as to keep the banks in constant check, against infractions
of the laws regulating banking, and at the same time, to give
to the trader and the merchant, true and fresh information con-
cerning the condition of institutions which exercise so impor-
tant a control over the money market. This may be accom-
plished by an entire publicity as to the amount of their resources
and liabilities, as they fluctuate from time to time. Public
opinion will then come in aid of the law, to exert a salutary
influence over a class of corporations whose functions are so
intimately connected with the great agricultural, mechanical,
manufacturing, and commercial interests of the people. It is
therefore, proposed, that monthly returns shall he made by
the banks, exhibiting their condition at the date of the several
returns, embracing substantially the account of their resources
and liabilities, which they are now required to make annually,
with the addition of a single particular, in relation to the amount
of their loan. It is also proposed that the banks should make an
.annual return, embracing particulars similar to those contained
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in the monthly returns, and in addition thereto, such other facts
and statements touching the operations of the bank during the
year, as shall exhibit to the Legislature, so far as practicable,
evidence of their conformity to the laws of the State, and give
some indication of the propriety and expediency of further legis-
lative action. This arrangement, it is supposed may be mutu-
ally advantageous to the banking institutions and to the State.
It is proposed that the aggregate of the monthly returns should
be published officially, as soon as practicable after they are
made, for public information ; and that the annual returns
should be published in detail, for the use of the Legislature and
the banks.

We have thus expressed our views upon those parts of our
laws in relation to banks and banking, which were deemed of
primary importance, or as deserving the immediate considera-
tion of the Legislature. At the same time, we feel it to be our
duty to remark, that owing to circumstances connected with
the organization of this board which were beyond our control,
it has not been practicable for us, without the opportunity to
examine the actual condition and operations of the banks, agree-
ably to the seventh section of the Act, under which we were
appointed, to arrive at satisfactory and definite conclusions
upon the expediency of proposing other amendments of our
laws, which should only be done after the most mature delibe-
ration.

Among the topics which are entitled to further examination,
are the following : the extent to which banks deal in exchange,
—and whether the rate has been excessive or otherwise,—how
far depending upon a conventional standard, and how affected
by the nature of the security, the place where payable, the time
when due, and the general state of the money market; the pro-
priety of permitting any number of the stockholders in a bank,
at the expiration of its charter, to retire from the co-partnership,
and receive their equitable share of the property of the bank ;
the important questions connected with the law against usury,
and its bearing upon the duties and interests of banking institu-
tions; the expediency of providing that a certain number, or
proportion of each board of directors of a bank, shall become
periodically ineligible ; the expediency of restricting any bank
in the exercise of the right to charge interest on the balances
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due to it from any other bank, with a view to ensure a prompt
settlement of such balances by the debtor bank,—and the rem-
edy of bill holders and other creditors of a bank against its
stockholders, which has been already mentioned; all these top-
ics, and perhaps others, merit a more thorough investigation
than we have been able to bestow upon them.

If it shall be deemed by the Legislature, that these points or
any others, shall be suitable subjects for future consideration
by the Commissioners, in connection with the proposed exami-
nation of the banks, it will afford us pleasure to obey its wish-
es ; but we have felt it to be our duty, without professing to
have exhausted the subjects connected with banking and the
currency, to report specifically upon certain matters mentioned
in this report, and in accordance with the views herein pre-
sented.

Should it be the pleasure of the Legislature to defer action
until another session, upon any of the propositions herein sub-
mitted, it is most respectfully suggested that if the matter of
Bank Returns should be excepted from such postponement, the
public interest might be promoted. For if a law should be
passed at an early date, to require the returns as proposed, it
would very much facilitate the discharge of our remaining du-
ties in the examination of the banks, and furnish facts which
would illustrate to a considerable extent the actual operation of
the system, and the practices of the banks under it, with much
other desirable, if not necessary information, previously to a
thorough revision of the whole system.

In conformity to the views which are herein presented, it is
respectfully recommended that the Legislature pass a law,

To require every bank to keep in its vault, at all times, an
amount of specie equal to six per cent, of the amount of its cap-
ita! stock, and, whenever the proportion of specie to its capital
shall be reduced below six per cent., such bank shall be prohib-
ited from loaning or discounting, until the amount of specie
aforesaid shall be restored.

Whenever a new bank shall be incorporated, no loan or dis-
count of any description shall be made to any holder of stock
in the same, either directly or indirectly, until after the expira-
tion of six months from the time when such bank shall go into
operation, nor shall any such holder of stock, during the time
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aforesaid, become liable to said bank as principal, surety, or
endorser upon any note, check, draft, or other security.

The cashiers, and all other officers of banks under them, be-
fore they enter upon the duties of their respective offices, and
from time to time afterwards, as they shall be required by the
directors, shall give bond or bonds, with two or more sureties,
to the satisfaction of the directors, with condition for the faith-
ful performance of the duties of their respective offices; which
bond or bonds, shall be examined annually by the directors, at
a regular meeting of the board, for the purpose of ascertaining
the sufficiency of the same, and they shall make a record of the
result of such examination annually in their book of records.

It shall be the duty of the directors of every bank to cause
a record to be kept of the list of stockholders therein, with the
number of shares held by each respectively, in a book kept for
the purpose, in which shall be noted the date when any person
became, or ceased to be a holder of stock in such bank, and,
whenever a bank shall stop payment, any holder of a bill or
bills issued by said bank, or any other creditor of the same,
shall have a right to examine the list of stockholders contain-
ed in said record, and to make a copy of the same for his own
use, and any officer of such bank, or any person having the
custody of such record, who shall refuse to exhibit the same to
any holder of a bill or bills, or other creditor of said bank, shall
be liable to a penalty of dollars.

To repeal so much of the thirty-fifth section of the thirty-sixth
chapter of the Revised Statutes, as requires each bank to loan
money to the Commonwealth, at a rate not exceeding five per
cent., and to fix the rate of interest upon any such loan at a
rate not exceeding six per cent.

To repeal the sixty-fifth section of the thirty-sixth chapter of
the Revised Statutes, relating to bank returns, and to substitute
the following provisions :

The Cashier of each bank shall make a return of the state of
such bank, as it existed at two o’clock in the afternoon of the
first Saturday in each month, and shall transmit the same as
soon as may be, not exceeding days thereafter, to the
Secretary of the Commonwealth, which return shall specify the
amount due from the bank, designating, in distinct columns,
the several particulars included therein, and shall also specify
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the resources of the bank, designating, in distinct columns, the
several particulars included therein ; and the said return shall
be in substance as follows :

State of bank, on the first Saturday of
2 o’clock, P. M.

DUE FROM THE BANK.

Capital stock paid in, -

Bills in circulation of five dollars and upwards,
Bills in circulation less than five dollars,
Net profits on hand, -

Balances due to other banks, -

Cash deposited, including all sums whatsoever
due from the banks, not bearing interest, its
bills in circulation, profits and balances due to
other banks excepted, -

Cash deposited bearing interest, -

Total amount due from the banks, -

RESOURCES OF THE BANK.

Gold, silver, and other coined metals in their
banking houses, ------

Real estate, -------
Bills of other banks incorporated in this State, -

Bills of other banks incorporated elsewhere,
Balances due from other banks, -

Amount ofall debts due, including notes, bills of
exchange, and all stocks and funded debts of
every description, excepting the balances due
from other banks, - - - - -

Total amount of the resources of the bank,
The greatest amount of all debts due at any one

time during the month, including notes, bills of
exchange, and all stocks and funded debts of
every description, excepting the balances due
from other banks, - - - - -

Which return shall be signed by the cashier of such bank,
who shall make oath before some justice of the peace, to the
truth of said return, according to his best knowledge and belief;
and a majority of the directors of each bank shall certify and
make oath, that the books of the bank indicate the state of facts
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so returned by the cashier, and that they have full confidence
in the truth of said return.

The Secretary of the Commonwealth shall, as soon as may
be, after the receipt of said returns, and within ten days, pub-
lish, in two of the newspapers printed in the city of Boston, a
true abstract from the returns aforesaid, showing in the aggre-
gate the condition of the banks in the Commonwealth, which
abstract shall be arranged under the several heads prescribed
as aforesaid for the original returns.

In the month of December in each year, the cashier of each
bank shall make a return of the state of such bank, as it existed
at two o’clock in the afternoon of the first Saturday in said
month ; and he shall transmit the same as soon as may be, not
exceeding ten days thereafter, to the Secretary of the Common-
wealth, which return shall specify the amount due from the
bank, designating, in distinct columns, the several particulars
included therein, and shall also specify the resources of the
bank, designating, in distinct columns, the several particulars
included therein, and the said return shall contain other partic-
ulars respecting the operations of the bank during the year, and
said return shall be in substance as follows ;

DUE FROM THE BANK.

Capital stock paid in,
Bills in circulation of five dollars and upwards,
Bills in circulation less than five dollars, -

Net profits on hand, -

Balances due to other banks, -
- -

-

Cash deposited, including all sums whatsoever
due from the banks, not bearing interest, its
bills in circulation, profits, and balances due
to other banks excepted, -

Cash deposited bearing interest, -

Total amount due from the bank, -

RESOURCES OF THE BANK.

Gold, silver, and other coined metals in their
banking house, ------

Real estate,
Bills of other banks incorporated in this State, -
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Bills of other banks incorporated elsewhere,
Balances due from other banks, -

Amount of all debts due, including notes, bills of
exchange, and all stocks and funded debts of
every description, excepting the balances due
from other banks, .....

Total amount of the resources of the bank,
Rate, amount, and date of dividends, since the

last annual returns, -

Amount of reserved profits at the time of declar-
ing the last dividend,

Amount of debts due to each bank, secured by
pledge of its stock,

Amount of debts due and unpaid, and considered
doubtful, -------

Amount of re-discounts obtained by the bank
since the last annual return, -

- -

Amount received as exchange since the last an-
nual return, on bills of exchange, drafts and
notes payable at any other place than where
such bank is established, - - - -

The average amount of debts due and liabilities
to the bank, in each month during the year,
from its directors,'—and the greatest amount
of debts due and liabilities to the bank, in
each of said months from said directors,

The average amount of debts due and liabilities
to the bank, in each month during the year,
from its stockholders other than directors, and
the greatest amount of debts due and liabili-
ties to the bank, in each month from said
stockholders other than directors, - - -

The greatest amount of all debts due at anyone
time during the year, including notes, bills of
exchange, and all stocks and funded debts of
every description, excepting the balances due
from other banks, -

Which return shall be signed by the cashier of such bank,
who shall make oath before some justice of the peace to the
truth of said return, according to his best knowledge and belief;
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and a majority of the directors of each bank shall certify and
make oath, that the books of the bank indicate the state of facts
so returned by the cashier, and that they have full confidence
in the truth of said return.

To repeal the 66th, 67th, and 68th sections of the thirty-sixth
chapter of the Revised Statutes, and to substitute the following:

Every bank neglecting to comply with the provision of thes
preceding sections, relating to monthly and annual returns,
shall forfeit to the use of the Commonwealth, to be recovered
by the Treasurer thereof, one hundred dollars for each and ev-
ery day’s neglect.

The Secretary of the Commonwealth shall furnish printed
copies of the forms of the returns herein required, to the cashier
of every bank in the Commonwealth.

The Secretary of the Commonwealth, after he shall have re-
ceived the annual returns from the several banks as aforesaid,
shall as soon as may be, cause to be prepared and printed, a
true abstract from those returns with each column of such ab-
stract added up, and he shall transmit by mail one copy thereof
to the cashier of each bank in this State, and shall submit the
same to the Legislature at the next session thereof.

All which is respectfully submitted.

SOLOMON LINCOLN,
JOSEPH S. CABOT,
GEO. S. BOUTWELL.

Boston , Jan. 10, 1850.
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