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the management of the local bank to serve its community 
better, while at the same time providing the additional 
benefits associated with size that the holding company is 
able to offer. 

• My second observation is a word of caution. The for- 
• 

marion of a holding company and the acquisition of a 
bank by a holding company require the approval of the 
Federal Rcscrve Board. In reviewing a holding company 
application, the Board must consider whether the pro- 
posal would expand the size or extent of the bank holding 
company system involved beyond limits consistent with 

adequate and sound banking, the public interest, and the 
preservation of competition in the field of banking. Also 
pertinent in this field are the criteria used by the courts 
in deciding cases that arise under the Clayton Act dealing 
with acquisitions which may substantially lessen competi- 
tion or tend to create a monopoly, or that arise under the 
Sherman Act dealing with acquisitions which may un- 
reasonably restrain trade. The Supreme Court of the 
United States has equated excessive concentrations of 
banking resources in the relevant markets to undue lessen- 
ing of competition, as well as to unreasonable restraint of 
trade. The Board will approve only those applications 
which, in the light of the competitive factors and the ap- 

plicable banking factors, it finds to be in the public in-b 
terest. 

We would expect, therefore, that those banks which 
choose to band together to improve their potential of 
service to the public will seek to do so in ways that will 
enhance compctition rather than reduce it. 

CONCLUSION 

In conclusion, I would revert to President Wilson's 
inaugural address. "We shall deal with our economic sys- 
tem as it is and as it may be modified, . . . and step by 
step we shall make it what it should be. . . ." These words, 
spoken fifty-one years ago, were truly prophetic of the 
years since then, and I trust of the years ahead. When 
these words were uttered, no one would have dreamed of 
the challenges our nation and our banking system would 
have to face. No doubt the challenges that lie ahead are 
beyond our imagination today. But whatever our respec- 
tive challenges, we must be ready to meet them—and meet 
them well. Our success and your success in meeting them 
will be related to the extent that each of us realizes that 
the success of any governmental body and of any private 
organization rests on its servicc to society. 

The Business Situation 

The economy posted a good advance in April, and 
fragmentary data for May suggest that these gains have 
been at least maintained in recent weeks. Leading indica- 
tors such as new orders for durable goods, the backlog 
of business appropriations for capital spending, and con- 
sumer buying intentions add support to the widespread 
expectation of further gains in output and employment in 
the months immediately ahead. The limited data so far 
available, however, do not provide an adequate basis for 
assessing the ultimate impact of thc tax cut on economic 
activity. 

In April, industrial production, employment, and per- 
sonal income showed the largest rises in several months. 
Retail sales, to be sure, edged down for the second month 

in a row, but such sales often show erratic movements, and 
appear to have risen somewhat in May after allowance for 
seasonal factors. Steel production in May appears to have 
been maintained at the already high April level, and weekly 
data suggest that auto output also remained about un- 
changed. 

The prevailing atmosphere 0f confidence has not been 
accompanied, so far at least, by either a general specula- 
tive inventory build-up or by over-all inflationary price 
developments. Indeed, the broad indexes of prices have 
continued to exhibit substantial stability—a fact that may 
to some extent reflect continued excess capacity in several 
lines as well as unemployment still in excess of 5 per cent 
of the labor force. If further gains in economic activity cut 
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into these unused resources, price and wage stability may 
face a more severe test in the months ahead than has been 

experienced up to now. 

PRODUCTION, ORDERS. AND EMPLOYMENT 

After showing only relatively small month-to-month 
movements for almost a year, industrial production—as 
measured by the Federal Reserve Board's index—moved 

up a full percentage point in April to a record level of 129 

per cent of the 1957-59 average (see Chart I). Increases 
in the production of two major components—iron and 

steel, and motor vehicles and parts—accounted for almost 
half the April gain, although all major sectors of the in- 
dustrial economy shared in the advance. Output of busi- 

ness equipment climbed more than a point, suggesting 

rising outlays by business for capital goods, as overtime 

operations in the machinery industry reached their highest 
level in seven years. Production of consumer goods also 
rose in April, more than offsetting thc small March decline. 

The general gains throughout manufacturing production 
in April, moreover, were also reflected in higher output 
of electric and gas utilities and in the mining industry. 

Partial May data suggest that, on a seasonally adjusted 
basis, steel ingot production as well as assemblies of 
new cars held at about the advanced April rate. Even with 

dealer inventories at record levels, automobile produc- 
tion schedules do not point to any decrease in the rate of 
assemblies in June. However, the assessment of possible 
additional gains in industrial production in the months 
ahead will be complicated by the relatively early comple- 
tion—scheduled for July—of output of 1964 model cars. 
The steel industry has already experienced a slowdown in 

new orders from the auto industry, but over-all steel orders 
remain strong as a result of heavy broad-based demand, 
particularly by the construction industry and by manu- 
facturers of heavy equipment. 

Prospects for future gains in industrial activity received 
a strong boost from a rise to a record in new orders re- 
ceived by manufacturers of durable goods. The aerospace 
and primary metals industries contributed substantially to 
this advance, but gains were widespread throughout all 

major industries. In particular, new orders for machinery 
and equipment, a series closely related to business capital 
spending, posted a good rise. Moreover, with orders ex- 
ceeding shipments, the backlog of total durable orders 
on the books of producers grew in April for the fourth 
month in a row. 

The National Industrial Conference Board reported that 
new capital appropriations of major manufacturing com- 

panies edged a bit lower in the first quarter, but that such 

appropriations nevertheless remained at a very high level. 

Taking into account a sharp upward revision in the figure 
earlier reported for the fourth quarter of 1963, new ap- 
propriations have now been maintained for three quarters 
at levels not exceeded since the first quarter of 1956. The 

backlog of funds appropriated but not yet spent is con- 
tinuing to mount, and since appropriations of manufac- 
turing firms have tended to lead capital outlays by about 
six to nine months, prospects are excellent that the 
substantial gains in planned business spending for plant 
and equipment in 1964 reported by recent surveys will, 
in fact, be achieved. 

Partly reflecting the April risc in industrial production, 
nonagricultural employment showed a further advance in 

that month: all major sectors of the economy, except con- 
struction and services, added to payrolls. The Census 
Bureau's household survey reflected the improved em- 
ployment picture by recording a seasonally adjusted increase 
of 750,000 in the total number of persons employed, the 
largest monthly increase since April 1960. The gain, how- 
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ever, was primarily the result of increased part-time 
employment of women and reflected additions to the labor 
force. The number of unemployed also rose, although only 
slightly. Consequently, the April unemployment rate re- 
mained at the March level of 5.4 per cent. However, the 
long-term unemployment rate (fifteen weeks or more) 
declined to 1.2 per cent, the first clear movement below 
the 1.5 per cent level in two years. 

CONSUMER SPENDING. RESIDENTIAL 
CONSTRUCTION. AND PRICES 

Retail saks, which had declined in March, receded 
slightly further in April but nevertheless remained close 
to the record February level. The April decline was con- 
centrated entirely in nondurables, with sales of durable 
goods actually rising somewhat. Seasonally adjusted sales 
of domestically produced automobiles moved ahead in 
April, and preliminary data suggest no slackening in May. 
Rising disposable income in the hands of consumers— 
reflecting income gains as well as smaller Federal tax with- 
holdings since the March tax cut—lend strong support to 
the prospect for further gains in consumer spending in 
the months ahead. This prospect is supported by the April 
Census Bureau Survey of Consumer Buying Intentions: 
plans to buy new cars and household durables were once 
again ahead of the previous year (see Chart H). Prelimi- 
nary weekly data for May do, in fact, suggest some pickup 
in retail sales. 

Residential construction activity remained as high in 

April as it had been in March and thus continues to be a 
factor of strength in general economic activity. The level 
of housing starts and new building permits likewise re- 
mains high, although both of these indicators fell in April. 
While month-to-month changes in these two series are 
highly volatile, the declines do underscore the need for 
caution in assessing the outlook for residential construc- 
tion. 

Broad measures of price behavior continue to exhibit 
near stability. Wholesale prices of commodities other than 
farm and food products were unchanged in April at 
below end-of-1963 levels and, on the basis of weekly 
data, appear to have remained unchanged in May. Whole- 
sale prices of farm and food commodities declined in 

April and, on balance, may have edged down a bit fur- 
ther in May. A recent substantial decline in the Bureau of 

Labor Statistics index of spot raw industrial prices, more- 
over, ended more than six months of advance in that 
sensitive but somewhat erratic series. At the retail level, 
the consumer price index has continued to inch upward, 
climbing by 0.1 percentage point in both April and May. 
The over-all rise so far this year, however, has been only 
0.2 per ccnt—wclI within the range of the moderate in- 
creases for similar periods experienced in rcccnt years. 
Most recently, moreover, announcements of price reduc- 
tions for specific goods (including color TV sets, some 
steel products, and aluminum sheets and plates) ap- 
pear to have become morc frequent than those of price 
advances. The business attitude on the pricing outlook is 
indicated by a recent survey of purchasing executives: 
many of these buyers do anticipate some upward price 
movement, but virtually all who see such a trend project 
only a slight to moderate updrift and expect price in- 
creases to be selective rather than general within various 
industries. 
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