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2[l)c (dommontocaitl) of iHasBachiisetta,

REPORT.

Office of the Supeevisor of Loan Agencies,
6 Park Street, Boston.

To the General Court of Massachusetts.

In accordance with the requirements of section 1, chapter

727, Acts of 1911, I have the honor to submit this, my third

report.

The Office as a Tax Earner.

This office has received and paid over to the treasury from

its opening up to tlie close of the fiscal year, Nov. 30, 1913,

$31,300. For the same period the total expense of the office

is $17,119.30, yielding to the Commonwealth to be applied to

its other expenses a balance of $14,180.70.

The treasury has received $14,180.70 more than it has been

called upon to pay out for the expense of maintaining the

office of Supervisor of Loan Agencies.

When mention is made of the increased burden placed upon

the taxpayers of the Commonwealth by reason of the creation

of new commissions and boards, the office of Supervisor of

Loan Agencies should not be included among them by any

one who has a knowledge of the record of the office.

Each year the office has lived within its appropriation and

earned more than its appropriation; this year the appropria-

tion was $10,000; it collected and paid in to the treasury for

license fees, $14,200; its expense for this year was $9,745.50.

The supervisor was given an increase of salary, but the office

expenses were kept within the appropriation.

Offices under Supervision.

The following offices are chartered by special acts of the

Legislature, placed under the supervision of this office, but are

exempt from paying a license fee : Collateral Loan Company
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of Boston, Workingmen's Loan Association of Boston, Worces-

ter Collateral Loan Association and Chattel Loan Company of

Boston.

Eleven places surrendered their licenses during the year, or

at the end of the year, finding the business unprofitable under

the rates established.

Ninety-seven licenses were recorded as issued at the date of

the last report.

One hundred and twenty-four places will be engaged in the

business of making small loans for the coming year,^ and have

paid the license fee for the year ending Sept. 30, 1914. The

list appears at the end of this report.

This is a net increase of six licenses over the number reported

for the license year ending Sept. 30, 1913, and forty-three

places over the number reported for the license year ending

Sept. 30, 1912.

The increase in number is largely due to the amendments to

the act of 1911 which w^ere made in 1912, and especially to

the amendments of 1913. Places that were doing business

w'ithout a license, by availing themselves of certain projects

for evading the law, either changed their opinions on reading

the law with its amendments of 1913, or did so during the

campaign of prosecution by this office which commenced when

the amendments of 1913 went into effect and which made six-

teen cases before the court and sixteen convictions. The law

is now regarded as more drastic than that of any other State.

The progress made in other States is reported under the head-

ing of "Legislation in Other States."

Capital represented.

At the end of tlic license year the returns of one hundred

and seven places under su])er\isi()n wctc used in \\\v tabnlations

pul)lish(>(l in this report.

I'^ourtccn odiccs loan only on security, a gain of fonr over

tlic ininibcr r(])oiic(l hist year, l^'orty-eight offices make loans

(itli(T with or without security, a ,i:;ain of nineteen (hiring the

year. l''orty-fi\-e ofliees make loans \vitlionl seenrity, a gain

of fonrteen dnring the year.

> Nov. 30, Doo. 18, 1013, 3 lioonsos woro Brantod, making ono hundred and twonty-ae\-on in

force.
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Eleven places surrendered a license at different dates during

the year. Including the returns made by them on weekly and

monthly sheets gives the following figures, which are not the

same as those based on tabulations from complete returns of

one hundred and seven places:—
Total amount of capital invested, $3,095,350 80

Total amount of loans outstanding, . . . . . 2,685,904 00

Loans outstanding averaged to each office, . . . 24,197 00

Amount of money involved in loans under supervision and

made during the year, 7,041,059 00

Number of loans made during the year, .... 301,203

Average amount reported and tabulated each week, . . $135,405 00

. Average number of loans reported and tabulated each

week, . 5,792

Review op the Work of the Office since its

Establishment.

This office came into existence on the recommendations con-

tained in a report made by the committee on banks and bank-

ing after it had held a number of public hearings and other-

wise investigated the whole subject. This report is herein

reprinted because in the opinion of the Supervisor it should

come under the view of those who are interested in the sub-

ject not only in this State but in many others. The office has

many requests for information. Other States adopted the

Massachusetts system in part last year, and some States had

it under consideration and deferred action. The time of the

office in general correspondence will be saved by the publica-

tion in this report of the records, observations, opinions, experi-

ence and conclusions, which follow: —

House No. 2084.

The Commonwealth of Massachusetts,

House of Representatives, June 29, 1911.

The committee on banks and banking, proceeding under the following,

joint order dated April 11, entered upon its duties early in May: —
Ordered, That the committee on banks and banking be authorized to investi-

gate the operation of chapter 102 of the Revised Laws, regulating the business of
making loans by persons, firms or corporations engaged in the business of loaning
money upon mortgages or personal property, collateral securities or assignment
of wages, or engaged in the business of making small loans without security; and
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for such purpose said committee shall have authority to summon and compel the

attendance of witnesses, with books, papers and records of such business, and to

administer oaths in accordance with the pro\-isions of chapter 175 of the Revised

Laws. Said committee shall have authority to employ a stenographer, and shall

report to the General Court, with their recommendations, on or before the first

day of June in the current year.

Public hearings were held in Room 439, State House, as follows: May

8, May 11, IMay 16, May 18, IMay 22, June 5, June 6 and Jime 8. A
stenographer was sent to New York to attend the conference on the loan

shark evil iSIay 18, under the joint auspices of the ^Merchants Association

of New York and the Russell Sage Foundation, at the Merchants Asso-

ciation in New York, 60 Lafayette Street.

Before your committee there appeared many witnesses, including the

Bank Commissioner, the Pohce Commissioner of the city of Boston and

his secretary', representatives of the Chamber of Commerce, representa-

tives of several large corporations, public service and other, and a nmn-

ber of prominent business men, many witnesses who had had various

transactions with those loaning monej^, and finally representatives and

officers of those loaning money and the loan companies.

Your committee found the subject to be a higlily tecluiical one, with

various statutes passed bj'' several preceding Legislatiires, and that the

complexity of the subject was such as to require careful but radical treat-

ment and an entirely new method of effectively regulating the business.

After hearing much evidence and many suggestions your committee

came to the conclusion that there were two classes of borrowers, — the

borrowers thi-ough necessity and the borrowers tlu'ough improvidence, —
and had impressed upon it that money hunger, either the hunger of neces-

sity or the hunger of wilful extravagance, could not be satisfied by pure

loan laws which amounted to prohibition, any more than food hunger

could be gratified by pure food laws which amounted to prohibition; that

pure loan laws will be beneficial when they are practical; but that the opera-

tion of loan agencies under existing conditions apiM-oaching justice will do

more to minimize the evils incident to the loan business than a great

many laws based on suppression; that the class of borrowere through neces-

sity must be provided for, and that tlie class of borrowei-s through im-

providence must not ])C encouraged; tliat the entire business of small

loans was fraught with dangers and with complications, but that these

dangers and complications made it tlic more necessary to have an ade-

quate law and an adequate sclicnie for sujiervision.

Your comiuiHoe found tliat the oiH'ration of the present laws was such

as to cause nuich liardship and abuse as well as a lack of uniformity in

supervision and control, both by having eacli city and town regulate its

local business, sometimes well and sometimes ill, and by the cxemjition of

certain sp(!cially incorporated companies from the operation of chai)ter

005 of the Acts of 1!)0S, \\\\h:]\ atlempted to i)lace all persons making

loan.s of S200 or less, upon which a rate of interest was charged greater
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than 12 per cent, per annum, under the control of the police department

of the city of Boston and of the mayor and aldermen in other cities, and

in towns, of the selectmen; that the statutes prescribing conditioas and

local regulations were successfully evaded, and the most flagrant viola-

tions were in respect to the expense of making loans limited by the pro-

visions of section 60 of chapter 102 of the Revised Laws. Your committee

beheves the only cure for these conditions is to create a central super-

visory licensing power to be uniformly employed in the conduct of this

business in every city and town in Massachusetts.

Your committee found that in most cases the complaints were concern-

ing the so-called "paper charges" for the making of loans, which were

often collected on the renewal of loans under said section, but with con-

flicting evidence was unable to determine whether an original so-called

''paper charge" should be allowed or entirely prohibited; and if allowed,

whether it should be limited to actual cash disbursements for appraisal

of goods and recording fees or not.

Your committee also found that some of the specially incorporated

companies should have more regulation and closer supervision than the

law has permitted the Bank Commissioner to exercise.

Your committee also found that in relation to the assignment of wages

there might be a hardship by not exempting a certain amount from the

operation of such assignments, and beheves such exemption should be

made.

Your committee also heard much testimony regarding the hardships

resulting from the assignment of wages by employees as security for loans,

but much of the evidence showed that the employers of labor were uncon-

sciously aiding the loan companies by their failure to acquaint themselves

with the law, which required their written acceptance and the wife's sig-

nature, if a married employee, and too often retained the employees'

wages upon illegal assignments or discharged the employee.

Your committee, after communicating with all of the cities in the

Commonwealth relative to the regulations of loan companies and pawn-

brokers, found that there was a lack of uniformity in the regulation of

pawnbrokers and the interest charged by them, which was responsible

for some injustice.

Your committee deplores the fact that the provisions of chapter 419 of

the Acts of 1909, being "An act to authorize the incorporation of credit

unions," has not had more general advantage taken of it. Under this act

which is co-operative in principle, the workingman and employee may
create his own loan company; only honest and industrious persons are

admitted to membership; loans may be made to members only; a borrower

may offer either property or the indorsement of one or more members as

security for his loan; no loan shall be made unless the credit committee

approves the object for which the money is to be used; the use of the

money for any other purpose renders the borrower liable to expulsion

from membership; at all meetings a member has only one vote, irrespec-
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tive of the number of shares he or she owns. These credit unions are in

effect associations of the lenders themselves, recei\'ing the benefit of the

money they loan. Recent data show that there are more than twenty-

five thousand of these institutions in operation in European countries,

ha\'ing a membership of over three milhon, and total assets of

$1,000,000,000, and that they have been of great advantage and ser\'ice

to the conmiunities in which they have been estabhshed. Thej' constitute

a medium through which farmers and small tradespeople and workmen of

good character and industrious habits may join together to collect small

sa\'ings and to provide loans to those of their associates whose credit is

not recognized by banks of discount.

In addition to the service of these associations in stimulating thrift and

providing necessary loans they have also proved to be effective moral and

educational agencies, — moral, because no one is admitted to member-

ship except after careful scrutiny of his honesty and industry, thereby

affording an object lesson of the value of these traits of character; and

educational, because they teach the value of saving in small amounts and

the necessity of prompt pajTuent of obligations. Furtheimore, the fact

that the purpose for which a loan is desired must be stated to the credit

committee exercises an important influence, for by this means impro\'i-

dent and thriftless borrowing is effectively prevented in these institutions.

In the estabhshment of any agencj- for supplying credit to small borrowers

it is important that this element should be emphasized, for mirestricted

opportunity to obtain loans, even though security be demanded, has ele-

ments of danger for those unaccustomed to the use of credit. Your com-

mittee sincerely hopes that chapter 419 of the Acts of 1909, allowing the

incorporation of credit unions, will be taken full advantage of by the

industrious and honest people of the Commonwealth.

The question of regulating the small loan business is one that has occu-

pied the attention of various philanthropic bodies and the Legislatures of

almost every State, and many laws have been enacted in an attempt to

confine and regulate the business within reasonable limits, but with ill

success and in most cases failure. Your committee believes that if the

business is to be successfully regulated with equal justice to the borrower

and the lender, legislation whicli is drastic must be placed upon the

statute books. While the rcconuuendations of tlio committee arc in their

nature far-reaching, your committee believes that the abuses and evils

which to-day exist in this business will be sjieedily eliniinated, and tliat

the business will be conducted upon a fair and honest basis if they are

enacted into law.

As tlic result of its iiivcstigjition yt)ur coiumittee recoiiinuMuls as fol-

lows :
—

1. The establishiueiit of tlic udii'c uf a Supervisor of Lt)au Agencies,

whose term of office sliall be for tlu-co years, to be ajipointed by the Gov-

ernor with the advice; and consent of the Council, at a salary of §2,500

per annum.
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2. That said supervisor shall be assisted in the performance of his

duties by the district pohce and the police in the cities and towns of the

Commonwealth.

3. That any person, association, corporation or partnership making

loans of ,1300 or less, with interest which exceeds an amount equivalent

to 12 per cent, per annum, shall do business under a license granted by
him, and that all corporations or associations established by special char-

ter shall be subject to his regulations.

4. That said supervisor shall at least once a year examine and inquire

into the affairs of persons so licensed and regulated, and shall have free

access to all vaults, papers and books, and cause an examination to be

made by an accountant if he desires, the cost of which shall be borne by

the licensee or regulated company.

5. That a yearly return in the form of a trial balance of the books shall

be made to the supervisor on the thirtieth day of September, setting out

liabilities, assets and other necessary information; and that the super-

visor report what he deems necessary in an annual report to be made to

the Legislature.

6. That the supervisor may summon at any time the licensees or regu-

lated companies, their employees and other witnesses, and examine them

under oath, and that whoever refuses to appear or obstructs the supervisor

shall be punished by a fine of $500 or imprisonment for six months, or both.

7. That said supervisor shall establish the rate of interest to be charged,

having due regard, however, to the amount of the loan and the nature of

the security and the time for which the loan is made, and that said rate

shall not exceed in any event more than 3 per cent, a month.

8. That licenses granted by the supervisor shall be for the period of

one year from the first day of October.

9. That all licenses now in force be terminated on August 1 of the cur-

rent year, but all holders of licenses so terminated are to receive a license

from the Supervisor of Loan Agencies to expire on Sept. 30, 1912, unless

sooner revoked for cause.

10. That the supervisor may refuse to grant licenses, or revoke them

after hearing, if cause is shown.

11. That the fees for Ucenses shall not be less than $100 per license.

12. That any person, company or licensee who violates the provisions

of the acts or regulations shall be subject to a fine of $500 and the license

may be revoked; that any loan upon w^hich a greater rate of interest is

charged or a greater amount collected than allowed by the act or regula-

tions of the supervisor may be declared void on petition of the person to

whom such loan is made to the Supreme or Superior Court in Equity.

13. That section 58, chapter 102 of the Revised Laws be amended by
giving the Supervisor of Loan Agencies the rights now exercised by the

police in relation to the requirements of an applicant for a license, such

as appointment of agent for service of all legal processes, name and address

of the licensee, description of place, etc.
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14. That section 59, chapter 102, Revised Laws, be amended bj- giving

the supervisor the powers now exercised by the police of licensing boards

in cities or towns concerning the requirement of a bond, and of all the

duties and obligations appertaining to such a bond; that the bond should

be for So,000 with a surety company as guarantor.

15. That section 68, chapter 102 of the Re\dsed Laws be amended by

placing companies or associations established by special charter under the

supervision of the Super^'isor of Loan Agencies and subject to regulations

made bj' him, and repeahng any part of their charters inconsistent with

the act.

• 16. That the supervisor be given all the powers now conferred by

statute upon the Bank Commissioner, the Pohce Commissioner of the

city of Boston, the maj'or and aldermen in cities and selectmen in towns.

17. That section 60, chapter 102 of the ReA^sed Laws which authorizes

so-called "paper charges" be repealed to take effect upon Dec. 31, 1911.

18. That any board granting pawnbrokers' hcenses submit to the

supervisor all regulations made and aU rates of interest to be charged by
the pawnbrokers, and such shall be subject to his official approval.

19. That no assigimient of wages to secure a loan of less than S300

shall be valid unless the assignment has been accepted in writing by the

employer, and the assignment with the acceptance has been duly recorded

with the clerk of the city or towTi where the person making said assign-

ment resides, and that no assigmnent shall be recorded by the clerk of the

city or town unless it expressly states upon its face that the sum of SIO

is exempt from such assignment; also, that no assignment made by a

married man shall be valid unless with the written consent of his wife;

and that no assignment shall be valid for a period exceeding one year

from the date of the making.

20. That acts and parts of acts inconsistent be repealed.

George Holdex Tixkham.

James F. Cavaxagh.

Daniel P. Day.

Wilfred J. Lamoureux.

John J. Carmody.

Erson B. Baklow.

Thoughts preliminary to cre.vting a System for

Supervision.

In line with the comniittcc's report, chapter 727 of the

Acts of 1011 passed the Legishiture and was approved July 19,

1911. 'J'hc supervisor was confirmed Dec. 20, 1911. and the

office was opened Jan. 22, 1912.

Tiie su])ervisor was especially imj)resse(l with the conclusions

of the coniniittee, that a loan law that amounted to prohibi-
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tion could not meet the situation any more than a pure food

law which amounted to prohibition could satisfy hunger; and

that pure loan laws to be beneficial must be practical; that the

loan agencies could be supervised under a system where both

lenders and borrowers would find equity; and that the prob-

lems incident to the entire business of small loans could best

be solved by an adequate scheme for supervision.

It was conclusive that much depended upon the inauguration

of a system that should not only include the beginning of super-

vision as a foundation, but should reach beyond it and be suffi-

cient for the future so far as supervision contemplated any

superstructure thereon. The first factor to be dealt with was

the conditions which existed when the law went into effect.

Section 60 of chapter 102 of the Revised Laws, which had been

in force many years, made provision for an initial paper charge.

Certain sums were named as fees for loans of certain amounts.

Those fees became relatively larger as the loans became

smaller. On a loan of $10, for instance, the fee amounted to

20 per cent, of the principal; on a loan of $5 the fee was 40

per cent, of the principal. Interest was additional, so there-

fore it was legal in Massachusetts to charge the borrower 276

per cent, a year for a loan of $10 and 516 per cent, for a loan

of $5. This is based on the assumption that the borrower

was forced to renew his loan only as often as once a month,

but the law said nothing about the frequency with which a

loan should be renewed. Therefore, some borrowers were so

unfortunate or helpless that they were obliged to renew their

loan even more often than once a month, or, in other words,

to contribute to the demand of the lender for more revenue.

More than half of the business of small loans without security

had degenerated into this class. That it should be so was only

natural, on the theory that money having no sentiment will

seek that channel in which it can secure the largest returns.

So, therefore, a mountain confronted the supervisor in consider-

ing a large volume of business in Massachusetts which had

been erected by legal authority, owned by many persons and

corporations resident within and outside of the Commonwealth,

and which might to a fair-minded person be supposed to have

some equitable standing, at least some portion of it, because
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of the legal sanction which had previously been given without

any qualification or without any intimation that the business

might be terminated at any moment.

The men, whose thought covering much time had created

the project of supervision, had wisely said that any law that

was to be of any value should be practical, and as the super-

visor was charged with the duty of making regulations and

rates which had the effect of law, and under which super-

vision was to be either a success or a failure, the same con-

clusion was applicable. To perform the duty imposed upon

him the supervisor was then called upon to use his judgment,

and to fix and determine the boundary line between a profit

to the lender which was equitable and the return which the

lender had heretofore exacted which had been denounced as

"usury."

What is Usury?

In the campaign which has been and is now in progress

against the business of making small loans, the one stereotyped

word that is in use to express the denunciation intended is

"usury." Certain texts in the Scripture have been sometimes

misapplied in the supposed interests of the poor, to support a

contention that certain rates of interest are not warranted

under any conditions, and should be forbidden by law with

dire penalties. Indeed, there have been periods in the world's

history when the criticism of usury extended to any charge

whatever for interest. History in all ages is replete with laws

enacted by legislation that was influenced by this sentiment,

and the same pages that record the laws bear witness to the

failure of these laws to secure the remedy they sought to obtain.

The very opposite effect was produced in notable periods.

Legislation in these cases was dealing with the natural effect

of a certain cause, and endeavored to cure an evil without

dealing with the cause. Economists have enlarged upon the

situation, but they have gtMierally been regarded as theorists

and not in the class with militant relornuTs.

All these theories and ex])eriences were bound to come under

the observation of a Supervisor who a])preeiated the responsi-

bility placed ujxtn him in dealing with these complex problems.
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What is usury? Webster's definition is educational as well

as authoritative. He says: —

Usury. —^ 1. A premium or increase paid, or stipulated, for a loan of

money or goods; interest.

2. An unconscionable or exorbitant rate or amount of interest; specif.,

Law, interest in excess of a legal rate charged to a borrower for the use

of money. In primitive societies the taking in return for a loan of money

or goods of anything in excess of the loan appears always to have been a

practice repugnant and in some cases unknown, due to the fact that in

the early stages of civihzation the thing loaned is not used as productive

capital, but for consumption, generally by persons in want. The exac-

tion then of a return seemed a taking advantage of the life necessities of

another. Following the Jewish law, the taking of interest is prohibited

by the common law, except under certain conditions. With the growth

of commerce and manufactures usury became a practice carried on by

various devices in evasion of the laws prohibiting it. With the Reforma-

tion legal sanction began to be given in European countries to the taking

of interest up to a rate fixed by law; and to-day interest is allowed in all

civilized countries, either unrestrictedly, except the prohibition of uncon-

scionable or iniquitous bargains (as in Great Britain since 1854 and in

parts of the United States), or with restriction to some legal rate of inter-

est, with a penalty for exactions of more than that amount, as in various

States of the United States.

3. The taking, or practice of taking, usury (now usually, or always, in

sense 2).

Defining the Business of making Small Loans.

To approach this subject of avoiding usury and fixing an

equitable rate of return to the lender in the business of making

small loans, let us first examine and determine what the busi-

ness is in its practical, every-day work. A lender in the

business of making small loans has a certain sum of money

which can be divided in such small sums or packages as may
be required by his customers. These goods, to use a commer-

cial phrase, would cost him a certain percentage of the amount

to obtain; this may fairly be regarded as an expense incident

to the business. With this expense, in addition to other

operating expenses, the lender is ready to meet his customer.

When the borrower and lender meet it is for the purpose of

making a trade. The lender has in his possession a certain

value represented by money; the borrower wishes to obtain
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that value and he presents to the lender the value which he

(the borrower) has to offer in exchange. The borrower may
offer a value that would be regarded as gilt-edged and perfect

security, in the shape of a pledge or collateral or chattel; or

he may have none of these tangible things, and he may offer

the intangible thing commonly known as credit: he has only

his own promise that he will at a certain named time give

the money value back to the lender. In that promise is con-

tained and expressed in the amount certain elements which

are supposed in their total to be equal to the value of the

money advanced by the lender; and in that promise, as one

of the elements, is the return to the lender commonly known

as interest. This interest is the difference necessary in the

opinion of the lender to make the promise of the borrower

equal in value to the amount of money advanced.

The business of making small loans, then, is that of exchang-

ing value for value; on the one side is the pledge, chattel or

the promise, on the other side is the money. The business

process is to establish an equation satisfactory to borrower and

lender between the known value of the money for the known

or unknown value of that which is offered in exchange for

money. The outcome of that process is commonly known as

a loan. The money that is obtained is a term easily compre-

hended; the loan amounts to a certain amount of money; with

that fact the people who may hear of the loan are familiar,

but seldom do they know of the many, many values, alleged

or real, that are offered in exchange for the money. This

bargaining process, whereby the one side exchanges what it

has to offer for that which the other side has to give, is a

common, every-day occurrence in the business world as well

as in the business of making small loans.

IIOW SII.VLL AN EqUITAHLK KaTK UK DKTKinil N KD?

Any att(!m])t, tlKTcforc, to regulate by Hiw the interest or

returns for money loaned is, in the last analysis, an attempt

to define the \ahie olV(Te<l in exchange for money, Ixn-ause it

enters into the process as one of llie elements ii\ the \alue

offered by the borrower to elVect a contract. A deterniining

factor is often the profit which is represented by interest.
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At this point, in this business of making small loans, or

making a contract, the Commonwealth, in the exercise of the

police power, — in other words, the duty to advance the com-

mon welfare, — steps in to take the side of the borrower,

whose necessity, real or fancied, makes him the weaker party

to the contract, and to help him in his weak condition to

obtain better treatment than he would have received if the

law had not interfered. That the law can accomplish this

result there is no doubt. To what extent the law may bene-

fit the borrower must depend upon the nature of the law

itself. If the results are beneficial, then the law is wise. If

the results have a contrary effect, then it is worse than no

law.^ Give the borrower the knowledge where a lender can be

found who will furnish the money that is desired for a real or

a fancied need, and then the borrower will pay the price the

lender may ask, provided the borrower has determined to have

the money and that he cannot obtain it elsewhere for a lower

price.

All attempts to regulate interest by law have failed when

they ignored these natural laws of business and established

what might be called an unreasonable limit as the usury danger

line; but when the law establishes a rate of interest which will

invite capital to take advantage of its decree, then the bor-

rower may freely obtain money at that rate. The law has

then created the supply that makes its decree practicable.

Unless as a part of the result of the law^ it does create this

open supply, then all that is left is the power of law to punish

the offender if he is detected. But even then the law is not

at its best, because even the prosecutors under the law hesitate

when their own natural sense of what is justice is challenged.

1 Under a law passed this year by Congress, limiting the rate of interest to 1 per cent, a month
in Washington, D. C, the business of making small loans left Washington. The borrower is

forced to the inconvenience of crossing the line into Virginia where he is often obliged to pay a

larger per cent, than he paid before the law was enacted. The remedy which legislation proposed

was worse than the disease it sought to cure. New York for one year preceding the present year

also had a similar law, although it gave a larger return to the lender, but insuiEcient to pay the

expenses incident to the business ; under such a law the district attorney who secured its passage

bravely admitted that in practice it was bad public policy. Those unable to obtain small loans

in desperate need committed petty larceny; others became public charges as poor people. This
year New York substituted the Massachusetts system of supervision, in parts omitting some of

its safeguards and some of the powers given to the Massachusetts Supervisor. Experience will

inevitably force New York and other States to the Massachusetts standard, not only in the law
but in the system of supervision now in force, or as it may hereafter be improved as experience

may warrant. At the date of writing this report no supervisor had been appointed.
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It is another powerful, natural law which is often at work

where human law is thought to be out of harmony with moral

right.

Therefore, whenever the law establishes a rate of interest which

permits of no adequate profit to the lender as related to the risk,

then there will be no business under the law. The business pro-

ceeds outside of the law, and it is the borrower, as the weaker

party, who pays the penalty of any danger which the lender thinks

that he will incur.

With these general views on the subject, and as before stated

the business of small loans established and receiving a very-

large rate of return by virtue of the law itself, the supervisor

found himself confronted in the exercise of his duties by the

law which said :

—
The supervisor shall establish the rate of interest to be collected, and

in fixing said rate shall have due regard to the amount of the loan and the

nature of the security and the time for which the loan is made; but the

rate shall in no case exceed three per cent, a month.

If the law had contained no other provision than this, the

supervisor is of the opinion that he could not have reported

the substantial progress which he now firmly believes has been

made in Massachusetts. Other sections of the law made refer-

ence to expense as well as interest, in speaking of the return

which the lender should receive or the borrower should pay.

So, therefore, he determined he was at liberty to use both

interest and expense when he felt convinced that it was not

equitable, nor was it practicable, to endeavor by one step and

by one decree to take the business of making small loans from

where it was to where it ought to be. The conclusions of the

committee which brought the office into cxistonco. the testi-

mony of those wlu) had had expericMicr in the business which

could be accepted as a guide, the conclusions of the authori-

ties which had the business uiider supervision before the office

of Sui)ervisor was establish(>(l, all tended to support the Super-

visor ill llic ((pinion tliiit llu-rc was just oiu' policy lliat could

be estal)lisli(>(l that was practicable, and this policy may be

expressed in these words: —
The Commn7iwpJilllt ii(iiin:s- a iiKi.riniiiiii nitc oj ret urn for the

U'luiir irhicli is sii jiposfd lo hf snlficiciit to corcr Ike iiidin/ differ-
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ent exchanges of values that may occur in the business, and

permit of a profit that loill attract sufficient capital into the

business to meet all of the demands, even in extreme cases where

the value offered for money may be doubtful: the maximum rate,

however, should be at the low point that will discourage loans

on risks that should not be taken. Having thus established the

maximum rate, the natural law of competition, each lender

seeking to obtain the largest volume of business, will fix the

minimum rate.

The law should give the power to the supervisor, as it does

in Massachusetts, to make it decidedly unprofitable, and it

might be said impossible, for any one to engage in the busi-

ness without a license. This means supervision of the whole

business; when it is more profitable for a lender to do busi-

ness in observance of the law than it is to do business in

violation of the law. With all places thus under supervision,

and the law having fixed the rates, supervision will prevent any

lender from charging more than the legal rate, because the

borrower has the printed knowledge before him that he may,

without any expense to himself, other than the effort neces-

sary to bring it to the attention of the supervisor, immediately

receive a return of any overcharge or adequate redress for

any other grievance. In this particular the wisdom of the

Massachusetts law is demonstrated in so far as it creates this

office for immediate redress. In many cases previous to the

establishment of the office the borrower was made the victim

of petty exactions which were unlawful, and yet no attorney

could afford to take up the grievance without pay; and the

borrower was unable to pay a legal charge for relief, which

was greater than the damage which he sought to escape. The

lawyer who regarded his profession as the champion of justice

many times felt in sympathy and wished that he might give

some part of his busy time for the common good. Now he

may easily gratify that desire if any case comes under his

observation which cannot be regarded as remunerative. He
can immediately send his client to the supervisor. At the

present moment there is not a complaint that has not been

adjusted.

Place the responsibility upon a single head who will find

that his whole time can be given to this service, and hold
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him responsible for results. vSupervision must be in close

touch with the whole business for many reasons, chief among

which are the following :
—

To keep the maximum rate sufficiently low to discourage

all risks that are extremely hazardous.

To have a thorough knowledge of the expenses incident to

the business, and to see that the business is conducted properly

by proper persons, both employers and employees.

To carefully study the receipts and the expenses in the busi-

ness under supervision, to determine if any place is conducted

below the average; and if so, wherein is the efficiency that

makes such a low rate of expense possible.

If the expense of a place of business is far above the aver-

age, to determine where is the inefficiency in the conduct of

the business which brings that large expense.

To determine, as one immediate result of this supervision,

what is the lowest amount of capital which can engage in the

business to utilize to its greatest efficiency one wage or one

salary item; to these items add the percentage for other ex-

penses incident to the proper conduct of the business. The

total thus obtained would represent the operating expense,

which must be defrayed by the income from the business if it

is to be maintained on a commercial basis.

Having thus determined the inevitable expense, then add the

profit enjoyed by any other business that is similar to it, or

such profit as may be deemed essential to create the market

where the borrower may secure money at the rate which the

law has established for his benefit; and thus fix an equitable

rate.

It will ine^itably follow that the larger the volume of business

then the greater the profit; and as a natural result of these ad-

vantages, and with a desire to add to ihv \()li!nu- of business, a

borrower would be olVered a lower rate if he coiilii meet the re-

(liiircineiits essential for this lower rate.

Wlicrcxcr sncli a system is (>stablislic(l there will coinc^ the

(h'MionsI r;i1 ion thiit sn|)("r\ isioii which caii correct itself when

it finds that it is not aeeonii)lishing that which it aims to

;icc(inii)lisli is the right thing in the right phn-e. so I'ar as the

bnsiness of milking sniiill ht:ins is concerned. The snperxisor
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ventures to predict that Massachusetts at this moment has

estabUshed a system that will become general wherever the

business of small loans is regulated by law. The system in

itself contains the possibilities of adapting itself step by step

to changing conditions, until it has obtained the largest possible

equity between borrower and lender.

Under such a system the business of making small loans can

be made as reputable as that of any other place where money

is loaned, and may give the borrower even more equity than

is obtained in some places loaning money in larger amounts

which are now regarded comparatively as more respectable,

but are not under such close supervision and restriction as to

prevent rumors that raise doubts.

Deductions in the Report dated January, 1913.

Under supervision are three chartered corporations which

belong to the Remedial Loan Association of the United States.

These companies make loans on security only, and in our last

annual report we said :
—

Because of all of the conditions attending their management we will

use them as a standard for comparison with the conditions obtaining in

other places under supervision.

There were then under supervision ten other offices in the

same class in so far as they loaned only on security, and our

annual report of last year, following the system above out-

lined, analyzed the expenses in the three principal items of

rent, salaries and wages, and contrasted them with the per-

centages of the same items in the remedial loan companies,

the relating factor being the average of outstanding loans.

The rate of interest allowed was 2 per cent, a month on loans

under $50 and 1^ per cent, on loans over $50. The report

said :
—

The allowance for interest alone would not of itself pay the average

expense. Offices with an estabhshed business and a comparatively large

volume of outstanding loans of course do relatively better than the smaller

offices. The percentage paper charge allowed by supervision has carried

them. . . . These comparisons show in part why the interest rate on

loans must be so high that they invoke the criticism of the borrower or
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the reformer. It points the way to a remedy which is not to be foimd in

an attempt to cover up the conditions or to hniit the rate by law below

a self-supporting point, but rather to create conditions under which both

borrower and lender can have the advantage of lower rates.

In applying the same analysis to all offices under supervision

last year we found that the expenses (not including losses)

reached an average of 2.89 per cent, for one class, 2.52 per

cent, for the second class and 2.90 per cent, for the third class,

and the report says :

—

The volume of business is the determining factor. There are offices,

whose volmne of business is below the average, whose percentage of

expense is above the average; they show no profit.

The Conclusions challenged as "Erroneous."

In the bulletin of the National Federation of Remedial Loan

Associations for August, 1913, appears the proceedings of the

fifth annual convention of the Federation of Remedial Loan

Associations held in New York, June 19 and 21, 1913. On
pages 44 and 45 of the report Mr. A. H. Ham, Director of the

Division of Remedial Loans, Russell Sage Foundation, is quoted

as saying :
—

The report of the Massachusetts Supervisor of Small Loans is an inter-

esting document. After a careful analysis of the business of about eighty

money-lending offices in Massachusetts the supervisor reached the con-

clasion that a flat rate of 3 per cent, per month is not sufficient to pay

operating expenses, including cost of capital. . . . His action opens the

way to abuses in connection with the making of short-time loans. ... I

l)clieve the supervisor's conclusions were erroneously reached. In a^'e^-

aging the percentages of operating cost to outstanding loans he included

a large number of offices which employed a veiy meager capital, not through

necessity but througli tlic custom long in vogue among loan sharks not

"to put all their eggs in the same basket." That tlie disprojiortionate cost

of operation among these offices greatly affected the result of his calcula-

tions is shown by the fact that the figures given for the percentage of

operating cost, including cost of cajMtal, to outstanding loans for the two

remedial chattel loan societies in Massac) uisetls are 1^ and Ij per cent,

per month, resi)ectively. To argue tliat 'A per cent. i>er montli is not a

fair allowance because certain offices eniploying a small capital cannot

make a satisfactorj' profit at that rate is not convincing. The argiuueut

might (;asily be carried to an absurdity, and the Legislature asked to
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allow a rate of charge under which offices employing a capital of $1,000

or $500 might pay expenses and a fair profit on the investment. The

remedial loan societies have proved conclusively that with a fair amount

of capital employed 3 per cent, per month is a liberal allowance inclusive

of all charges of whatever character; that at this rate honest capital can

be attracted into the business and make a fair profit.

Honest criticism is much more educational than effusive

flattery. The vakie of criticism, of course, depends upon the

famiharity of the critic with the subject criticized. Mr. Ham
is one who has given all of his time for some years to the study

of the very important question, "What should be a fair allow-

ance for capital engaged in the business of making small

loans?" His views are entitled to attention. The Supervisor

of Loan Agencies of Massachusetts is giving, as he has given

since his appointment, his best effort to the solution of the

same question. Mr. Ham had the report of the supervisor

before him.

If Mr. Ham is correct, then the Supervisor of Massachusetts

is wrong; the system and conclusions derived from it are

challenged. We propose to show conclusively, even to Mr.

Ham, that he is wrong. The controversy is important because

on the one side is the system of the Federation of Remedial

Loan Associations demanding legislation in line with this dec-

laration that 3 per cent, a month is more than ample to com-

mand capital for the business of making small loans in general.

We repeat that no law on this subject is wise unless its results

are beneficial.

Facts and Figures in Favor of the Conclusions op Last

Year.

The Federation of Remedial Loan Associations for the year

1911-12 were composed in part of fifteen loan societies which

had been in existence for periods dating from 1906,— the latest

date of the well-established companies, — through the years

which preceded it up to 1888, which was the date of the oldest

establishment. These companies have a large capital, and all

of them have a surplus. In one instance the surplus exceeds

the capital. All of these companies loan on chattels or pledges

or otherwise are completely secured. In the case of one com-
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pany, at least, the secairity is almost equivalent to loaning

with gold dollars as security. Certainly, under such condi-

tions, it is easy to conceive that the lowest possible rates of

interest would be given. The volume of business was large;

the value of the security to be exchanged for the value of the

money in case that the contract was not performed was ample,

as is evidenced by the report of the losses of the companies

which are small fractions of 1 per cent, as relating to the aver-

age loan balance. The Massachusetts companies connected

with the Federation are the Collateral Loan Company of Bos-

ton, established in 1888, with a loan balance of $1,180,000; the

Workingmen's Loan Association, with an average loan balance

of $217,508; and the Worcester Collateral Loan Association of

Worcester, with an average loan balance of 880,659. We take

our figures as reported by the National Federation.

Efficiency is in this assemblage of fifteen selected loan com-

panies in a marked degree; first, long experience in business,

the ability to properly select credits and properly handle col-

lections; second, the large volume of business and established

list of customers, the cream of the business of making small

loans so far as class of customers and risks are concerned; and

consequently a low rate is practicable.

These loan companies, and others of a similar character, are

members of the Remedial Federation, but they were in exist-

ence before the Federation was formed. They were furnishing

loans at a comparatively low rate of interest. They were

made the basis of the Federation by reason of their low rate,

but the low rate developed as a business pro])()siti()n. The

Collateral Loan Company of Boston at one time had its rate

of interest larger; in fact, it has reached its present low point

through several reductions. As the reductions went into effect

the volume of business grew larger, and it was possible to make
;i clioicc of the most desiralilc risks among the api)li('ati()iis for

loans. However, if the same business was even now divided

into several sej)iirate establishments no one would claim that

it could be condnctcd ;it tlic same low r:\\v of exiiense.

To group companies that sn])])ly the (h-niands of only a por-

tion of those who arc asking for sniall loans, and to make that

I)ortion those only who couhl furnish security in the shape of
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pledges or chattels, enlarges the gulf that marks the difference

between the rate at which such a remedial loan business can

be conducted, as compared with the high rate that must be

made to induce a lender to engage in a business of making

small loans that consist only of those loans without security

in which the element of risk is so much larger. A "reason-

able" rate would warrant the introduction of a reasonable per-

centage of cost for this element of danger of loss resulting from

no security. It is not sound reasoning to argue that the rate

of the first class loaning with security indicates that the rate

of the second class loaning without security should be approxi-

mately the same. As well might we argue that speculative

corporations should obtain capital at approximately the same

rate commanded by unquestionable investments.

Nor can the situation in this vexed problem be met by an

acceptance of the solution so boldly proposed in the sessions

of the National Federation of Remedial Loan Associations, —
that loans on salaries should be outlawed, — unless we assume

that the State shall go so far in sumptuary legislation as to

attempt to declare and regulate what a family shall eat or

what it shall wear, or whether a man shall drink at all, and

if so, how much shall he expend for drink. Clearly, the cause

for a fair percentage of borrowing is the inability of the bor-

rower to make both ends meet between income and expenses.

An unlooked for expense is funded in a loan, and an attempt

is made to retire the loan out of future earnings. A salary or

wage — the power to earn — is made a property value by the

borrower. He capitalizes that power in a loan just as some

brass-edge monopoly capitalizes its assumed power to earn a

dividend, with little or no other tangible property in its pos-

session.

In anything that is said in this report there is neither desire

nor intention to depreciate or to interfere with the work of

the Remedial Loan Associations. They have a field for reme-

dial work wholly their own; their laudable aim is to furnish a

worthy class of borrowers with money at the lowest possible

cost. In this they are successful if the borrower can meet the

requirements that are essential if a loan is to be made at a low

cost. But what of the other would-be borrowers who fall
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short of the test, or for some other reason either cannot or do

not take advantage of the low rate when offered by remedial

associations?

For illustration, the Workingmen's Loan Association of Bos-

ton, a member of the Remedial Federation, has for many years

offered money to those who can meet its requirements at an

advertised rate of interest of 1 per cent, per month; its fees or

charges may bring a fraction in excess of this amount to the

careful borrower. It made this year 2,464 loans involving

$180,786.61. But the fourteen other offices under supervision,

making loans on the same kind of security, who think they are

unable because of expense to make loans at any rate less than

nearly three times this amount made 8,454 loans involving

S436,700.71.

These 8,454 borrowers, if they can meet the requirements that

are essential to preserve the low rate of the Workingmen's Loan

Association, can transfer their loan at any time. Why isn't it

done if the formation of remedial loan associations can com-

pletely solve the problem? In the answer, that the security is

more questionable, can be found the demonstration of the

necessity for a higher maximum rate of interest if all loans of

all kinds are to be considered when the maximum is made.

In many cases a sum larger than would be ad^•anced by the

Workingmen's Loan Association is desired by the borrower and

is advanced by other lenders, but a larger price is asked to make

the one side of the contract equal the other. The low reme-

dial rate appears to meet about one-third of the demand, even

in the class loaning on security only.

The Collateral Loan Company of Boston fills its own Hold.

It will loan on a certain proportion of the value of a pledge;

meet its rcciuircments in this ros]K>ct and the low rate is avail-

able; })ut if a larger proportion of vmIuc is desired it must be

obtained elsewhere, only the borrower nnist y)ny a higher i)rice

iiiid in s(»in(' cases take a large risk. It frequently comes to

llic notice f»f this office that the holder of a ])ledge ticket of the

Collatcial Loan (()iiii)any makes a second loan, with his equity

in the jjlcdgc (•\i)r('ssc(l by the ticket as collateral; for this he

pays the iiigli fignrc which, averaged with the jiriee of his

(iriirni.-il loan, brings tlic rate about tlic same as lie would ha\'e



1914.] PUBLIC DOCUMENT — No. 95. 25

paid by securing a larger amount on his first loan. It is a

matter of general knowledge that the Collateral Loan Company
makes its loans at the rate of 1 per cent, a month. There are

seventy-two pawnbrokers in Boston in addition to the Collateral

Loan Company. Fourteen hundred and thirty-three loans were

made in an average day's business in these seventy-three places;

of these fourteen hundred and thirty-three loans, only one hun-

dred and eighty-nine were made by the Collateral Loan Com-
pany. One hundred and thirty-five loans exceeded the amount

of SIO, and ninety-seven of them were made by the Collateral

Loan Company, It must be self-evident that the borrowers in

this class either cannot or will not take advantage of the low

remedial rate.

The accuracy of Mr. Ham's statement, that the Massachu-

setts Supervisor is wrong in his conclusions, and the claim made
by Mr. Ham that "3 per cent, a month is a liberal allowance,

inclusive of all charges of whatever character," and that "at

this rate honest capital can be attracted into the business,"

may perhaps be more convincingly tested by analyzing the

returns made to the Federation of Remedial Loan Associations

by some of the companies, other than the -older ones mentioned

above; they appear in the membership for the present year of

1912-13. These companies may be taken as representative of

the every-day conditions that surround the business of making

small loans with security. Only four out of the entire thirty-

four composing the association make loans on salaries or notes,

and then it is in connection with their business of making

loans on chattels and pledges. Thirty companies confine their

operations wholly to loans on chattels or pledges. If condi-

tions in other States are the same as in Massachusetts only one-

third of the amount involved in the business of making small

loans is borrowed on chattels and pledges, to which remedial

work is thus far confined.

Expenses of Remedial Loan Companies.

The Workingmen's Collateral Loan Company of Cleveland,

O., has an initial fee, or paper charge, of 10 per cent, (original

in Massachusetts), but its interest rate is 8 per cent, a year.

It loans on chattels, pledges and salaries. It has a working
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capital of S75,-iG2. Its loans average S56. It has ninety sal-

ary loans. It reports no dividends paid, S92 as net earnings,

and "small earnings and large losses due to experiment with

salary loans;" but its percentage of losses is much less than

that reported as the average in ^Massachusetts.

Seven companies in the Federation were formed within the

year, and the incomplete returns, therefore, cannot fairly be

used. Seven others report no dividend and three, no surplus.

There is not the indication of business success that would

attract capital as a remunerative investment.

The People's Provident Association of Louisville, Ky., loan-

ing on chattels only, reported that it Jiad used an automobile,

covering 25,000 miles in the last twelve months, of which dis-

tance fully two-thirds was covered looking after delinquent

loans, many of which would have been lost if they had not

received this personal attention.

The People's Loan Company of Portland, ]\Ie., chartered

Dec. 19, 1911, with a capital of $5,000, and with an average

loan balance of $5,131, and doing business with chattels, real

estate, pledges and indorsed notes, reports its expenses as $328.

If rent, wages, salaries and other operating expenses for one

year are all contained in this sum of $328, why, clearly, the

problem of making small loans at the lowest possible cost is

solved from a philanthropic standpoint, but it would not

satisfy capital as a business proposition.

The Provident Loan Association of Sioux City, la., is a

better illustration. It loans on chattels and salaries. It also

has a fee of 10 per cent, of the amount borrowed for the

expense of making and securing the loan, as in Massachusetts,

but with a less rate for interest. Its average loan balance is

$14,335. Its expense account, related to its outstanding loans

allowing 6 per cent, on the plant, — the working capital, — is

2.82 per cent, per month. This comes quite near 2.90 per

cent., the figures in the Massachusetts report on wliich were

l)as(<l the coiichisions critici'/.tMl by Mr. liaiii.

The KenuMhal Provident Loan Association of Patterson,

N. .1., loiiniiig only on chattels, has an average K)an balance of

$1 1,777, iind its ex])enses are 2.20 per cent, per month.

Tlic WcH'iirc Loan Aircncx' of Kansas Cit\', Mo., loaning
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only on chattels, has an average loan balance of $21,020, and

its expenses are 2.42 per cent, per month.

The Provident Loan Society, St. Paul, Minn., loaning on

chattels and indorsed notes, has an average loan balance of

$21,012, and its expenses are 2.75 per cent, a month.

The Utica Providential Loan Association of Utica, N. Y.,

loans on chattels and pledges. Its average loan balance is

$10,252, and its operating expense, as related to its outstand-

ing loans, shows about 3.15 per cent.

The Equitable Loan Association of Minneapolis, collecting

about 2 per cent, a month on its outstanding loans, in a state-

ment to the stockholders under date of Jan. 25, 1913, says

that the cost of each loan to the company was $4.79, but the

amount charged to each borrower was $3.70. "From this,"

says the writer, "it is apparent that the amount charged to

each borrower is considerably less than the average expense of

making the loans."

The Chattel Loan Society of New York, Incorporated, has

for its treasurer Pierre Jay, former Bank Commissioner of

Massachusetts; its secretary is Mr. Arthur H. Ham. It loans

only on chattels. We surely may assume that this office

should be a model in point of efficiency and methods of con-

ducting the business. It has a small paper charge and a rate

of interest of 2 per cent, a month. It reports outstanding

loans, $33,833; its expenses, $12,778. It reports 1,094 loans

made in ten months, the average loan, $91. The business

made no profit; by changing a portion of a fire insurance sink-

ing fund to a credit it can report the loss at $237. Distribut-

ing the expenses over this ten months it represents more than

3 per cent, on its outstanding loans. This is without adding

to the expense account any allowance for interest on the

unused portion of its capital of $200,000, although bank inter-

est earned on unused balances is figured in its receipts. It

may fairly be said that the business is new and that expenses

are always larger from a percentage calculation in the first

few opening months than they will be after a sufficient time

has elapsed to enable the company to reach its full measure of

business. Massachusetts' supervision indicates thait it requires

about seven months to place the capital capacity of an office.
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The Chattel Loan Company, by its report of Dec. 31, 1912,

had been in business ten months. The average balance is

used above, but the highest balance outstanding was S54,046.98

at the date of its report; its operating expenses per month

seem to be about SI,300. Its capital is S200,000, but 3 per

cent, a month on the total of its loans now outstanding would

not pay the operating expenses and earn 6 per cent, on the

capital actually in use.

These figures should demonstrate the truth of the conclu-

sion that 3 per cent, a month will not invite suflficient capital

into the business of making small loans without security to

create the competition essential to develop the best results for

the borrower.

This oflBce welcomes any suggestion that may be made by the

friends of remedial loan legislation; it will continue to co-operate

with the remedial loan associations. It has also to deal with

the more difficult problem of furnishing a loan market at the

lowest possible cost to borrowers who are not eligible for the

relief offered by remedial loan associations, because the bor-

rowers either cannot or will not comply with the requirements

of the remedial loan associations, which must be observed if a

loan at a low rate is to be made.

The System in Massachusetts.

The law creating the office of Supervisor of Loan Agencies

gave great power to the supervisor in the matter of examining

books, papers, etc., and obligating the lenders, when licensed

and under sui)ervision, to furnish to the supervisor such in-

formation as he might desire. Acting under this power the

supervisor thought it desirable to create a system whereby he

could come into immediate contact with the business relations

EACH DAY between the borrower and tlic IcMidcr. TUv objei't

to be obtained by supervision is the lowest possible rate for

the borrower.

To simplify the system, and to correct abuses existing an<l

others which might arise in the business, the paper charge,

whifh inulcr th(> rei^caled law had ]>een maile in stated sums,

was changed to an ("\cn percentage of the loan regardless of

llic anidunt of tlic loan, except that the cliargc ('(Mscd on .SKH),

and aii\' additional ainonnt rccci\i'd no larger chartjie. This
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charge was made 10 per cent, of the principal, but there was

introduced the further restriction that it should not be im-

posed upon a borrower (thus indicating a person instead of the

loan) more often than once in three months in the case of an

unsecured loan, and not more often than once in four months

in the case of a secured loan. Thus, with the percentage of

charge distributed over these periods and with the interest

under varying conditions which was allowed, there was estab-

lished a percentage of return to the lender in either one or the

other of the forms mentioned, and it was possible to deter-

mine the percentage received by the lender on his outstanding

loans. His expenses in each particular item can, therefore, be

related by percentage in the same manner.

There comes to the supervisor each week a report from each

loan office on which appear the following particulars in rela-

tion to the details made :
—

Loans made.

Date; loan number, each office to consecutively number its

loans; name; address; amount stated in face of note; when pay-

able; if payable in installments give terms; the fees or charges,

and whether to be added or paid; rate of interest, and whether

secured or unsecured; and the nature of the security.

Loans discharged.

There also comes another sheet containing a report of loans

discharged, as follows :
—

Date loan made; date loan discharged; number of loan; name

of person; amount of money paid to and received by borrower;

total received in settlement by lender; interest percentage; col-

lection expense if any.

Monthly Balance Sheet.

It is also provided that each lender under supervision shall

submit once a month, on blanks furnished, a statement of

assets and liabilities; also, what amounts have been expended

during the month under headings furnished by the office, such

as rent, salaries, wages, advertising, etc., and the amounts that

have been received for interest, charges and repayments. On
the same sheet is a detailed account of the number of loans
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made, whether secured or unsecured, the loans discharged,

loans charged off, the balance of loans remaining, secured or

unsecured, and the amount.

Annual Balance Sheet.

At the end of the year come the tabulations from the lend-

ers of the totals of these amounts in their respective classes,

together with other questions deemed to be of interest, and

furnishing in detail the condition of the office at the close of

the year, as well as the amount of business it transacted.

Loans Charged Off.

Annual Blank No. 3 asked for a list of all loans that had

been charged off as lost during the year up to and including

August 30. These loans were reported by date, the loan

number, the name and address, the amount borrowed, the

charges, the rate of interest, the amount paid on the loan and

the amount charged off as a loan. This total, as shown in the

tabulations for the one hundred and seven places other than

the chartered companies, was So4,9S0.16.

Suspended Accounts.

Offices are not anxious to call a loan a loss until, by reason

of bankruptcy or death, the account is in reality a loss. The
name of the borrower is otherwise kept on a list for reference,

with the possibility in view that the debt may be collected.

The blank forms for returns have a space for accounts received

that have been charged off. With such a custom many
accounts of very doubtful value are on the books in the small-

loan business. The supervisor, therefore, created Annual

Blank No. 3, on which was returned for the eleven months of

the license year, ending August 'M), a report of all loans on

which no payments had been made during the four months ])re-

ceding Aug. 30, 1913. Loans which had been reported in 1912

were not to be included. All the particulars of each loan were

reported as specified above in loans chargrd oil". The total

amount thus rejxjrted was .1i;r)0,77().()l.

The lenders having these accounts may regard tluMU as

good or as excntnally h>st. bnt there is at least a (incstion

mark against llicni it' ihc assets are to be (•h)selv scrutini/ed
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for the purpose of making some estimate of possible deprecia-

tion. Supervision has not yet passed upon the question of what

proportion of these amounts should be regarded as an item of

depreciation; nor are they included in any of the expense columns

in the tabulations.

Returns listed.

By this system the office has received since its opening day

these returns. To the question that is sometimes asked, as to

whether or not these figures are recorded correctly, it may be

said that the names and addresses of the borrowers afford the

opportunity of examination of the borrowers, and thereby the

lender knows that a report that is incorrect can quickly be

detected. By such a system the investigation is immediate,

and is not deferred until such time as an examination would

be made on the books. At the very best a special examination

might be thwarted by other concealed books which might con-

tain other figures; but under the system of supervision which

compels these reports to be made when the loans are made,

and which threatens the lender with the expense of an exam-

ination by a public accountant, the business is brought to a point

where the figures may be regarded as substantially correct.

Statistics for the License Year ending Sept. 30, 1913.

Finding that the statistics published by the office have

become of national importance, the supervisor has taken advan-

tage of opportunities which were not available last year because

so many ofl&ces became licensed for only the last half of the

year. This year the returns have been compiled in each office

under supervision, and the percentages figured in each office.

First, we will take the suggestion that the percentages of

operating costs, as applied to all offices, were erroneously

reached because the disproportionate cost of operating offices

which employed only a very meager capital were included.

A tabulation of offices by capital follows. The sum of $5,000

has been tentatively held by the Supervisor to be the lowest

amount that will enable a business to be conducted at a profit

under the rates established. Offices with $5,000 and under

are included in the first class. Where the amount is less than

$5,000 the lender has some other business in addition thereto;
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he takes out a license because of the law. With this tabula-

tion in amounts is also given a tabulation by percentages.

Tabulations of Offices by Capital.

Classes by Capitax..

$5,000 and
Under.

$6,000 to
$15,000.

$16,000 and
Over.

Number of offices,

In Boston, ....
Outside of Boston,
Loans outstanding Sept. 30, 1913,
Average of each office,

Average of loans outstanding,

'

Total assets, ....
Average of each office.

Amount of loans made for year.
Number of loans made for year,
Average size of each loan.
Average income from each loan,
Average cost of each loan,

$82
S2
$74

$103
S3

S280,

31
13

18
088 52
648 01

,827 64
310 34
332 59
323 70
16,760

$16 72

i2 71

2 35

48
29
19

$340,124 02
$7,085 92

$321,440 18

$473,847 33
'

59,871 82
I

$1,441,153 46
74,664
$19 30
$2 48
2 00

Total income, .......
Total expenses, ......
In favor of income, ......
.Suspended accounts, not included in expenses.
Expenses itemized: —
Rent for year,
Salaries for year, ......
Wages for year, ......
Adverti.sing for year, .....
Remainder in other items, ....

Number of salaried persons, ....
Average number of wage earners.
Average salary per week, .....
Average wage per week,
Average of each office, rent per year.
Average of each office, advertising, per year, .

$0 36

$45,373 07
$39,387 43
$5,985 64
$3,363 69

$4,547 07
$12,467 29
S7,039 95

S3,829 42
$11,503 70

19

17
$12 63
$7 96

$146 68
$123 53

$0 48

$185,240 09
$149,488 03
$35,752 06
$28,818 35

$13,694 48
$60,448 57
$31,776 00
S8.S0S 83

$34,762 15

44
57

S26 42
$10 72

$285 30
$183 47

28
21
7

$652,513 53
$23,304 06

$568,006 90
$834,171 07
$29,791 07

52,076,012 00
87,143
$23 82

S3 76
07

SI 49

$328,111 23
S198.357 20
$129,744 03

? 18,594 57

$14,684 47
553,207 70
$46,207 69
$12,713 01

$71,494 33
27
57

S37 89
S13 28

S524 44

S454 03

• Basis of computation.

Percentages of Offices tabulated to Size, related to OxUstanding Loa7is.
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other chattels; the second, "unsecured" are the offices which

loan without any security; these loans are generally known as

salary loans, credits, choses in action. " Mixed " offices loan

with security and without security. No assignment is valid

as security unless the restrictions framed in the law are ob-

served; these include the signature of the wife, the acceptance

of the employer, etc. Any paper which has the effect of an

assignment is required by the rules to be limited by the same

restrictions.

Tabulations of Secured, Unsecured and Mixed Offices.

Secured. Unsecured. Mixed

Number of offices, ......
In Boston, .......
Outside of Boston, ......
Loans outstanding Sept. 30, 1913, . . .

Average of each office, .....
Average of loans outstanding, '

.

Total assets, .......
Average of eacli office, .....
Amount of loans made for year,
Number of loans made for year,
Average size of loan, .....
Total income for year, .....
Total expenses for year, .....
In favor of income, ......
Suspended accounts, not included in expenses,
Expenses itemized :

—
Rent for year, ......
Salaries for year, ......
Wages for year, ......
Advertising for year, .....
Remainder in other items, ....

Number of salaried persons, ....
Number of wage earners, .....
Average salary per week, .....
Average wage per week, .....
Average of each office, rent per year.
Average of each office, advertising per year, .

14

7

7

S233,787 17

S1G,699 08
8201,699 91

$325,171 38
823,228 53

8436,766 41

8,457

815 65
869,697 06
$54,034 24
$15,662 82

$7,968 49

$3,768 57
$19,792 83

811,300 44
.$3,371 33

$15,801 07
14

19

S27 19

811 43
8269 18

$240 80

45
33
12

8453,394 70
810,068 72

8384,521 20
8576,971 32
812,821 58

52,189,409 80
124,811

$17 52
$276,218 93
8178,130 32
898,088 61
822,579 59

816,915 81

$46,313 29
$48,831 14

$10,274 10

855,795 98
33
70

826 99
$13 41

8375 91
8228 31

23
25

$387,544 20
$8,073 84

8378,053 61
8509,186 04
810,608 04

81,171,312 96
45,299
825 85

8212,808 40
$155,078 10

857,730 30
820,228 53

812,241 64
860,017 44
824,952 06
811,703 83

.$46,163 13

43
52

826 84

89 22
8255 03
$243 83

1 Basis of computation.

Percentages for the Secured, Unsecured and Mixed Offices, related to Out-

standing Loans.

ured.
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In addition to the one hundred and seven offices tabulated

in the preceding pages are submitted the following tabulations

relative to chartered companies: —

Collateral Loan Company.

Percentages.

Loans outstanding Sept. 30, 1913,

Asset', .....
Amount of loans made.
Number of loans made,
Average size of loan, .

Average income of loan,
Average cost of loan, .

Total income, ....
Total expeu-ses, ....
In favor of income,
Expenses itemized: —
Rent
Salaries, .....
Taxes, .....
Dividends, ....
Remainder in other items,

Number of salaried persons,
Average salary, ....

Sl.305,003 34
$1,382,015 26

S2,720,670 70
100,825

S26 98
SI 43
SI 23

5144,661 53
5124,919 05
519,742 48

57,4'55 92
527,264 12

519,722 00
565,000 00
55,467 01

13

52,097 24

.92

.70

.13

.04

.17

.13

.41

.04

Workingmen's Loan Association.

Total
Amounts.
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Worcester Collateral Loan Company.

Total
Amounts. Percentages.

Loans outstanding Sept. 30, 1913,

Assets,
Amount of loans made.
Number of loans made,
Average size of loan, ,

Average income of loan,
Average cost of loan, .

Total income, ....
Total expenses, ....
In favor of income.
Expenses itemized: —
Rent, .....
Salaries,

Wages,
Advertising, ....
Dividends, .

Remainder in other items.
Number of salaried person.
Number of wage earners, .

Average salary, ....
Average wage, ....

$85,907 88
$96,518 87
$70,908 13

1,414

S50 19

$10 42
$9 67

$15,145 55
$13,383 46
$1,462 09

$765 97
$2,400 00
$2,914 30
$466 04

$4,212 00
82,925 15

1

3

$2,400 00
$971 43

1.47
1,32
.15

.07

.23

.28

.04

.41

.28

Chattel Loan Company.

Total
Amounts.

Loans outstanding Sept. 30,

Assets, .

Amount of loans made,
Number of loans madC;
Average size of loan.
Average income of loan
Average cost of loan.
Total income,
Total expenses.
In favor of income.
Expenses itemized: —
Rent,
Advertising,
Wages,
Loans written off,

Remainder in other items
Number of wage earners.
Average wage per week.

1913, $6,812 00
$9,672 26

8226,351 86
11,886

819 07
S2 42
$1 87

$28,712 48
$22,252 91

$6,459 57

$2,0.53 52

$1,888 37
87,803 50
83,993 47
$6,514 05

36
$12 46

1 The above amount is the business for four months; after that the six offices in which business

was conducted became licensed offices and the business is included in the tabulations of one hun-

dred and seven offices.

In the tables which follow are gathered the statistics of all

the offices under supervision: —

Total Amounts Jar All Classes, including Chartered Companies.

Chartered companies, 4

Number of offices in tabulations, 107

In Boston, 63

Outside of Boston, 44



36 LOAN AGENCIES. [Jan.

Loans outstanding (total), Sept. 30, 1913,

Average of loans out-standing, .

Total assets, ....
Amoiuit of loans made for year.

Number of loans made for year,

Income averaged to each loan,

Expense averaged to each loan.

Total income, ....
Total expenses, ....
In favor of income.

Suspended accounts (total),

Expenses itemized :
—

Rent,

Salaries,

Wages,

Advertising, ....
Remainder in other items,

Number of salaried persons,

AA-erage number of wage earners,

Average salary per week, .

Average wage per week, .

Average of each office, rent per year,

Average of each office, advertising per year,

S2.6So,90-i 05

§2,575,452 70

S3, 148,328 32

§6,996,266 46

. 295.156

?2 64

SI 95

8780,290 44

8576,429 54

8203,860 90

§50,776 61

§44,887 43

§160.687 68

§102,474 44

§28,752 17

§239,627 82

103

161

§30 00

§12 24

§404 39

§259 02

Percentages for All Classes related to Outstanding Loans.

Percentage of income, including interest and charges.

Percentage of expenses, .

In favor of income, .

Percentage of suspended accounts,

Percentages of expenses itemized :
•

Rent,

Salaries,

Wages,

Advertising, ....
Remainder in other items, .

1.87

.65

.16

.15

.52

.33

.09

.78

All jxTcci liases ji;i\(Mi arc related to tlu' nAXTai.ro of tho out-

standiii',^ loans for the twchc nioiitiis.

la the |)ereeiitaj:;e of exjxMise is included tlu' loans that ha\"c

beoii eliar^M-d oil' as losses durin^^ tlu> year.

In tlie |)ercenla,u:e (»f exjxMise the anionnt ])aid for di\ idends

is not inclnde(| exce|)t in the indi\idnal taluilalions of \\\v

charlered eoiripanies.

'i'he pereentaj^cs for suspended accounts are not inchided in
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the expense account. It is furnished as a question mark to be

used when the subject of equitable rates is under considera-

tion.

The percentage of expense reported last year did not include

losses, as the returns were incomplete by reason of the fact

that a number of the offices having a large business did not

become licensed until the legislation of 1912 removed all

doubt that they may have had as to whether or not they could

be included by the original act.

The percentage in favor of income is its relation to the

average of outstanding loans. When the difference between

income and expense is related to the capital invested in the

business, it shows a profit per year as follows : for the offices in

the secured class, 4.78 per cent.; for the offices in the mixed

class, 11.32 per cent..; for the offices in the unsecured class,

17 per cent. If dividends on capital stock in corporations, or

money invested by individuals or partnerships, is allowed as

an expense of 6 per cent, per annum, the above rate of profit

would be reduced by that amount; in which case the secured

offices as a class have no profit, the class composed of un-

secured offices have a profit of 11 per cent, and the class com-

posed of offices doing both secured and unsecured in combina-

tion have a profit of 5.32 per cent, per annum. Against these

estimated profits might properly be placed, as a question mark

dealing with possible depreciation of principal, the item of

suspended accounts, which is equivalent to 2.45 per cent, in

the secured, 3.91 per cent, in the unsecured and 3.97 in the

mixed.

The figures representing the volume of outstanding loans

used as the basis for computations last year were $786,055.25;

this year the figures used for the same purpose are $964,274.72.

The offices classed for a capital of $5,000 and under average

a little more than one salary or wage to an office; the class

having a capital from $6,000 to $15,000 averages two persons

to an office; the class having a capital of $16,000 and over

averages three persons to an office.

In the secured class the outstanding loans last year were

$111,362.10; this year, $201,699.91, — an increase of $90,337.81.

Increase in the number of offices, 4; expenses last year, 2.90
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per cent, a month; this year, 2.23 per cent, a month, — a

decrease of .67 per cent.

In the mixed class the outstanding loans last year wfere

$368,071.25; this year 8378,053.61, — an increase of S9.9S2.36.

Increase in the number of offices, 19; expenses last year, 2.52

per cent, a month; this year, 3.42 per cent, a month, — an in-

crease of .90 per cent, a month. The number of offices has in-

creased, but there has not been a proportionate increase in the

volume of lo.ans. Losses charged ofi' would represent .51 of

the increase.

In the unsecured class the outstanding loans last year were

$306,571.90; this year 8384,521.20, — an increase of 877,-

949.30. Increase in number of offices, 14; expenses last year,

2.89 per cent, a month; this year, 3.86 per cent, a month, —
an increase of .97 per cent. The relative increase in the num-

ber of offices in this class is about the same as in the mixed

class, and with the same effect. Loans charged oft" would rep-

resent .57 of the increase.

Pawnbrokers — Rate established.

The problem confronting the supervisor in fixing the rate of

interest for pawnbrokers was brought to the attention of the

Legislature in the last report. The licensing boards in the

various cities and towns of the Commonwealth were not re-

stricted in the amount they might fix as the rate of interest to

be collected; the act giving the supervisor power to fix the rate

of interest on small loans (section 7) said it sliouM not exceed

3 per cent, a month. Section 21 of the same act said, "The
board which grants licenses to paAvnbrokers shall from time to

time establish regulations to the satisfaction of the suporAJsor

of loan agencies, relative to the business carried on and the

rate of interest clnirgcd by thcni." The only restriction, then,

on such a boiird in cstaLlisbing a rate nf interest is that "it

shall be to llic satisfaction of the sn]){'r\isor."' The r('(|uest

last year for a removal of the restriction npon the snpiT\isor,

so that he could ap|)rovc of the rat(> fixed b\' the licensing

Ixiards, \\as not acted njxm fa\(irably by tlu> Legislature.

I'ndcr date of .Vpril 15, l!li:{, the supervisor, by circular letter,

brought the whole situation to the attention of the mayor and
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aldermen of any city, the board of police in Boston and to the

selectmen of any town where pawnbrokers were licensed, saying

that the law limited his approval to 3 per cent, a month.

The immediate result of this announcement was a request for

hearings from persons affected in different parts of the Common-
wealth. In Boston particularly there was an earnest protest.

At the hearings it developed that in Boston, daily, there were

hundreds of loans made where the amount involved did not

exceed $5, and additional hundreds of loans where the amount

involved did not exceed $10. Under such conditions it was.

evident that a 3 per cent, per month rate was not practical;

the borrower would be forced to the disadvantage of selling

his property in the form of a pledge — jewelry, clothing, etc,,,

whatever it might be on which he desired to raise money and
then take the risk of purchasing it back again at some later

date. It was clear that the enforcement of an observance of

any decision made by the supervisor must rest with other

officials, because no such authority is conferred upon the

supervisor. Confronted with these conditions the supervisor

exercised the discretionary power which might be implied

where two boards had power relative to the fixing of the rate.

The compromise reached reduced the rate everywhere in the

Commonv/ealth to 3 per cent, per month for sums from $25

to $100; for sums over the last-named amount the rate was re-

duced to 2 per cent, a month; between $10 and $25 it was

made 1 per cent, a week, and for $10 and under the rates

adopted were those in effect in Boston as fixed by the board

of police which were made general; and then the following was

given out :
—

It has been made to appear to the supervisor that the word "satisfac-

tion" in section 21, chapter 727, Acts of 1911, will permit of an interpreta-

tion more liberal than that given by him in his communication dated.

April 15; also that an enforcement of a 3 per cent, rate on sums under

$10 might produce results which would be more of an injury than a bene-

fit to the class who were to have the advantage of the smaller rate. The;

supervisor will therefore modify his circular of April 15 and say that the:

following rates of interest will be to the "satisfaction of the supervisor" as;

required by section 21, chapter 727, Acts of 1911.

On a loan of $1 or less, 5 cents for the first week and 2 cents for each

week after the first; on a loan of over $1, to and including $3, 4 per cent.
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for the first week and 2? per cent, for each week after the first; on a loan

of over §3, to and including SIO, 3 per cent, for the first week and 2 per

cent, for each week after the first; on a loan of over SIO, to and including

S25, 1 per cent, a week; on a loan of over .S25, to and including SlOO, 3

per cent, a month and each fraction thereof at the same rate; on a loan

of over SlOO, 2 per cent, a month and each fraction thereof at the same

rate.

Loans of $10 axd Under.

Among the evils in connection with the business of making

small loans, enlarged npon at the hearing before the committee

which reported the act creating this office, was that commonly

known as "split loans." The legal rate of return, then, per-

mitted at that time had created conditions where the largest

profit for the money invested was to be found in the smallest

of loans that could be made, because when the loan decreased

in size the percentage of return increased.

This evil was immediately taken up by this office and treated

as set forth in our last report. Briefly, it might be said that a

change was made whereby the return to the lender was based

on a percentage as related to the principal, regardless of the

amount, thus eliminating the motive for "split loans" and

additional offices. This took the place of the old system, which

permitted, for instance, a paper charge of $2 on SIO, or any

amount under that sum. As the business of making loans of

$10 or under had thus developed, under legal sanction, a higher

rate of return than was given to other loans, this office, in

attempting to make a rate which would be equitable, provided

that a charge of 15 per cent., to include all charges and in-

terest of whatever name and nature, could be made by a lender

for the loan of sums of SIO or under; but no attempt to *'orce

a colloction was to be made withiu six weeks from the date of

borrowiug. This reduced the ciuirge to about 10 per cent.; but

there was a still further i)rivilege given to the borrower, that

he could return the amouut borrowed in installments if he so

desired, in which case tlu- rate of return should be only 'A ]>or

cent, a month, and on vuii)aid balances only.

The j)ractical working of this decision ought to b(> the retire-

incnl of a larg(^ nnini»cr of these $10 loans. .V borrower, in-

stead of j)aying a hirge monthly percentage, without reducing

Jus debt can take advantage of the privilege which is i)riuted
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on the card which is given to him at the time of making a loan,

and retire his loan by instalments at three per cent, as thereon

provided. This option to the borrower of thus making pay-

ments on installments makes the 15 per cent, rate equitable;

it is, in fact, in the nature of a tender law on these small sums.

The result of the practical working of the rule justifies its in-

auguration and its continuance. Some of the lenders expressed

the opinion that under such a rule much of their business

would pass into this installment class; but developments have

not sustained this prediction.

The office is now extending its work in the investigation of

conditions surrounding the making of $10 loans. Hundreds of

loans are reported in this class each week. There are many
cases where one individual is making a number of loans. To
what extent each loan is represented by a new borrower, or

how long a loan of this nature runs, are matters which will

receive attention as being incident to the work of supervision.

It will furnish additional information as the basis for fixing the

amount which should be paid by the borrower for the use of

loans of this nature.

Collection by Process.

Whenever a legal proceeding of any nature is commenced to

make a collection of a borrower in the small loan business, there

must be returned to the office of the supervisor, on blanks

furnished, the number of the loan, details concerning it, what

amount remains unpaid and to whom the process of collection

has been committed. When the process halts, or is completed

in any way, the full details of whatever settlement has been

made are returned upon a second paper; thereby supervision

gets information as to the nature of the security, what is

realized upon it and in what manner. All items of the bills

incurred in collecting are sent to the supervisor; thus the

history of every loan under supervision is in the office.

There were 765 loans during the year on which legal pro-

ceedings were commenced. The amount of money involved in

these 765 loans was $29,206.70. Of these loans, 254 were for

amounts of $10 or under. There were 115 proceedings started

in the secured offices, an average of 8 to each office; 447 were
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started in the mixed offices, an average of 9 to each office; 203

were started in the unsecured offices, an average of 4 to each

office.

Of these 765 loans 241 were collected. Of these 241 loans,

51 were for SIO or under. The amount of money involved for

the 241 loans was SI 1,964.88 and the collection costs were

SI,756.33. The average cost of collecting a loan was S7.30.

The percentage of the costs to the amount collected is 15 per

cent. The cost of proceedings varies. In one case S39.56 w^as

to be collected, and the cost for collecting same was S52.81.

Legal Proceedings.

By the provisions of the act of 1911, the Commonwealth

was called upon to prove that a lender had charged or received

from a borrower an amount greater than that prescribed as the

limit under w^hich business could be transacted without a

license. Evasion of the law was then possible under a system

whereby two persons acting together made it difficult to fur-

nish evidence that would assure conviction. By chapter 347,

i\cts of 1913, passed at the request of the supervisor, the tenor

of the original act is so far changed that it is sufficient for the

Commonw^ealth to prove that the borrower paid for expenses,

to one or more persons, an amount greater in the aggregate

than an amount equivalent to 12 per cent, per annum on the

sum actually received by the borrower, if the lender might,

by reasonable inquiry, have ascertained that such an amount

was being paid.

June 13, before Judge Creed, Boston ^Municipal Court,

Samuel Richmond was convicted and fined S200, which w^as

paid.

June IS, before Judge Ely of the Boston Municipal Court,

George I. Robinson was convicted ot engaging in the business

of making small loans without a lictMise and was IIuihI SiOO,

which was paid.

July 31, before Judge Murray of the Boston Municiiial

Court, the Mason Financial Com])any and the Fidelity (tuar-

anty ('ompany, South Dakota ('or])orations, were placed on

trial for engaging in the l)nsiness of making small loans witii-

onl a license. I'lider the act as amended by chapter 347,
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Acts of 1913, conviction was secured. These corporations occu-

pied an office separated by a partition, about 6 feet in height,

into two desk rooms. A prospective borrower found that any

loan desired must be $300 in addition to that amount and the

whole amount guaranteed; this service was performed by the

Financial Guaranty Company, the other side of the partition,

its price being that the borrower should leave the check or

cash for $300 which had been advanced by the Mason Finan-

cial Company, and retain the small loan desired at an expense

exceeding the limit named in the law. The Mason Financial

Company expected to escape because its charges were within

the limit, and the Fidelity Guaranty Company expected to go

free because its part in the transaction was not a loan of money

within the scope of the law. Judge Murray found that it was

a scheme devised to evade the law and fined each corporation

Appeal was taken and the case came to trial October 28 in

the Superior Court before a jury. Assistant District Attorney

Webber appearing for the Commonwealth. It was elected to

try the Mason Financial Company first. A claim was made
that the Commonwealth should connect the two corporations

in the transactions above described, but the Acts of 1913

placed before the jury the question, did the borrower pay a

greater sum for interest and expenses than the limit named in

the law, and could the Mason Financial Company have known
that fact by reasonable inquiry? The jury brought in a ver-

dict of guilty. The case of the Fidelity Guaranty Company
was marked for trial. In the meantime the District Attorney's

office seized books and papers. The supervisor also asked the

Attorney-General, under date of August 5, to institute pro-

ceedings to compel these corporations to cease doing business

in the Commonwealth. Deeming it essential that the business

should terminate, another warrant was obtained in the munici-

pal court against these corporations. In the Superior Court

the Financial Guaranty Company pleaded guilty and agreed to

close the business, — to cease attempts to collect illegal ac-

counts. This condition has been complied with and the cor-

porations have gone out of business. The fines were paid.

August 14, before Judge Murray in the municipal court
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Max Finkelstein entered a plea of guilty and paid the fine of

S200. Judge ^Murray intimated that it was about time to

impose a jail sentence. The daily papers gave good space to

this remark, and unquestionably it has rendered good service.

August 29, before Associate Judge Stearns in the Chelsea

Municipal Court, ]Mrs. Minnie Cohen was found guilty of

doing business without a license and was fined S200. The case

was appealed, but a plea of guilty was entered in the Superior

Court and the fine paid.

August 9, before Judge Reed, in the Brockton Police Court,

Louis Sumpter was convicted of doing business without a

license, fined $200 and appealed.

In several other cities, when the Commonwealth commenced

to collect evidence of illegal loans, licenses were applied for

and granted.

For violation of rules and regulations the supervisor placed

several cases against licensed offices in court. The lender in each

case thought he was within his legal right in whatever he had

done, and the supervisor deemed it advisable to have the case

heard where an appeal could be taken that could be carried

up to the Supreme Court where questions of law were involved.

May 29, before Judge Bennett, Jacob Bornstein and Arnold

Bornstein were tried, fined and an appeal taken to the Superior

Court, where they each paid a fine of SlOO which ended the

case.

May 29, before Judge Bennett, Isaac Endlar raised the ques-

tion of what constituted a loan, — the face of the note made
or the amount of money actually advanced. Later he pre-

ferred to make a settlement according to the rule as interpreted,

and the case was placed on file.

June 12, before Judge Ely, the manager of the Enii>loyees

Discount Company paid a fine of SlOl) and did not ap])eal.

'^riie above-named dates are the days of Irial. Tri'vious

tlicrcto the following dates rtninired attendance at court for

j)ostponements or otherwise^: :\.i)ril 11, 1(), 22. 20; May 0, 9,

14, 20; May 21, 23, 2C.. 29; Jmie :\, .'), 7. !). 11. i:',; .Inly 17.

22, 25, :;i; Angnst 11, 12. i:;, 1."). 20. 27, 2S; otiirr prrlinii-

naries and scttlfinculs willionl Irial occnpitMl days in October

and Novenibcr.
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The office has caused to be paid in about $1, ()()() more in

fines than has been paid out for legal expenses incurred by the

office. A conviction has also been secured in every case that

has been brought.

The number of licenses issued has been increased by the

convictions and publicity incident thereto. None of the un-

licensed persons convicted have been given a license.

Legislation in Other States.

How the business of making small loans may be properly

regulated has been presented for the consideration of the

Legislatures of Alabama, California, Tennessee, Iowa, Connecti-

cut, West Virginia and New Jersey, but resulted in no legis-

lation, either by veto or otherwise.

Nebraska passed a bill the constitutionality of which was

argued the first days of December before the Supreme Court

of that State. Business cannot be conducted at the low rate

named in the law.

Legislation in Vermont was more particularly in reference

to pawnbrokers. Utah had a similar measure.

Kansas made provision for the incorporation of remedial

loan associations, but in the opinion of this office at a rate

which makes legislation impracticable.

Wisconsin, also, influenced by unreasonable sensational ap-

peals, passed a law reducing the charges allowed to such a

point that the Provident Loan Society, a remedial association,

gives notice that it will be unable to continue in operation

unless the law is repealed.

Ohio has added some of the features adopted in the Massa-

chusetts system of supervision; the 10 per cent, fee is now
operative there.

Pennsylvania also added this fee with the time-limit restric-

tions adopted in the Massachusetts system, making them the

law of the State with penalties for evasion; it also permits a

fee for examination which Massachusetts prohibits.

Illinois has made provision for the incorporation of remedial

associations at a rate of interest which may permit companies

doing business with security to exist.

Indiana passed a law designed to regulate the paper charge
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and prevent its repetition or overcharge in any other way;

also in the regulation of the business by the keeping of records

of loans.

Elaine has followed jMassachusetts in the attempt to vitiate

loans made outside of the State and to license the business.

^Minnesota law enacted permits the paper fee, limits it and

provides against its repetition.

Missouri law provides for the license system and regulation

thereunder.

Colorado has adopted the license system with inspection by

the license commissioner.

Oregon creates the license system with interest at 3 per

cent, a month, but no loan over S30 at one time.

Oklahoma law provides for a license system with a rate of

interest, but a lender is permitted to have a minimum charge

of 50 cents. With the experience of this office it can safely

be predicted that the practical working of such a bill will not

be in the interest of the borrower.

Washington, D. C, passed a bill, the constitutionality of which

was questioned and the bill upheld by the highest court, but

the business of making small loans has left Washington and

profitably located itself on the other side of the District of

Columbia line.

New York this year repealed its usury law. It enacted a

law providing for supervision, but no supervisor has been ap-

pointed. This law does not give to the supervisor, as it does

in Massachusetts, such power as will enable him to regulate

the business. Supervision without the power to supervise,

especially if, as in the New York law, the possibilities of

evading the law arc al)uii(lant, can accomplish very little in

the way of remedial work or in furnishing r\piTi(MU'i> on

which to make rates that are equitaiile.

Ukal Estatk.

'^I'he rate <m rciil estate is a sum not exceeding $'2, to be

charged For the making of the mortgage, the actiiai fi>es for

recording, when recorded, and the lee for invest igat ing the

tith" as agreed n|)oii by both iKirtics to the hian; the rate of

interest is not to exceed I ! per cent, per month.
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Information collected.

Since the office was established, "clippings" from the news-

papers of many States relating to the business of making small

loans have been received and filed. They comprise remedial

loan work,- legislative action, court decisions, notices of cases

brought to court, activity in enforcing the laws in those States,

etc. Copies of court decisions relating to the small loan busi-

ness in the making of contracts, construction to be placed on

State laws, power that can be exercised by administrative

offices, etc., are also obtained, and the principles are used in

reaching any decision by the office in any case that involves

them or will permit of their application.

Memorandums filed.

Beginning on April 15 there was added to the office system

the practice of keeping a memorandum of each case or subject

which received attention during the day. Each case or in-

dividual call has a separate slip. It preserves dates and de-

cisions rendered or views expressed, and lessens possibilities of

differences when days or months have passed and the incidents

are needed for reference by the office. Over fourteen hundred

slips have been filed since this date. More than two hundred

attorneys have called upon the office.

Evidence of the practical work the office is accomplishing is

in the rapidity with w^hich adjustments are made.

Borrowers have become familiar with the rates and rules

fixed by the supervisor. These are printed in pamphlet form.

The law as amended, the laws relative to assignments and a

list of licensed offices are also furnished. Each borrower is to

receive from the lender a complete memorandum of the obliga-

tion he has incurred, and thereon are printed the rules and rates

which apply to it. It also tells the borrower that he can, if

he so desires, bring the matter to the attention of the super-

visor.

Observations.

Excellent tests of prevailing conditions in the. business of

making small loans in the relations of lenders and borrowers

were made on May 22, June 3 and June 26. On each of these
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days the "Boston American" carried large editorials notifying

borrowers that they should bring to the attention of that paper

or the supervisor, at 6 Park Street, any troubles that they

might have, or, if they thought they were overcharged, they

could learn the truth by such investigation. One important

prosecution was thus originated and carried to conviction. An
average of three inquiries relating to loans was made for each

day, but there were many grievances brought concerning in-

stallment contracts.

The business of making small loans appears to be the largest

in the communities where large wages are paid.

Something might be written concerning the borrowers who

are successful in obtaining small loans and then vanishing be-

yond recall.

Loan offices outside of Boston are quite often offices with

small capital and small business, for the reason that the de-

mand for loans is small. They are usually conducted in con-

nection with some other business. The owners take out a

license because they wish to comply with the law.

Reports of contemplated legislation in other States, coming

to this oflBce through newspaper clippings, show that the Mas-

sachusetts law is the favorite model.

OflSces doing business at a loss during the year include

representatives of the secured, mixed and unsecured class; six

have a capital in excess of $10,000; one has a capital of over

$30,000; seven have over $5,000; six have under $5,000.

Recommendations.

Raising the Limit of Jjxnis under Siijx'rrisioii from SoOO to

sooo.

The act which gives to the supervisor the jiower to fix the

rate of interest makes ',] per cent, a month the niaxinuim rate"

which he. can estabhsli as the return for the use of money in

sums of $:5()0 or less. Contracts involving loans of amounts in

excess of $;iO() — for instance, $i?01 — can be made in an open

market, free IVoui restrictions, where money seeks investnuMit

at any rate lha( may be ai^reed npon by the i)arlies to the

contract, liider such conditions money finds (Mnph>\inent at

a rate larger than it can obtain under supervision. If the sum
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of $301 can earn a much larger rate of interest than $300,

then a borrower who is in a position to borrow $300 finds that

he must borrow $301, if the lender can get a larger profit on

$301 than he can get on $300.

If, therefore, supervision on a loan of $300 prohibits the rate

which is legal on $301, that prohibition in effect closes the loan

market at rates permitted under supervision for sums of $300

or approaching thereto; the market will open at a point where

the rate established by supervision correlates with the rate

that is legal outside of it. To raise the limit from $300 to

$600, or even a larger amount, would involve no hardship

upon whomever it might affect. The law as it now reads per-

mits a rate of 1 per cent, a month, or 12 per cent, a year,

without any supervision. The system that places loans of $300

or less made at a larger rate than 1 per cent, under supervision

has developed good results. Much can be accomplished for

the benefit of borrowers by increasing the limit. If loans above

$300 are demanding and receiving a higher rate than is allowed

under supervision, then the conditions that make such a rate

possible might well be developed by the investigation system

now applied to loans under $300. At present there is compe-

tition unfavorable to the supervision rate that can be charged

for the use of $300; placing larger sums under supervision wall

curb that competition and have the tendency to equalize rates

now demanded for loans either above or below $300.

I therefore recommend the passage of the following: —

An Act to extend the Provisions of the Small Loans Act to

Loans of Six Hundred Dollars or Less.

Be it enacted, etc., as follows:

Section 1. Chapter seven hundred and twenty-seven of the acts of

the year nineteen hundred and eleven, as amended by chapter six hundred

and seventy-five of the acts of the j'^ear nineteen hundred and twelve and

chapter four hundred and thirty-seven of the acts of the year nineteen

hundred and thirteen, is hereby further amended by striking out the

words "three hundred" wherever the same appear, and inserting in place

thereof the words :
— six hundred, — so that as hereby amended said

act, as amended, and the amendments thereto, shall apply to all loans of

six hundred dollars or less upon which there is charged or paid for interest

and expenses an amount which in the aggregate exceeds the equivalent

of twelve per cent, per annum upon the sum actually loaned.

Section 2. This act shall take effect upon its passage.
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The Tender Law.

Legal opinions are divided on the question of what is the

effect of section 51, chapter 102 of the Revised Laws upon

loans now made under supervision. This law of tender was

limited in its application by section 56, when licenses were

granted under the provisions of 57 to 67, inclusive; but licenses

are no longer granted under these sections, which were repealed

by chapter 727, Acts of 1911, creating the office of supervisor.

The supervisor, in his rules and regulations, declared that this

law of tender should apply to all loans.

The objection raised was to the effect that ^Massachusetts

had made provisions that the supervisor could fix a rate of in-

terest under which a contract should be made; therefore it

was not equitable to rule that a debt once created under these

conditions could be discharged under the tender law.

The supervisor made answer that loans of the class that are

under supervision were made under necessity. The borrower

is in immediate need. He knows not where to obtain the

money elsewhere, and he takes advantage of the only loan

market that is then open to him. If later he finds a friend

who will help him at a lower rate than he is paying, then he

returns the amount borrowed, together with a paper charge

and an amount for interest supposed to be sufficient for tem-

porary accommodation.

Another objection presented to the super\isor was to the

effect that such an application of the tender law would cause

the greater proj^ortion of borrowers to avail themselves of its

protection and to retire their loan in this manner; but the

practical working has not sustained the objection. Occasionally

a borrower does avail himself of this remedial legislation, but

it has no large appreciable infinence in the business. Much
tlu' sanu' objection \\;is raised to the pro\ision nuuK' i)\' the

suj)ervis()r relative to loans of $10 or less; e\ery borrower finds

on his card the rule that he may r(>tire his loan by ])Mying

weekly installments, in wliicli c;isc interest is restricted to

3 per cent, on unpnid ludiinccs. A borrower, who by necessity

must i)r;icticc I'nigjility, cm herein lind remedial loan rates, but

the ininibcr of lllor^c who would take adx'antage of it is not as

large as the aiKdcates of low rates wduld reasonably expect.
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There is a vast difference between a usury law, which says

that it is not lawful to take a larger interest rate than 18 per

cent, per annum, and a tender law, which says that regardless

of any rate that was promised under necessity, the loan shall

be discharged when a tender is made of the principal sum

actually borrowed, with not less than six months' interest at

18 per cent, per annum, and a paper charge of $5 for making

papers, with a credit of the amounts paid, if any, between the

time of making the note and the tender in settlement.

An alternative of this nature solves the question of whether

a larger rate is or is not a necessity because of the market con-

ditions. Any borrower who is paying more than 18 per cent,

per annum on a loan ought to be given the remedy of placing

his loan at any time at the cheapest rate he can find above that

sum. Especially is this true in Massachusetts, where there is

practically no limit to the amount which can be exacted by a

lender from a borrower when the amount of the loan is above

$300. The necessity for a tender law of the nature herein

recommended seems imperative.

Such remedial legislation, however, is of little value if its

provisions can be waived by contract. The borrower is fre-

quently not an equal party to a contract involving a loan of

money. To have the requisite effect it should be impossible to

evade the law by contract. I therefore recommend the passage

of the following: —

An Act to amend the Law relating to a Tender for the Discharge

OF Loans.

Be it enacted, etc., as follows:

Section 1. Section fifty-one of chapter one hundred and two of the

Revised Laws is hereby amended so as to read as follows :
— Section 51

.

Any loan hereafter made shall be discharged, any agreement to the con-

trary notwithstanding, upon payment or tender of the principal sum

actually borrowed, and interest at the rate of eighteen per cent, per

annum, and the sum of five dollars additional in payment of all expenses

of making and securing the loan; but the lender shall be entitled to interest

for six months at said rate if payment or tender is made under the pro-

visions hereof within six months after the money is borrowed. All pay-

ments in excess of the rate of eighteen per cent, per annum shall be applied

to the discharge of the principal, and the borrower shall be obhged to

pay or tender only the balance of the principal and interest at said rate,

due after such application. The provisions of this section shall apply to
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all loans, whether secured or unsecured; but shall not be retroactive for a

period of more than four months preceding the date of the tender if the

loan was made under the pri\'ilege of a license; when the loan is other-

wise made, the provisions of this section shall not be retroactive for a

period of more than one year preceding the date of the tender. The
provisions of this section shall not affect any loan made where there is

charged or paid for interest and expenses an amount which in the aggre-

gate is less than the equivalent of eighteen per cent, per annum upon the

sum actually loaned, nor shall it affect so much of section three of chapter

seventy-three of the Revised Laws as.pro^^des, if there is no agreement

for a different rate, the interest on monej'- shall be at the rate of six dollars

upon each hundred dollars for a year: No person shall be deprived of

the right of tender hereunder bj'' reason of having executed any release,

under seal, covenant, contract, or agreement, nor by reason of the mak-
ing or negotiation of am' promissor}' note, or the renewal of any note or

loan, or the making, without the actual bona fide pajTnent of the principal

sum, of any new contract relating thereto.

Section 2. This act shall take effect upon its passage.

Assignmeiifs.

The experience of this office •warrants the recommendation

that if the law relating to assignments as now drawn is to re-

main in force it should be amended by striking out the words

"to secure a loan of less than three hundred dollars." I there-

fore recommend the passage of the following act: —

An Act to amend the Law rel.\.ting to the Business of ^L\KING

Small Loans.

Be it enacted, etc., as follows:

Section twenty-two of chapter seven hundred and twenty-seven of the

acts of the j^ear nineteen hundred and eleven is hereby amended by
striking out the words "to secure a loan of less than three Inuulrotl dollars,"

so that it shall read as follows: — Section 22. No assignment of or order

for wages or salary to be earned in the future shall be valid against an

employer of the person making such assignment or order until the assign-

ment or order is accepted in writing l)y tlic cnii)loyer, nor until tlie assign-

ment or order and the accejitance of tlie same have botMi filed and recordeil

with the (;lerk of the city or town where the person making the assignment

or or(l(>r resides, if he is a resident of the commonwealth, or in which he

is employed if he is not a resident of the commonwealth; nor shall it be

valid unless said assignment is in form and purport as prescribed in chapter

three hundred and ninety of the acts of tfie year nineteen hundred and six,

arul acts in amendment thereof. No such assignment or order shall be

recorded by the clerk of a city or town unless it states on its face the sum
of Icii (loll.'irs ]}or week, as earned, of the wages or salary so assigned is
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exempt from such assignment or order. No such assignment or order

shall be valid when made by a married man unless the written consent

of his wife to the making thereof is attached thereto. No such assignment

or order shall be valid for a period exceeding one year from the making

thereof.

Conclusion.

State supervision of the business of making small loans in

Massachusetts has now been in operation two years. The re-

striction in the law does not apply to the making of a small

loan; it is directed against the business of making small loans.

The supervisor by the law is given the power to fix a rate of

return on loans which is to apply to the business as a whole.

Into the calculation must come the business in its every-day

aspect. A rate, which for a single loan with no expense neces-

sarily attendant upon it might be declared high, would be

much too low for a loan which must bear its portion of the ex-

pense incident to the maintenance of a place of business for the

making of loans. Certain expenses are essential; the business

may be good, bad or indifferent, but rent, wages and the many,

other items must be paid. Even if it was a fair deduction that

all of the capital of the office could be placed on an interest-

bearing basis all of the year, the problem would be simplified.

Fixing a rate of interest with due regard to the security of

the principal, and placing the business on a reputable com-

mercial, competitive basis, demand deliberation which must

take cognizance of all the conditions that are a part of and

inseparable from the business. The report this year is the

first that could contain the figures representing the business

under supervision for one complete year, because a portion of

the business resisted license until the amended law of last year

forced them into line. For the first time there is a fairly firm

foundation on which those may stand who perhaps hold differ-

ing opinions on the question of what is an equitable price that

a borrower should pay for a small loan. The viewpoint should

be from the business itself, not from any one or more small

loans.

The system herein outlined has been developed as an incident

to supervision by the supervisor, when he discovered that the

statistics requisite as a basis for judgment were not in existence

in any State in the Union. Massachusetts is the first to have
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these figures disclosed from the inside of the business as it

actually exists within its borders; the law did not demand

these figures, but the supervisor could not to his own satis-

faction perform the duties mandatory upon him without them.

The borrower is willing to pay a fair market price for any

accommodation he may desire; the lender asks that he may
have the same fair price for service which any reputable

business must obtain to enable it to exist. Impartial super-

vision will establish that price.

I again invite and welcome the suggestions and co-operation

of all those who are interested in this great social work which

is demanding and receiving attention in every State in the

Union. When deliberation accompanies or takes the place of

denunciation, progress has commenced.

I again especially invite the members of the Legislature to

inspect the office, its system and the record of what it has

already accomplished.

E. GERRY BROWN,
Supervisor of Loan Agencies.
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