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SEC INSTITUTIONAL INVESTOR STUDY EXTENSION

MONDAY, JULY 27, 1970

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON COMMERCE AND FINANCE,

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE,
Washington, D.C.

The subcommittee met at 10 a.m. pursuant to notice, in room
2322, Rayburn House Office Building, Hon. John E. Moss (chairman)
presiding.
Mr. Moss. The subcommittee will be in order.
This morning we hold hearings on House Joint Resolution 1247

which would extend the time for the Securities and Exchange Com-
mission to report to Congress their findings and recommendations
resulting from the Study of Institutional Investors currently underway
by direction of Congress.
This Study of Institutional Investors was created by Public Law

90-438, and the Securities and Exchange Commission was charged
by Congress with the responsibility of thoroughly studying the impact
of institutional investors of all types on the nation's economy. Under
current law the report is due on September 1, 1970. However, on
May 25, 1970, Chairman Budge formally requested an extension of
the reporting date until December 31. It is on the question of that
extension that we ai e holding our hearings this morning.
We will include in the record at this point the SEC's request for

this extension, as well as the text of House Joint Resolution 1247
and comments thereon by the agencies concerned.
(The SEC's request for extension; the text of House Joint Resolu-

tion 1247; and departmental reports thereon follow:)

SECURITIES AND EXCHANGE COMMISSION,
Washington, D.C., May 25, 1970.

Hon. HARLEY 0. STAGGERS,
Chairman, Committee on Interstate and Foreign Commerce, U.S. House of Re-

presentatives, Washington, D.C.
DEAR Mn. CHAIRMAN: The staff of the Institutional Study has informed the

Commission that it now feels the September 1st reporting date will probably be
impossible to meet. As you know, the Study is an economic one being conducted
primarily by economists from various universities. The Commission feels it would
be a tragedy to have the Study not concluded by this group of professionals who
have been working on it for a good many months. Consequently, we would
appreciate the target date being extended from September 1st to December 31st.
The resulting expenses will be met within the Commission's regular appropria-

tion.
I have discussed this matter with the Chairman of the Subcommittee, Congress-

man Moss, and with Congressman Keith, both of whom have a particular interest
because they were the original sponsors of the legislation.
A similar resolution to that requested has been introduced in the Senate by

Chairman Sparkman of the Banking and Currency Committee.
Sincerely yours,

HAMER H. BUDGE, Chairman.
(1)



2

[H.J. Res. 1247, 91st Cong., second sess., introduced by Mr. Moss (for himself and
Mr. Keith) on June 3, 1970]

JOINT RESOLUTION to amend section 19(e) of the Securities Exchange Act of 1934

Whereas additional time is required for the Securities and Exchange Com-
mission to complete its institutional investors study, and file a report with respect
thereto, pursuant to section 19(e) of the Securities Exchange Act of 1934: Now,
therefore, be it

Resolved by the Senate and House of Representatives of the United States of America
in Congress assembled, That section 19(e) of the Securities Exchange Act of 1934
15 U.S.C. 78s(e) is amended by striking out in paragraph (1) "September 1, 1970"
and inserting in lieu thereof "December 31, 1970".

H011. HARLEY 0. STAGGERS,
Chairman, Committee on Interstate and Foreign Commerce,
House of Representatives, Washington, D.C.
DEAR MR. CHAIRMAN: This is in reply to your request for the views of the

Bureau of the Budget on H.J. Res. 1247, a joint resolution "To amend section
19(e) of the Securities Exchange Act of 1934." H.J. Res. 1247 would extend to
December 31, 1970, the date by which the Securities and Exchange Commission
must submit its report to Congress on the Institutional Investor Study, which
was authorized by public law 90-438.
For the reasons expressed by the Securities and Exchange Commission in its

report to you on this resolution, the Bureau of the Budget recommends enactment
of H.J. Res. 1247.

Sincerely,

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,

Washington, D.C., June 23, 1970.

WILFRED H. ROMMEL,
Assistant Director for Legislative Reference.

Re: H.J. Res. 1247, 91st Congress.
Hon. HARLEY 0. STAGGERS,
Chairman, Committee on Interstate, and Foreign Commerce,
House of Representatives, Washington, D.C.
DEAR Mn. CHAIRMAN: This will acknowledge receipt of your request of June 5,

1970 for the Commission's report on H.J. Res. 1247, which would amend Section
19(e) of the Securities Exchange Act of 1934 to extend to December 31, 1970,
the date for the Commission's report on the Institutional Investors Study author-
ized by Public Law 90-438.
I have had the Director of this Study and his staff prepare a detailed report for

use in connection with both the Joint Resolution in the House and the companion
Resolution (S.J. Res. 202) in the Senate which we feel sets forth ample justification
for granting the extra time within which to complete the Study. Ten copies of the
report are enclosed.
The Bureau of the Budget has advised that there is no objection to the sub-

mission of this report from the standpoint of the Administration's program.
If we can assist you further in connection with the passage of this Resolution,

kindly advise and we will respond promptly.
Sincerely,

SECURITIES AND EXCHANGE COMMISSION,
Washington, D.C., June 19, 1970.

HAMER H. BUDGE, Chairman.

STATEMENT OF THE SECURITIES AND EXCHANGE COMMISSION IN SUPPORT OF
S.J. RES. 202, AND H.J. RES. 1247, WHICH WOULD EXTEND, TO DECEMBER 31,
1970, THE TIME FOR SUBMISSION OF ITS FINAL REPORT ON THE INSTITUTIONAL
INVESTOR STUDY, AUTHORIZED UNDER PUBLIC LAW 90-438

S.J. Res. 202 and H.J. Res. 1247 would extend the date by which the Securities
and Exchange Commission would be required to submit its Report to the Congress
on the Institutional Investor Study, which was authorized by Public Law 90-438,
from September 1, 1970 to December 31, 1970. Under the pending resolutions,
funds which are presently authorized for the Study would remain unchanged.
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To the extent that the cost of the Study would be increased by extending it over
a longer period, the Commission wOuld undertake to absorb the increase within
its appropriation for fiscal year 1971.
The Commission and the Study's Advisory Committee strongly support the

enactment of these resolutions, for the reasons set forth below.
The Commissicn was instructed by the Congress in Public Law 90-438 to study

the impact of institutional investors of all types on the nation's economy. Both
the language and the legislative backgrcund -of the Act make clear that the Con-
gress expects a comprehensive eccnomic study, whose first task will be to remedy
sizable gaps in information about the activities cf institutional investors and
their impacts on both the securities markets and corporate issuers. Such a study
necessarily involves a considerable primary data collection effort.
The first stage of any such effort is a complicated and time-consuming task.

This is especially true when much of the data collected is of a sensitive financial
nature from areas never before studied intensively, and is to be done as the
Senate report recognizes "with the cooperation and assistance of the financial
community * * * " In order to obtain this cooperation, the Study group con-
sulted extensively with its full Advisory Committee and with ad hoc technical
advisory committees from each of the industries surveyed on the types of informa-
tion needed, the types that could be obtained and the form in which it could be
made available by respondents.

Incompatibilities between the data needs of the Study and the records systems
of respondents were innumerable. Compromises and special instructions were
necessary, for as many as nine separate respondent groups (life insurance, pension
funds, foundations, etc.), on a great majority of the 54 questionnaires sent out by
the Study. Separate clearance by the Bureau of the Budget for each respondent
groups on each questionnaire was obtained. Questionnaire development began
during June of 1969. The first mailing (on monthly acquisitions and dispositions
of specific common stocks by the 50 largest bank trust departments) took place on
September 11, 1969. The final questionnaire (covering organizational character-
istics of life insurance companies) was finalized and mailed on April 11, 1970.
The second stage in a primary data collection effort generally involves the

transcribing and keypunching of questionnaire returns. This step was circum-
vented by the Study in most cases by requesting and obtaining machine-readable
responses directly from responding firms. The importance of this simple fact
should not be overlooked. It represents a valuable product of the Commission's
effort to conduct the Study in cooperation with its various respondent groups.
Nevertheless, a great deal of editing and error correction has been and still is
required to prepare this data for analysis. Extensive follow-up on non-respondents
has consumed—and continues to consume—a great deal of the staff's time. For
example, the first questionnaire mailed by the Study carried a response date of
November 15, 1969. Slow returns and inaccurate submissions consumed more than
four months' time. The file was not ready for analysis until March 25, 1970. This
experience is not exceptional.'
A brief summary of each questionnaire's development follows as Attachment

A.* Technical committees, for example, are seen to vary in size from one to nine-
teen members (with an average membership of 7.6 persons) ; these committees
met with members of the Study's staff in either New York or Washington on as
many as five separate occasions. In addition, an average of six or more separate
drafts of particular questionnaires were circulated by the staff to technical com-
mittee members and discussed by them over the telephone, substantially reducing
the number of full committee meetings that otherwise would have been necessary.
Some questionnaires were developed entirely in this fashion. Eventually, every
questionnaire was tailored successfully to each respondent group's recordkeeping
capability and cleared by the cognizant committees through the Bureau cf the
Budget for distribution. Elapsed time during this process varied from a minimum
of two months to a maximum of eight months, and averaged 5.2 months in length..

Six weeks generally was allotted each respondent group from receipt of a ques-
tionnaire to the "due date" for return to the Commission. These "response times"
also were developed in consultation with technical committees and the Bureau of
the Budget.

Despite efforts by the Study and by numerous, conscientious technical com-
mittees to insure that requests for data were consistent with recordkeeping systems

1 It would not be accurate, however, to attribute this delay to a lack of cooperation by most respondents.
The questionnaire in question was massive in terms of sheer volume (eventually producing 150,000 punched-
card records) and required a type of data that is not normally collected by respondent institutions.

*Editor's note: The attachment supplied with the report may be found in the committee's files. A more
recent version may be found on p. 9 of this hearing.
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and reasonable in terms of both time and volume, responses tended to lag behind
"due dates" in many cases. As Attachment A demonstrates, 1.4 months lapsed, on
average, before half of total expected responses were in hand. Adding to this the
time consumed in editing and error correction (approximately one-third of the
660,000 data cards received to date, or 220,000 cards, contained errors), produces
an average of 3.4 months as the time required to produce "clean files" suitable
for analysis by the Study. Overall, then, combined times for questionnaire de-
velopment, response and error correction have averaged a little mere than 10
months.2

Considering the magnitude and complexity of the data collection effort, this
phase of the Study has proceeded with remarkable speed and harmony. Such tasks
always are trying for respondents and recipients alike. The Study's relatively
great investment in prior consultations w,ith respondent groups is believed to
have paid-off with more than equivalent reductions in the time that otherwise
would have been required for response, error correction and "clean file" creation.
Each questionnaire's current status as of June 1, 1970 is summarized in Attach-

ment B.* There it can be seen that approximately 660,000 or 85 percent of the
Study's total expected 780,000 card responses were in-house by the end of May
1970, and that the great majority of these files were sufficiently complete and
correct to constitute "clean", working files.
The point of any data collection effort, however, is not simply to collect informa-

tion but to analyze it. This step also has been time consuming. The recruitment of a
substantial computer programming staff has been necessary. Access to large-scale
computational facilities at other government agencies also has been needed. Such
access can only be obtained during second or third shift operations at these
facilities, however, and sometimes is subject to last minute cancellation by the
host facility. As a result, the Study's programmers have been and are working
extremely long and irregular hours at a variety of facilities. Fairly serious logistical
problems necessarily are faced, all of which tend to compress the time available
for an irreducible volume of work against a rigid reporting date.

Necessary fieldwork for most chapters of the Study has been completed and
computer-based analyses of questionnaire responses now are underway. Projected
completion dates for these analyses vary by chapter, as in the table, below.

2 Specifically: 5.2 months for questionnaire development, 1.5 months for response, and 3.4 months for
late response, editing and error correction (total= 10.1 months).
*Editor's note: The attachment supplied with the report may be found in the committee's files. A more

recent version may be found on p. 11 of this hearing.

Chapter, short title

Dates for completion of-

Clean Preliminary Initial
file analysis draft

PART I
1. Background, Scope, etc  (9  (9  July 1.
2. Functions of Capital Markets  (1)  (9  (2).
3. Development of Financial Institutions: Pre 1952  (I)  Mar. 1  May 1.
4. Development of Financial Institutions: Post 1952  May 1  May 25  June 25.

PART II

5. Institutions as Investment Managers  (9  (9  (2).6. Investment Advisers, etc  June 21  July 15  Aug. 1.
7, Bank Administered Funds  June 1  June 15  July I.
8. Insurance and Equity Management  June 15  June 21  Do.
9. Pension Plans, Retirement Systems, Educational Endowments and

Foundations   June 1  June 15  Do.
Postscript on Performance and Financial Integration  (I)  (I)  (2).

PART III

10. Development of Market Institutions  (')  (1)  (2),
11. Characteristics and Impacts of Institutional Trading  May 18  June 15  July 1.
12. Brokerage  May 22 do  Do.
13. Impacts on Market Making  June 1  June 22  Do.

PART IV
14. New Financing  June 7  June 21  Do.
15. Shareholder Relations  July 1  July 15  August 1.

PART V
16. Continuous Reporting  (9  (9  July 1.

I Not applicable for largely expository rather than empirical, analytical chapters.
2 Not known, again for expository chapters; it must be assumed that most of these chapters will either be dropped from

the study, greatly abbreviated, or completed after Sept. 1, 1970.
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The Study's strategy throughout has been to concentrate its energy and
resources on attempts to accelerate those analytical portions of the Study
summarized in Chapters 6 through 9 dealing with various classes of institutional
investors, Chapters 11 through13 dealing with their impacts on securities markets,
and Chapters 14 and 15 dealing with impacts on portfolio companies. Progress
in all these areas, of course, has been affected by the accumulation of delays in
questionnaire development, follow-up of late responses, data correction and
computer analyses, referred to above. Although July 1, 1970 has been established
and remains as a deadline for initial drafts of all but two of these chapters, they
all remain dependent on our programming staff's ability to complete a massive
set of computer analyses during the next few weeks. As the table indicates,
available time between the scheduled completion of preliminary analyses and
July 1 draft dates varies from chapter to chapter, but always is "short" in relation
to the importance and magnitude of the material covered.

Analyses, of course, do not end with "preliminary analysis dates" any more
than drafting ends with "initial draft dates", indicated in the table. Writing and
analysis are expected to continue in parallel throughout the summer. As initial
drafts are developed, they will be circulated for review by the Commission and
by the Study's Advisory Committee. A great deal of time and interaction will be
necessary to eliminate initial differences between these groups based solely on
misunderstandings, and to localize remaining differences to the extent possible.
Attempts to eliminate or greatly compress this stage of the process would seriously
undermine the Study's quality and defeat the clear intention of the Congress to
produce a Report that is simultaneously comprehensive and authoritative. A likely
result would be to reduce the Study to a perfunctory tabulation of summary
statistics.
The Study's target and intention at this point is to complete each of its sub-

stantive, analytical chapters by September 1, 1970. Most of its staff will be
dissolved at that time. With a known and accepted analytical foundation in
hand, however, a small holdover staff of senior economists and lawyers will work
with the Commission and the Advisory Committee throughout the fall on the
development of policy recommendations and the completion of expository
materials.

Mr. Moss. Our witness this morning is Commissioner Richard B.
Smith, of the Securities and Exchange Commission.
Mr. Commissioner, if you and whomever you want to accompany

you will please come forward.

STATEMENT OF HON. RICHARD B. SMITH, COMMISSIONER, SECURI-
TIES AND EXCHANGE COMMISSION; ACCOMPANIED BY DR. DON-
ALD FARRAR, DIRECTOR, INSTITUTIONAL INVESTOR STUDY;
PHILIP A. LOOMIS, JR., GENERAL COUNSEL; AND GENE FINN,
CHIEF ECONOMIST AND DIRECTOR, OFFICE OF POLICY RESEARCH

Mr. SMITH. Thank you, Mr. Chairman.
Chairman Budge, as you know, is out of the city today and asked

me to testify in his place. I have been asked by the Commission to
keep particular attention on the progress of the Institutional Investor
Study. I have with me at the table, on my right Dr. Farrar, who is
the Director of the study, and on my- left is Gene Finn, Director of
our Office of Policy Research and Chief Economist of the Commission.
I appear before you today to present the Commission's views on

the House Joint Resolution 1247, which would extend the reporting
date of the Institutional Investor Study for 4 months, from Sep-
tember 1, 1970, to the end of the year. The purpose of this resolution
is to give the Commission and the staff additional time to integrate
the study's separate analytical chapters into a unified report, to arrive
at policy recommendations based on those chapters and to transmit
the final report to the Congress.

48-484 O-70 2
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Because of this study's importance to the Commission and to the
Congress, all interested parties have been consulted in order to obtain
general agreement on a program that we believe will assure the study's
completion. I can report to you that the study's Advisory Committee
and the Office of Management and Budget concur in this program
and strongly support the enactment of House Joint Resolution 1247.
Before discussing the particular reasons why the Commission feels

this extension is necessary, I wish to emphasize to you that both the
Commission and the study's staff have made every effort to complete
the study within the prescribed time. We have concluded, however,
that it will not be possible to present the kind of report that Congress
instructed us to prepare by September 1. The Commission was in-
structed by the Congress in Public Law 90-438 to study the impact
of institutional investors of all types on the nation's economy. Both
the language and the legislative background of this Act make clear
that the Congress expects a comprehensive economic study, whose
first task will be to remedy sizeable gaps in information about the
activities of institutional investors and their impacts on both the
securities markets and corporate issuers. The Commission intends to
present this kind of report to the Congress in completed form by the
end of the year.

Reasons why it has taken longer than originally anticipated to
complete the work of the study are several. Specifically, it has taken
longer than had been envisioned to collect and analyze the necessary
data. From the beginning, the study has been viewed by everyone as
a massive, factfinding effort whose talents, energies and resources
would be concentrated on the collection and analysis of information
about institutional investors that has not been available before.
The first stage of any sizeable primary data collection effort neces-

sarily is a time-consuming task. The primary vehicle used by the
institutional investor study for this purpose has been detailed ques-
tionnaires supplemented by interviews on the organization and
operation of institutional investors and securities firms, and on their
holdings and transactions in portfolio securities.
The study has developed, distributed, collected, corrected, and

analyzed data from 54 separate questionnaires, each of which covers
as many as 14 separate types of respondent institutions, some of
which include as many as 1,000 responding firms. Each of these ques-
tionnaires was developed in consultation with ad hoc technical com-
mittees voluntarily formed by the industries studied, with the advice,
assistance, and oversight of the Bureau of the Budget.

Incompatibilities between the study's data requests and respondents'
recordkeeping systems were innumerable. Adjustments in the requests
and special instructions for each responding group (banks, life insur-
ance, property and liability insurance, investment advisers, founda-
tions, endowments, pension funds, and so forth) on a great majority
of these 54 questionnaires often were necessary.
Separate clearance by the Bureau of the Budget for each respondent

group on each questionnaire was obtained, for a total of some 200
separate clearances. The time needed to develop and clear .these
questionnaires varied from a minimum of 2 months to a maximum
of 9 months, and averaged a little more than 5 months in length.
The first of these questionnaires was mailed to respondents during
September 1969. The final questionnaire was mailed in April 1970.
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The second stage of a major data collection effort involves the
collection, editing, correction, and preparation for machine processing
of questionnaire returns. Here, the study's extensive consultation with
technical committees and its accommodation of industry record-
keeping systems contributed substantially to more rapid and accurate
questionnaire returns.
The extent of industry cooperation with the Commission in this

phase of the study is demonstrated by the willingness of the great
majority of our respondents to return the study's data in machine-
readable form. Many of these respondent firms willingly incurred
substantial expense to collect, check and keypunch this data for the
study on an extremely tight (generally, a 6-week) time schedule.
Some firms, of course, could not meet the indicated response dates
and a number of the records nevertheless did contain errors. A great
deal of editing and error correction could not be avoided. On average,
this consumed a little more than 3 months of the study's time per
questionnaire. About 750,000 punched-card responses have been
returned by institutions, corporations and firms.

It has been necessary to use the Commission's subpena power
only sparingly. The great mass of the study's data is inhouse, clean
and being analyzed now by the study's staff. With regard to the delays
in data collection that I have outlined, I would like to offer for the
committee's information two schedules containing more detailed
information about the time periods involved.

Those schedules are attached to my prepared statement and indi-
cate the timespans on the collection of data, the number of members
of technical committees, number of meetings held in their prepara-
tion, and so forth.
The second attachment is a status report on the progress of the

questionnaires through the processing that they received in the
study. It is dated as of July 24, so that it is relatively current.

Other agencies of the government have made important contribu-
tions to this effort. Most of our analyses are being conducted without
cost to the Commission on large, high-speed computers at the Federal
Deposit Insurance Corporation and the Federal Reserve Board. I
cannot emphasize too strongly the Commission's gratitude to these
agencies; without their invaluable assistance, the study's task would
have been protracted enormously.
I should also add that we are making extensive use of the Com-

mission's computer as well. It is not as large or as powerful as the
other two being used.

Despite the unanticipated delays in data collection and processing,
the study is making substantial progress toward'its difficult goal: In
this endeavor it has had the wholehearted support of the Commission,
the advisory committee, other Government agencies and the many
institutional investors and securities firms.
I am pleased to be able to report to you that preliminary analyses

and initial drafts of substantial portions of all but two of the study's
13 substantive, analytical chapters now are in hand.
Remaining analyses and drafts are proceeding at a rapid pace. This

material currently is under review by the study's director and its
advisory committee. We anticipate that this pace can be maintained;
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that preliminary analyses can be replaced by final analyses and initial
drafts of all analytical chapters by final staff drafts by the end of the
summer.
I know everyone is interested in the extent to which the perform-

ance phenomenon has spread to different sectors of the money manage-
ment industry, and what its implications have been for the structure
of our securities markets, brokerage firms, corporate issuers, and in-
dividual investors. Much of the data collected and analyzed by the
study bear directly on this important phenomenon. Many separate
analyses and findings are in hand and under review. They all represent
only pieces of a much larger picture, however. Until we have time to
assimilate this information, interpretation will be difficult and pre-
mature reports could be potentially misleading. I hope that everyone
will bear with us until we can assemble the pieces in a meaningful,
final report. The study staff has been working long hours diligently
and with dedication toward this end.
A substantial portion of the study's staff will necessarily be dissolved

by the end of the summer. During the fall a holdover staff of senior
economists and lawyers and some support personnel will work with the
Commission and the Advisory Committee to integrate the analytical
chapters, interpret analytical findings in the context of the major public
policy issues under consideration and develop specific recommenda-
tions for regulatory and legislative action. Thc cost of this additional
work will be absorbed by the Commission; we are therefore not asking
for any additional appropriations. We all are confident that this task
can be achieved by the end of this year in a manner that will make the
final report responsive to the needs of the Congress.
(The attachments referred to follow:)
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STATUS REPORT CODES
04/07/70

** RESPONDENT GROUP CODES (RESP. GROUP)

ACCT ACCOUNTS (PART B OF I-32/33/34/35/36/37/42/43/48)
BANK BANK 
BDLR BROKER-DEALER
BOST SPECIALIST-BOSTON EXCHANGE 
CORP CORPORATION (ALSO INTERNALLY MANAGED PENSION PLAN)
CPEN EXTERNALLY MANAGED CORPORATE PENSION PLAN 
DEAL DEALER
DETR SPECIALIST-DETROIT EXCHANGE
ENDE EXTERNALLY MANAGED ENDOWMENT
END! INTERNALLY MANAGED ENDOWMENT
FNDO ENDOWMENT
EXNG EXCHANGE
FNON FOUNDATION
HDGE HEDGE OR OFFSHORE FUND

IA INVESTMENT ADVISER
IAAD ADDITIONAL IA'S
LIFA SEPARATE ACCOUNTS OF LIFE COMPANIES
LIFE LIFE INSURANCE
MMKR MARKET MAKER 
MUND MANAGING UNDERWRITER
MWSE SPECIALIST-MIDWEST EXCHANGE
NYSE SPECIALIST-NEW YORK EXCHANGE 
PBW SPECIALIST-PHILA-BALT-WASH EXCHANGE
PCSE SPECIALIST-PACIFIC COAST EXCHANGE 

PL PROPERTY-LIABILITY INSURANCE COMPANY OR GROUP 
STAT STATE AND LOCAL RETIREMENT SYSTEM
STEX EXTERNALLY MANAGED STATE AND LOCAL SYSTEM
STIN INTERNALLY MANAGED STATE AND LOCAL SYSTEM  
UNDR UNDERWRITER 
JNEX EXTERNALLY MANAGED MULTIEMPLOYER PENSION PLAN
JNIN INTERNALLY MANAGED MULTIEMPLOYER PENSION PLAN
UNON MULTIEMPLOYER PENSION PLAN (UNION) 
VENT VENTURE CAPITAL
ZTOT TOTAL

** RESPONSE STATUS CODES (RESP. STATUS)

BOB BUREAU OF THE BUDGET HAS IT 
CIFTN DRAFT OF QUESTIONNAIRE 
DROP QUESTIONNAIRE/RESPONDENT GROUP DROPPED FROM US
IDEA WRITING OF QUESTIONNAIRE STARTED 

IN ALL RESPONSES IN, UNCORRECTED 
INO1 APPROXIMATE NUMBER OF RESPONSES RECEIVED (01-99 PERCENT)
IN99 APPROXIMATE NUMBER OF RESPONSES RECEIVES (01-99 PERC-ENTr
OUT MAILED 

PNTG PRINTING IN PROCESS 
TBOB TECH. CON. & BOB HAS IT 
TECH TECHNICAL COMMITTEE HAS IT  

48-484 0 - 70 - 3
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*w PROCESSING MILESTONES

--  DATA PREPARATION AND VALIDATION (EDIT)

I KEYPUNCH INSTRUCTIONS FOR URIGINAL DATA COMPLETED AND APPROVED
2 ORIGINAL DATA BEING KEYPUNCHED 
3 FOLLOW UP ON NONRESPONDENTS IN PROCESS
4 EDIT CRITERIA DEFINED
5 DATA BEING EDITED
6 EDITING COMPLETED (CLEAN FILE)

-- FILE DEFINITION (FILE)
I MARK IV MASTER FILE DEFINED
2 MARK IV TRANSACTIONS DEFINED

-- ANALYSIS (ANAL.) 
I PRELIMINARY ANALYSIS SPECIFICATIONS COMPLETED
2 ANALYSIS TESTED ON COMPUTER WITH SAMPLE  OR TEST DATA 
3 PRELIMINARY COMPUTER ANALYSIS STARTED 
4 FINAL ANALYSIS SPECIFICATIONS COMPLETED
5 COMPUTER ANALYSIS COMPLETED
6 RESULTS WRITTEN

NOTES...

(I) EDIT, FILE DEFINITION AND ANALYSIS MILESTONES GENERALLY WILL NOT BE 
ACCOMPLISHED IN ANY GIVEN SEQUENCE.

(2) CARDS IN/KPID MEANS KEYPUNCHED CARDS RECEIVED PLUS DATA CARDS
KEYPUNCHED AT SEC

(3) MILESTONES -- IX. MEANS MILESTONE REACHED, YD. MEANS NOT REACHEt  ANtis iN,
MEANS NOT APPLICABLE
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Mr. Moss. Thank you. I have a few questions, but first, Mr.
Eckhardt.
Mr. ECKHARDT. I have no questions, thank you, Mr. Chairman.
Mr. Moss. Mr. Blanton.
Mr. BLANTON. No questions, Mr. Chairman.
Mr. Moss. I have about four or five questions, two of them going

to the matter of the relationship of the Commission to the executive
branch of the Government.
I note that on page 1, you state, "I can report to you that the

study's Advisory Committee and the Office of Management and
Budget concur in this program and strongly support the enactment of
House Joint Resolution 1247."
What is the relationship of the Commission to the Office of Manage-

ment and Budget? I think that is the new office created by the re-
organization. What clearance is required there?
Mr. SMITH. I think as a general practice the statements of the

Commission on pending legislation are sent to the Budget Bureau
to see if there are any objections from that office or from other
executive departments of the Government.
I did not mean to imply from my statement that there is anything

beyond that type of submittal.
Mr. Moss. As I recall, we had a series of hearings in 1958 and 1959

going to the independent status of the regulatory commissions and
the understanding at that time was that statements were filed merely
for the purpose of informing the Bureau of the Budget, now its
successor agency would have the same relationship, and not to receive
objections from them. Objections would be inappropriate as they would
compromise the independence of the agency, and that is a matter
which the Congress has very jealously guarded over the years, or
attempted to, and I want to know if we have gone beyond just simple
submission for informational purposes?
Mr. SMITH. I am sure that there was nothing at all beyond that in

this statement, which was prepared for me and revised by me, and I
think the only suggestion that came back from the Office of Manage-
ment and Budget was that this statement referred to them as Bureau
of the Budget, and they asked that the new name be substituted.
That is the only comment that was received.
Mr. Moss. Over on page 4 I noted that "separate clearance"—

and this is the thing that really concerned me—"by the Bureau of
the Budget for each respondent group on each questionnaire was
obtained, for a total of some 200 separate clearances."
I mention this because if it had been the desire of the Congress to

have the Bureau of the Budget clear, and, in effect, monitor this
study, it would have vested the authority for the study in the Bureau
of the Budget, which is an executive agency.
In fact, it is directly under the Office of the President. It was not

the desire of the Congress to do so, and the matter of "clearances" is
one which I find somewhat disturbing. Were clearances sought?
Mr. SMITH. Yes, they were.
Mr. Moss. Mr. Loomis, if you would like to participate in this,

you may do so. The concern of the committee is that there not be
any compromise of the Commission's independent status.

lor
IMm•••••••=Ilmail,
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Mr. Loomis. The Bureau of the Budget has for many years taken
the position that all questionnaires sent out by any agency of the
Government, including the independent agencies, require their clear-
ances and approval under the Federal Reports Act.
We have had periodically some controversy with them as to whether

they can require changes in the report and registration forms that
Congress required under the securities laws. We have always taker
the position that they cannot and they have generally acquiesced. But
on these questionnaires which are not reporting forms for corporations
like a registration statement, they have taken the position consistently
that these must be cleared by them by reason of the Federal Reports
Act.
Mr. Moss. Do you concur?
Mr. Loomis. I am inclined to feel that they may be right as to

questionnaires of this type. In any event, we have endeavored to
avoid controversy with them to the extent we can without compromis-
ing our right to administer the Federal Securities Laws as we see fit.
Mr. Moss. I would hope that Counsel takes note, that is, com-

mittee counsel, and that the members of the committee also take
note of this discussion. At any future date that we act to create any
kind of studies, we should make it abundantly clear that the Bureau
of the Budget is not to have any power to change the substance.
They should have the ability to coordinate within the executive

branch on certain types of information to inform you that somebody
may already be requesting the same information, but they should have

ino power beyond that. It s not intended by the Congress.
I think the hearings of 1958 and 1959 made that abundantly clear.

That was the very basic issue that was involved in those hearings.
In the report extending the life of this resolution I. will ask that

language to that effect be drafted so that we can make it quite clear
that the Congress is concerned with the true independence of these
agencies.
In how many instances did the Commission actually have to use

subpena power?
Mr. SMITH. As I said in my prepared statement, they have been

relatively infrequent. In some cases some institutions, particularly
banks, asked for, in effect, friendly subpenas which were given to
them.
In connection with our case studies on corporate takeovers, extensive

use of subpenas was made to collect documents as a basis for question-
ing institutions and participants in those situations.
We also sent approximately 40 subpenas to companies which

substantially after the applicable due date had not filed question-
naires. A letter 'from the Chairman preceded each of these subpenas.
Virtually all subpenas have been successful in causing the forms to
be ffied.
Mr. Moss. Other than banks, is there any other pattern as to the

types of institutions which have required the use of subpenas?
Mr. SMITH. I don't believe so, but perhaps Dr. Farrar can be more

responsive. It may be that some securities firms asked for friendly
subpenas.
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Dr. FARRAR. The friendly subpenas have been limited almost
entirely to banks.
Mr. Moss. How about the non-friendly ones?
Dr. FARRAR. Some have gone to securities firms, perhaps the

larger number. Some have gone to investment advisers, and mutual
fund complexes. I don't know whether any non-friendly subpenas
have gone to banks.
Mr. Moss. I think we will ask that you supply for the committee's

files, not for this record, but for the committee's files, a list of those
to whom subpenas have been issued.
Mr. SMITH. We will be glad to submit that.
Mr. Moss. Now, on page 7, I want to understand whether or not

there is any intent of the study going beyond the 31st of December. I
cite the next-to-the-last sentence in the first paragraph: "I hope
everyone will bear with us until we can assemble the pieces in a
meaningful final report."
By that you mean that you will have that report by the 31st of

December and there will not be an additional request for extension?
Mr. SMITH. That is our complete intention, yes, sir.
Mr. Moss. Now, just one final question as to cost.
It is rather unique to have an extension of time without additional

cost. Are other programs or functions under the jurisdiction of the
Commission going to suffer as a result of funding of this continuing
activity from funds already available to the Commission?
Mr. SMITH. It is apparent that to the extent funds are spent on

this, they won't be spent on other things. The Commission made a
deliberate decision here that the value to be derived from this study
will flow into other areas of the Commission's work. This is one overrun
in terms of time where the contractor is committing himself to absorb
the cost. And because of general budgetary considerations in the Gov-
ernment as a whole and our dealings with the Appropriations Com-
mittees, we felt called upon to absorb this additional 4-month cost.
Mr. Moss. What is the additional 4-month cost?
Mr. SMITH. It will be $155,000.
Mr. Moss. Will you supply for this record the detail of that addi-

tional cost?
Mr. SMITH. Yes, sir.
Mr. Moss. Including the number of persons, the full details for it?
Mr. SMITH. I have it with me, and I will be glad to give it to you.
(The information referred to follows:)

Summary statement of cost—institutional investor
study

Fiscal year:
1969 $230,000
1970 575,000
1971 (July 1 to Dec. 31, 1970) (estimate) 225,000

Total costs 1 2 1, 030,000
Less total funds authorized and appropriated 875,000

Amount to be absorbed in fiscal 1971 155,000
1 See exhibit A.
2 Excludes (1) costs of $48,000 which are reimbursed by the Federal Reserve Board; and (2) $30,400 for pay

increases.
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EXHIBIT A
STATEMENT OF COSTS-INSTITUTIONAL INVESTOR STUDY

Item

Actual
Estimated,
fiscal 1971

July 1-
Dec. 31

Total
cost1969 1970

Personal services $105, 486 $503, 313 $199, 800 $808, 599Personnel benefits 8, 289 17, 200 3,400 28, 889Travel 18, 851 19, 687 20, 000 58, 538
Communications and rental:

Rental of space 12, 538 28, 800  41, 338Telephone 4, 600 2, 000 800 7, 400Rental of equipment 682 3, 000  3,682
Total 17, 820 33, 800 800 52, 420Other services contract, National Bureau of Economic

Research 50, 000  50, 000Supplies and materials 2, 300 1, 000 1, 000 4, 300Office furniture and equipment 27, 254  27, 254
Total cost 230, 000 575, 000 225, 000 1, 030, 000Returned to Treasury 70, 000  70, 000
Total funds available 2 300, 000 3 575, 000 225, 000 1, 100, 000

Excludes (1) $10,000 for salaries which is reimbursed by the Federal Reserve Board; and (2) pay increase costs of$13,400. See exhibit B for detail.
Excludes costs of $18,000 reimbursable from Federal Reserve Board as its share of the NBER contract.

3 Excludes (1) costs of $20,000 (salaries $15,000 and travel $5,000) reimbursed by the Federal Reserve Board; and (2)pay increase costs of $17,000 (salaries $16,000 and $1,000 personnel benefits).

EXHIBIT B

Cost statement for institutional investor study, fiscal 1971

(July 1 to Dec. 31, 1970)
Salaries:

34 temporary positions-July 1 to Aug. 31 $68,300
23 temporary positions (includes 6 typists), number of positions

will progressively decrease from Sept. 1 to Dec. 31 107,000
Consultants-July 1 to Dec. 31 8,000
Overtime 5,500
Lump-sum payment-annual leave 11,000

Total 1199,800
Excludes (a) $10,000 for salaries reimbursed by the Federal Reserve Board; and (2) $13,400 for payincreases.

INSTITUTIONAL INVESTOR STUDY

Before
Sept. 29,

1970

After
Sept. 29,

1970

Director (economist) 1 1Associate Director (economist) 2 2Economists 7 3Attorneys 3 3Programers 4 3Research assistants 5 5Secretaries 6 6Keypunch operators 3  Clerks 3  

Total 34 23

Mr. Moss. I have no further questions.
Mr. Keith?
Mr. KEITH. Thank you, Mr. Chairman.
I am sorry that I wasn't here for the earlier part of the questions.

I had to appear at the Subcommittee on Fish and Wildlife this morning
at 10.
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Has any colloquy taken place between you and Commissioner Smith
with reference to any substantive developments in the study to date?
Mr. Moss. I have not because after very careful consideration on

Friday, I concluded that the study had moved to the point where
discussions of substantive nature as to the study, itself, would have
little value. I think it is pretty well cast and the format is laid out
and it is a matter now of merely completing the study along the lines
already predetermined.
Mr. KEITH. I would like, nevertheless, to ask for the record as to

whether or not this study has turned up anything which would indicate
the need for action by Congress to deal with any problem areas so
that our securities markets might function more effectively?
Mr. SMITH. I believe our study will produce a number of findings

relevant to the functionings of the market in a strongly institutional
environment. The study has produced a number of findings in these
areas. They are at the present time reflected in tabulations and pre-
liminary drafts of analytical chapters. Because of the interrelation-
ships of the various chapters and findings we have not wished to dis-
cuss substantive findings at this point because they are susceptible to
misinterpretation, and we wanted to have an opportunity to fully
consider both their accuracy and some of their implications.
Mr. KEITH. I respect your judgment on that, but whatever con-

clusions you reach and recommendations that follow from those con-
clusions, it is going to take a long time for the Congress and the Nation
to absorb them so that legislation, if it is required, might be enacted.
You have seen how difficult it has been to amend the securities

laws in any respect. You have to build up public opinion in support of
legislation in order to have it begin moving. So, I am going to pursue
this just a step further.
You do not see anything shaping up ahead that stands out, that is

significant enough or firm enough to discuss in public at this time?
Mr. SMITH. I would like to say "yes" to you, Mr. Keith 
Mr. KEITH. I am perfectly happy with a "no" answer.
Mr. SMITH. I feel compelled to say "no" at this time because we

appreciate that the Congress will put a high degree of reliance on the
Commission's deliberations and considerations of this fairly complex
material. To give now some tentative views of one Commissioner
based upon preliminary findings, I think would not do justice to the
subject matter. I appreciate the enormous number of years that pre-
ceded the pending legislation in the Congress. It is perhaps for that
reason that I feel most strongly that I would like this to be a well-
considered, well-reasoned report that you will receive in the end.
Mr. KEITH. But you do not see anything that has any urgency

about it thus far?
Mr. SMITH. There is great urgency in the subject matter. I think

there will be findings of considerable importance that we contribute
toward resolving some of these questions, but I would prefer to give
you any reflections or reactions on the basis of more consideration
than we have had now.

Initial chapter drafts only appeared on July 1. Some of those are
still in process. We will not receive final staff drafts until the end of
the summer, so that it will be quite difficult, I think, at this time to
give any reasoned reaction to it.
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Mr. KEITH. Thank you, Mr. Chairman.
Mr. Moss. Are there other questions?
Mr. Focht?
Mr. FOCHT. I have only one, if I may, Mr. Chairman.
Mr. Smith, when you appeared before the subcommittee in Sep-

tember of last year on the question of then extending the date of the
study until September 1, 1970, you were asked whether or not the
study could be finished by September 1 of 1970. At the time you said
yes, it could be, and you were confident that it could be. I note in your
statement today that you basically say it has taken longer than you
had envisioned to collect and analyze the necessary data.
But I wonder if you could tell us—because I think you were in the

data collecting stage back in September when you were here—what
has happened since September 15 that makes this present request
necessary?
Mr. SMITH. It is true that back then I felt sure that a 12-month

period would be ample time. At that point it is true that we were in
the data collection effort, some questionnaires had been sent out. In
fact, I believe the bulk of the questionnaires were sent out after
September; indeed, the last as recently as April of this year.
The difficulty in reconciling the study's data requests to the record-

keeping systems of respondents and the amount of time absorbed in
the processing of returns when they have been received has sub-
stantially exceeded the estimations at that time.
I think if you were to look at attachments A and B Mr. Focht, you

would get some sense of the time dimension involved with each of
these questionnaires. I think if there are any particular areas you
would like to refer to, that Dr. Farrar, who has lived through this,
would be better able to respond than I.
Mr. FOCHT. I have no additional questions Mr. Chairman.
Mr. Moss. There being no further questions, I want to thank you

and your staff for appearing. We will try to get this resolution reported
out of the subcommittee very promptly.
Mr. SMITH. We appreciate that.
Mr. Moss. The subcommittee will be adjourned.
(Whereupon, at 10:45 a.m., the subcommittee adjourned.)
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