
HOUSE... No. 18.

House of Representatives, January 17,1867.

The Committee on the Judiciary, who were directed by an
Order of the House of January 14th, to “inquire into the
expediency of repealing the laws relating to usury, leaving
the rates of interest to be paid for the use of money to be
governed by the laws of supply and demand,” have con-
sidered the subject and

That they cannot recommend an entire repeal of the usury-
laws. No State of the United States has, wc believe, loft the
rate of interest to be regulated by contract alone. Some rate
is fixed by the laws of every State.

The subject of the rate of interest has occupied the attention
of the public largely in former years; but, since the increased
taxation, caused by the war expenses of the State during the
rebellion, and the levy of an income tax by the United States,
the injustice of an existing rate of interest is more deeply felt.

A common impression has been, that an increase of the rate
of interest would operate severely upon borrowers of money on
mortgage. But our professional experience, and, we believe,
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the business experience of all business men now is, that no
loans upon mortgage are made. The whole course of business,
aided by legislation, has strongly tended to divert investments
into other and more profitable channels.

A mortgage at the legal rate yields sixty dollars upon the
thousand per year.

If the owner of the mortgage is in receipt of an income
beyond five thousand dollars, he must pay ten per cent, of this
to the United States, and six dollars must be deducted from
his sixty,—leaving him fifty-four dollars only.

On examination of Public Document No. 37, being the
aggregates of polls, property, taxes, Ac., heretofore referred by
the House to this Committee, we find that the average taxation
in the whole Commonwealth for the year 1866 was §14.83
upon the thousand dollars. In 1865 the average tax in the
State was §17.56 per thousand ; it 1864, it was $16.66| per
thousand.

It will therefore be seen that from the fifty-four dollars
remaining of an income of the thousand dollars before men-
tioned, we must deduct on the average for the present year
§14.83, and the net income of the thousand dollars is reduced
from §54 to §39.17, and thus the holder of the mortgage would
realize a little less than four per cent.

The net income in 1865 would be, . . §36 44
in 1864 would be, . . .87 33^-

Now it is evident that no person will loan money on mort-
gage, when the consequences are such as must follow from this
state of things.

But there are individual instances which furnish stronger
cases of hardship than this. In the town of AVendell for the
present year, the taxes assessed were §4 upon the hundred.
Net income of a loan on mortgage made by a resident of that
town, §l4 per §l,OOO.
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Other Examples.

Net Income on
Tax per $lOO. I Mortgage per

| $l,OOO.
TOWNS.

Adams, I ' |2 30 §3l 00
Abington, 7
Fall River. ...... X 75 36 50
New Bedford, ...... X 55 38 50
Mansfield, 2 17 32 80
Worcester, 7 | 160 88 00
launton, j
Chelsea, 7
Georgetown, . ... . . 200 34-00
Medway, )

Gloucester, 1 50 39 00

favfh|U ' £ 1 98 34 20Pembroke, 7Lynn, 1 05 37 50
Marblehead, . . . . . . . I 1 83 35 70
Newburyport, ....... 1 2 15 32 50
Rockport, 7 1 82 35 80
L. Bridgewater, I
West Newbury, 2 10 33 00
Buckland, 7
Charlemont, 2 25 31 50
Erving, )

Fitchburg, 7
Springfield, >- 1 80 36 00
Wareham, )

Malden, 1 78 36 20
Roxbury, ....... 1 60 38 00
Stoughton, ....... 170 37 00
Bridgewater, ....... 2 16 32 40
Plymouth, ....... 1 92 34 80
Templeton, ....... 198 34 20
Boston, 1 30 41 00

These are but examples taken from the document somewhat
at random, and they show how small the returns are which can
be derived from mortgage investments in this State.

It is not surprising, then, that experience is quite uniform that
loans on mortgage cannot now be negotiated.

Better investments can be made: Firsl-~ in the stocks of
the United States. The six per cent, bonds are free from taxa-
tion. Even the ten-forty 5 per cents, yield a larger net
income.

The seven-thirties are not taxable and bring a higher rate
interest.
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Second—Mortgages or other loans in New York and other
States where the rate of interest is higher than ours. Every
week large amounts of money are sent to the city of New York
for investment in mortgages at seven per cent. Large amounts
are constantly sent to Chicago and other Western cities, for
investment in mortgages at from 8 to 10 per cent.

Third-~lnvestments in the stocks of corporation of this
Commonwealth.

The change introduced by the tax laws, passed in 1861 and
1865, requiring corporations to pay the taxes on their stocks,,
has changed to a great degree the character of investments.

Before the passage of those laws, each stockholder paid taxes
upon the stocks owned by him, and the corporation itself was
free of tax, except upon its real estate and machinery, which
were taxable in the place where the same were situated.

Now the corporation pays all the taxes and they are reckoned
and charged as a part of the expenses.

But it has been observed by careful investors of money, that
the dividends have not thereby been in any degree reduced.
The Western and Worcester Railroads, for example, which never
paid but ten per cent, dividends, now pay the same dividends,
and the taxes which were formerly paid by the stockholder
himself. The owner of these stocks now sees that he is in fact
getting a dividend of about eleven and one-half per cent., or
taking the average of the taxation of the present year through-
out the Commonwealth, 1.483 per cent, more than he would
receive net if he paid his own taxes. Hence railroad stocks,
which formerly paid, and now pay, only a dividend of six dol-
lars per share, are,funder the operation of the present system of
taxation, a little better investment than a mortgage 7 3-10 per
cent.

Every temptation is’therefore offered by the existing laws to
invest in the stocks of corporations, and mortgages are neglected
and will be while this state of things continues.

We are, therefore, clearly of opinion that while the present
rate of interest continues, the people cannot expect to obtain
money upon mortgages at the legal rate. Some of the moneyed
institutions it is said, purchase mortgages at a rate giving them
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more than six per cent; but this is done indirectly, for the
purpose of evading the law.

Aside from these considerations there are others affecting the
mercantile community, which are of great importance. So
long as.a higher rate of interest exists in New York than that
fixed by law here, the tendency of trade is away from this
Commonwealth and towards New York. To a large class of
mercantile houses the difference of one per cent, interest on
their accounts is a saving of their entire store expenses. All
business firms having branch houses in New York, keep their
accounts there, as well as their moneys, because they can there
charge the higher rate of interest. The tendency of the higher
rate of interest is to attract capital. The testimony of the
great majority of business men is in favor of an increase of
the rate of interest. .So long as the present rates of taxation,
both State and national, continue, capitalists will not loan
money at the rate now fixed by law. Money can hardly be
invested in the stock of any of our corporations from which a
larger average income than seven per cent, will not be realized.
Millions of dollars of the money of Massachusetts are now
invested in New York, Chicago, or St. Louis, upon mortgage.
Trust funds to a large extent are thus loaned. Millions of
dollars, too, of money which ought to be employed here, are
now employed in developing the resources of the West, in
mining, in railroads, and other enterprises of every class. The
prosperity of every laborer is increased by the extension of the
manufacturing and mechanic arts within the State. To the
artisan or mechanic is thereby presented a greater competition
and higher rewards for his labor, and to the agriculturist is
afforded a better market for every product of his farm.

We believe that among the chief means to promote the pros-
perity of the Commonwealth, will be found the equalization of
the rate of interest here with that of the great metropolis of the
country, New York.

The Committee are therefore unanimously of opinion that
while in deference to long existing prejudices it may be wise to
continue the fogal rate of interest, in the absence of special
contract at 6 per cent., parties ought to be allowed to contract
for payment of interest at the rate of 7 per cent. By so doing,
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we believe, large sums will be saved to the industry of the Com-
monwealth for farther developing its resources, and relief will
be afforded to a large class of borrowers who in vain seek for
loans under existing laws.

They recommend the passage of the accompanying Bill.

For the Committee,

H. JEWELL, Chairman.
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In the Year One Thousand Eight Hundred and Sixty-
Seven.

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 In the absence of any special agreement, the inter-
-2 est of money shall continue to be at the rate of six
3 dollars and no more upon one hundred dollars for a
4 year. But it shall be lawful for parties to contract
5 for payment of interest at a rate not exceeding seven
6 dollars on one hundred dollars for a year, and at the
7 same rate for a greater or less sum, and for a longer
8 or shorter time.

(ttommomumltl) of ittassacljusctts.

AN ACT
Concerning the Rate of Interest.




