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a - H ow  Inflation A ffects Interest R ates
The following report, prepared by Arnold 
C. Schumacher, consulting economist at 
Halsey, Stuart & Co., Inc., Chicago, was 

4 released September 12:
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T HE PATTERN of interest rates is one 
o f the most difficult o f all economic 

variables to forecast. Even in terms o f a 
short time interval, interest rates can 
behave quite differently from expectations, 
as witness the extremely sharp rise in 
short-term rates in recent months. Al­
though most analysts anticipated increases 
in rates, the rapidity and magnitude of 
the move has been far greater than seemed 
likely six months ago.

Longer rates are less volatile and not as 
subject to the extreme pressure for funds 

bwhich characterize a cycle peak. Most 
^attempts to forecast long-term rates are 

built around a projection o f demand and 
supply for investment funds. But this 
technique is not very satisfactory because it 
involves estimates of economic growth, per­
sonal savings rates, monetary policy, 
capital spending and a host o f other series 
which are all subject to unpredictable and 
substantial changes over a short time span. 
But its main deficiency is that it tends to ig­
nore the inflation factor.

Since the mid-1960’s the overall rate of 
inflation has been the most important in­
gredient influencing the interest rate struc­
ture. Investors in high grade fixed-income 
obligations demand a premium to compen­
sate for the erosion in money value. The 
pure rate o f interest is traditionally placed 
in the 3.0%-3.5% area. If an investor 
believes the average inflation rate over the 
life of a debt instrument will be 5%, then he 
will demand a return o f 8.0% -8.5% .

Because each dollar buys less in terms of 
real capital equipment, inflation also great­
ly increases the demand for investment 
funds.

What about the trend o f long-term in­
terest rates over the next three years? Any 
forecast requires the usual assumptions 
regarding the rate of economic growth, de­
mand for capital goods, savings rates and, 
most importantly, the inflation factor. 
Since 1960 real economic growth (ex­
cluding inflation) has averaged 4.3% per 
year and this seems a reasonable prospect 
for the future. In order to produce this rate 
of overall growth, fixed investment in real 
terms has gone up an average o f 6.5% per 
year. Personal savings in this period 
averaged 7.2% o f disposable personal in­
come. As a broad general framework these 
trends seem likely to persist. In other 
words, growth should at least be as high as 
the average since 1960. However, con­
sidering actual and potential shortages in a 
wide range of products, the period between 
now and 1976 should be one o f heavy 
capital outlays, provided government 
regulation and tax policies are favorable to 
such investment.

By far the most difficult problem is mak­
ing some kind o f an intelligent guess regar­
ding inflation. Since early 1971 unit labor 
costs have risen at a rate of approximately 
2% per year, but this was a period 
characterized by large gains in productivity. 
Output per man-hour is likely to be 
significantly lower in the next three years. 
We would estimate that recent wage in­
creases (and those to come in 1974 and. 
1975), combined with lower productivity, 
will result in a cost-push inflation factor of 
at least 3.5%-4.0%. This would represent a

rock bottom minimum rate o f inflation, 
assuming no large government deficits and 
a monetary policy which restricted money 
growth to around a 4% annual rate. It also 
assumes the restoration o f a balance in 
supply-demand conditions for major world 
com m odities, including agricultural 
products. To the extent that temporary 
market dislocations take place as a result o f 
government price regulations, political dis­
turbances (both foreign and domestic) or 
sudden surges in demand — these types o f  = 
developments would intensify the inflation \ 
trend.

We believe that inflation (in terms of the 
GNP deflator) between now and 1976 will 
average 4.0%-4.5% per year. Taking the 
high side o f this range and adding a 3.5% 
pure rate o f interest, we get an average yield 
o f 8.0% as a long-term interest rate 
applicable, say, to high grade corporate 
bonds. Obviously, this is only an average 
and rates under our assumptions would 
fluctuate perhaps 50 basis points (or more) 
above or below this level. So, we come out 
with an estimate o f 7.50% to 8.50% yield 
for the next three years.

The actual numbers are not too impor­
tant in this kind o f an exercise. What is im­
portant, if our assumptions are reasonable, 
is that the cost o f borrowing is going to re­
main high and in a range moderately above 
the experience of 1971, 1972 and the first 
half of 1973. It also should be remembered 
that this scenario is based on a supposition 
that public policy decisions in the area of 
fiscal and monetary affairs will be directed 
toward responsible and non-inflationary 
programs. To whatever extent this is 
violated, yield levels will rise. While we 
believe events over the next two or three 
years may lead to some serious efforts to 
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IOWA NEWS
BETTENDORF: Jay P. Hull has been 
appointed vice president and trust officer of 
Security State Trust & Savings Bank. Mr. 
Hull joined the bank in 1970.

BOONE: Kenneth D. Sundall, cashier, has 
been elected president o f the Boone State 
Bank and Trust Company, succeeding H. 
C. Overbeck, who recently observed his 
50th year in banking. Mr. Overbeck is 
chairman o f the board. Richard C. Hare 
has been elected first vice president and 
cashier. Mr. Hare previously was assistant 
vice president o f the Home State Bank at 
Jefferson.

DES MOINES: The Iowa Supreme Court 
has held that interest rates on credit card 
purchases must not exceed the 9 per cent 
maximum interest rate set by Iowa law. 
Major department stores have charged 18 
per cent. Further interpretation is being 
made by bank attorneys concerning rates 
for bank credit cards.

DES MOINES: Members o f the Iowa

Northeast 
Iowa Banks
When you’re ready for it, make 
an appointment to see our 
computer compute. It can 
solve a lot of problems for your 
bank. When your bank needs 
this or any other service, call 
Bill Rickert or Ken Young.

National Bank of Waterloo

WANTED: Midwestern Banks 
Have qualified buyers willing to pay 
substantial Premium.
Write or Call: J. Mason Henry, President 

C H A R L E S  E. W A L T E R S  CO., INC. 
P.O. Box 1313, Omaha Neb. 68101 

Phone: (402) 553-6400

6 T H  A N D  P IE R C E  
SIOUX CITY, IOWA

Independent Bankers have filed a petition 
for review in the District o f Columbia 
Court o f Appeals on the Fed’s approval o f 
Northwest Bancorporation’s acquisitions o f 
the Bettendorf Bank & Trust Company and 
the Security State Bank, Keokuk, on 
August 2.

DUBUQUE: The Board o f Governors o f 
the Federal Reserve has denied acquisition 
o f the First Nat’l. Bank by the Northwest 
Bancorporation, Minneapolis by a vote o f 4 
to 0. The board felt that it would have an 
adverse affect on competition.

W ATERLOO: The Waterloo Savings 
Bank will hold an open house for the public 
on Sunday, Sept. 30, from 11 a.m. to 5 p.m. 
in its new three-story building.

WEBSTER CITY: Joe Parrish, Jr., has 
been named an assistant cashier at the 
Farmers National Bank. Since 1966 he has 
been employed by the Federal Reserve 
Bank o f Chicago as a bank examiner.

NEBRASKA NEWS
OM AHA: Frank O. Starr, president and 
chief executive officer o f The Omaha 
National Bank, will speak September 27 at 
New York’s Hilton Hotel to a banking con­
ference dealing with the strategic growth 
options for banks. Mr. Starr will talk on 
the subject o f how smaller and medium-size 
banks cam compete in the field of electronic 
funds transfer systems, now being in­
troduced throughout the financial world.

ILLINOIS NEWS
A one-day marketing seminar for Illinois 

community banks will be held Wednesday, 
Oct. 17, at the Holiday Inn, Mt. Vernon.

The program, which is sponsored by the  ̂
marketing and public relations division of 
the Illinois Bankers Association in coopera­
tion with the Amercian Bankers Associa­
tion, is designed for top executives o f small 
and medium size community banks.

Registration will begin at 8:30 a.m. a i^ B  
the program will begin at 9 a.m. Areas to be < 
covered include: the philosophy and process 
o f community bank marketing, research, 
product strategy, advertising strategy, sell­
ing the bank’s products, public relations 
strategy and writing the annual marketing 
plan.

CAMBRIDGE: A  charter has been issued 
to Peoples Bank o f Cambridge, 201 North 
Prospect Street, as a result o f the conver­
sion o f The Peoples National Bank o f Cam­
bridge to a state bank.

The capital stock o f the bank is $100,000, 
divided into 5,000 shares issued o f a par 
value o f $20 each. The surplus is $500,000.

The officers o f the bank are: Lyle P. 
Campbell, chairman o f the board; Erman 
A. King, president; Victor E. Meyer, ex­
ecutive vice president; Frank H. Wilson, 
senior vice president; and Carl Wexell, 
cashier. Directors include: Mr. King, Mr. 
Meyer, Leonard W. Telleen, Roy E. 
Reppert and Mr. Wexell, all o f Cambridge, 
and Mr. Campbell o f Downers Grove.

CHICAGO: An application by the Com­
munity Bank & Trust Company 
Edgewater for Federal deposit insuranc^P 
has been approved. Total capital accounts r  
o f the bank are $2 million.

CHICAGO: An application for a permit to 
organize the Eagle State Bank at 3919 West 
26th Street has been filed. Total capitaliza­
tion o f the new bank would be $1 million, 
consisting of: $400,000 in capital stock, 
$400,000 in surplus and $200,000 in reserve. 
Applicants include: Eusebio Arce o f 
Bridgeview; Larry Villarreal, Buenaventura 
A lbor, Rosa Thelma Lopez, Arthur 
Velazquez, Juan F. Ruvalcaba, Noe 
Trevino, all o f Chicago.

HINSDALE: Edward I. McEldowney was 
elected president and a director of the Bank 
o f Hinsdale. He succeeds Donald H. 
Fischer, who will continue as vice chair­
man.

The
MINNESOTA NEWS
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Association Bank O fficer and Staff 
Conference will be held October 16-17 at 
the Radisson South Hotel in Bloomington.

Topics to be covered include: bank laws 
and regulations, Hunt Commission 
recommendations, education, personnel 
developm ent, developm ents in the 
payments system and their effect on 
Minnesota Banks and economics.

CAN BY: The National Citizens Bank of 
Canby has changed its name to the 
National Bank o f Canby. The change is 
effective October 1.

PINE ISLAND: The directors o f the 
Security State Bank have announced that 
control o f the bank has been purchased by a 
group o f Omaha, Nebr., investors.

F. W. Sanborn, former vice president 
and cashier, was appointed president to 
succeed retiring president James E. Hervey, 
who previously owned the controlling in­
terest. No other changes are expected.

S A IN T  P A U L : The N orthwestern 
National Bank has received notification 

I that a decision handed down October 2, 
1972, by Judge Edward J. Devitt has been 
reversed by the Eighth Circuit Court of 
Appeals.

The suit involves the television teller 
facilities operated by Northwestern under 
authority received from the Comptroller o f 
the Currency o f the United States. These 
facilities are located at the west entrance 
from Wabasha to the bank building. Op­
ponents in the case, the Independent 
Bankers Association and Commercial 
State Bank, have contended that the units 
provide the bank more than one detached 
facility from which it can serve its 
customers.

In 1971, a bill passed by the Minnesota 
Legislature authorized banks to establish a 
paying and receiving facility not physically 
attached to the main office o f the bank. 
Northwestern opened operation o f a facility

When you choose a city correspondent, 
do what over half of the banks in Iowa do

—  bank at MNB.

Terry Martin 
Assistant Vice President

I S I  Merchants National Bank
A BANKS OF IOWA’BANK Cedar Rapids, Iowa 52401

in November o f 1971 at 125 Endicott Ar­
cade.

Reversal by the Appellate Court directs 
the Comptroller o f the Currency to review 
the charter granted this facility. Pending 
the outcome, the bank will continue to 
operate the television units.

SOUTH DAKOTA NEWS

CLEAR LAKE: Wes Skunberg has joined 
the staff o f the Deuel County National 
Bank as installment loan officer. He was 
with the First National Bank and Trust 
Company o f Fargo, N. D.

RAPID CITY: Rey Klay, executive vice 
president o f the western division o f the 
National Bank o f South Dakota, has an­
nounced the election o f Dennis L. Reinhart 
as assistant cashier in Rapid City. Mr. 
Reinhart joined the Rapid City office o f the 
bank in September o f 1967 as a computer 
operator.

NORTH DAKOTA NEWS
GRAND FORKS: First National Bank 
has established a new marketing division 
and made several staff changes. B. P. 
McDermott, vice president, will direct the 
new division. John A. Dunagan, assistant 
vice president, will replace Mr. McDermott 
as head o f the installment loan division. 
Charles S. Youlden, assistant vice presi­
dent, now heads o f the real estate mortgage 
area.

COLORADO NEWS
Officials o f Affiliated Bankshares of 

C olorado, Inc., and First C olorado 
Bankshares, Inc., recently noted that the 
Justice Department apparently will not 
resist the proposed merger o f the two bank 
holding companies, slated to become of­
ficial September 28.

The two firms said in a statement that the 
30-day waiting period in which the Justice 
Department could file suit against anti­
trust violations in the merger had passed 
without any action being taken.

The proposed merger, previously criticiz­
ed by the Justice Department, would bring 
together 18 Colorado banks with total 
assets o f $729 million. The new entity, to be 
known as A ffiliated Bankshares o f 
Colorado, Inc., will be the state’s third 
largest bank holding company.

SALIDA: Application has been made to es­
tablish the Chaffee County Bank at 146 G 
Street. Listed as organizers o f the new bank 
were Leo J. Leonardi, F. Wallace Koster.

SECURITY EQUIPMENT 
Sales and Service 

Full line of bank security equipment

DIEBOLD BANKLOCK SERVICE COMPANY
Branch Offices

I960 W. 12th Place 
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Phone: 303/825-8241
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Omaha, Nebraska 68104 
Phone: 402/342-1821
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Quickly and efficiently.
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Two of our men 
on your side at

Fred Coulson Tom Cannon

Ol Commerce Bank of Kansas City NA

INTEREST RATES.........
(Continued from Page 1)

restore economic discipline, this is not go­
ing to take place rapidly. There is a strong 
inflation bias built into the system and this 
is going to keep the cost of money high by 
historic standards.

Financial Markets
The money supply since mid-June has 

risen at an annual rate of only 3.1 %. This is 
in marked contrast to the period from 
March to June when the rate was close to 
10%. It seems reasonable to expect the con­
tinuation of this tightening policy for at 
least another two to three months. Its ma­
jor impact in slowing the economy will 
probably not be evident until late in the 
fourth quarter o f the year.

In the past two or three weeks there have 
been instances o f strength in long-term 
bond prices, but in our opinion these do not 
represent any major shift in the market. 
The trend of rates is still up and we do not 
expect the peak to be reached before late 
this year or early 1974. Short rates should 
peak by October or November. The thrust 
of demand forces for both consumer and 
capital goods remains strong and, with the 
possible exception of housing, there is little 
to suggest any slowing in activity. We are

still moving upward in a cyclical expansion 
which will be confirmed by third quarter 
data when it is reported.

W A N T  A D S
Rates 25 cents per word per 
insertion. Minimum: 12 words. 
NORTHWESTERN BANKER 
306 1 5th St., Des Moines. Iowa

AG POSITION WANTED 
Ag Education Grad with Iowa farm 
background and 3.25 honor point 
ratio seeks opportunity in country 
bank. One year Federal Reserve 
Bank experience. Age 25. Single. 
Excellent business and banking 
references. Write Box JIA, in care of 
NORTHWESTERN BANKER, 306 - 
15th St., Des Moines, Iowa 50309.

POSITION AVAILABLE 
Independent bank in Colorado foot­
hills within an hour’s drive of Denver 
is currently seeking a qualified offi­
cer to handle operations, personnel, 
supplies and assist in installment 
loan and collections. Profit sharing. 
Please send your resume and salary 
history in complete confidence to 
Box CJL, C:/o NORTHWESTERN 
BANKER, 306 Fifteenth Street, Des 
Moines, Iowa 50309.
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EDDIE A. 
WOLF

f i tWhen 
you need 

a little help 
call us on our
w aten  uirrrtter CorresP°nderrt Bank Department 
8 0 0 - 362-1615  “O ’

__________N k T H K K ' M i m i A
WILLIAM B. RUSSELL G. GREGORY S. GERALD 
GREAVES PLAGER WOLFE MURPHY

Central National Bank 8-Trust Company
MAIN BANK, LOCUST AT SIXTH AVENUE, DRIVE-IN MOTOR BANK AT FIFTH & GRAND 

FULL SERVICE OFFICE AT 35TH & INGERSOLL, DES MOINES. PHONE 243-8181. MEMBER FDIC.

WANTED
Bank of $6.5 million in northwest 
Iowa town desires a farm representa­
tive — agricultural credit man. Should 
also have some experience in farm 
management and real estate. Send 
complete resume to Box INW, in care 
of the NORTHWESTERN BANKER, 
306 Fifteenth Street, Des Moines, 
Iowa 50309.

FOR SALE
Series 2000 NCR Bin Activated Proof 
Machine. Been under constant ser­
vice contract. Possession at once. 
City State Bank, Madrid, Iowa 50156. 
Telephone (area code 515) 795—3807.

FACE TO FACE
You work face to face with our Inside 

Men, as well as our Outside Men at LaSalle \ 
National Bank, Chicago.

One week out of every month, Tom 
Roth, Jack Ramey, and Rick Anderson 
join our Outside Men so as to obtain a first­
hand knowledge o f your needs and 
problems. Phone Tom, Jack, or Rick at 
(312) 443-2774.

LOWER YOUR FARM LOAN RISK 
By sending him DOANE’S Farming For 
Profit, the hard-hitting, fact-filled monthly, 
newsletter that provides help in manage­
ment, production and marketing. Free sam­
ple subscription for 6 months. Write D. R. 
Gorr, DOANE Agricultural Service, Inc., 
Dept. 701, 8900 Manchester Road, St. 
Louis, Missouri 63144.
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Iowa and Nationwide
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204 Securities Bldg. 515— 283-2545

Dee Moines, Iowa 50309
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