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From: TIlE OFFICE OF POLICY PLANNING 

1"o: ~.v. ~ i e l  

The attached material is for 
your information. There might 
be two additional people joining 
us for lunch Wednesday, but I 
will confirm this before then. 

Andrew P. Steffan 
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. 2 - CURRENT AND IIISTORICAL APPROACHES TO CARRYING OUT ECONO~F[C ANALYSIS 

The question of the appropriate role of economic ana3~sis 

at the SEC and the most effective approach to carrying it out has recei~e~ 
I 

considerable attention over the years. For ex~.np!e, the Special Study 

conducted in 1963 recommended "accumulation of data with respect t o  

fundamental, but often obscure changes in ... trading markets" and "greater 

emphasis ... (on) compilation, an~ysis and, where appropriate pAblJ.cation 

of data." An OM~ study conducted in1972 points out that "The Commissioners 

have expressed a desire to have.% policy research unit which will assist 

them in diagnosing emerging problems." To provide some understanding 

the Commissionts involvement with economic analysis, this. chapter outlines 

the approach currently being taken and how this approach evolved. 
o 

CURRENT APPROACH TO ECONOMIC ANALYSIS 

At the present time, the primary formal responsibility for ca r3~y- 

ing out economic analysis and providing economic advice to the Commission 

resides in.the Office of Economic Research (OER). OER is authorized 52 

people plus 6 additional people under a contract from HUD. Roughly $934,000 

is allocated to OER for salary expenditures, including $I00,000 from HUD. 

In addition, OER has full-time use of a $35,000 programmable calculator and 

a very substantial amount of time on the SEC's computero 

In addition to the Offiue of Economic Research~ there now 

~ists an Office of Policy Planning which has responsiblitiy for assisting 

the Commission in setting long-range policy and planning for future problems, 

The Office has specific'responsibility for monitoring and.coordinatlng Commission 

activitfes related to internationalization of the securities market, 

i~ Full text of relevant sections appear in Appendix A." 
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F As sho~.m in Exhibit i, OER is organized into four branches. 

~ of the branches report to the Assistant Chief Economist, and two. to 

the Senior Statistician. These two men, in turn, report to the Chief 

Econom_ist. 

Exhibit 1 summarizes the major responsibilities of each 

branch. However, because of the frequent reorganizations of OER~ the 

informality of its management, and the "frequent crossing of branch lines 

to work on projects, it is extremely difficult to determine the precise 

responsibilities and end products of each branch. 

For this reason, the nature of 0ER's activities is better 

understood by reviewing: 

• The content of existing data bases 

• The focus of research on Commission problems. 

; Data Bases Content of 

As part of its participation in Government-wide statistical 

programs and for the use of the staff in performing analyses, 0ER currently 

maintains data bases in the eight areas sho~m on Exhibit 2. The contents of 

the data bases range from fin~cisl information filed by broker-dealers to 

data developed from surveys distributed by OER, to compilation of stock 

market indicators from publicly mvailable data. The data bases are 

typic~zlly on computer tape and are updated periodically throughout the 

year. 

Maintenance of a data base usually consists of compiling and 

updating new information as it becomes available. Many of the forms and 

surveys are completed once a year, while others are ~led quarter3~f. 
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Statistics such as new offerings data, are compiled on an irregular. 

basis as companies file offering information. 

Most data bases are routinely compiled into a series of charts 

and tables ~Thich are published in three main sources: the SEC Annual Report~ 

the Statistical Bulletin, or the Statistical Reference Hemorandumo The 

Statistical Bulletin is published and s.old by the "GPO~ as is the Annual Report. .__ 

The Statistical Memorandum is not made available to the public on a mass cir- 

culation basis, but is available on request. 

Special compilation of data is made on request of staff members 

i n  s u p p o r t  o f  o n - g o i n g  a n a l y s i s .  T h i s  t y p e  ~ f  c o m p i l a t i o n  whe re  d a t a  i s  

p r e s e n t e d  i n  d i f f e r e n t  f o r m a t s  t h a n  i s  u s u a l l y  made p u b l i c  has  p r o v e d  t o  

be particularly necessary in the analysis of broker-dealer operations 

~_ and determination of their financial condition. 

The SEC is the primary source for data on institutional invest- 

ment including non-insured pension funds.and for data on corporate liquidity 

and working capital. A contract from HUD supports six ~nployees and provides 

for survey collection of mortgage market information, 

In general, the 22 people involved in maintaining the OER data 

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

are rather routine and is not particularly challenging, thus causing some 

• morale problems. "" 
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The Nature of Research on Commission Problems 

Twenty-eight professional and semi-professional and 6 

clerical personnel are currently involved i.n research and analysis relating 

to ~ ..... _~i~z~o~ ~rob!ems '~ general, "OER projects originate from: 

• Requests from the Commission or staff for informal 

studies not requiring written output; 

• Requests for formal stud$'es requiring written 

output; 

• Studies done at the Luitiative of OER staff in 

anticipation of Commission needs. 

Naturally, the focus on analytical activity ~dll differ frem 

year to year. Exhibit 3, which indicates the major projects worked on. 

in fiscal 1974, sh~s that examination of broker-dealer economics was the 

major activity of OER. The majority of these studies.were in response to 

MR requests and implemented in cooperation with Market Regulation. New 
i 

issue economics and registrant economics represented another major focus 

o~ OER. Most of these projects were originated by OER, and are smaller 

in scope than the broker-dealer efforts. Finally, there are also numerous 

short analyses covering a variety of problem areas. The largest project 

in this group involved analysis of international capital markets. Again 

most of these projects were small in scope and were originated by OER itself. 
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HISTORY LEADING TO CURRE~Ff ORGAniZATION 
,. 

The history of Commission organization of resources devoted 

to economic analysis reflects a series of never entirely successful attempts 

to create the -.gpropriate organization and competence to ca_~f out three related, 

but distinct, types of tasks: 

1. Maintain accurate-financial and economic data 

bases for internal and external use.° ("Data 

base management") 

2. Provide economic inRut to commission decisions 

requiring it and do analyses of specific 

problems ("Specific problem analysis") 

3. Carry out insightful, creative analysis of funda- 

mental capital market changes and emerging problems 

and recommend Commission priorities based on them. 

("Fundamental Trend Analysis") 

Currently, 0ER has responsibility for all data base maintenance. 

However, the project work which OER carries out includes bothspecific problem 

analysis, e.g., input to commission rate hearings and fundamental trend analysis, 

e.g., profile of oil and gas offerings. In addition, t]':e Office of Policy 

Planning does some trend analysis. 

This is consistent ~th pa.st practices. At various points 

in the Commission's history, responsibilities for these tasks have been 

joined and separated; further, special high-powered think-tank project 

units have been used, such as the Special Study and the Institutional 

Investor project teams. The following sections describes these historicsl 

division of responsibility~ which are Shown graphically on Exhibit 4. 

Kneeing what has been tried to date should be helpful both in evaluating 

the current effort and planning for the future. 
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t HISTORICAL DIVISIONS OF RESPO.~STBTLITY FOR ECONO~vrc ANALYSTS 

o 

o.  
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Prior to the completion of the Special Study in 1963, a 

branch of "Economic Research" in the Division of Trading and Exchanges 

had responsibility for data base maintenance and whatever economic 

analysis there ~-as. The~ the Special Study suggested establis.hment of 

a separate, permsment policy planning unit to accumulate and analyze 

pertinent data, to make special studies as needed, and to review policies 

and regulations. Based on this recommendation, an "Office of Program 

Planning" was established with 14 people, most of whom had participated 

in the Special Study, ~n July .of 1963. The group was asked both to 

provide high-powered analytical support to the Commission and to assist 

in implementing the 175 recommendations of the Special Study. The branch 

of Trading and Exchanges ~n~s renamed the "Branch of Statistical Studies" 

and was charged ~th "the performance of the SEC's responsibilities for 

the Federal Statistical Program, for compilation Qf data relevant to the 

SEC, and for provision of statistical and economic advice of top management." 

This, then, was the Commission's first effort to ensure a 

permanent high-powered analytical capability by establishing a separate unit 

for this task. "Like the Special Study, the Office of Program P1-~n~ng 

included both economists and lawyers. 
D 

Evidently, the effort was not totally successful; over the 

period of the next two years, the functions of %he branch of Statistical 

Studies were transferred to the Office of Program PlannJmg, and the title 

of that office was changed to the "Office of Policy Researeh." However, 
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the lawycrc involved in the effort rett~ncd to the Division of Trading 

and Markets. The net result of these transfers was that the Office of 

Policy Research had full formal responsibility for data basa mainten~ice, 

problem on-zlysi.s ~_d i~.terpretative an la!ysis - all of She economic research 

functions formerly handled by the Trading and Markets branch, 

In 1969, the Commission's internal economic research activities ._ 

were augmented by the famous Institutional Investor Study. This massive 

effort in%~ived 12 economists and 32 other people from outside the 

Commission, as well as 29 Cgmmission staff members. The Office of Policy 

Research continued its responsibilities, but ~he creative, fundamental 

research was taken over by the study. While there were mazLy reasons 

for undertaking the study, one of them clearly was a sense that the Commissionr~ 

internal ability to analyze fu_ndemental changes in the market was inadequate, 

No formal change in internal responsibilities was made at the 

c~npletion of the Institutional Investory Study, but in September of 1972= 

the Office of Policy Planning was established. This office was to "assist " 

the Commission in setting long-range policy objectives and in planning for 

f~ture problems." Simultaneous with this change, the Office of Policy 

Research was renamed the Office of Economic Research. This, again, v~s am 

effort to focus people on fundamental, long-range problems, by establishing 

that function in a separate office. 
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DATA BASE, 

Broker-Dealer 
Financial and 
Capital Condi- 
tion 

DESCRIPTION OF DATA BASES ~INTAINED BY OER 

f '  

1~74 • 

2.5 

SOURCE 

]industry filings 
with Self-Regulatory 
Agencies• 

Financial Market 4. il 
Indicators PuNl~c 

Institutional 
Transactions 
and Holdings* 

Mortgage Lending 
Activity . 

5 . 5  

6.0 
(HUD fi- 
nanced) 

7.0 

1.5 

2.0 

)ilation from 
Publ~c Data Sources 

I 
I 

SEC Survey and 
Public Data Sources 

SEC Survey 

Industry Filings 

SEC Survey 

Industry Filings 

SEC Survey 

New Securities 
Offerings 

2.5 

Private 
Placements 

Industry 
Classifications 
of Registr.ants 

...... n i ""/--" . . . . . . . . . . . . . . . . .  

Corporate 
L i q u i d i t y  * 

END PRODUCT " 

o Aggregate Income and Expense' 
Statement 

D- 
o Aggregate Balance Shee~ o 

°~-- O • 

o 

Data for special analyses of~ 
=~ industry .---~'I 

• Volume and Market Value of ~--: 
Trading on U.S, Stock Exchan 
Round-Lot and Odd-Lot Trades 
o n  NYSE and AMEX 

e ~Mrket MeaSures (Dow Jones, • 

S & P, etc.) o 
@ Block Transaction and Margin ~- 

AccountData 

• Trans@ctions of Selected 
Financial Institutions 

• Assets of Private Non-Insured 
Pension Funds 

• Mortgage Lending Activity o£ 
Pension Funds, REIT's and 
Mortgage Bankers 

o Number, Wtlue, and Gross 
Proceeds b y  Industry of 
Prima~ Securities Offeringa 
(6 Tables) 

@ Value of Secondary Offerings 
o n  Common S t o c k  

• Number and Value of Private 
Placements of Securities 

e Classification of Registrffnt 
Offerings by Industry 

• Annual Publication of 
All Registr~its Classified 
By Industry 

o Working Capital of Non- 
Financial U•S. Corporations 

6 Liquidity Ratios of Non- 
Financial U.S. Corporations 

*SEC is primary source for maior ~overnmeai'.~ruRram. 
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RESRACCII P~,n.I~CT~ ~.~! FT.qCAY, 197:, EXff[ BIT 3 

Broker -Dea le r  
Economics 

S e c u r l t i e n  
HarkeC 
Economics 

. .  . o . . .  

~ e ~ s s u e  
Eeonoc~cs 

R a e t s C r ~ n c  
E c o n o m i c s  

Ocher 
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Dea le r s  

Branch O f f i c e  P a t t e r n s  

I 

Ef fec t  o f  Opt ion  Trad ing  

A n a l y s i s  o f  S p e c u l a t i o n  
Trad tn  5 on CDOE 

i 
F a c t o r s  A~fecCing demand 
f o r  b r o k e r - d e a l e r  se rv ice~  

Ne~I~SE T r a n s a c t i o n  Stud 't 

S u l l i v a n  P r i c e K a n t p u -  
l a~ t on  ~ teocy  

NeC C a p i t a l  Pule 

C e n t r a l  ,~-~rket S y s t e m " "  

Rule 1 ~  T~pacC 

The Cost  o f  FloCaC£on~ : 
o f  S e c u r i t i e s  

Prof£1e  o f  O i l  and 
Gas O f f e ~ a g s  

P r o f i l e  o f  C a t t l e -  
Breeding  Prosrame 

Survey o f  Condoc~nLums 

Symposium P a r t i c £ p a c i o ~  

Revt~J o f  Corpora te  
Ltqu~dLty 

A:counCln& Rule Change 
A n a l y s i s  
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Finance 
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