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7 - CURRENT AND NISTORICAL APTROACIES TO CARRYIRG OUT ECOMOMIC ANALYSIS

The questlon of the appropriate role of economic analyaia
at the SEC and the most effective approach o cerrying it out hes recelved
congiderable attention over the fears. For examglé, the Speciallstuﬂy
conducted in 1963 recommended "sccomulation of dara with respect to
fundameptel, but often obscure chaﬁggs in ... trading markete” and "greater
emphasis ... {on) compilation, anelysis end, where appropriate publication
of deta,"” in OMR study conducted in 1972 points out that "The Commissioners
have expressed a desize to have g policy resespeh unit which will easist
them in diagnosing emerging prdﬂlgms.“ ‘To provide some understsnding
the Commizslenfs involvement with economic analysis, this chapter ountlines

the approach currently being talten and how thi=s approach evolwed,

CURRENT APPROACH TO ECONOMIC ANALYSTS

At the prasent time, the primary formal responaibility for cariy-
ing out economnlc analyals and providing ecgnumlc advice to the Commisaion
resides in.the Office of Economic Research {(0OER}. OER is authorized 52
people plus 6 additional people under a contrect from HUD. Roughly $934,000
is zllocated to OER for salary expenditures, Lncluding $100,00C from HUD.

In sddition, OER has full-time use of a $35,000 programmable calculator and
a very substantial amount of time on the SEC's computer.

In addition to the Office of Ecenomic Besearch, there now
exigts an Office nf.Palicy Planning which has responsiblitly for assistiﬂg
the Commission 1ln setting long-range poelicy and planning for future problema,
The Office has specific responaibility for monitoring and coordinating Commisaion

activities related to internatisnalization of the gecuricles market.

Lf Full text of relevant sections appear in Appendix A,
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fs shown in Exhibit 1, OCR is crganized inte four branches.

Two of the branches report to the ﬂﬁﬁiatﬂnf fhief Economist, and two.ta

the Senior Statisticien, These twn-men, in turn, re_pnrt to the Chief
Eoonomizt, ' |

Exhibit 1 summarizes the major respcnsib:.lit:.es af each
'branr:h. However, because of the frequent reorganizations of OER, the
informality of its menegement, and the ‘:E‘requent crossing of branch lines
to vork on projects, it 1s extremely diffleult to determine the precise
responsiblilities and end preducts of each branch,

For this reason, the neture of OER's activities is better
understood by reviewing:

¢ The content of exdsting data 'II::ases

» The focus of I'EEEE.II'EII on Gommission problems.

Content of Deta Hasex

As part of its pa:tiniim.tinn in Government-wilde atatistical
pﬁlg;:'ﬂmﬁ and for the uase of the staff in perfomming analyses, CER currently
mednteing dabta bases in the elght mrees showvn on Exhibit 2. The contents of
the data bases range fram Pinancial in.i‘umatinn filed by broker—dealers to
data developad from surveys distributed by OER, o compilation of stock
market indicators from publicly #vallable daetsz. The deta bases zre
typically on computer tape and sre updated perlodically thr:mghﬂu_t the
year,

Maintenance of a data base usuzlly consists of compiling and
wpdating new lnformation az it ‘uecm_nes gvailable, Many of the forms end

surveys are completed onpe & vear, while others sre filed guarterly.
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" morale problems,

Sta;istics such as néw offerings dara, ara compiled on an irregular.
basis as companies file offering infarmation.
Maost data bases are routinely compiled inte 2 series of charts
and tavles vhich are published in thres ﬁain ;aurces: the SEC Annual Renorc,
the Statistical Bulletin, ar the Statistical Refarence Memorandum., The
Statistical Bulletin is published gnd sold by the GPO, &s is the Annual Heport. e
The Statistical Memorandum iz not made awvallable to the publie on & mass rpir-

culation basis, but 1s avallable on request.

special compilation of data is made on request of staff members
in.suppnrt of on-going analysis, This type of compilation where data is

presented in different formats than ig usually made public has proved to

be partieularly necessary in the analyasis of broker-dealer oﬁeratians

and determination of thelr financizl condition,

Tha SEC is the primary source for data on institutional invast-
ment.innluding nen~insured pension funds and for data on carporate liquidity
end working capital, A contract from HUD supports six employees and pravides
for survey collection of mortgage market information,

iIn general, the 22 people involved in mzintaining the OER daka ‘

bases are relatively low-level statistical -assistants and clerks. Their jobs

ave rather reutine and is not particularxly challenging, thus causing some
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The Nature of HResearch on Coomission Problems

Twenty-eight prui;Essiona.l and semi-professional end b

¢lerical persamnel are currently involved in research and analysis relating
oo Courmission problemz. o zensral, OER projects ::«rigina.tet Trom;
o FReguests from the Commlssion or staff for ipformal

studies not reqlﬁring__written cutput;
e HRequests for formal studies requiring wri-tten

cutput;
s Studies done at the Initiative of OER staff in

ant‘icipa.ticn of' Compission needs,
Naturaily, the focuz on analytical activity will differ from
year to year, Exhibit 3, which indicates the major projects worked on -
in fiecal 1974, shows that examination of broker-dealer economics was the
major activity of OER. The'ma.,jurit:,r of these studies were in respanse to
ME requests gnd implemented in cooperation with Market Regulation, New
issue economics and registra.ﬁt economics Irepreaented apcther major fucufi

of OER. Most of these projects were originated by CER, end exe smaller

in scope then the broker-desler efforts. Finally, there are also mumerous

short =nalyses covering a veriety of prablem areas. The largest project
in this grouvp involved .ana.ly‘sis of international ecapital marketz. Again

most of these projects were small ip scope and were origlnated by CER itself,
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HISTORY LEADTSIC TO CURREMT ORGANIZATION - 3

The history of Commission ﬂréaﬁiza.tiun of resonrces devoted

to economic enalysiz reflects a2 gerles of never sntirely successful attempts
to oreate the sporopriate orgarizetion and cﬂmgetenﬂe.tﬂ caryy éut three related,
but distinet, types of tasks:
- 1, Maintalrn accurate -financia) and economic data
bases for Internal a.nd external uee, ("Data
base manegement™)
2, Provide economic input to commission decisiona
requiring it and ﬂ1u analyses of specific
preblems ("Specifie problem analysis")

3. Carry out Insighiful, creative analysies of funda-

mental capital market chenges and emerging problems
" and recommend Commission priorities based on them.
("Fundamental Trend Analyeis™)
Currently, OER has responsibility for all data base maintenance,
Eowever, the project work which OER carries cut includea both specific problem
analysis, e.g., input to commission rate hearings and fundamental trend analyaiﬂ-,
e.g., profile of oil and gas offerings. In eddition, the Office of Poliey

Planning does same trend anslysia,

This is consistent with past practices, At various points
in the Commlssion's history, respensibilities for these tasks have been
Joined aﬁﬂ separated; further, special high-powered think-tank project

units have been used, such as the Specizl Study and the Instituiional

Investor project teams. The following sections describes Lhese historical
division of responsibility, which are shown graphicelly on Exhibit b,
Knowing what has been fried to date should be helpful both in evaluating

‘the current effort and planning for the f‘utur-'e.
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HISTORICAL DIVISTORS oF RESPONSTEILITY FOR ECONCHMIC ANALYSIS
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Prior to the cmzpletian of the Special Study in 1963, a
branck of "Economic Research" In the Division of Prading and Exchangesa
had reaponsibility for deta base maintensance and whatever econcmic
analysis thers was., Thes the Special Study suggested establishment of
g separate, permanent policy plamning unit to eccurmulate and analyze
pertinent date, te meke special stuﬂiets as needed, and to review policles —
and regulations. PBsased on thisz recommendation, an "Offlice of Program
Flanning" was established with 14 people, moat of whom had participated
in the Specisl Btudy, in July of 1353. The group was asked both to
provide high-pnwere.ni gnalytical support to the Commizsion and to assigt
ix! implementinghthe 175 recoemendaticons of the Special Study. The bhranch
of Trading and Exchanges was renamed the "Branch of Statisztical Studies”
and was charged with "the perforpance of the SEC's responzibilitiesz for
the Federal Statistical Prué,-ram,for compilation of date relevan: to the
8EC, and for provision of statistical and economic advice of top manzgement.™
This, then, was-the Commission's first effort io ensure a
permanent highnpmmred anaﬁ.ytieal eapability by establisbing a separate unii
for this task, Like thé Special Study, the Office of Program Planning
1ncluded both economists and Iawyers.
Evidently, the eff:::rt was not totslly successful; over the
period of the next ftwoe years, the.ﬂmctiuns of ‘the branch of Statisticsl

Studies were trensferred to the Office of Frogrsm Ilanning, and the title

of that office was changed to the "0ffice of Folicy Research." However,




the lawyers lavolved in the effort returned to th;;_- Division of Trading

and Merkets, The net result of these transfers w.a that the Office of
Policy Research had full formal responsibility flor 'd.a.ta. base malntenance,
rroblam anelysis and interpreﬁ-ﬂ.ti;'e enalysis - &ll of the economic rosearch

functicns formerly hendled by the Trading and Markete branch.

In 1965, the Commission's internal econcmic research activities _. o

were eugnented by the famous Instit;.ltional Iovestor Siudy. This maszive
effort involved 12 econcmists and 32 other people from cufalde the
Commission,as well a2 29 Commlssion staff members, The Office of Policy
Research contimaéd its responsibilities, but the creative, fundamentel.
research was taken over by the study. While thera were many reasons
for undertaking the study, one of them clearly was & sense that the Comisaién'e
internal ability to enelyze Tundemental chenges In the market was insdequate,
Noe formel change in intermal reépnnsibi]ities 'fra-s made at the
completion of the Institutional Investory Study, but ln September of 1372,
the Office of Policy Plenning wag estsblighed, This office wes to “azaist *
the Commission in setting long-renpe policy objectives and in plenning for
future problems," gimultaneous with this chenge, the 0ffice of Policy
Research yas renamed the Office of Economic Research. This, again, was an
effort to focus people on fundemental, lr:;ng-rsmge problems, by establishing

that function in & =eparate office.
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EXHIBIT O

DESCRYPTION OF DATA BASES MAINTAINED BY OER :
’I
1974 -
DATA BASE | DA -YEAES SOURCE END PRODUCT -
Broker-leraler 2.3 Industzy filings o ﬂggregate Incame and Expensc’

Financial and
Capital Condi-
tion

with Self-Regulatory

Apencies,

Statemant

Y o
a Aggregate Balance Shaet E{
£

@ Data for speclal snalyses “fu¢

Liquidity

industry
Financizl warket] 4,n Compilation from o Volume and Market Valuve of o ,
Indicators Public Data Sources Trading on U.5. Stock Exchané?@
. - o Bound-Lot and Odd-Lot Trades$
en NYSE and AMEX ;;
o Market Meadiures (Dow Jones, & |
$ &P, etc.) g
# Block Transactlon and Hargina '
Account Data 1
. e e e _;—:F-'-;‘
Instirutional 5.5 SEC Survey and e Transactions of Selected ‘5
Trsnsactions Public Data Scurces Finanecirl Institutions
and Holdings* -
e Assets of Private Hon-Inkured
FPenslon Funda
Mortgage Lending| A.0 SEC Survey o Mortgage Lending Activicy of
Aetivity (HUD fi- Pension Funds, BEIT's end
nanced) Hortpaece Bankaers
New Securities 7.0 Industry Filings e Humber, Value, and Gross
- Offerings . Proceeda by Industry of
Primary Securiiiss Offeringe
(6 Tableg) i
o Vaiue of Secondary Offerings
on Common Stock
P?ivaté 1.5 SEC Survey @ Humber and Value of Private
PiLacements Placements of Securiciles
Industry 2.0 Industry Filings o Classificatiocn of Eegistédnt
Classifications Offexrings by Industry
of Registrantn p Annual Publication of
All Registrants Classified
By Industry
Corporate 2.5 SEC Survey o Working Copital of Won-

Flnancial U.5. Corporatinns
@ Liquidity Ratios of Hen-

Financial II.8. Corporations

*SKC is primary source for maior rovernmeui.program.



. JEESAACCH PIOLIECTS Ta FISCAL 1974 ERITBLT 3
. STINATED .
SifH IMET ANFA AR LT P -YEARE AT TR 40 URE TEASMEIYFL
BNrober=Dealer | 1073 Commisdalon Bitea ).2 Harhat Repulacion | Inpuk eo Hearinga
Eeonoeolen . B )
Intra«iaaber Bates 2.0 Murker Rogulacion | Input ko Hesclnga
Chazaztasiacica of Tl
Iataring aod Leawing Ind. 1.3% GIR Axporz
[ Parent Coopanlus of
Breicr-Doaleca a? Ok Bapors
, FOCUS Report 5 Horkar R:l:ull-l:l.u:‘i Lapus e Advlmary Cosn, ’
Hrokerags Indusbtry . - E
Flrancial Tiblos N .
Fubliczly-Cmad Broksc-
Dealarn = OER, Roparte
Iraoch Offtca PaTeerny 5 oER Rupare
[ ¥
Srcurltlan Effmct of Cprion Treding L] DEX, Tnpuk ic Hasringe
Market .
Ergpoacnlea fnalysin af Spsculacinn
Trading oo GIGE L] Moshpt Eegulntlan | Tnput te Hesarlnpgo
Factora Affecting domand
far broher-doalor aacvicoy oS OER Repork
Hew KYSE Traogagtion Stody 1.0 RL Reparc
Sullivan Frice Macipu- T [
Inpdon Twocoy | + 15 Enforcemant Repark
Het Capleal Rulas L] Harkct Reguwlacioo | YIapue Lo Fule
ot ST F Eantral Magken Sysiem 7' - Exicuciva Dizector Anglyclc Support
A"
How Tasun Bula 14& Impact 23 Enforcecent fapare
Ecopomice
' . The Coap of Ylotailomd
of Sacuritian 1.0 RER Raport -}
Frofile of 041 xad
Can OFferings 3 OER Rapart
Fraftily of Cagple- . '
Brawding Progrxoan 23 OER Raporr
Survey of Cotdomizluns Hb *l FKepozn
Sympasiua Farricipiting .15 otR . Update Xaparr r
2,35
Rcpiskrant Maviwr of Corporate b
Econcoica Liquidliey 1.0 LEX Hopork
]
Astountlng Mola Changn Covomd an firh a5 3
" hoalysis . L Formara Bupovr ]
Role &f Public Hlycctors 23 QER RepoTE |
Trends fn Corporatn ’ ,
Fannmc e u 3 QER Rapork *
1.7%
Qchar Foradgn Capltal Harbwcy L QER Repact
Section I1{d] w15 1HE Rapurt ]
Toveitueo? Company - R
Prodpectun Rane w13 DZER Pata Rase
- Anolytic Asslatance 1.2 Comilzafmners & Naporrs
——. — Hemberz of Cong. -
1.3
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